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How Is The Fed Pushing Up Asset Prices by Lance Roberts

| have received a lot of emails questioning how the Fed is targeting asset prices in order to try and restore
consumer confidence in order to hopefully restart the economic engine. This year the market remains
extremely elevated due to the tremendous amount of liquidity being injected into the market by the Federal
Reserve over the last few months. However, the question is DOES the Fed actually increase asset prices by
their intervention. The answer is fairly obvious when you look at the chart below. Upon the end of
Quantitative Easing (QE) 1 both the market and the economy began a fairly rapid descent — the market
declined by almost 20% and the economy slid by almost 50% from a 3.5% growth rate in GDP to a 1.7%
growth rate. The Federal Reserve, upon recognizing that the economy and the markets could not operate without the injections of
liquidity, began injecting liquidity again at the end of August. The rest, as they say, is history.
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the depth of the inevitable correction that is the killer. Unfortunately the timing, or cause, of such a correction is always a mystery
—the only thing that isn’t; is the certainty of it.

How Does QE Work And Who Are The Players?
Most of the emails we receive each week are from individuals trying to grasp how Quantitative Easing (QE) from the Federal

Reserve works and how their monetization efforts push up stock prices. | am not going to dig into all of the microscopic details but
rather use a broader brush to illustrate the process and the players.

Quantitative easing (QE) is an unconventional monetary policy used by Federal Reserve to stimulate the economy. The central bank
creates money which it uses to buy government bonds and other financial assets, in order to increase the money supply and the
excess reserves of the banking system; this also raises the price of the financial assets bought which effectively lowers their yield at
least in theory. However, in reality interest rates have risen during BOTH QE programs as holders of the bonds dumped them in
order to move into equity based assets thereby driving the market higher.
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Bank Reserve Balances
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such as buying equities.

In other words, why would they take the chance of loaning the money to individuals or businesses that potentially WON’T repay the
loan versus buying at a guaranteed profit margin?

The next chart really shows where the rise in bank reserves started although there is really not much of a surprise in store for you.
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There is also, tied into the QE program, a less
well known program called Permanent Open
Market Operations (POMO) where the Fed
also buys certain US Treasuries out of the
open market place to inject liquidity into the
system. These two programs combined are
slated to inject $1.5 Trillion into the financial
markets between September of 2010 and
June of 2011.

Last week we posted the most current
schedule of POMOQ’s currently taking place
which is why you continually see markets
open down in the morning and finish higher
in the afternoon.  Here is the schedule for
the upcoming two weeks.

Just so you don’t have to take the time to
break out a calculator that total is between
$57 Billion and $73 Billion JUST from the
POMO program between this coming week
and March 10™

But the real questions still remain. Who are
the players and how does this system work?

| have put together a fairly simple diagram
on the next page which | hope explains the
relative ~ Ponzi  scheme...uh...| mean
“government program” in a bit more clarity.
Again, just for the record this is a fairly
simplified diagram and excludes a lot of the
minutia that goes on behind the scenes with
a program of this size and scope.

Of course, the next question we will answer
is just how much of the private sector has
been transferred to the public sector (the
tax payer).

As you will see in the first diagram in a
normal economic environment (prior to
2007) the Treasury would issue bonds for
the raising of funds to meet government
spending needs such as Social Security,
Medicare and Defense.

