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. Fundamental Analysis

o Macro Fundamentals

o Financial Fundamentals
o System Fundamentals



Fundamental Analysis

Macro Fundamentals

GDP, Inflation/Deflation, Unemployment
Financial Fundamentals

Debt, Reserves, Liquidity
System Fundamentals

Institutions, Leadership, Confidence
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Ct=SStAH: Spain, Italy, Portugal

e macro (through charts)
e finance
e system

Spain -- March 30, announced spending cut of E40 bn.
General strike late March

Sunday, "Indignants" demonstration



GDP growth since 2000
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Euro zone unemployment

Unemployment rate - percent
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Delicate Balance | Slower growth in Europe could worsen its debt picture

The IMF has forecast general ..and also levels of GDP. But if GDP growth should
government debt levels out fall short of its forecast rate, for instance by one

to 2016... percentage point each year...
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GDP growth
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US unemployment duration

Average (Mean) Duration of Unemployment (UEMPMEAN)
Source: U.S. Department of Labor: Bureau of Labor Statistics
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Origins of Financial Crisis

e Low interest regime (2001-2004)
Housing bubble
e Deregulation

B Glass-Steagall Act (1933) replaced by
Gramm-Leach-Bliley Act (1999)

e Securitization and Derivatives: CDO, CDS
Excessive Debt
e Institutional failures:

O Congress

O Administration

O FRB

O Regulators -- FDIC, SEC




<« Federal funds

<« Discount rate

Percent: Per Year
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US Housing bubble

. House prices -- unprecedented rise since 1997
. Revisions in home sale tax exemption rules
- Taxpayer Relief Act of 1997
- Before: $125,000 exemption; for couples; once-
in-life
- After: $250,000 each person; every two years
- Most powerful opportunity for after-tax return
- Subprime loans
- Normally 8% of total mortgage; became 20%
- Abuses and excesses -- NINJA loans



A History of Home Values

The Yale economist Robert J. Shiller created an index of American housing prices going back to 1890, It is based
on sale prices of standard existing houses, not new construction, to track the value of housing as an investment
owver time. It presents housing values in consistent terms over 116 years, factoring out the effects of inflation.

The 18380 benchmark is 100 on the chart. If a standard house sold in 1820 for $100,000 (inflation- adjusted to
today's dollars), an equivalent standard house would have sold for $66,000 in 1920 (66 on the index scale) and
$199.000 in 2006 {199 on the index scale, or 99 percent higher than 1890).

DECLINE AND RUN-UP Prices dropped as BOOM TIMES Two gains in recent decades

mass production techniques appeared were followed by returns to levels consistent g :
early in the 20th century. Prices spiked since the late 1950's. Since 1997, the index
with post-war housing demand has risen about 83 percent.
WORLD WORLD
1310 WAR WAR 1

1200

1100

e Added by HackingTheBank.com

1890 1500 1910 1920 1930 15940 1950 1960 1970 1980 1560 2000

YOanee o Egian

0 eratongy Fx

2010

A6 by Robeer S Shilar Bill Marsh: The New York Times

2L

1)

180

160

150

140

130

120

110

100



180

Global CDO Issuance (5 Billion per Quarter)

'|=,|:| o o i s o S

100

&

u":!'-'ﬂ.-fh"l.-“:!héfa-'!:.-rﬁh '1.-""..31#%"‘:!%




trl.——
$70+

60

50

404

30

20

101

“half 2" hall 1" half 27 half| 1" hall 2™ hall 1" h: J" 2" half[1” half

CREDIT DEFAULT SWAPS

Notional Amounts Outstanding

1 is h;f.-' half | 1" hz ll" hJH|1 hall 2" half|1
2001 2002 2003 2004 2005 2006 2007

2008



Chart | Hardly Delevering

Total U.S. Debt
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US Debt to GDP
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==%J|: Lessons

Lessons unlearned

o HIHALO|l BALCIIL?

o ALY IHHAUY 2T
o HIACIO 2]

e Business as usual in finance sector

L essons to learn

e Macro fundamentals 2t ==&/ C}
e Micro profitability 2t 2% SiC}
e Overconfidence -- S&L crisis 2|
e Unprepared bail-out measures
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NHSHE N2l THEA?

e Knife-edge &=

o Deflation or High Inflation

e Euro Ol A Dollar£7?
o HOtREME

o James Rickards, Currency Wars
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