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5. Consolidated Statement of Condition of All Federal Reserve Banks
Millions of dollars

A, Change since
Assets, liabilities, and capital EIL’E::;:%':‘K:F“ a:??e;g?g Wednesday 2 Wednesday
' Feb 28, 2018 Mar 8, 2017
Assets
Gold certificate account 11,037 0 0
Special drawing rights certificate account 5,200 0
Coin 1,900 - 19 - 34
Securities, unamortized premiums and discounts,
repurchase agreements, and loans 4,330,493 - 54 - 64,838
Securities held outright! 4,188,784 + 180 - 51,385
U.S. Treasury securities 2,424,402 + 160 - 39,248
Bills? 0 0 0
Notes and bonds, nominal® 2,293,885 0 - 46,526
Notes and bonds, inflation-indexed? 111,220 1] + 5,319
Inflation r:t:\rnpensatn:ln3 19,297 + 160 + 1,960
Federal agency debt securities? 4,391 0 - 8,938
Mortgage-backed securities? 1,759,991 + 19 - 3,200
Unamortized premiums on securities held outright® 155,799 - 245 - 14,372
Unamortized discounts on securities held outright’ -14,100 + 28 + 925
Repurchase agreements® 0 ] 0
Loans 11 = 16 - 4
Net portfolio holdings of Maiden Lane LLC” 1,708 0o + 4
Items in process of collection (0) 86 - 13 + 20
Bank premises 2,194 - 12 - 3
Central bank liquidity swaps® 65 - 7 - 426
Foreign currency denominated assets? 22,334 + 245 + 2,664
Other assets'’ 21,080 + 2,557 - 1,129
Total assets (0) 4,396,097 + 2,696 - 63,743
5. Consolidated Statement of Condition of All Federal Reserve Banks (continued)
Millions of dollars
" . Change since
Assets, liabilities, and capital E‘grsaot:?dr;‘g:m m:rdge;g?g Wednesday . Wednesday
! Feb 28, 2018 Mar 8, 2017
Liabilities
Federal Reserve notes, net of F.R. Bank holdings 1,585,789 + 5,804 + 103,297
Reverse repurchase agreements' 233,466 - 43,992 - 219,785
Deposits (0) 2,531,312 + 41,317 + 54,855
Term deposits held by depository institutions o ] 0
Other deposits held by depository institutions 2,261,353 + 53,045 - 89,778
U.S. Treasury, General Account 187,515 - 11,875 + 121,352
Foreign official 5,254 - 1 + 89
Other'"? (0) 77,1%0 + 147 + 23,192
Deferred availability cash items (0) 571 - 335 - 60
Other liabilities and accrued dividends' 5,782 - 111 - 682
Total liabilities (0) 4,356,921 + 2,684 - 62,375
Capital accounts
Capital paid in 31,677 + 13 . 1,133
Surplus 7,500 0 - 2,500
Other capital accounts o 0 0
Total capital 39,177 + 13 - 1,367

1. Includes securities lent to dealers under the overnight securities lending facility; refer to table 1A

2. Face value of the securities

3. Compensation that adjusts for the effect of inflation on the original face value of inflation-indexed securities.

4. Guaranteed by Fannie Mae, Freddie Mac, and Ginnie Mae. The current face value shown is the remaining principal balance of
the securities.

Sourcewww.federalreserve.gov/releases/h41/current/h41.pdf

Introduction:
Itreallyisabsurd i sndét it, the Feder ©05%dyuetpscapital @ detitathsallixé&guityb al anc e

A closerand broaderlook (and afollow-up of sorts):

Thatleverage spellaugeFedexposure taisingbond yield#allingb ond pr i ¢ e s durationsS homéngb o nd s 6
it takes for an i nvestdetermined ybe hree ppbaoind 6tsh arephriadatiyicsa sphr ifd
lengthygiven (artificially) low interest rates and the associakeitly valuationso r A b u BhHose dsbblasor
valuationsdivorced from constructive capital preservation and sound return prospedtsanks tonearly a decade

of globally-orchestratedinancial repressiothat hagpushed bondyieldsto historic lows, in the process eviscerating

price discovery and thus free market cajstaibased pricing
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In the ultimate financiadleformationas of January 2018lobally speakinghere was ove$7trn in negative yielding

i Fr a n k éondstinethar words, creditors who are PAYING for the right to lend their moneghitods! Those

b o n tiight zonevaluationsstand to be crushed by a sustained rise in interestgias theirextreme valuation
sensitivity to risi n-goupombondbhastasdtcousingite.ebsnds wera/T\N woultireome Az er o
to zerofrom a negative return!

