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Do the Feds sense a Wil-e Coyote moment ahead? 

Federal Reserve officials are stepping up scrutiny of the biggest U.S. banks to ensure the lenders 
can withstand a reversal of soaring global-asset prices, according to people with knowledge of 
the matter.  
Supervisors are examining whether banks such as JPMorgan Chase & Co., Morgan Stanley 
and Goldman Sachs Group Inc. have enough capital for the risks they take, how much they 
know about the strength of their counter parties and whether risk managers have authority to 
influence bank practices and policies.  

 
Talk about a correction intensifies. 

After a multi-month rally from the March lows, many investors are starting to think riskier assets 
are showing signs of fatigue. Add to that the possibility that the dollar – the perceived driver of 
much bullish activity – may be building a bottom from which to bounce, and the chatter about 
the start of the long-awaited “correction” intensifies. 

You now have to pay to invest in safe assets.   

Treasury three-month bill rates turned negative for the first time since financial markets froze 
last year on concern that the rally in higher-yielding assets has outpaced the prospects for 
economic growth.  Investors were willing to pay the government to hold their money as stocks 
slid amid speculation the eight-month, 68 percent rally that drove the valuation of the MSCI 
World Index to the most expensive level in seven years already reflects forecasts for a 25 
percent rebound in corporate earnings next year. 

http://www.bloomberg.com/apps/news?pid=20601087&sid=aT1UiSxFDPeA&pos=1
http://www.bloomberg.com/apps/quote?ticker=JPM%3AUS
http://www.bloomberg.com/apps/quote?ticker=MS%3AUS
http://www.bloomberg.com/apps/quote?ticker=GS%3AUS
http://www.ft.com/cms/s/0/5d96b0f0-d59b-11de-b80f-00144feabdc0.html?nclick_check=1
http://www.ft.com/dollar
http://www.bloomberg.com/apps/quote?ticker=USGG3M%3AIND
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aD6c1f6nmJCs
http://www.bloomberg.com/apps/quote?ticker=MXWO%3AIND
http://www.bloomberg.com/apps/quote?ticker=MXWO%3AIND
http://www.bloomberg.com/apps/quote?ticker=MXWO%3AIND


 
The correction begins. 

 

-- Stocks drifted lower Friday, 
continuing a two-day retreat, as 
investors remained jittery about the 
economy and the outlook for the 
technology sector.  

After climbing to a 13-month high 
earlier this week, the major indexes 
have fallen for two consecutive 
sessions amid worries about the 
economic recovery, the 
strengthening dollar, and the 

technology sector. 

 
 
 
 
 
 
 
 
 
 
 
 
 

Will long-term treasuries follow the short-term rally? 

-- Short-term Treasury prices rallied 
again on Friday, sending yields on 2-
year notes to the lowest this year, as 
investors step away from riskier 
assets to lock in profits as 2009 
winds down. The market is also 
reflecting increasing concerns that 
the U.S. economy won't rebound 
from the recession as quickly or 
strongly as markets had accounted 
for, especially after Federal Reserve 
Chairman Ben Bernanke said earlier 
this week that extremely low interest 

rates would be merited for some time.  

 The dollar rally may curb gold prices.  

-- Gold futures dropped as the 
dollar’s rebound curbed demand for 
the precious metal as an alternative 
investment.  The dollar gained as 
much as 0.8 percent against a basket 
of major currencies as short-term 
Treasuries climbed and equities fell. 
Before today, gold rose 9.8 percent 
this month, reaching a record 
$1,153.40 an ounce on Nov. 18.    
Traders are becoming concerned 
about the dollar rally. 

 

http://money.cnn.com/2009/11/20/markets/markets_new_york/index.htm
http://money.cnn.com/2009/11/19/markets/markets_new_york/index.htm?postversion=2009111917
http://money.cnn.com/2009/11/19/markets/markets_new_york/index.htm?postversion=2009111917
http://www.marketwatch.com/story/two-year-treasury-yields-hits-low-of-2009-2009-11-20?dist=news


Could the Japanese market be leading this decline? 

