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Unusually lsad eventsiin 2000-20041.
= [ech bukbleBurstin 2000

n September 115 2001 attacks enrthe UiS)=fear and
Wiecked conlidence

REecession Was on therhenzon

New administiauen was inplace enly: a shojt
Pered eanierienJanuan 2004
BUSliadminsiauen and EederallResenve
Bank’s respense to the impending recession
BN EOWEIFIEXES

n [CeWernterest rates and easy credit

n Chieap dollar




Stiraiegy/seemed ook miracles o)
Severaiears!

a Lower taxes; Iewinterest raies; ancdleasy.
credit spurred nvestmentinfheusing and
consumer durakles; stimulatng demand ier
construction materals, and SEVICES;
empleyment; andiinanciall Sevices

a [rckie dewn efects iom the grewth in
construcion and durablergeedsindusuiesiied
1o growinrall areundinralmoest all'secters ol the
econemy.

a Cheap dellar currency helped export growti
and attracted tourists; thus helping theleisure,
entertainment, hespitalty, and retail ndustny:

Bl SErous proklemsiwere brewing
Underneath; WWhatwerne they?

a Didallfthe ieme molitgage Bomewers gualiiy
o the moengages by tiadinenal ending
chitenaz INeireally:

a Lendinglcritenawererelaxed dramatically;
Whichrgualiiied a whole' class el first=tinme
ROITEWENS

Nerdecuments lending! NG dewn payment; ne
empleymentVernficaten, andiRterest=enly,
MOUECES

s \Withrlow/ Interest rates andladjustanie
MOKigages, buyers were able to make
payments; initally




Wihyawerelendersiwilling terend?

x EannieViae and EredadierVac hought Seculiized
loan pertielies Witheut askingrguestions!
Secuitizedieans: Vorgages seldNRISecondan

marker by thellendinghanks; sein elifect thellending
panksisevedionlyas Intermedianes

Banksicollecied ieesHer theltntemmedian/role

s Fannie and Ereddie; quasi'gevermnment hodies;
Were encouraged terdo se iy the Federal
Resenve; the administratien, andioy the
Congress — latier perhaps Was most
enthosiastic —allwith thiersecial ehjective of
preadening heme ewnership and helping the
economically disadvaiged and minosity.
communities

Accountingfstandands; accountants,
CEOS; raiing acencies; and WalliSireet
Wererall accessony torthe inancialicrsis

u I addition torthe fee INCome,; SEcUritization
off loans generatedimmediatie proiits even
theugh lenders retained the:highly: risky.
poLieN SIVer eiithe merigage recenvanles

Accounting facilitated thiswialaxian=value
aceounting ules

he immediate gainiwasia bigHnCENVE 1o 1ie
PaNkSE SeEnIeMmanagement teward meximizing
thernumberand ameunt eiRmoiigages




Auditers turned a llind eye: ieialse
Iniermatenunicanapplicaions and
helpediiercompromiselendinelstandarnds
I assessing the nskiefitie loans

Same s el o the rang agencies —
MoESt ol the SEcUlitized Ioanitianches
Wwere AAA rated!

a Ratinelagencies dida s careitlly examine
WHETHEr hoIIeWErS WEren 2 pesiien io
repay. therlean i the event o Interest rate
[NCreases or' a dewntuim I heusing Prices

a Rating agencies grossly underestimated: tie
default risk — thisiis net just withrhindsight

WallFStreet: \Why were: theylcading upron
SEecUlitizatons?

u Secuntizatenandicied i defaultswaps wene g
SEUICES oiincomererWalliSireet

ihe enthusiamrispreadiallrever thewerld!

s Laxdending andisecutizalion eCame
commenplace nimany counties; butnotall

SUBPIME ClISIS Became anwercwide prehlem

u Either directly hecauseroi had lending; €.g., 1n
Englandireland andiSpain

s O because: efitiierunsutainable grewihit generated
IR MEny CoURIEs




[ROUST ECOnBMIC groWwii meansHow.
INtErest rates WerermorIongerr Necessarny

RISE I thE IntErest rateswas prediciable
ieml e upward sloping yieldicune

SubpiIme hemeeWwners quickly staried ie
delault=thenrmerngacge: pPayments
doubled or tipledintmany/Cases — ne
SuUrprise here!

[DEeVastaling CeNnSEqUERCES Gilmpligace
defaulis
a Housing pricesideclinediprecipiteusiyin
alieas Wherne Iendingwas particulary
reckless — CA, NV, FL
s Causing siewdewninielateal acuviies
Construction demand
Realiors and merigage rokers

Banking Senvices

Geodsiand sevices —retail, manuiacturing; and
SEIVICEISECION —Started torsiow dewn

JopIOSSES stantied o mount




Ripple eifiects Were devastating), nei Justin the
US, but' elsewhere too

\Weakness in the econemies inially woerst it
DEgAN; 10 Spread because itled 1o mere
defaulis andiurther slowdewn

And thenibanks startedito sufierr catestrophic
l@sses irem morigage and lean defaulis

IS spread terhe entireiinancial Senices
Industiy/and the rest of the' ecenemy/, and the
stock market dropped precipitously.

ACCOURIMGRIayEd areleVia

s Acceuntinglstandards

Instant ganiiem secunlizaten created an
OpPPErURIL that the manaoement ook
zlo)Vzlpitzlefe of

x VanagemeinCEntVES

[Fackieiwnting dewnreiloansiacilitaied
eExcessive! risk taking

Bothiiactors contibuted torthe crsis

a O course; other factors Wese also
IMpPorant, PErnaps mere impoertant




EiRancialinicrmation o a iew well:
KNOWRTIHmMS

ACCOURMAISIaneut therpast,
vallatienraneuitheutuE

Company # of Revenue / Mkt Cap / PE Mkt-to-

Employees | Employee Employee Ratio Book

$'000 S'000
Apple 34,300 1,870 7,813 24 6.4
Microsoft 93,000 629 2,277 12 4.7

HP 304,000 377 369 12 2.3

Starbucks 142,000 72.5 136 26 5.8

REjE Gl accoUnneSiandands

x HighrPEatierand highimkiie-1eok ratie
iifms: Valuelsinrantcipaiedirevenuesy
growih, and proeiits

s Aveldivaluatien-like accounting standarnds;
e.0., fialrvaltieraccountingy, that maket
easier o firms o recognize Inte Inceme
anticipated; 1.ex; netyer earmed; revenues
aind prejits

a Continue withr 2accounting standands that
recegnize lesses on a timely basis — this 6o
[STfalr value acceunting), but off the: Iower-oi-
COSi-er-market vVariety 14




REJE GIimManECEMENINCERIVES

s HighrPEatierand highimkiie-19eok ratie
firmst lndicaters el inneVatien and arewi
NUrttre these attiluieS e NeSIER Grewii
x BUt' management has INCERVESILO
recognize Inceme eanly,
o urtherincrease the market value, or

IO iECEIVE mere cashiandiequity Compensaten
o)f

e avediardeclinennttheNimissmankenvalte

s Call'fer standards accompanied: ay.
eniercement, seundravditing, and greaier
vigilance




