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A Provide a foundation for
understanding what is happening

I and assessing future events

A A test of success: Understanding
K2g SIFOK RlFIé&Qa y
our overall framework

A Give you the tools to ask the right
www.TheFinancialStorm.US qUGStiOnS

December 9, 2008 Copyright 2008 Bruce Judson 2



http://www.thefinancialstormus/

Discussion assumes no prior knowledge of economics
or finance

Many concepts are simplified to meet time
constraints

Only the U.S. is discussedlthough this is a global
crisis
Special emphasis on explaining jargqQrso you can
more easily follow future events in the newspaper
No moral judgments

I No blame

I Emphasis on describing what has happened, not
2y aleéeAy3a GKAa ¢l a a3d2:
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The Best Way to Understand the Cris
A Domino Effect

Housing Bubble

Credit Crisis

.

Stock Market Decline
Lower Consumer Spending
Decreased Company Profits

Layoffs & Job Cuts
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Why we're going gaga

Housing Prices ~ phohd pe 1

WILL YOUR HOUSE MAKE YOU RICH?
SUPER-HOT MARKETS 18 IT TIME TO
BUY-OR SELL7  THE CASE FOR RENTING

www.TheFinancialStorm.US
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1987

Inflation Adjusted Index of U.S.
Housing Prices 1987 to June 2006
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End of 2005: Index Peaks at 171

1987: Index =100

End of 1996: Index = 92

|

| | |
B e | ! ! I R | s B Sl B o B S B A | (B A ] | SN 2N |
wr Home Price indax; Buraau of Labir Statistics

Copyright 2008 Bruce Judson

2000

@ .« But
Reassuring
Words, Too

FEB. 2005
David Lereah’s
book, “Are You

Missing the Real
Estate Boom?,"
is published

FEB. 2006 Ben S. Bernanke,
the Federal Reserve chairman,
says policy makers “expect the

housing market to cool but not
to change very sharply.”
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What 1s a Home Price Index?

A The same house bought AX La 62 NI K |
in 1987 for $100,000 2005 (excluding
OLYRSE T mnn o Xnflation) (Index = 171).
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A Traditional 30 Year Fixedate Home Mortgage:

Buyer Pays 20% and Borrows 80% From the B

A To Buy a $200,000 A At 4% interest
Home monthly payment of
I Down-Payment of $764.

$40,000 (20%) o/ ;
i Bortow $160.000 A At 8% interest

from the bank monthly payment of
(80%) $1,174.
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A Buyer shows she is responsible by first saving $40,000.
A With a set monthly fee, buyer always knows how much

she
.

A LT

will pay each month for 30 years

Banks alsorerified the income of borrowers to make
sure they could handle the monthly payments.

0KS 0dz2SNJ Ol yQi L} & KS

wvinvdde foreroristaopalSoff the remaining mortgage
(from the $160,000)

¢ KS 0 dzé Spaym@nt (R4D,000protectsthe
oLyl Ay OlFasS (KS K2dzaSQ
Foreclosure example: The house declines in value tc
$180,000 and the buyer owes $160,000The bank
aStfa GKS K2dzaSz 3ISia A
gets back $20,000.
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The Housindubble Begins: As Home Pric

Start Their Huge Rise, Everyone Assumg
Home Prices Will Never Go Down

Housing Prices

www.TheFinancialStorm.US lnlalﬂllalaﬂ with Mr. Internet Bubble
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These High Risk LoaAdNI

A 4Gb2 YZ)/S‘é F“eze’;yé
T Borrow 100% of the Purchase Price

I (No protectionfor the bank if prices drop and
buyer isforeclosed

A No Income Verification Loans

I To qualify for loans buyers need a certain
income.

i b2 olyla R2y Qi OKSO
Housing Bubble the income.
A InterestcOnly loans
I Low payments for the first few years of the
mortgage
I Then, monthly paymentgump!

Housing Prices

www.TheFinancialStorm.US
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Home Prices Rise: People Feel RIc

WHY DEEP THROAT GAMEOUT IRAY'S TWENTYSOMETHINGS A The house | bought for
” By $200,000 is now worth
¥ $300,000.
A 1 am $100,000 wealthier!

A Maybe | should borrow
more and buy an even
bigger house before

prices go up even

bl further?

WILL YOUR HOUSE MAKE YOU RICH?

SUPER-HOT MARKETS =18 IT TIMETO
BUY-OR SELL? ' THE CASE FOR RENTING
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As Home Prices Rise, Banks Also Encoura

Existing Home Owners to Borrow More

Easy to Apply -+ Easy to Use ?t;’&.g "'”“ﬁwhis A Your Home is worth

7‘3_";1;":{"‘? =4 : : hoosing hw v
: 3\ The d‘lffl(Uh partis M ° a "‘“W;':ghon:x:,-," $100’OOO more.
A choosing how you'll 5 line of regy

ﬂ use your home equity ‘ A (’] W S -'F 7\ y. | y C) S é
A line of credit. — . Z = ,
s ' OljdzAue [ 21 Yye

The rest

. 1z'a we make easy. ~~ k \ hlghel‘ wealth!
- 0 i NSRS A Home prices never fall so

Ask o Representative today € 2 dz R 2 y Q u y S

Bank S
T memettt o et A People borrowed more

T——— money than they could

how you'll use your

home equity line of credit. SR p Fu d e ntly a.ffo rd .
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What is a bond?

A Bonds are a way for governments anc
businesses to borrow money.

A Hypothetical Example A $100 U.S.
savings bond

i You give the government $100
today.

i Inreturn, you get 7% of $100 ($7)
each year for 20 years.

I At the end of 20 years you get
back your $100.
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Bonds and the Risk of Default

A Bonds haveisks

I If a company (or anyone else) issues a
bond, there is always the chance they
may not be able to pay back the money
they borrowed (@default).

i 1l AGKSNJI NAa]l O2YLI Yy
02YyRaA¢ HKAOK LI & K

I The higher interest rates compensate
buyers for the added risk ofiefault.

A The U.S. Government is seen as the safest
borrower

I So, U.S. Government bonds pay lower
Interest ratest since they have less risk.

www.TheFinancialStorm.US

December 9, 2008 Copyright 2008 Bruce Judson 15