-- Japanese stocks fell 0.5 percent to 
9497.68, a four-month low, as Sony 
sank 2.4 percent to 2,410 yen. The 
Tokyo-based maker of Bravia 
televisions is aiming for a 10 percent 
return on equity by March 2013, 
pushed back from its previous target 
of March 2011, Sony said yesterday. 
It’s also forecasting a net loss of 95 
billion yen ($1.07 billion) this fiscal 
year after losing 98.9 billion yen the 
previous year.  This could be the 
source of a global meltdown. 

 

China’s market climb halts today.  

-- China’s stocks dropped the most 
in three weeks after the government 
raised electricity prices for the first 
time in 16 months, fueling concern 
that recent gains outpaced prospects 
for earnings growth.   “The increase 
in power prices raises production 
costs and inflationary expectations,” 
said Larry Wan, the Shanghai-based 
deputy chief investment officer at 
KBC-Goldstate Fund Management 
Co. “The market is also due for a 
breather after the gains this quarter.” 

The dollar may be putting in a bottom. 

The dollar rose against all of its 
major counterparts and climbed for a 
second day against the euro as 
investors sold shares and bought 
short-term Treasuries to reduce the 
chance of losses before the end of the 
year.  “The market is reducing its 
exposure to risk and moving into 
U.S. Treasuries,” said Vassili 
Serebriakov, a currency strategist at 
Wells Fargo & Co. in New York. 
“The dollar is benefiting.” 
 

 

http://www.bloomberg.com/apps/news?pid=newsarchive&sid=a5kh_Cp0pwtI
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aI1P1UuSjc88
http://search.bloomberg.com/search?q=Larry+Wan&site=wnews&client=wnews&proxystylesheet=wnews&output=xml_no_dtd&ie=UTF-8&oe=UTF-8&filter=p&getfields=wnnis&sort=date:D:S:d1
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=aJ8..X1vf3qc
http://search.bloomberg.com/search?q=Vassili+Serebriakov&site=wnews&client=wnews&proxystylesheet=wnews&output=xml_no_dtd&ie=UTF-8&oe=UTF-8&filter=p&getfields=wnnis&sort=date:D:S:d1
http://search.bloomberg.com/search?q=Vassili+Serebriakov&site=wnews&client=wnews&proxystylesheet=wnews&output=xml_no_dtd&ie=UTF-8&oe=UTF-8&filter=p&getfields=wnnis&sort=date:D:S:d1


FHA may be the next train wreck. 
  

-- The Federal Housing 
Administration, the agency that 
insures home purchases made with 
down payments as small as 3.5 
percent, may create another lending 
crisis, Toll Brothers Inc. Chief 
Executive Officer Robert Toll said. 
“Yesterday’s subprime is today’s 
FHA,” Toll said today at a New York 
conference for builders. “It’s a 
definite train wreck and the flag will 
go up in the next couple of months: 

Bail us out. Give us more money.” Toll Brothers is the largest U.S. luxury homes builder.  

Ethanol doesn’t appear to be viable. 

 The Energy Information Agency 
weekly report suggests, “Capacity 
to produce fuel ethanol from corn 
nearly tripled between January 2006 
and January 2009. However, over the 
past 18 months, a combination of 
surplus production capacity, the 
decline of gasoline prices from their 
mid-2008 peak level, and high corn 
prices that boosted producers’ input 
costs have resulted in a sharp decline 
in ethanol margins. The combination 
of economic pressures on capacity 
led some producers to idle plants, 

and in some cases, file for bankruptcy.” 

Higher NatGas prices not showing in the futures market. 

The Energy Information Agency’s 
Natural Gas Weekly Update reports, 

he 

 

ce 

offset the declines heading into the weekend.” 