Leading central basi(CB) h a vginted the monay t o p ur dd(aisakly) réstore ligaidityandthen to
insure leading financial institution solvengyt he At oo bi dyfhoo ¥ arf | B gndriyggédacked g ) ¢
securities and other jurdonds This haseffectively nationalizda sizable clutch glink bondswhile bolstering vhat

would have otherwise been insolvent balance sheets of leading financial institutions.

In so doing, central bankers have decadently rewarded moral hazard and bad capital allocationwleitésfarther
debasing fiat currenciaés the processToadd insult tgorofoundmisallocatiorinjury, the Fed madbillions of dollars
in risk-freeinterest payments to banks on their reserves (money not lent out to private sectothé@BZIRP era
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Concurrently, thdudicroustaxpayeffinanced(TARP) P&L vigor of leading banks reflectedS taxpayer property

rights transferred totackholders and to senior management, its executbrepensationand especially ithuge,

dilutive executive stocloptiors, many of which would otherwise have been rendered worthless. CommhRie-

financedP&L vigor and CBenabled toxic asset (bad loans) balance sheet purging and you get the ultimate transfer of
wealth from Main Street to Wall Street; the definitive amishinal crony fix Vibrant P&Ls and sounder balance
sheets despite management gatkets\Wwhatapayday. i ons gone awry! Wi

Meanwhile, inJapanand Switzerland courtesy ofthe Bank of Japan (BOJand theSwiss National BankSNB),
respectivelyequity bubblediave been stoked for seven yeiara totally unprecedented fashigmoretwilight zone
stuff). In turn, the equitdefined balance sheet expansions that have ensuedéfaetounderpinned bond bubbles

Thisist hanks t o fir .6 Drdsiwedtenstaté, boad andstock valuatireel togetheffigure 8) 0o

Said differently,continuedd QEO pus hdowns of (EPs)oltonktelyeerertdovinwagdpresyureen d s
bond yields How so? When share P/Es get driven into even more pronounced bubble territory thanks to sustained
central bank purchases, bubbly bond valuations can get, well, even bubblier, which is expressed in even lower yields.
For flavor as to thecale and longevityf BOJ and SNB stock market intervention, please see below:
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Bank of Japan: The ETF Whale

Japan's central bank owned 74% of the nation's ETF market as of October
B Bank of Japan Holdings [l Rest of Market

ETF buying tripled  ETF buying doubled

Kuroda's inital bazooka
BOJ starts buying ETFs
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Not to beleft out,thew o r Isetdnd biggest balance sheettral banlkafter the$5.0trn balance sheet BQthe4.5trn
euroEuropean Central BanlECB), has also beewerye n g a g asset price lefiitatiod The ECBhas purchased
more than 2trn euros of bonds sindes 2008 balance sheet expansion began. As of last yearECBbecame
increasinglyintereséd in purchasing European corporate boifsisc a | lloand to fother euro area residéhts
including junk bonds Accumulationof samehas been acceleratings is evident in thehart ontheleft below. Why?

E @ultifear public government bond purchases, which have averaged d&bouedros per madh since
2015 (aggregate purchases have tmaweerbObni 85bn euros per month over the sapegiod, haveresulted in a
shortage of European sovereign bonds. ,Tihisurn, has triggered a sharp reduction in ECB QE on the oneand

The

Source: www.bloomberg.com/news/articles/2012-10/thetokyo-whale-s-150-billion-etf-binge seenslowing-nextyear, www.bloomberg.com/news/actes/2018
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of equities in the

b

Bloomberg

to 30bn euross ofthis January- andto increasegurchasesfacorporate bonds otihe othethand