These bonds were sold to a group of 20
primary dealers as shown on the next page.
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OPERATION SETTLEMENT OPERATION MATURITY EXPECTED
DATE? DATE TYPEZ RANGE PURCHASE
SIZE
February 18, February 22, Qutright Treasury 08/31/2013 - %5 - %7 hillion
2011 2011 Coupon Purchase 02/15/2015
February 22, February 23, Outright Treasury 08/31/2016 - $6 — 8 billion
2011 2011 Coupon Purchase 02/15/2018
February 23, February 24, Qutright Treasury 08/15/2028 - %$1.5 - %2.5 billion
2011 2011 Coupon Purchase 02/15/2041
February 24, February 25, Outright Treasury 08/31/2012 - $4 — %6 billion
2011 2011 Coupon Purchase 08/15/2013
February 25, February 28, Qutright Treasury 05/15/2018 - %6 — %8 hillion
2011 2011 Coupon Purchase 02/15/2021
February 28, March 1, 2011 Outright Treasury 08/31/2013 - $5 — 7 billion
2011 Coupon Purchase 02/15/2015
March 1, 2011 March 2, 2011 Qutright Treasury 08/15/2028 - %$1.5 - %2.5 billion
Coupon Purchase 02/15/2041
March 2, 2011 March 3, 2011 Outright Treasury 03/31/2015 - $5 — 7 billion
Coupon Purchase 08/31/2016
March 3, 2011 March 4, 2011 Qutright Treasury 05/15/2018 - %6 — %8 hillion
Coupon Purchase 02/15/2021
March 4, 2011 March 7, 2011 Outright TIPS 04/15/2013 - $1 - %2 billion
Purchase 02/15/2041
March 7, 2011 March &, 2011 Qutright Treasury 09/15/2013 - %5 - %7 hillion
Coupon Purchase 02/28/2015
March &, 2011 March 9, 2011 Outright Treasury 09/30/2016 - $6 — 8 billion
Coupon Purchase 02/28/2018
March 9, 2011 March 10, Qutright Treasury 03/31/2015 - %5 - %7 hillion
2011 Coupon Purchase 08/31/2016

THE X-FACTOR REPORT




The Way Money SHOULD Flow Through The System BNP Paribas Securities Corp.

Funding For Barclays Capital Inc.
Issues Debt And Government . Id &
Sells To Primary Spending $$$ Cantor Fitzgera Co.

Dealers For $$$ Citigroup Global Markets Inc.

Credit Suisse Securities (USA) LLC
Daiwa Capital Markets America Inc.
Deutsche Bank Securities Inc.
Goldman, Sachs & Co.
) HSBC Securities (USA) Inc.

Treasury Remits Interest .
Payments On Bonds To Jefferies & Company, Inc.
Holders J.P. Morgan Securities LLC
Merrill Lynch, Pierce, Fenner & Smith
Incorporated

Banks Sell Bonds To Clients MF Global Inc.
For A Commission And Loan Mizuho Securities USA Inc.

,'Xlto K%;ﬁ&%ﬁ;gﬁf Businesses Morgan Stanley & Co. Incorporated
Nomura Securities International, Inc.

' i.' R RBC Capital Markets, LLC

T RBS Securities Inc.

‘1 * w w R SG Americas Securities, LLC

UBS Securities LLC.

These 20 primary dealers would then “normally” sell those bonds to clients (at a commission) or use them internally to fund lending
practices and to secure certificates of deposit. The banks netted the difference between what they bought the bonds for from the
Treasury and the commission that they received when they sold the bonds to clients.

The Treasury would then remit interest payments to the end holders of the bonds whether it be individuals, foreign entities or
governments. The dollars the Treasury received from the sale of the bonds is then used by the government to meet spending
needs. This is why we are currently wrestling with a “debt ceiling” issue so that the Treasury can issue MORE debt to meet current
and future spending needs.

However, in today’s world the Federal Reserve has no inserted itself into the equation and effectively removed the end buyer from
the system.

In this new dynamic the Treasury issues the bonds The Federal Reserve Ponzi Scheme

just as before and the Primary Dealers purchase the Funding For

H i Issues Debt And Government
bon.ds at auction giving the Treasyry the neede.d Sells To Primary Spending $56
capital to meet governmental spending needs. This Dealers For $$$

time, however, the primary dealers hold the
treasuries rather than selling them off. They can
then leverage the instruments internally through
their investment operations and invest the proceeds
into equities.

The primary dealers are now carrying leverage on
their books which is okay because they are fully
aware, since the Federal Reserve publishes a list as
we have shown above, that they will be able to sell
the bonds that they have acquired to a guaranteed

Banks Sell Bonds

buyer in the near future. To Federal Reserve
And For Cash $$$

Interest Payments On Bonds
By The Treasury Is Remitted
By The Fed Back To The Treasury.

