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What Went Wrong?

ÁProbably everyone agrees it started with the collapse 

of  housing prices

ÁArtificially low interest rates

ÁThe Fed lowered interest rates to the lowest level in 50 

years through 2004

ÁHeavily subsidized mortgages

ÁTax credits for borrowing money against a home

ÁFannie and Freddie buy mortgages from the original 

lenders, or guarantee them through the resale of MBS

ÁF&F own or guarantee nearly 50% of all homes loans in 

the U.S.

Áabout $5 trillion dollars worth!



What Went Wrong? (continued)

ÁWall Street created products to satisfy what became a 

global appetite for risk

ÁUsing financial engineering methods that would not be allowed 

within an engineering school ïWall Street repackaged junk 

mortgages with the illusion of safety

ÁOther Factors

ÁCommunity Reinvestment Act (CRA)

Á1992 change in law required GSEs to purchase CRA 

loans as part of the affordable housing mandate

ÁHomeowners using their house as an ATM

ÁAppraisal bias

ÁMy county appraisal has never gone down



What Form of Economic Recovery
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ÁOn December 1, 2008 the National Bureau of Economic Research declared that the 

current recession began in December 2007

Á Stock market reaches bottom before the recession ends

Á Recognition of recession sometimes occurs after it is over

Previous 10 Recessions Lasted 
An Average of 10 Months



Leading Economic Indicators Suggest 
Recession Has Probably Ended
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> 50   implies we are 

probably out of recession

Recession may have 

ended in the July to 

October period 
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Total Return After End of Recession
1927-1958

1-Year Total Return 3-Year Total Return

Recession End 

Month

Small 

Cap

Large 

Cap

LT Govt

Bonds

Small

Cap

Large 

Cap

LT Govt 

Bonds

Nov 27 51.9 % 46.9 % 0.8 % -50.9 % 9.3 % 9.8 %

Mar 33 257.0 % 91.9 % 5.6 % 511.0 % 192.0 % 18.5 %

Jun 38 -15.4 % -1.9 % 7.6 % 16.2 % 0.9 % 16.3 %

Oct 45 -1.8 % -7.3 % 2.2 % 10.7 % 15.3 % 2.5 %

Oct 49 31.4 % 31.5 % 0.3 % 54.9 % 88.0 % -1.1 %

May 54 51.1 % 35.9 % 1.3 % 81.2 % 83.8 % -3.1 %

April 58 53.5 % 37.3 % -9.5 % 94.5 % 66.3 % 3.0 %

Average 61.1 % 33.5 % 1.2 % 102.5 % 65.1 % 6.6 %

Data Source: Ibbotson
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Total Return After End of Recession
1961-2001

1-Year Total Return 3-Year Total Return

Recession 

End Month

Small 

Cap

Large 

Cap

LT Govt

Bonds
Small Cap

Large 

Cap

LT Govt 

Bonds

Feb 61 18.0 % 13.6 % 0.9 % 32.5 % 35.1 % 8.0 %

Nov 70 12.1 % 11.2 % 11.8 % -9.7 % 20.6 % 18.3 %

Mar 75 58.1 % 28.3 % 11.8 % 142.0 % 22.0 % 24.3 %

July 80 45.1 % 12.9 % -11.1 % 149.0 % 55.9 % 29.8 %

Nov 82 43.6 % 25.4 % 4.4 % 57.3 % 67.2 % 48.9 %

Mar 91 27.5 % 11.0 % 12.7 % 69.8 % 29.8 % 40.6 %

Nov 01 -3.3 % -16.5 % 10.1 % 68.4 % 8.4 % 24.2 %

Average 28.7 % 12.3 % 5.8 % 72.8 % 34.1 % 27.7 %

Data Source: Ibbotson



Assets in Money Market Funds

In Billions of Dollars
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Stock Market Performance is (ultimately) 
Bounded by Economic Growth
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Distribution of 10-year Annualized Real Returns:
74 Ten-Year Periods Since 1926

Subsequent 10-year returns (green)

After Negative 10-Year Periods (red)

 
Global Strife Dismal to Poor Nominal to Good Wonderful  World  

     75-84       

     76-85       

     77-86       

     93-02  58-67 45-54    

     33-42  84-93 46-55    

     96-05  85-94 53-62 52-61   

     63-72  27-36 83-92 90-99   

   74-83 38-47 35-44 26-35 92-01 80-89 91-00   

 70-79  30-39 34-43 97-06 94-03 79-88 43-52 54-63   

 73-82  28-37 62-71 32-41 78-87 44-53 87-96 48-57   

69-78 72-81 67-76 64-73 40-49 36-43 59-68 95-04 42-51 88-97 50-59  

65-74 66-75 71-80 39-48 31-40 60-69 57-66 56-65 55-64 51-60 89-98  

99-08 68-77 37-46 29-38 98-07 61-70 41-50 81-90 86-95 82-91 47-56 49-58 
< -3 % -3 ï -1 -1 ï +1 1 ï 3 3 ï 5 5 ï 7 7 ï 9 9 - 11 11 - 13 13 - 15 15 - 17 > 17 % 

Distribution of large company one decade holding periods returns, measured from the beginning of the first year to 

the end of the second year. Returns were computed as the compounded annual inflation-adjusted return over each 10-

year period. The large company geometric real (inflation-adjusted) return for the entire 1926-2008 period is 6.4%.                       
Source: Ibbotson Associates, TrendStar Advisors. 



Japanôs Falling Birthrate has Led to the 
Second Oldest Nation in the World
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Future  Sources of  Demand & Intellectual 
Capital Supply

Population Change 

2008-2050

India 57%

United States 44%

China 7%

United Kingdom 5%

Germany -7%

Italy -13%

Russia -22%

Japan -26%


