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Dear Client: 
 
I hope that you were able to attend our seminar on Wednesday? We showed a UTUBE video on how this banking crisis started. LINK 
http://www.youtube.com/watch?v=Q0zEXdDO5JU&feature=player_embedded 
 
http://www.youtube.com/watch?v=iYhDkZjKBEw&feature=player_embedded 

 
I am also adding a link here LINK to answer the questions that I had during the seminar on a One World Currency.  
http://www.financialsense.com/fsu/editorials/dollardaze/2009/0107.html 
 
I want to thank Carol Spoolstra; CEO of the Grand Rapids Consumers Credit Union. As you know, I have been explaining to you for 
several months now, that most credit unions are safer than banks, and Carol explained some of those difference to us.  
 
At our Seminar, I explained that the derivatives are destroying the viability of our banks. But I said that wasn’t the main problem The 
main problem now is that for every dollar that the banks have in credit default swaps, they also have about $10 dollars or so in interest 
rate derivatives. I said, in other words, they are making 10 times more bets on interest rates than they are making on these CDO. I said 
if I am right about inflation fears and we get a spike in interest rates, and if that spike hits them by surprise, which I was expecting it 
would, no one not even the US Government is going to be able to save some of our largest banks. LINK 
 
For the first time in history, U.S. banks have suffered large; ominous losses in a giant sector that, until now, they thought were solid: 
bets on interest rates. 

But first, here's the alarming news: According to the fourth quarter report just released this past Friday by the Comptroller 
of the Currency (OCC), commercial banks lost a record $3.4 billion in interest rate derivatives, or more than seven times their worst 
previous quarterly loss in that category.1 

And here's why the losses are so ominous: 

Until the third quarters of last year, the banks’ losses in derivatives were almost entirely confined to credit default swaps — bets on 
failing companies and sinking investments. 

But credit default swaps are actually a much smaller sector, representing only 
7.8 percent of the total derivatives market. 

Now, with these new losses in interest rate derivatives, the disease has begun 
to infect a sector that encompasses a whopping 82 percent of the derivatives 
market.2 

Thus, considering their far larger volume, any threat to interest rate derivatives 
could be far more serious than anything we've seen so far. 

Meanwhile, time bombs continue to explode in the credit default swaps as 
well, delivering another massive loss of nearly $9 billion in the fourth quarter. 

And remember: These represent the aggregate total for the entire banking 
industry, after netting out the results of banks with profitable trading. 

Why This Crisis Could Be Nearly as Bad as the Banking Crisis of 1929-31 

Yes, I know the standard argument: In 1929, bank regulation and depositor 
protection was primarily run by state governments. Now, with the FDIC, the 
OCC, and more direct Federal Reserve intervention, it's far more centralized.  
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But offsetting that strength are serious weaknesses in the banking system that did not exist in the 1930s: 

• In 1929, there were fewer giant banks. They controlled a smaller share of the total market. And they were generally stronger than the 
thousands of community banks around the country. Today, by contrast, the nation's high-roller megabanks dominate the market. 

• In 1929, derivatives were virtually nonexistent. Not today! U.S. banks alone control $200.4 trillion; and it's precisely in this 
dangerous sector that the megabanks dominate the most. 

 

 According to the OCC's Q4 2008 report, America's top five commercial banks control 96 percent of the industry's total 
derivatives, while the top 25 control 99.78 percent. In other words, for every $100 dollar of derivatives, the big banks have $99.78 ... 
while the rest of the nation's 7,000-plus banking institutions control a meager 22 cents!3  

This is a massively dangerous concentration of risk. 

The large banks are exposed to the danger that buyers will vanish, markets will suddenly become illiquid, and they'll be unable to 
unload their positions without accepting wipe-out losses. Has this ever happened? Unfortunately, yes. In fact, it's the primary reason 
they lost a record $3.4 billion in the last three months of 2008. 

The large banks are exposed to the danger that, with exploding federal deficits and new fears of inflation, interest rates will suddenly 
surge, delivering a whole new round of even bigger losses in the months ahead. 

Worst of all, the five biggest banks are exposed to breathtaking default risk — the danger that their trading partners could fail to make 
good on their gambling debts, transforming even the best winning trades into some of the worst losers. 

Here's our chart on these risks, updated to reflect the new data just released on Friday: 

 

Specifically, at year-end 2008, 

• Bank of America's total credit exposure to derivatives was 179 percent of its risk-based capital;  

• Citibank's was 278 percent;  

• JPMorgan Chase's, 382 percent; and  
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• HSBC America's, 550 percent.4  

What's excessive? The banking regulators won't tell us. But as a rule, exposure of more than 25 percent in any one major risk area is 
too much, in my view. 

And if you think these four banks are overexposed, wait till you see the super-high roller that the OCC has just added to its quarterly 
reports: Goldman Sachs. 

According to the OCC, Goldman Sachs' total credit exposure at year-end was 1,056 percent, or over ten times more than its 
capital. 

The folks at Goldman think they're smart, and they are. They say they can handle large risks, and usually they can. But not in a sinking 
global economy! And not when the exposure reaches such stratospheric extremes! 

