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Stocks notched a solid gain last week in a mega-cap, tech-
led rally bolstered by positive inflation news.

Dow 40,000
The week began quietly as market averages traded in a tight
range, awaiting fresh inflation news.

On Tuesday, markets rose steadily throughout the day after
digesting a mixed wholesale inflation report.’

The next day, a cooler-than-expected Consumer Price Index
(CPI) report sparked a broad-based rally as the upbeat news
raised investors’ hopes for a rate cut. The Nasdaq
Composite and Standard & Poor’s 500 (which ended above
5300 for the first time) closed the day up 1.4 percent and 1.2
percent, respectively. Meanwhile, the bellwether 10-year
Treasury yield fell to 4.35 percent.?®

Investors took a break as the week ended, mostly yawning at
mixed economic data. Notably, the Dow closed just above
40,000 on Friday.
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Inflated Expectations

With the two critical inflation updates last week, attention
shifted to the Federal Reserve’s next steps with interest
rates.

The top-level CPlI numbers (known as headline inflation)
tend to be less important than what’s underneath: core
inflation (CPI minus volatile food and energy prices) in the
Fed’s eye. Core CPl came in at 0.29 percent for April, just
below the 0.30 percent from Wall Street. It was the first time
the core CPl was lower than forecasts in three months. The
news revived speculation that the Fed might consider a rate
adjustment as early as September.**

This Week: Key Economic Data

Monday: Fed Officials Michael Barr, Raphael Bostic,
Christopher Waller, and Philip Jefferson speak for the first
time.

Tuesday: Fed Officials Michael Barr, Raphael Bostic,
Christopher Waller, and Philip Jefferson speak again. John
Williams speaks for the first time for the week.
Wednesday: Existing Home Sales. 20-Year Treasury Bond
Auction. FOMC Meeting Minutes.

Thursday: Jobless Claims. New Home Sales. Fed Balance
Sheet.

Friday: Durable Goods. Consumer Sentiment.



“The behavior of any bureaucratic organization can best be
understood by assuming that it is controlled by a secret
cabal of its enemies.”

— Robert Conquest
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At recent Congressional hearings on federal bank regulators’
newly proposed rules to force the largest banks in the U.S. to
hold more capital against their riskiest trading positions (so
that taxpayers aren’t on the hook for more bailouts), the
banks and their sycophants holding Senate and House seats
made it sound like it’s the American farmers who will be hurt
because the derivatives they use to hedge against crop
failures or price swings in their crops will become more
expensive. We knew this was a completely bogus argument
because the latest data from the U.S. Department of
Agriculture indicates that “agriculture, food, and related
industries contributed roughly $1.264 trillion to U.S. gross
domestic product (GDP) in 2021....”



In other words, U.S. farmers need to hedge less than $2
trillion while just three mega banks on Wall Street were
holding $157.3 trillion in derivatives as of September 30 of
this year —which is $56.74 trillion more than the GDP of the
entire world last year.

If the bulk of these derivatives aren’t being used by farmers
and business owners to hedge against losses, what are they
being used for? According to the Office of the Comptroller of
the Currency (OCC), the federal regulator of national banks,
the trillions of dollars in derivatives at the mega banks on
Wall Street are being used for trading — likely for the benefit
of the banks themselves or their billionaire speculator
clients, such as hedge funds and family offices.

According to the OCC, as of September 30, JPMorgan Chase
(which lost $6.2 billion from its federally insured bank in wild
derivative trades in 2012) is still allowed to sit on $54.4
trillion in derivatives. Citigroup’s Citibank, which blew itself
up in 2008 from derivatives and off-balance-sheet vehicles
and received the largest bailout in global banking history, is
sitting on more derivatives today than at the time of its crash
in 2008. OCC data shows Citibank with $35.6 trillion in
derivatives on September 30, 2008, versus a staggering
$51.3 trillion as of September 30, 2023. Goldman Sachs,
whose federally-insured bank has just $538 billion in assets,
has $51.6 trillion in derivatives. (In what alternative universe
would Goldman Sachs be allowed to own a federally-insured
bank?)



