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• Bear Stearn’s $642 Million 
HGSCSELF Is Declared Worthless in a 
Letter to Investors

• The Fund Name Says It All – “ High 
Grade Structured Credit Strategies 
Enhanced Leverage Fund”

• Fund Meltdown Is First Step in 
Failure of the Firm Itself Months 
Later

• In Hindsight, the World Has 
Changed Forever as a 25 Year Trend 
Comes to a Close 

July 17, 2007:
The Day the World Changed



Last 25 Years vs. Next 25 Years

Last 25 Years
• Reagan Revolution

– Lower Taxes

– Deregulation

– “Whipping Inflation” in 
the 1970s

• 25 Year Bull Market in 
Stocks and Bonds

• Global Finance Bubble

Next 25 Years

• ?????

“the other side of a bubble is flat”



What Drives Stock Markets?

• Direct Drivers (Fundamentals)
– Innovative Technologies (Productivity)
– Global Growth, Demographics and Demand 
– True Corporate Earnings

• Indirect Drivers
– Direct Government Support
– Credit Availability/Liquidity/Leverage
– Currencies
– Balance Sheet Manipulation

• Behavioral Drivers
– Risk Appetite/Animal Spirits
– Business and Investor Sentiment

Our 25-Year Bull 
Market in the U.S. 
Has Been Long on 

Indirect and 
Behavioral Fuel

and Short on 
Fundamentals



U.S. Interest Rates Over 50 Years

1957-1982
Increasing Rates

1982-2007
Decreasing Rates



S&P 500 Performance Since 1950

1957-1982
Flat S&P

1982-2007
Rising S&P

Declining Interest Rates Drive Markets Higher –
Why?



Stock Market P/E Ratio Since 1930

S&P 500 P/E

1982-2007
Rising P/E Ratios

1957-1982
Flat to Declining P/E Ratios

Value of Cash Flows from a Business Becomes More Valuable If the  
Alternative to Investing in the Business (T-Bills) pays Less



Today’s PE in the Stratosphere

Today’s Stock Market Prices Assume That  Earnings 
Explode and Real Interest Rates Remain Negative



Summary

• 1982-2007: 25 Year Period of Declining 
Interest Rates 

– Now Coming to and End

• Equity Multiples Have Grown for Most of the 
Past 25 Years

– But Were Flat to Down the Prior 25 Years

• The Piper May Well Be Paid Soon

– Multiple Contraction for Many Years


