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Calling a Bottom

First quarter was awful. A lack of
liquidity in a variety of bonds,
mortgage and other fixed income
securities led to an inability to
properly value these instruments.
As a result, banks, insurance and
mortgage companies were forced
to take enormous write downs, un-
der mark to market rules, which
ultimately forced people to ques-
tion the solvency of some of these
institutions. In this environment
characterized by fear and uncer-
tainty, opportunities were available
for short sellers and others to cre-
ate rumors about the viability of
some of this country’s largest in-
stitutions.

Against this backdrop, the Federal
Reserve belatedly worked in ear-
nest to salvage the financial sys-
tem, lowering interest rates to 2
1/4% and allowing investment
banks access to its discount win-
dow (only after the Bear Stearns
collapse). These steps were both
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As uncertainty raged, the stock
continued its retreat that, in retro-
spect began in October of 2007
when the Federal Reserve chose to
ignore the increasing problems in
the United States economy and cut
rates only 25 basis points (when 50 As doom and despair slowly dissi-
basis points was both expected and pates, I am more comfortable in
needed). Subsequent reluctance the stock market than 1 have been
buy the Federal Reserve to cut for some time. While I believe a
rates in the Fall only added to the recovery will be erratic and some
severe year-end downdraft. companies will not be able to suc-

cessfully handle the economic

The relentlessness of the stock headwinds, T suspect a bottom has
market decline continued through- peey put in place and that is an im-
out the quarter with th’e first real portant start for future gains.
bounce after JP Morgan’s purchase

of Bear. Since then, the market Regards,

has tried to talk itself out of this
rally suggesting among other
things that: the March bottoms

must, be retested; earnings will

continue to be poor; oil and com- Joseph H. Ray, President

modity prices will kill the con-
sumer; and the dollar will cause
foreign investors to shun our stock
market.

Oil Prices, 1994-March 2008
(NYMEX Light Sweet/WTI)
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™ Can Anything Be Done About Oil?

Oil hits new highs with each day. The
reasons for its advance are many.
Some are justified, some are suspect,
but all have a big economic impact as
oil approaches $120 a barrel. It is
only the rarest of oil bulls who fore-
saw oil’s advance to these levels, es-
pecially in light of the economic slow-
down in the United States. The rea-
sons have been many. Oil bulls point
to erratic production and strong de-
mand in places like China and India.
However, there are other non-
fundamental reasons for oil’s climb.
The declining dollar has made oil a
store of value, much in the way gold
and other commodities are viewed.
Speculators can use great leverage to
play the oil option markets and the
politicalization of oil can only lead to
higher not lower costs as oil compa-
nies face more regulation. So is there
much hope for lower oil prices? Un-
fortunately, we are entering the time
of year where demand for oil and gas
in the United States is at high levels
due to the summer driving season, so
immediate relief seems unlikely.

There are a few things we can con-
sider longer-term for this country to be
more energy independent. First, we
can allow for the drilling off the coast
of California and in the ANWR in
Alaska. These options have been poli-
ticized greatly, but the environment
risks seem diminished with new tech-
nology.

Second, we need to allow for the
building of new refineries. We need
to also consider the building of more
nuclear plants. Wind and solar are
other options, but are only practical at
the margin.

Third, rescind the ethanol bill. It is
uneconomical and absurd to turn food
into gas. Has anyone checked cereal
prices lately?

Shorter-term relief could be available,
looking at the release, or at least not
adding to, of the strategic reserves, as
well as, raising the margin require-
ments for oil on the option exchanges
to reduce speculation.

Unfortunately, none of these sugges-
tion appear imminent, or even likely,
so higher oil prices will likely con-
tinue for the near future.

The Stealing of Bear Stearns

A book will be written about this one.
On a conference call Friday, March
14, the power players at Bear told us
they were liquid with $17B in cash
and would earn a profit of about $1
per share on approximately 118 mil-
lion shares. The stock had a book
value of $84 per share affirmed by
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that own in the 9% range of stock, or
10 to 11 million shares. Several have
seen their valuations go down by a
billion or more dollars. It was not
only the retail shareholder or the un-
initiated who was surprised at the ac-
tions taken by the firm.

I listened to JPM’s conference call
and, along with others, felt cheated.
The following comments by JPM ex-
ecutives were made; (a) a good eco-
nomic transaction, (b) BSC platforms
will be important additions to JPM, (c)
BSC oil trading operation in Houston
is very exciting and profitable, (d)
JPM expects this deal to add $1B to
after-tax earnings in 12-18 months, (e)
BSC owns their building, some place
its value at $6 per share, and (f) the
word around the street is that the large
stockholders were shocked and were
trying to see if there are any options.

An 85 year old investment bank, that
earned $10 plus per share, a book
value of $84 per share and a target for
a constructive economic merger were

management. It was trading around jug some of the facts that were con-

40.

The world learned late Sunday, March
16 a bear-hug from JPM was made. It
was a gun-to-their-head, sponsored by
the Fed and that was that. JPM was

sidered.

Apparently more than a few players
questioned the deal and JP Morgan
was forced to offer $10 per share.

going to exchange .05473 shares of The question remains what if the Fed-

their stock for each BSC, valuing Bear
at about $2 a share.

In this process a lot of institutions
have suffered and, in my opinion,
needlessly. The Fed opened its dis-
count window to investment banks
after the robbery. For the record, in-
siders own approximately 30% and
institutions around 70% of BSC.

There are several very major players

eral Reserve had opened the window
to Bear Stearns as it would later do for
others. Did the Federal Reserve feel
that someone needed to be “punished”
for the subprime/derivatives debacle?
No one will ever know, but for its in-
vestors and its employees, the reality
makes the motives unimportant.

These sample newsletters are not intended to provide investment or any other advice and should not be relied upon in making any investment deci-
sion. They are for informational purposes only and are not a solicitation, offer or recommendation to buy any security. They do not purport to be a
complete description or analysis of the securities, companies or markets referred herein although Gerald L. Ray & Associates, its clients, officers
and director may have from time to time positions in the security mentioned. The securities identified may not be suitable for all investors and
there is always the potential for loss. The securities identified may not be suitable for all investors and there is always the potential for loss.