Then there is the matter of concentrated risk. According to
the FDIC, as of September 30, there were 4,614 federally-
insured banks and savings associations in the U.S. —the vast
majority of which found no need to involve the bankin
derivatives at all. But, for some inexplicable reason, three
banks with highly dubious histories have been allowed to
establish insane levels of concentrated risk in derivatives.
The $157.3 trillion in derivatives held by JPMorgan Chase
Bank, Citibank and Goldman Sachs Bank USA represent 77
percent of all derivatives held by all 4,614 federally-insured
financial institutions in the U.S.

The repeal of the Glass-Steagall Act in 1999 removed the
ban of casino trading houses on Wall Street merging with
federally-insured banks. Today, every giant federally-insured
bank on Wall Street owns a trading house. In 1996, prior to
the repeal of Glass-Steagall, derivatives at U.S. banks
represented just 63 percent of world GDP. At the end of last
year, derivatives at U.S. banks represented 189.92 percent of
world GDP.

To prevent a replay of the banks blowing themselves up as
they did in 2008 while their federal regulators were napping,
federal banking regulators in July proposed to impose higher
capital rules on just 37 banks - those significantly engaged
in derivatives and other high-risk trading strategies. The
backlash has been fierce, with the mega banks even running
television ads painting distorted picture of what the capital
increases would do.



Another critical question is who is on the other side of these
derivative trades with the mega banks and may blow up if
they took the wrong side of the trade?

According to federal researchers, there are both mega bank
counterparties as well as “non-bank financial
counterparties” — which could be insurance companies,
brokerage firms, asset managers or hedge funds. There are
also “non-financial corporate counterparties” —which could
be just about any domestic or foreign corporation. To put it
another way, the American people have no idea if they own
common stock in a publicly-traded company that could
blow up any day from reckless dealings in derivatives with
global banks.

This is not some far-fetched fantasy. Wall Street has a history
of blowing up things with derivatives. Merrill Lynch blew up
Orange County, California with derivatives. Some of the
biggest trading houses on Wall Street blew up the giant
insurer, AlG, with derivatives in 2008, forcing the U.S.
government to take over AlG with a massive bailout.
According to documents released by the Financial Crisis
Inquiry Commission (FCIC), at the time of Lehman Brothers’
bankruptcy on September 15, 2008, it had more than
900,000 derivative contracts outstanding and had used the
largest banks on Wall Street as its counterparties to many of
these trades. The FCIC data shows that Lehman had more
than 53,000 derivative contracts with JPMorgan Chase; more
than 40,000 with Morgan Stanley; over 24,000 with
Citigroup’s Citibank; over 23,000 with Bank of America; and
almost 19,000 with Goldman Sachs.



According to the Financial Crisis Inquiry Commission (FCIC),
derivatives played an outsized role in the spread of financial
panic in 2008. The FCIC wrote in its final report: “The
existence of millions of derivatives contracts of all types
between systemically important financial institutions—
unseen and unknown in this unregulated market—added to
uncertainty and escalated panic....”®
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value of investments
will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.

The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice.

The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative of the past
performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in unmanaged indexes. Past
performance does not guarantee future results.

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock market. Nasdaq
Composite is an index of the common stocks and similar securities listed on the NASDAQ stock market and is considered a broad indicator of the performance of
technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) and serves as a benchmark of the performance of
major international equity markets, as represented by 21 major MSCl indexes from Europe, Australia, and Southeast Asia. The S&P 500 Composite Index is an
unmanaged group of securities that are considered to be representative of the stock market in general.

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note prior to maturity, it
may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in interest rates, credit quality, inflation
risk, market valuations, prepayments, corporate events, tax ramifications and other factors.

International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique to a specific
country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility.

Please consult your financial professional for additional information.
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consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced by FMG Suite to provide
information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional, Registered Investment Advisor, Broker-Dealer,
nor state- or SEC-registered investment advisory firm. The opinions expressed and material provided are for general information, and they should not be considered a
solicitation for the purchase or sale of any security.
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