“Since last Wednesday, November 
11, natural gas spot prices have 
exhibited significant variability. 
Prices initially declined early in t
report week at market locations 
across the lower 48 States. In trading
on Friday, November 13, price 
declines ranged between $0.61 and 
$1.08 per MMBtu. However, pri
increases since last Friday of 
between $1.20 and $1.71 more than 

http://www.bloomberg.com/apps/news?pid=20601087&sid=aRsDeHu7ywas&pos=3
http://www.bloomberg.com/apps/news?pid=20601087&sid=aRsDeHu7ywas&pos=3
http://www.bloomberg.com/apps/quote?ticker=TOL%3AUS
http://search.bloomberg.com/search?q=Robert+Toll&site=wnews&client=wnews&proxystylesheet=wnews&output=xml_no_dtd&ie=UTF-8&oe=UTF-8&filter=p&getfields=wnnis&sort=date:D:S:d1
http://tonto.eia.doe.gov/oog/info/twip/twip.asp
http://tonto.eia.doe.gov/oog/info/ngw/ngupdate.asp


 

Exploring the dangers of a Global Collapse. 

ssible "global economic collapseSociété Générale has advised clients to be ready for a po " over 
the next two years, mapping a strategy of defensive investments to avoid wealth destruction.  

n almost all rich economies

In a report entitled "Worst-case debt scenario", the bank's asset team said state rescue packages 
over the last year have merely transferred private liabilities onto sagging sovereign shoulders, 
creating a fresh set of problems.  

Overall debt is still far too high i  as a share of GDP (350pc in the 
US), whether public or private. It must be reduced by the hard slog of "deleveraging", for years.   

Related Articles: 'Debt levels risk another crisis'  

"As yet, nobody can say with any certainty whether we have in fact escaped the prospect of a 
global economic collapse," said the 68-page report, headed by asset chief Daniel Fermon. It is an 
exploration of the dangers, not a forecast.  

Social Security Trust Fund:  We are living off the interest. 

The Social Security Trust Fund racked up another monthly deficit for October. The shortfall was 
$4.2 billion. This is the 5th consecutive month of red ink for the Fund. The total for the period 
comes to $15bil. Blame the economy and the boomers for this problem. Some basic measures of 
the Fund's performance are rapidly deteriorating. 
 
A critical measure is the ratio of Payroll Tax receipts to Benefits paid. The following chart looks 
at that ratio over time. That ratio will fall below 1.0 for the full year 2009. As of today we are 
living off of the interest.  

On November 20, 1930… 

Market wrap: “Powerful support” by “important interests” for high-grade shares 
gradually broadened into advances in “a long list of representative shares.” Market 
showed resistance to bad news for second day; yesterday to wheat news, and today to 
failure of an Exchange firm. Bear attempt to start reaction around noon fizzled. Major 
industrials, auto shares, and utilities showed sustained strength; rails, entertainment 
shares, and some industrial specialties were up sharply. 

Our Investment Advisor Registration is on the Web. 

We are in the process of updating our website at www.thepracticalinvestor.com to have more 
information on our services.  Log on and click on Advisor Registration to get more details. 

ent 
strategies by calling Connie or Tony at (517) 699-1554, ext 10 or 11.  Or e-mail us at 
If you are a client or wish to become one, please make an appointment to discuss our investm

tpi@thepracticalinvestor.com.   
 
Regards, 
 
Anthony M. Cherniawski, Manager 

http://www.telegraph.co.uk/finance/economics/6599281/Societe-Generale-tells-clients-how-to-prepare-for-global-collapse.html
http://www.telegraph.co.uk/finance/financetopics/g20-summit/6228450/Debt-levels-risk-another-crisis.html
http://www.zerohedge.com/article/oct-sstf-report-we-are-now-living-interest
http://newsfrom1930.blogspot.com/
mailto:tpi@thepracticalinvestor.com


 
Disclaimer:  It is not possible to invest directly into any index.  

ture.  It is not intended as an endorsement 
f their content and does not necessarily reflect the opinion of Anthony M. Cherniawski or The Practical 

 
The use of web-linked articles is meant to be informational in na
o
Investor, LLC.   
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