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Let’s take a hard look at what has tran-
spired over the past decade:

© From 1995 to 2000, the United States ex-
perienced a boom in the equity markets,
which evolved into-one ofthegrntestﬁnan»

suffered the

ing equity bubble (Nasdaq — 75 percent,
Standard & Poors 500 — 38 percent) along
with the Sept. 11, 2001, terrorist attacks.
Nwin7uilhono{Us investor wealth was

.Smsnztlu( political talk was not enough
to avert a financial disaster, the Federal Re-
serve took the unprecedented action of re-
ducing the federal funds rate from 6.50 per-
centm]anuzrymlmlpeﬂ:mtbylune

of banks that had decided to throw
aside caution in exchange for earnings.
(Proof of the demand acceleration is evident

Affordability Index of the California Associa-
tion of Realtors, the median-priced home in
San Diego has now reached $580,860, a level
only 11 percent of the area households can
still afford to

hrhvmtmpaumo or vacation (laper
Cﬂl‘) ‘This is evid

@ Speculators in California and Florida are
reportedly day-trading homes and lots and
umxgdmﬂhquldnsemvuluemonespec
home to finance the purchase of yet another.
Echoes of the margined equity day traders of
1999 to 2000.

® According to the Federal Reserve, U.S.
homeowner equity as a percentage of total
home market value went from 57 percent five
years ago to 56 percent at the end of 2004. At

first glance this appears rather benign, but it

is shocking when we account for the fact that
U.S. home values increased an average of 50
percent in the same five-year period. Where
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economy. In truth, it was based on the Feder-

business in downtown San Diego since 1987. He
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@ By February 2005, Americans were car-
rying a record $803 billion in revolving credit
card debt, up $40 billion in the past year
alone. (Note: debt levels typically do not in-
u'uumwonomlcrecoverypen jods.)

oB in 2004, the Federal Reserve

ey fueling the expanding real estate bubble.
‘The tide is now moving in on our house of
cards (built on a foundation of beach sand) at
an escalating rate: higher interest rates on
adjustable loans, higher oil and gasoline -

chasing
almububbleappenrsmbeholdmgnxawn
and may even still be expanding, but for how
much longer? (Remember the Nasdaq — it
went much higher than any imagined before
the inevitable 75 percent collapse.)

History tells us that asset prices built on
perception alone are remarkably fragile and
have dramatic downside. Is the perception of
real estate any different than the perception
of the dot-com stocks? Is the same San Diego
home purchased in 1994 for $230,000 really
‘worth $800,000 today based on the new car-
pet and paint? The answer is yes so long as
the demand continues to support the price,
just the same as eToys at $70 per share. An
important difference, you could only borrow
up to 50 percent against your eToys stock,
and you could liquidate it within minutes.
‘With your real estate holdings, you can bor-
row 95 percent or more against it, but the
normal ‘market liquidation process is more

to watching paint dry. When the bids
dry up, look out below.

‘The principal cause of the Great Depres-
sion of the 1930s was the speculative bmt of
the late-1920s equlty markets matched with
the 90 percent margin rates. This dangerous
combination led to a massive worldwide de-

we may be facing one of the most gut wrench-
ing global economic downturns yet seen. *

Just as a tsunami is nearly impossible to
see as it travels through the deep sea, so too
is this one, but it is coming, and it is big.

SCHOOL BULLIES AND SCHOOL RULES

By Dorothy Rich ciently to learn of its existence. And
ullied my grandson was sure that he did
e e e e 10 Wantto be a “tattltale.
considered a rite of passage, . Situations like this happen all the
almost as if we were saying, “That’s time to a lot of kids at school. And
what boys do.” while they are usually
Bullying was never things, they nevertheless impair
when accepted. Today, it is sup- bullleddﬂdslhlhlymdnwelland
to be no; an feel good in school.
against school rules. That's what Cruelty and meanness between
my grandson thought. children start early and keep going
‘At recess, some of the boysin his 21 through the grades. This isn't just
-grade class started a recess 2 boy thing. Girls are known for their
“club.” Some kids were in, some clubbishness and cliques from an
were out. This changed every day €21y age- “You're my friend, you're
along with a string of initiation rites. 1Ot You can't sit at our lunch table,
My grandson, for whatever reason, ~ ©tc- Add to that new anonymous in-
was not in everyday. But, he as- stant messaging threats that teens
sured me that it was nota problem ¢ sending each other these days.
because the school had a rule that Many of these behaviors are
there were to be no clubs and no young and petty and not necessarily
bullying. And he believed it. the prerequisites to feelings of os-
The only problem is that the tracism, anger, gang. But they are
school did not know about this club €arly markers on the road to real
or monitor the playground suffi- tragedy, to depression, to dropping

Rich is founder and president of the non-
profit Home and School Institute,
MegasSkills Education Center in Wash-

out of school.

