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The biggest housing bubble in the history of the US has ended…

…inflation-adjusted house prices need to fall 30% to get back to trend

New York Times



Case-Shiller National Home Price Index
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House prices have fallen about 10% nationally to-date…

Source: Standard & Poors, Catalyst Investors

…with further likely to go



Credit quality declined during the boom…

…and in 2007 the subprime bust was on…
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…leaving nowhere to hide in the credit markets

Source: Catalyst Investors



Banks are tightening lending standards…



Intrade - Odds of US Recession in 2008
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…and the odds of recession in 2008 are now at 59%

Source: Intrade.com, Catalyst Investors



The US debt market is now mostly driven by the securities markets…



…but the Wall Street investment banks are essentially insolvent…

Gross Leverage Ratios (Assets/Equity):

Goldman Sachs: 21.6x

Morgan Stanley: 33.4x

Merrill Lynch: 31.9x

Lehman Brothers: 30.7x

Bear Stearns: 33.5x

Gross Leverage Ratios (Assets/Equity):

Fannie Mae: 20.1x Freddie Mac: 29.7x

…and the GSEs could need a government bailout

Source: Yahoo! Finance, author’s calculations



The i-banks and hedge funds will likely come under Fed supervision…

…and may be forced to merge into commercial banks before it’s all over



Source: Barrons

The resultant financial system deleveraging could spell the end of a long era

• Economy-wide debt deflation
• Tight credit for small businesses, real estate
• Low interest rates
• Continued dollar weakness
• Elevated commodity prices
• Wide credit spreads
• Higher savings rates
• OK environment for multinationals, tech
• Narrower trade deficit
• More regulation of financial markets

What it means for the economy