That shortage has predictably brought alddbyear government yields in France, Spain, and Halrguably even

more substantial credit risks than US government benthat recentlyhaveoffered between 33% and 66% lower
Upshot: the ECB has significant sovereign borsdariskrising corporate bond
solvency exposure. And, like the Fed ditsrentequity capitalization is wafethin at2.3%(103bn eurosdf its 4.5trn
eurobalance shedchart on the right) Translation: any materiatealized losgype ofportfolio valudion hit that

a ¢ cgthe wiabiliynoff ¢h ei nEAldBsEEssheletSaundtfamitiae?a t e n

yields than 10year Treasuries.

maksfihi st ori cal cost

Annual growth rates in ECB asset types
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ECB liabilities and capital
| 23 February 2018

Banknotes in circulation 1,145,985
Liabilities to euro area credit institutions in euro 1,958,503
Current accounts (covering the minimum reserve system) 1,280,844
Deposit facility 677,558
Fixed-term deposits 0

Fine-tuning reverse operations 0
Deposits related to margin calls 101
Other liabilities to euro area credit institutions in euro 11,394
Debt certificates issued 0

Liabilities to other euro area residents in euro 374,260
Liabilities to non-euro area residents in euro 251,855
Liabilities to euro area residents in foreign currency 9,014
Liabilities to non-euro area residents in foreign currency 12,384
Counterpart of special drawing rights allocated by the IMF 55,218
Other liabilities 232,506
Revaluation accounts 357,852
Capital and reserves 102,568
Total liabilities 4,511,540

In light of the above, what about thatFed -- and later a global -- transition from QE to QT?

As regards the Féds

a s s e ftshalamae dhedbdnkruptcie®r deeply distressed dehtits $1.76trn mortgage

backed securities positiagsstill agoodbet, particularlyif rising interest/mortgages rates rise and property values fall
The Fed's liquidity injectiomwas made byssuing credit to banks and simultaneously buying back troubled (i.e., subprime)
banking sector assets. While the banking sector's balance sheet ballooned with cash and cash equivalents, the Fed's own

balance sheet witnessed a sharp rise in the very galskets it was removing from the banking systenRhgpp Bagus
recentlynoted the Fed had become exactly tigpe of "bad bank" it had tried to rescu@ugust 4", 2010)
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Sometimes a picture is worth a thousand words:

Mortgagebacked securities held by the Federal Reserve: all maturities
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Of course,i ma rtereadr ket 6 can be avoi ded /face valueadcdumtingsfamdhi@dls hi st o
Ther ef or e$2.3trhih Beadtiy dedusity holdingsill not be negatively impacted shoulivestorsdemand

higher yields/higher interest rate., if they are not sold below face value, they will be carried at face.véllues,

i f t he F e-batked seooritigexperignee defaults or ngeerformance (mortgage payments in sustained
arrears)ssuesthose same securities are guaranteegithgrFannie Mae, Freddie Maor Ginnie Mag(GSES.

Thosesamefipr i vat e when pr of iGSH,lnltuen, areacket bydhe W governmetittplain
English: bythe American taxpayemeverthelesgjnlesd os ses o n t h-backEdesdcbrities poafolio yea g e
to befully coveed by taxpayet t he Feddés hugely | ever agpesdre.hnd deapitec e s hee
t he Bmqué andGAAP disingenuos bookkeeping a realizedloss (sale) or ownershiptransfer of impaired
mortgagebacked securitiebelow theirvalue on the Feid balance sheethouldgenerate a commensuratdbeit
potentiallydelayed writedowndepiction
The primary differenceéetween the accounting principles and practices in the Financial Accounting Manual and GAAP is the
presatation of all System Open Market Account (SOMA) securities holdings at amortized cost rather than the fair value
presentation required by GAAP.

Amortized cost more appropriately reflects the Reserve Banks' securities holdings given the System'sspoigikility to
conduct monetary policy.

Although the application of fair value measurements to the securities holdings may result in values substantially dbave or be
theircarryingvalues these unrealized changes in value have no direct effect on the quantity of reserves available to the banking
system or on the prospects for future Reserve Bank earnings or capital.

