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The information contained herein does not constitute either an offer to sell or the solicitation of an offer to buy any 

security referred to herein. Offers to sell and solicitations to buy securities described herein will be made only pursuant to an offering 

circular registered with the Securities Exchange Commission or pursuant to private offering memorandum, that is, in each case, 

delivered to the offeree. Information contained herein does not purport to be complete and is subject to various qualifications and 

based on various assumptions, not all of which may be set forth fully herein. The information contained herein is subject to change 

without notice, its accuracy is not guaranteed and it may be incomplete or abbreviated. The MACRO® securities, or other securities 

referenced herein, will be more fully described in an offering memorandum or prospectus prepared by the issuers of such MACRO 

securities or other securities when such securities are being offered. The MACRO securities will be offered and sold only pursuant to 

such an offering document, which will be delivered to any prospective investors and which must be reviewed by them prior to making 

a purchase of any securities therein offered. Any information set forth herein is subject to change without notice and will be 

superseded by any amendments to or subsequent versions of these web pages, and any offering document for the MACRO securities 

or other securities referenced herein. These materials may contain "forward-looking statements," including projections, forecasts and 

estimates. These forward-looking statements are based upon certain assumptions. Actual events are difficult to predict and may differ 

from those assumed herein. Accordingly, there can be no assurance that the estimated returns or outcomes described herein can be

realized, that the factual assumptions upon which forward-looking statements are based will materialize or that actual results will not 

be materially different than those presented herein. “Standard & Poor’s” and “S&P” are trademarks of The McGraw-Hill Companies, 

Inc. and have been licensed for use by MacroMarkets LLC. None of the financial products described herein that are based upon one

or more S&P/Case-Shiller Home Price Indices are sponsored, endorsed, sold or promoted by S&P, and S&P makes no representation 

regarding the advisability of investing in such products. 
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Argument

• Subprime Solution appeared August 2008, Princeton
• Cause of the Crisis According to G20 Statement 

November 2008: "weak underwriting standards, unsound 
risk-management practices, increasingly complex and 
opaque financial products and consequent excessive 
leverage (debt)" 

• But Subprime Solution does not describe these as 
ultimate causes

• Why was crisis not more widely predicted?
• Groupthink, bubbles, waves of confidence
• Remedies that take account of ultimate causes and that 

advance and democratize our financial technology



Epigraph

“A general bonfire is so great a necessity 
that unless we can make of it an orderly 
and good-tempered affair in which no 
serious injustice is done to anyone, it will, 
when it comes at last, grow into a 
conflagration that may destroy much else 
as well.”
John Maynard Keynes, The Economic 
Consequences of the Peace, 1919



Real S&P Composite Stock Price 
Index and Real Earnings 
Jan 1871-Nov 28, 2008
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US S&P500 Price Earnings Ratio (10-Year 
Avg Earnings) Jan 1881 to Nov 24, 2008
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Real FTSE 100 and Real S&P500
April 1984 to Nov 28, 2008

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

10000

1980 1985 1990 1995 2000 2005 2010
Date

FT
S

E
 1

00
 r

ea
l

0

200

400

600

800

1000

1200

1400

1600

1800

2000

S
&

P
50

0 
re

al

S&P 500

FTSE100

-53% from 
2000 peak



Real US Fed Funds Rate and Real 
UK Bank Rate April 1985-Nov 2008
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Volatility 1928-2008

Stock Market Volatility Daily Feb 6, 1928 to Oct 29, 2008
Daily Lagging 30-Day Stdev of One-Day S&P Composite Percent Changes
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Conference Board Consumer 
Confidence 1990-Oct 2008



3-Month T-Bill Rate, 1920 to 2008
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One-Month Inflation Rate (CPI-U) 
Feb 1913-Oct 2008
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China, Real Shanghai Composite, 
January 2000 to Oct 10, 2008
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US Home Prices 1890 to 2008 Q3
With Annual Building Costs, 