And, so when schools make rules
about no clubs, no bullying, no
chques. there has to be monitoring
atschool and at

Ington, D.C. (www. org).

home. For sure, schools can't stop
students from liking certain friends
better than others, but on school
time and on school grounds, toler-
ance and acceptance have to be
taught and expected from all stu-

children.” This is not weakness. It's

showing parental responsibility.
It’s tempting for teachers and par-
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‘be more than words. It needs plan-
ning and action. Bullies have to
know that they will not to be tolerat-
ed and that their bullying has conse-
quences that they will not like.

All students to be welcomed in a
way that makes room for them at
school. Children have to know that
it matters that they come to school
and that the school looks out for

them. I know how important this is
because I did not feel!hcschool
looked out for me.

I'was a transfer student in the
eleventh grade, coming from a small
school to large city high school right
after my mother died. I wasn’t bul-
lied in the usual sense. I was ig-

Lionel Van Deerlin
Money is
corrupting
politics —
once again

‘The facts: An owner of girlie clubs both
here and in Las Vegas hankered to be
done with the “Do Not Touch” rules,
which local ordinance requires him to en-
force. The entrepreneur, who's in dutch
along with our councilmen and lesser
lights, feels that if patrons can be allowed
to fondle the lightly clad merchandise,
they will open thar wzl;f; more eagerly,

and those dancing dollies.

FBl intercepts leave little doubt that the
two living councilmanic defendants, both
35, were promised generous campaign
contributions. And that a number of dis-
cussions ensued dealing with stratagems
that might help scuttle the rio-touch law.
It’s left to jurors,. of course, to determine
‘what was in everyone’s mind during these
taped sessions, set against the backdrop
of some favored San Diego dining spots. It

ies thereafter

cials might be thought tainted.

‘Will jurors instead accept the notion
that in an xmperﬁect world, a donor’s mon-
ey buys “access” to an elected official —a

chance to be heard, and nothing more? ~

After roughly a billion dollars was blown
on'a presidential campaign, this trial shows
how high the stakes can soar on state and
local elections as well. A little more than 50

response:
one spending that kind of money is not
buying good government.”
NoSanDIennmdxycouldhopem
wage a winning campaign for school
board with as little as $35,000. An incum-
beat City Council member won't feel safe
with much less than a quarter-million un-
der the mattress.
‘What's to blame? Television, mainly. In
peak time periods, a network station may
chargeupmSﬁ,w‘)forasingleaomnd

nce regarded politi-
uladvmxuasanwsanoe,lmmdn
mtmsoenmeshedmequzl-nmehw and

kindred regulation as.
mxbledlmn’sworrh.Today wnlhlhe Fed-

Kimball invited major partisan candidates

nored. The cliques were already
formed, and there was no school ini- tot addrmA Mmh:r:oll": ﬁvr::;:nwc:rkmpnnym
:zvealgwtb ing | in ibute a few dollars t of
making them feel welcome. the candidates they liked best. No one

Iam not being a “softie” when I was forced to take part, and the disburse-
say that emotional well-being at ment of campaign dollars, independent of
school is vital for l suc- on how well the
cess. Research and i tell did: had
us this. One of the most obvious becor

Alas, PACs have me ol

places for educators to find bullying different i legalized
is at recess and in physical educa- pradd herae o

tion classes. | have seen older chil-
dren cry when they talk about the
razzing they had to take in gym and
about being the last one to be
picked for the team.

Schools can't ensure that every
kid will be the first pick for the
team. But, there has to be a fair way
for making sure all kids geta
chance and that adults look out for
the kids in and out of the classroom.

If not something like this, do we wait
another 2,000 years to drive money-
changers from the temple?

Van Deerlin represented a San Diego County
district in Congress for 18 years.
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The Coming Financial Tsunami
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June 9, 2005

World economies, including that of the United States, have been built not only on a house of cards,
but on a foundation of beach sand as well. The tide, which had been going out for some time,
convinced us of the soundness of our financial structure and the brilliance of our government
stewardship and individual decisions. However, the tide is now coming in again (via the Federal
Reserve), and we are failing to grasp the magnitude of the danger before us. It is a tsunami.

Let's take a hard look at what has transpired over the past decade:

=From 1995 to 2000, the United States experienced a boom in the equity markets, which evolved into
one of the greatest financial bubbles in history.

=From 1997 to 2000, real estate prices began producing remarkable growth rates based largely on
the dramatic wealth creation of the congruent equity market bubble.