Both the domestic and foreign components of the SOMA portialjanvolve transactions that result in gains or losses when
holdings are sold prior to maturity i t a |l i c s Dedsionshregarding yecurities and foreign currency transactions,
including their purchase and sale, are motivated by monetary policytiebgecather than profit. Accordingly, fair values,
earnings, and gains or losses resulting from the sale of such securities and currencies are incidental to the open market
operations and do not motivate decisions related to policy or open marketexctiviti

The Reserve Banks do not present a Statement of Cash Flows because the liquidity and cash positions of the Reserve Banks
are not a primary concern given the Reserve Banks' unique powers and responsibilities.

(Translation: uniquaunconstitutionapowersto assurehe primacyof member banks the agendgeriod-- 22:35-
minute marko 27-minute markT o  w et tis:conffiol the money of a nation, and we care not who makes itg) laws."

Mortgage assetgbove alt he fAtroubl ed varietyodo that the Fed bought
suffer from subsantial writedowns or writeoffs during recessigres history readilyattests Our point: t h o
This commentary is not intended as investment advice odr faud uar irrwadttmentPrrieeo
subject to daily change and as of theiomeoiffitde datdorl mftornrmat itoameprodviwded iing
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upcoming realized losses or reduced transfer values of mo#tgagedsecurities to Freddie, Fannie, and Ginnie will
in all likelihood tower way ove®.9% of stated asset valuygrhich would push its equityeeplyinto negativenumbers.

Let us list a few triggers fgpotentially $ zeabl e reductions in the AmMelsame of t h
time, we must admitthat he br eakdown o f-badkdd esecufitees ieywond the subpyimeymature of
historical purchaseim 2009and 2010remains lackingven as the timing of theccumulation of thenajority of its
ballooningmortgagebacked securities position from zero exposure to nearly $1.2tsnremains telling. Below
possible catalysts that could result in substangialized losses from mortgatpacked securities sales
A With nearly$68trn in debt at all levejsixtaposed against a GDP$i9.7trn the American economy is extremely

interest rate sensitiveThe huge and growindederal government defician expandings600bntrade deficit

artificially low, financial repressioengineerednterest rategpo much shortermfederalfunding (some6 years

on averagas is visible beloywespitarecordlow interest ratekng on offer and marke@penchants foreversion

beyond the meaonly magnifyt h e i ¢ré)finamang risk that willeventuallyengulf many mortgage holders.
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This scenario does not represent any particular course of action that Treasury is expected to follow. Instead, it is intended to demonstrate the
‘basic trajectory of average maturity absent changes to the mix of securities issued by Treasury.

Sourcewww.treasury.gov/resouregenter/datachartcenter/quarterirefunding/Documents/August2015TreasuryPresentationToOTBAC. pdf

>

Rising interest rates increase adjustable rate mor{@djd) rategmonthly paymentssometimes even if interest

rat es d.oAstARMsgypically get underway with lowémitial mortgage ratethan conventional, fixed

rate mortgagesy e t Afl eeced borrowers with incredibly high 0c¢

buyers that have lower incoméess secure joband less savingdn short, they are higher kisoans.

Rising interest rates could also bite ARMs doublet he Aj u

that of conforming (conventional) loans

A me r i prigatesa®ings rat®f 3.2%is near arall-time lowand household delit $13.2trnis at an altime

high. Meanwhile, he civilian labor force participatioof 63%remains near a fordecade lowvhile low-paying

parttime, healthcarddenefis-lacking jobs abound.Upshot existing mortgagesspecificallyin the subprime

category, may well be more susceptitienusual o dr i f t ipreg fiomtmad nfignorst at us i n t he

as aggravated by eithadditional fulttime job losses and/or higher mortgage rates.

A (The new tax |l aw |l ooks |ike fia washo for the majority
and property tax deductions will be offsettbigher standard deductions t hus we dondét see it m
thefinancial standingofthE e d s mor ) gage assets