When the Federal Reserve buys the bonds from the
Primary Dealers this is called “monetization” — as the
debt is now being converted to cash. The holder of
the debt is transferred from the Primary Dealers to
the Federal Reserve.
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When the Treasury pays the interest due on the bonds it is paid to the Federal Reserve which then remits the interest back to the
Treasury.

The end result is now a secured system where the banks continue to rack up enormous amounts of reserves on the balance sheet
effectively negating solvency issues (at least for the moment) and the excess liquidity is pushed into the equity markets for liquidity
and profitability.

The banks make money, the asset markets are driven higher by speculative fervor, the Federal Reserve is able to keep liquidity
flowing through the system and the end result is an economic environment that appears to be improving. That is until you look
under the covers and realize that employment, housing and consumer spending has not improved sufficiently enough to create

organic economic growth.
How Much Is On The Fed Balance Sheet

One of the net effects of this massive Ponzi
scheme was the transfer of the financial crisis
from the private balance sheets of banks and
corporations to the public balance sheet of
the taxpaying public — this would be you.

As of November the Federal Reserve the
current balance sheet of the Fed has
increased to almost $2.5 Trillion Dollars per
the New York Times chart.

The Federal Reserve is now the single largest
holder of US Treasury debt in the world ahead
of both China and Japan. Of course, the real
guestion that needs to be asked is what the
long term implications of this honor are.

As Kyle Bass recently stated “We continue to
be very concerned about systemic risk in the
global economy. Thus far, the systemic risk
that was prevalent in the global credit
markets in 2007 and 2008 has not subsided;
rather, it has simply been transferred from the
private sector to the public sector.

The New Jork Times

The Swollen Balance Sheet

Though the financial crisss has abated, the Federal Reserve's balance sheet remains far Jarger than it was
before the crisis began. Now, the Fed is preparing to buy more assets to put downward pressure on
interest rates and help the sputtering economy.

$2.5 tnilion FEDERAL RESERVE'S ASSETS

Other, including assets of
Bear Stearrs and American
—— Interational Group*

~— Fannie Mae and

2.0
" Freddie Mac debt

5 SR —— Mortgage-backed securities,
maostly issued hy Fannie Mae

and Freddie Mac

1.0
~ Longer-term bank lending

—— Treasury bills, notes
and bonds

*Includes stakes in AlA Group
and American Life Inswance
Company, two subsidianes of
ALG.

Source: Feceral Reseive Bank of Covedand

We are currently in the midst of a cyclical
upswing driven by the most aggressively pro-cyclical fiscal and monetary policies the world has ever seen. Investors around the world
are engaging in an acute and severe cognitive dissonance. They acknowledge that excessive leverage created an asset bubble of
generational proportions, but they do everything possible to prevent rational deleveraging. Interestingly, equities continue to march
higher in the face of European sovereign spreads remaining near their widest levels since the crisis began. It is eerily similar to July
2007, when equities continued higher as credit markets began to collapse.”

These are wise words worth listening too.
The End Game
This game can continue for quite a while longer, however, the risk in playing this game is getting very high. At some point, and no

one will see the actual event coming, a crack will appear in the market and everyone will begin the stampede in the opposite
direction.




One of the things that we are watching EXTREMELY closely is profit margins. We
detailed on our Facebook page last week there are several indicators that are pointing
to some troubling things ahead. The first is the fact that the difference between
crude materials and finished goods in the Producer Price Index is now at a level which
we have only seen three other times in the past — the following results of which were
not great.
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The second is the ratio of prices paid to prices received which is now at a level we
have only seen four other times in the past. This led to a peak in earnings due to
margin compression.
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This game will end. It WILL end badly. It is only a matter of time...how much time,
we have no clue.

STREETTALK ADVISORS

What makes us different?

It’s really pretty simple. We
believe that managing risk is the
key to long term success.