=From 2000 to 2002, the U.S. economy suffered the enormous shocks of the collapsing equity
bubble (Nasdaq — 75 percent, Standard & Poors 500 — 38 percent) along with the Sept. 11, 2001,
terrorist attacks. Nearly $7 trillion of U.S. investor wealth was wiped out.

=Sensing that political talk was not enough to avert a financial disaster, the Federal Reserve took the
unprecedented action of reducing the federal funds rate from 6.50 percent in January 2001 to 1
percent by June 2003 — the policy being to keep consumers purchasing to prop up the economy.

mDespite the equity market collapse and the destruction of nearly $7 trillion of investor wealth, real
estate defied gravity and unbelievably began appreciating at an accelerated rate from 2001 to 2005.
Demand clearly was outstripping supply, but with the Nasdaq down 75 percent, it certainly wasn't
demand driven by new wealth created in the economy. In truth, it was based on the Federal Reserve's
artificially engineered low interest rates matched with the easy money loan programs of banks that
had decided to throw aside caution in exchange for earnings. (Proof of the demand acceleration is
evident in the homeownership rate which grew from 64 percent in 1994 to 69 percent in 2005.)

»According to the February 2005 Housing Affordability Index of the California Association of
Realtors, the median-priced home in San Diego has now reached $580,860, a level only 11 percent of
the area households can still afford to purchase.

mAccording to the National Association of Realtors, 36 percent of all new homes purchased in 2004
were secondary homes either for investment (23 percent) or vacation (13 percent). This is evidence of
rampant speculation.

=Speculators in California and Florida are reportedly day-trading homes and lots and using the
illiquid rise in value in one spec home to finance the purchase of yet another. Echoes of the margined
equity day traders of 1999 to 2000.



mAccording to the Federal Reserve, U.S. homeowner equity as a percentage of total home market
value went from 57 percent five years ago to 56 percent at the end of 2004. At first glance this
appears rather benign, but it is shocking when we account for the fact that U.S. home values
increased an average of 50 percent in the same five-year period. Where has all that growth in equity
gone? (Answer: Toward leveraged real estate speculation and leveraged consumer spending.)

=QOver the three years of this "supposed" economic recovery, wages have increased a meager 4
percent, a startling 10 percentage points behind the 14 percent average wage gain of the five
preceding cyclical recoveries.

=The personal savings rate in the United States has declined from 6 percent in 1993 to under 1
percent today. (Note: the personal savings rate has averaged 7 percent over the previous three
decades.)

»By February 2005, Americans were carrying a record $803 billion in revolving credit card debt, up
$40 billion in the past year alone. (Note: debt levels typically do not increase in economic recovery
periods.)

mBeginning in 2004, the Federal Reserve began steadily raising the federal funds rate in an attempt
to unwind the overtly easy money fueling the expanding real estate bubble.

The tide is now moving in on our house of cards (built on a foundation of beach sand) at an
escalating rate: higher interest rates on adjustable loans, higher oil and gasoline prices and creeping
inflation are steadily diminishing the consumer's cash flow and purchasing power. Yet in the wake of
this, the real estate bubble appears to be holding its own and may even still be expanding, but for
how much longer? (Remember the Nasdaq — it went much higher than any imagined before the
inevitable 75 percent collapse.)

History tells us that asset prices built on perception alone are remarkably fragile and have dramatic
downside. Is the perception of real estate any different than the perception of the dot-com stocks? Is
the same San Diego home purchased in 1994 for $230,000 really worth $800,000 today based on
the new carpet and paint? The answer is yes so long as the demand continues to support the price,
just the same as eToys at $70 per share. An important difference, you could only borrow up to 50
percent against your eToys stock, and you could liquidate it within minutes. With your real estate
holdings, you can borrow 95 percent or more against it, but the normal market liquidation process is
more akin to watching paint dry. When the bids dry up, look out below.

The principal cause of the Great Depression of the 1930s was the speculative bent of the late-1920s
equity markets matched with the 9o percent margin rates. This dangerous combination led to a
massive worldwide destruction of capital. Though a new 50 percent margin rate was instituted to
prevent this from happening again in the equity markets, we have inadvertently allowed the same
leveraged speculative scenario to exist today in the real estate markets. Are we on the threshold of
another massive destruction of capital? This remains to be seen. However, if we are, we may be
facing one of the most gut wrenching global economic downturns yet seen.

Just as a tsunami is nearly impossible to see as it travels through the deep sea, so too is this one, but
it is coming, and it is big.

® Mullen has been in the investment management business in downtown San Diego since 1987.



