
 

September 15, 2008 – Subprime Writedowns 
  
 

Steve walks wearily down the street, with the brim pulled way down low 

Ain’t no sound but the sound of his feet, machine guns ready to go 
 

Who knows these famous lyrics? The Detroit Lions used this as their theme song on a 4-0 start one year 

in the 1980’s…finished the rest of the year 5-7 if memory serves. The title of this classic describes what 

happened on Wall Street again this week as Lehman Brothers, an iconic American company declared 

bankruptcy. This historic company…founded in 1850…brought some of America’s great companies to 

market, including: Sears Roebuck, Woolworth, Macy’s, Gimbel Brothers, and B. F. Goodrich.  
 

The firm survived the Civil War and the Great Depression….but it could not survive the subprime 

mortgage crises. In addition, Merrill Lynch was purchased by Bank of America. Merrill has been in 

existence for 98 years. We will likely look back at 2008 as a very somber year for America…as some of 

our greatest companies have gone belly up. It truly is a sad time for our great country. 
 

The question is, when will the subprime mortgage losses end? Looking back at some predictions of 

how bad the losses would be…in July, 2007 Standard & Poors predicted total writedowns of around 

$125-150 billion. By January of 2008, they revised it to $265 billion. In March, they declared the  

“end was in sight” and we were past the halfway point. Totals would be around $285 billion. The stock 

market rallied on the news. 
 

As of this week, the total losses stand at $510 billion and now there is no one declaring the end is in 

sight. Nouriel Roubini, the superb economist from New York University, has been warning of this 

trouble since I first began reading about it. He was scoffed at and almost ridiculed on Kudlow & 

Company in 2007 when he predicted huge losses and a recession that would come from it.  

Mr. Roubini has been spot on and believes the losses could grow to $2 trillion…with a T. This would 

mean we are only in the 2nd or 3rd inning. Frightening thought IF he is correct. 
 

Because of the way these mortgages where packaged and sold, and re-packaged and sold to financial 

institutions around the world…nobody knows or can predict how bad things could get. It is an 

unprecedented financial crisis not seen since the Great Depression. And Lehman Brothers made it 

through those times…makes me say hmmm? 
 

The problem now is, the fundamental way credit is created in our country for citizens to buy homes, 

automobiles, etc. has basically gone away. Many automakers are not leasing cars anymore, banks are 

not lending, except to those with the very best credit rating.   
 

On September 11th we went very conservative in our accounts.  For the above reasons and the fact that 

the DOW (Dow Jones Industrial Average) was up 165 points on the day and the Advance/Decline line 

on the New York Stock Exchange was -678. Not the sign of a healthy market when 678 more stocks 

went down than up on a day the DOW soared.  
 

This is similar to what happened the week before Black Monday, October 19, 1987 when the DOW 

dropped 22.6%.  The Thursday prior to Black Monday, the Advance/Decline line was  negative and the 

DOW was up. The Fed made it clear today they are not going to bail out every financial institution that 

gets in trouble and the stock market has fallen hard on the Lehman bankruptcy news. 
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