To repeatpnly a small percentagef $1.76trn in mortgage asset®uld need to écome noperforming or outright

defaultto createaccrual accountingpalance sheet issues for the hyleseraged Fed balance sheeéfhe ensuing

transferand assumption by the de facto public i sulsstaitidlyt i ons |

lower levels tharurrent Fed balance shestrryingvaluesvoul d tri gger fireali zed | osso0 ¢
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any conventional accounting met ho dredequgyysliver o$39%2ineone a fAstr
could be forgiven for thinking thaEed will try to preventa n  fi i n t explasisr both far tthe health of its

extremely geared bal ance sdedrengTreasunesto markétealizad logsesofsanydt h a v ¢
magnitude on its hugmortgagebacked securities positiaxposur&e oul d fAsi nk 0 itheisowthandance sh
arguablyfor thebenefit ofhugely exposedommercial banks wh os e bal an$2d&rmnmiireasuryand ihous e d

agency bonds:
Treasury and agency securities at all commercial banks

Billions of U.S. Dollars

o
1950 1960 1970 1980 1990 2000 2010

Shaded areas indicate U.S. Source: the Federal Reserve System (US) mytred/q/jOKW

Saurce:https://fred.stlouisfed.org/series/lUSGSEC

But even herghanks to FASB Binancial Instrument&1) amendment in January 20paiblicfinancialentitieshave

gained tremendouatitudein terms of valuation accounting. The amendnfiefiminates the requirement for public

business entities to disclose the method(s) and significant assumptions used to estimate the fair value that is required

to be disclosed for financial instruments measdr at amorti zed cobBpsbotthehédaihaoc:t
within which tocome to terms with market value is wide. But what if ey bond price plung@roves reversion

beyond the mean huged stick? Or what if banks are forced to sell Highiquid securities under price pressure?

To addanotherdimension to how disruptive a rising interestrate woddu | d b e , | e tgbwrnmem c a | | t h
backedagencies stand behind insolvencies, what this really means is that the taxpagedafpayers will stand

behindthem. Andas t he av er @3 populatopsavingsmar@grsund$l,200(down over 50% in three

years seeaggregate figure belgvandapproximately45% of American householdson 6t pay any feder al
just low will limited means and relativelysmallnumber of American taxpayers be abl@toortizepotentially huge
lossesassociated with neperforming mortgagdacked securitiesvhich would amount tget more redistributioism

and cronyisifi
Personakavings
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Shaded areas indicate U.S. recessions Source: US. Bureau of Economic Analysis myfred/g/jl12d
Sourcehttps://fred.stlouisfed.org/series/PSAVE
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http://www.federalreserve.gov/releases/h41/current/h41.pdf
https://fred.stlouisfed.org/series/USGSEC
http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176167762170&acceptedDisclaimer=true
https://www.census.gov/popclock/
https://fred.stlouisfed.org/series/PSAVE
http://www.taxpolicycenter.org/model-estimates/tax-units-zero-or-negative-income-tax-july-2016/t16-0121-tax-units-zero-or-negative
https://fred.stlouisfed.org/series/PSAVE
http://fred.stlouisfed.org/graph/?g=j0KW
http://fred.stlouisfed.org/graph/?g=j12d

The short ans wenperformihgmgrtgageodebd tvhich was toxic in nature prior to the Fed assuming

it, will ultimately be added to $20.5rn federal debt tallywhich has been growing I$1.16trn p.a.on averag®ver

the past decadeand is set to balloon due to cyclical (recessiwrrdug, policy (p.6), and demographiaeasons
However,assumption of @ossibly stouportion of mortgagdo ac ked securi ties tabulated o
at aface value of $1.76trwill then be exposed atansfer (market) values dBSEbooks 0

Surely,as a recegsn hits amidshugenew bond issuanc@ve continue to estimat$2trn plusincluding attempted

QT) andmarketdetermined interest rate tightenifigeled byboth fifront-runningd the Fed andby rising insolvency

and monetary inflationoncernsmortgage valuations will come under pressure. As regardst Fjenkndoggage

backed security portfolioif a porton is sold or transferredt, will likely change hands a&ignificantly belowface

valuepriced breshiysp ecul at e eanthemortgdgébacked seclitiss portfolio is assume8@&tents

on the dollar by one or all tt@SEslisted above. This would yield a loss on transfer valueé#n, 09 t he Fedods
capital (equity) of $9.2bn. Not in the cards!From vestigial QT back to record Q&ndperhapsjuickly?