Conserve the principal and the rest
will take care of itself.

Risk=Leoss

Seems like a simple concept — yet
most people take way too much
risk in their portfolio which is fine
as long as the market goes up.
The problem comes when it
doesn't.

N ENERELIRISERENTNG

By applying some simple risk
management to a portfolio of
assets the potential for large draw
downs of capital is reduced
thereby allowing the portfolio to
accumulate returns over time.

Total Retiifn Investing

We believe that portfolio should
be designed for more than just
capital appreciation. There are
times when markets do not rise.
During those periods we want
income from dividends and
interest to be supporting the
portfolio.

If you are ready for something
different the you are ready for
common sense approach to
investing.

Get Started Todav
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DISCLAIMER & CONTACT INFORMATION

Lance Roberts Office Location:
Director of Fundamental & Economic Analysis One CityCentre
800 Town & Country Blvd.
Michael Smith Suite 410
Director of Alternative Investments Houston, TX 77024
Hope Edick Tel: 281-822-8800
Compliance
Web Sites:
Leah Miller www.streettalkadvisors.com
Operations
Lynette Lalanne Email: (For More Information)
Streettalk Insurance Group Streettalk@streettalklive.com

For Appointments Contact
Kim Standing kim@streettalkadvisors.com

Disclaimer: The opinions expressed herein are those of the writer and may not reflect those of Streettalk Advisors, LLC., Charles Schwab & Co, Inc., Fidelity Investments,
FolioFN, or any of its affiliates. The information herein has been obtained from sources believed to be reliable, but we do not guarantee its accuracy or completeness.
Neither the information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is not a guarantee of future results.
Any models, sample portfolios, historical performance records, or any analysis relating to investments in particular or as a whole, is for illustrative and informational purposes
only and should in no way be construed, either explicitly or implicitly, that such information is for the purposes of presenting a performance track record, solicitation or offer to
purchase or sell any security, or that Streettalk Advisors, LLC or any of its members or affiliates have achieved such results in the past. ALL INFORMATION PROVIDED
HEREIN IS FOR EDCUATIONAL PURPOSES ONLY — USE ONLY AT YOUR OWN RISK AND PERIL.

Registration:

Streettalk Advisors, LLC is an SEC Registered Investment Advisor located in Houston, Texas. Streettalk Advisors, LLC and its representatives are in compliance with the
current registration and/or notice filing requirements imposed upon United States Securities & Exchange and State of Texas Registered Investment Advisors and by those
states in which Streettalk Advisors, LLC maintains clients.

Streettalk Advisors, LLC may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration requirements.
Performance Disclosures.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that the future performance of any specific investment,
investment strategy (including the investments and/or investment strategies recommended and/or purchased by adviser), or product made reference to directly or indirectly on
this Website, or indirectly via link to any unaffiliated third-party Website, will be profitable or equal to corresponding indicated performance levels.

Different types of investment involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client's
investment portfolio. No client or prospective client should assume that any information presented and/or made available on this Website serves as the receipt of, or a

substitute for, personalized individual advice from the adviser or any other investment professional.

Historical performance results for investment indexes and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment-management fee, the incurrence of which would have [the] effect of decreasing historical performance results.

Disclaimer of Warranty and Limitation of Liability

The information on this site is provided "AS IS". Streettalk Advisors, LLC does not warrant the accuracy of the materials provided herein, either expressly or impliedly, for any
particular purpose and expressly disclaims any warranties of merchantability or fithess for a particular purpose. Streettalk Advisors, LLC will not be responsible for any loss or
damage that could result from interception by third parties of any information made available to you via this site. Although the information provided to you on this site is
obtained or compiled from sources we believe to be reliable, Streettalk Advisors, LLC cannot and does not guarantee the accuracy, validity, timeliness or completeness of any
information or data made available to you for any particular purpose.

Copyright or Other Notices

If you download any information or software from this site, you agree that you will not copy it or remove or obscure any copyright or other notices or legends contained in any
such information.

All investments have risks so be sure to read all material provided before investing.
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