Population, Ten-Year Treasury Yield
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US National Association of Home Builders 
Traffic of Prospective Home Buyers 

January 1985-Nov 2008

0

10

20

30

40

50

60

70

1980 1985 1990 1995 2000 2005 2010 2015



Real Home Prices in Five US Cities 
Jan 1987 to August 2008

(S&P/Case-Shiller Indices w/ Inflation Correction)
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S&P/Case-Shiller New York Commuter Real 
Home Price Index by Price Tier
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Index, S&P/Case-Shiller Miami Real Home 
Price Index by Price Tier
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Real Home Prices in London and 
Greater Boston 1983-2008-III
(Halifax & S&P/Case-Shiller)
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Japan, Real Urban Land Prices, 6 
Cities, Semiannual 1970-I to 2007-IV
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Sources of the Bubbles (R. Shiller
Irrational Exuberance 2000, 2005)

• Precipitating factors
• Amplification mechanisms
• Cultural factors
• Psychological factors



Keynesian Stimulus Packages

• US Congress, $60-$100 billion package 
under consideration, Obama proposes 
two-year stimulus package to produce 2.5 
million more jobs by January 2011

• UK Darling unveiled £20 billion stimulus 
package two years, then higher taxes 

• China $586 billion stimulus
• Japan Taro Aso announced $51 billion 

stimulus



Keynesian Multiplier vs. 
Confidence Multiplier

• Keynesian multiplier: deficit spending 
=1/(1-MPC), balanced budget multiplier = 
1

• Akerlof-Shiller confidence multiplier (in 
forthcoming book Animal Spirits) suggests 
contextuality of outcome

• Restoring confidence needs creation of 
sense of opportunity, trust

• Infrastructure investment, inspiration



Dealing with Systemic (Counterparty 
Risk) Problems in Finance

• Problem isn’t too many derivatives
• Problem is complacency and excessive 

faith in existing financial institutions
• Clearing house for derivatives
• MacroShares concept, more user-friendly 

derivatives for long-term investors/hedgers



MacroShares
• Currently Trading

– MacroShares $100 Oil Up and $100 Oil Down (tickers: UOY and DOY)

• Recently filed 
– MacroShares Major Metro Housing Up - tracking upward movement of 

Housing (NYSE ticker: UMM) 
– MacroShares Major Metro Housing Down – tracking the downward 

movement of Housing as a hedge to home price decline (NYSE ticker: DMM) 

• Accessible on a public exchange, allowing for continuous buying and 
selling throughout the trading day

• No Counterparty risk – fully backed by U.S. Treasuries and Cash.



Bailouts

• US: TARP $700 billion, TAF $150 billion, PDCF, 
TALF and other new programs announced  Nov 
25, 2008, $800 billion, on top of assumption of 
Fannie-Freddie book of business of $5 trillion, 
Citibank $300 billion in guarantees

• UK: Northern Rock, etc.
• Restoration of confidence, establishment of 

sense of fairness, trust, requires bailouts of 
individual home owners as well, but we need to 
think how to prevent this in future



Long-Run Solutions

• New information infrastructure
– Comprehensive financial advice

– New financial watchdog
– Default-option financial planning

– Improved financial disclosure
– Improved financial databases

– New system of economic units of 
measurement



Long-Run Solutions Cont.

• Fundamentally expanding financial 
markets to cover more risks that really 
matter
– Real estate risk markets

– Long-term claims on incomes
– GDP and trills



November 11, 2008 Housing 
Futures Market East Cities

(Tradition Financial Services)



November 11, 2008 Housing 
Futures Market West Cities

(Tradition Financial Services)



Long-Run Solutions-Retail 
Products

• Continuous Workout Mortgages
• Home Equity Insurance
• Livelihood Insurance



Continuous Workout Mortgages

• Workout of mortgage conditioned on 
economic events is written into initial 
mortgage contract

• Workout is continuous, happens every 
month as economic indicators change

• In response to changes in home prices 
and to changes in income and 
employment

• Index-based, reduces moral hazard