Instead of QT dead ahead, politalso favos the odds of @E blast from the recent pasthdextremely privileged

fi 1 9%éial Keynesiarmoney printers and thellavos crowd plutocrat pafeffectively) running our global monetary,

financial, and economic systdmtot h e g r o u n d ) villmot gite bpetheifip@$tiohs afational sovereignty

andnational solvencyutting power, and thé& associated wealtteasily. Translation: they wikndeaor to double

downonmore statisnfevenhigher goernmentontrol andspending or t he @A g o dahdmorediobalisme peopl
financed you guessed ithy more currency debasemgné., much moremoney printing Founder and managing
partnerEgon von Greyerpf Matterhorn Asset Managemesummarizd it so welt i S o ¢ i -aa guasameed route

t o hy per Bocidlismeldoks dke this:

GOVERNMENT SPENDING - % OF GDP

50%
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Sourcehttps://goldswitzerland.cbnm/socialisatguaranteedouteto-hyperinflation/
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And yes, Virginia, socialisrenabled by fiat currency (not Riacked/limited)s a guaranteed route to hyperinflation
because ishortcircuits human nature and the invisible hand of Adam Smitfier adding more tha$91trnin global
debt within a decaden the back o$15trnin printed money over the same ek the stranger than fiction truth that
thisdebt t hat c amwithyatinoye clrrencdebasing éan idflationary default) QE comes home to roost.
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https://fred.stlouisfed.org/series/GFDEBTN
https://www.treasurydirect.gov/NP/debt/search?startMonth=03&startDay=11&startYear=2008&endMonth=03&endDay=11&endYear=2018
https://www.treasurydirect.gov/NP/debt/search?startMonth=03&startDay=11&startYear=2008&endMonth=03&endDay=11&endYear=2018
https://dkanalytics.com/dk-analytics-post-17-fruitful-disruption-or-more-cronyism-debt-and-inflation-and-valuations/
http://www.thefiscaltimes.com/2017/05/09/10000-Boomers-Turn-65-Every-Day-Can-Medicare-and-Social-Security-Handle-It
http://www.federalreserve.gov/releases/h41/current/h41.pdf
https://www.investopedia.com/terms/g/gse.asp
https://dkanalytics.com/dk-analytics-post-27-quickening/
https://www.investopedia.com/terms/f/frontrunning.asp
https://www.washingtonpost.com/news/wonk/wp/2017/12/06/the-richest-1-percent-now-owns-more-of-the-countrys-wealth-than-at-any-time-in-the-past-50-years/?utm_term=.8fdf0dee569c
https://www.cnbc.com/2018/01/16/wef-18-most-influential-people-to-watch-out-for-at-davos.html
https://www.americanthinker.com/articles/2017/06/trump_steps_on_the_paris_agreement_stands_for_sovereignty.html
https://dkanalytics.com/dk-analytics-post-10-assaulted-property-rights-and-thus-liberty-massive-immigration-into-welfare-states-installment-3/
https://www.theguardian.com/world/2017/jul/14/globalisation-the-rise-and-fall-of-an-idea-that-swept-the-world
https://dkanalytics.com/dk-analytics-post-22-oblivious-eye-storm-addicted-artificially-low-interest-rates/
https://goldswitzerland.com/about-us/
https://goldswitzerland.com/socialism-a-guaranteed-route-to-hyperinflation/
https://goldswitzerland.com/socialism-a-guaranteed-route-to-hyperinflation/
https://dkanalytics.com/dk-analytics-post-27-quickening/
https://www.zerohedge.com/news/2017-11-22/positive-feedback-loops-financial-instability-blind-spot-policymakers

Below ahistoricalpreview ofupcoming(further)fiat currency debasement attractions, suckas 4% fiat currency
stubsspringing from our currer% - 4% currency stubs (you can still lose 98%ba residual value d3!):
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Sourcehttps://goldswitzerland.com/socialisaaguaranteedouteto-hyperinflation/

I n the meanti me, ¢&

€ aldng duration bondholders (e.g., creditors currently owgi 1Gyear or 38year bonds) remaisusceptible to a
valuation implosion when interest rates head natlove alforeign ownerof USbonds. This constituengplease

see below)s doubly exposedcapital losswise bond losses and currency translation losses (a weakening USD),

which ironically their Treasury sales woukrsen

Major foreign holders of Treasury securities in billions of dollars

Source http://ticdata.treasury.gov/Publish/mfh.txt
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