
OMG! 
 

“It can’t happen here. It can’t happen here. 
I’m telling you my dear, that it can’t happen 
here. Because I been checkin’ it out baby. I 
checked it out a couple a times, 
hmmmmmmm.” (Frank Zappa).  

Talk about a Monday morning! Sheesh! 
Don’t you love the way really bad financial 
news gets announced over the weekend? That 
is supposed to give the market time to digest 
the news while the market is closed. What it 
really means is hold onto your knickers, cause 
the ride on Monday is not going to be fun. 

First, we learn that Lehman Brothers filed a 
Chapter 11 bankruptcy petition. This firm has 
been around for 158 years. It was one of the 
most respected financial firms in the world. In 
the end, they were stupid. They expected the 
US taxpayer (you and me) to bail them out of 
the situation they put themselves in. Finally, 
the government said “No.” Why didn’t Leh-
man think about the consequences when they 
were pocketing the profits from dodgy loans? I 
will never believe that they (or any of the other 
banks) did not know the potential conse-
quences of their actions. It was nothing but 
greed. After all, if anything went wrong, the 
taxpayer would pick up the tab because we are 
talking about mortgages.  

A large issue with Lehman is that if they 
have to sell their toxic securities (the alphabet 
soup—CDO’s, CLO’s, SIV’s, etc.) at fire sale 
prices, that will set a price on those issues. Any 
other holders of those issues will over time be 
required to mark their holdings to the new 
market price. That could put some other banks 
in jeopardy.  

Next we learned that American International 
Group, Inc. (AIG), the world’s largest insur-
ance company, is looking for another $40 bil-
lion in emergency funds. The firm has already 
raised $20 billion this year. Without the addi-
tional funds, AIG could see a credit rating 
downgrade. That is exactly what it sounds like. 
If your personal credit rating was lowered, it 
would cost you a lot more to borrow. Don’t be 
surprised to see AIG back in the news as a 
bankruptcy or buyout candidate.  

Also, if AIG is in trouble, is it unreasonable 
to think that other insurers are not far behind? 
So far the insurers have been able to steer clear 
of most of the problems. But there is no reason 
to believe that AIG was the lone ranger. There 
is no reason to panic about the status of your 
annuities, just be sure you know what you 
have. 

Finally, Merrill Lynch failed. Yes, that is cor-
rect. Merrill failed. Too big to fail? Apparently 
not. And if Merrill is not too big to fail, who is? 
This is huge news folks. Don’t let all the happy 
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talk about the synergies of the 
purchase by Bank of America 
fool you. Merrill did not want 
to be a part of BofA. Merrill 
was the 800 pound gorilla on 
Wall Street.  

It is hard to put a smiley 
face on the transaction. It was 
the product of necessity. 
Without the purchase, Merrill 
could have been teetering this 
week. That would have 
helped no one. Further, the 
transaction is not set to close 
until the first quarter of 2009 
and has to be approved by 
shareholder votes at both 
companies. This one may not 
be over yet. 

So what does all this mean 
to you? In the near term, we 
will see more market volatil-
ity. There is no indication that 
we are at, or even near, the 
bottom. We focus on the mort-
gage market, but that is only 
part of what is affecting the 
stock market. As home prices 
fall, homeowners may not be 
able to qualify for second 
mortgages. If they can, it will 
be at high rate. People may 
not be as willing or able to 
buy new cars. Credit card de-
faults will result in higher bor-
rowing costs. Higher borrow-
ing costs lead to less spend-
ing. Less spending leads to 
layoffs at manufacturers and 
retailers. Layoffs lead to fur-

ther reduced spending. You 
get the picture.  

But, it is not all negative. 
Now is the time for a little Joe 
Schumpeter action. You know, 
“creative destruction.” Well, 
maybe you don’t. Schumpeter 
opined that corporations will 
change due to competition or 
radical changes in the eco-
nomic environment. He would 
argue that what is happening 
in the banking system is neces-
sary and will lead to better 
corporate structures. 

It is a painful process and 
one that affects all businesses. 
But you have to believe that 
this will result in a much 
stronger and more sound 
banking system. Creative de-
struction. In destroying the old 
banking system we get some-
thing better. 

So, is now the time to get out 
of the market? Why would 
you? If your house value is 
down 15% to 20%, are you go-
ing to sell it? Why does it 
make sense to sell your stock 
and bond portfolio?  

Ok, too many questions. The 
answer is that this is not the 
time to get out of the market. If 
you have any extra cash, this is 
a good time to invest. That 
does not mean you should buy 
financials now. They may be a 
good investment, we still don’t 
know. I do know that I would 

not buy Lehman at $0.19 where 
it was trading on September 
15. But, while other corpora-
tions are, and will be, affected 
by further credit tightening, 
they do not have the same is-
sues as the banks. These com-
panies are on sale. They will 
not disappear, and they, too, 
will be strengthened by the 
changes they will make in re-
sponse to the credit crunch. 

So, don’t stop investing. 
Keep putting money in your 
retirement plan. You will thank 
yourself down the road. If you 
feel the need to pull out of the 
market, ask yourself if you 
should also sell your house 
and rent until the housing mar-
ket comes back. The logic, or 
illogic, is the same. If selling 
your house—a long term in-
vestment—in this market 
seems insane, so is selling your 
portfolio.   

    