Major Impact on the Stock Market 

In the 1930s, the banking crisis helped drive the economy into depression and the stock market into its worst decline of the century. 

The same is happening today. Whether the nation's big banks are bailed out by the federal government or not, the fact remains that 
they're jacking up credit standards, squeezing off credit lines, and even shutting down major segments of their lending operations. 

And regardless of how much lawmakers try to arm-twist banks to lend more, it's rarely happening. With scant exceptions, bank capital 
has been reduced, sometimes decimated. The risk of lending has gone through the roof. And many of the more prudent borrowers 
don't even want bank loans to begin with. 

Those credit shortages, both acute and chronic, have a big impact on the economy and the stock market. Moreover, unlike the 1930s, 
banks themselves are publicly traded companies whose shares make up a substantial portion of the S&P 500. 

The big lesson to be learned: Don't pooh-pooh comparisons between today's bear market and the deep bear market of 1929-32. 

From its peak in 1929, the Dow Jones Industrials Average fell 89 percent. Compared to the Dow's peak in 2007, that would be 
tantamount to a plunge of more than 12,600 points — to a low of approximately 1500, or an additional 81 percent decline from the 
Friday's 7776. 

Even a decline of half that magnitude would still leave the Dow well below the 5500 level, which remains our current target. 

Does this preclude sharp rallies? Absolutely not! From its recent March 6 bottom to last week's peak, the Dow has already jumped a 
resounding 21 percent in just 20 short days. And the rally may still not be over. 

But this is nothing unusual. In the 1929-32 periods, the Dow enjoyed even sharper rallies, and those rallies did nothing to end the great 
bear market. In Harry Dents new book “The Great Depression Ahead” 

"In the 1930s, at each step down the slippery slope of the market's decline, Washington would periodically announce some new 
initiative to turn things around. 

"President Hoover would give a new pep talk promising ‘prosperity around the corner.' And often, the Dow staged dramatic rallies — 
up 30 percent on the first round, 48 percent on the second, 23 percent on the third, and more.” 

That is why each time we have seen a rally I have sought to use the rallies as selling opportunities. I persuaded more of my clients to 
get rid of their stocks and put it into cash.  

Our approach today, 

Step 1. Keep as much as 90 percent of your money SAFE, as follows: 

• For your banking needs, seek to use only institutions with a Financial Strength Rating of B+ or better. For a list, click here. 
Then, in the index, scroll down to item 13, "Strongest Banks and Thrifts in the U.S."  
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• Make sure your deposits remain comfortably under the old FDIC insurance coverage limits of $100,000. The new $250,000 
per account limit is temporary and, in my view, not something to rely on long term.  

• Move the bulk of your money to Treasury bills or equivalent. We can help you with this; just call Jamie Berens at our office.  

Important: You may have seen some commentary from experts that "Treasuries are not safe." But when you review their comments 
more carefully, you'll probably see they're not referring to Treasury bills, which have virtually zero price risk. They're talking strictly 
about Treasury notes or bonds, which can — and probably will — suffer serious declines in their market value. 

Step 2. If you, your family or friends, missed the opportunity to greatly reduce your exposure to the stock market in 2007 or 2008, you 
now have another chance. And if the market rises from here, the more you should sell. 

Until next time, 

Valerie Holcomb, President    
Shari Hooper, Senior Vice President 
Cascade Financial Group 

Sources: Martin D. Weiss, Money & Markets www.moneyandmarkets.com  

1 For the banks' $3.42 billion loss in interest rate derivatives, see OCC's Quarterly Report on Bank Trading and Derivatives Activities 
Fourth Quarter 2008, table at the bottom of pdf page 17, "Cash & Derivative Revenue," line 1. As you can see, that was 7.2 times 
larger than the previous record — the fourth quarter of 2004, when the nation's banks lost $472 million in interest rate derivatives.  

2 See OCC table at the bottom of pdf page 11, "Derivative Contracts by Type." In it, the OCC reports total U.S. bank-held derivatives 
of $200,382 billion at year-end 2008. Among these, the single largest category is interest rate derivatives, representing $164,404 
billion, or 82 percent of the total. In contrast, credit derivatives are only $15,897 billion, or 7.93 percent of the total. Within the 
credit derivative category, the OCC reports (page 1, fourth bullet) that nearly all — 98 percent — are credit default swaps, which 
have proven to be the most toxic and damaging category of derivatives so far. But they represent only 7.77 percent of all derivatives 
(7.93 percent x 98 percent).  

3 OCC. In Table 1, pdf page 22, "Notional Amount of Derivatives Contracts." 

4 OCC, table at bottom of pdf page 13.   

 
This communication, including attachments, is for the exclusive use of addressee and may contain proprietary, confidential and/or 
privileged information.  If you are not the intended recipient, any use, copying, disclosure, dissemination or distribution is strictly 
prohibited.  If you are not the intended recipient, please notify the sender immediately by return e-mail, delete this communication and 
destroy all copies.   

 
If you wish to be taken off this mailing list and not receive future "Weekly Updates", please reply back with "Unsubscribe" in the subject line.  If you wish to have this 
"Weekly Update" sent to an alternate email address, please reply back providing the new email address 
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