
A worldwide financial crisis that 

some compare to the Great Depres-

sion of the 1930’s.  A stock market 

fall that compares to the crash of 1987 

and the bear market of 1971-2.  Bank 

failures.  Housing glut.  A consumer 

in retreat. 
 

Just one year ago, the S&P500 was at 

an all-time high and the consumer 

was ebullient.  How did we get here?  

How did this market fall so far so 

fast? 
 

The policies that fueled this recent 

decline were born years ago.  Alan 

Greenspan responded to the attacks of 

September 11 aggressively and appro-

priately by lowering rates.  However, 

the reaction to September 11 was 

emotionally, not economically driven.  

As a result, the 1% discount rate made 

credit simply too easy.  Easy money 

was coupled by the desire of both the 

Clinton and Bush administrations to 

encourage home ownership.  Freddie 

Mac and Fannie Mae, the quasigov-

ernmental lending agencies, were 

given broader powers to lend and 

methods of financing surfaced that 

required little or no money down that 

were accepted by banks.  Under the 

new game of home lending, mortgage 

brokers who had no financial interest 

other than writing the loans would 

provide financing to virtually any bor-

rower.  The broker after having col-

lected his commission/fees would 

immediately sell the loan to a bank 

who would likely repackage the loan 

to Fannie, Freddie or a large bank 

with the implicit approval of the rat-

ing agencies or bond insurers who 

assigned or provided a AAA rating to 

much of these instruments even 

though the initial mortgage broker did 

little or no due diligence, because he 

lacked an economic interest.  This 

worked in good times, but as value of 

properties fell, the lack of oversight 

was disastrous. 
 

It is clear the system was setup to fail, 

but how did it get so bad?  The first 

signs of trouble go back over a year to 

last spring when it was clear to many 

that the economy was slowing.  Ber-

nanke, who was new, seemed to resist 

lowering rates aggressively.  He was 

reluctant I suspect to avoid looking 

soft on inflation so early in his tenure.  

Clearly Fed response was slow and 

inappropriate.   
 

Government response also was slow 

as lack of oversight of Fannie and 

Freddie was criminal despite warn-

ings by the Bush administration and 

others.    
 

Rating agencies clearly share in the 

blame game as they continued to rub-

ber stamp AAA ratings to question-

able paper.  They also failed to let us 

know just how on the hook banks 

were to this toxic mess.  When they 

did decide to act, such as when they 

lowered AIG’s rating while they were 

in government discussions, it was ir-

responsible and cost AIG share-

holder’s and the government billions 

of dollars.  The current rating agen-

cies having demonstrated their incom-

petence need to be eliminated and 

new entities formed. 
 

Hank Paulson, who as Treasury secre-

tary, inherited much of this mess, 

failed to recognize that Bear Stearns 

was only the first to suffer from this 

contagion.  He instead tried to portray 

them as a renegade firm and thus 

failed to insist that other firm’s take 

appropriate steps to de-lever earlier.  

He also allowed Lehman to fail after 

saying smaller Bear Stearns could not.  

Much of  the stock market’s Septem-

ber/October mess goes back to Leh-

man’s failure.   
 

Chris Cox, the SEC head, has been 

invisible. His insistence to allow na-

ked  short   selling,   promote  lack  of 
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disclosure for hedge funds and his 

firm stance of mark to market even 

when there is no market has lead to 

serial writedowns by banks that were 

exploited by hedge funds helping to 

cause  Wachovia’s demise and the 

near death of Morgan Stanley. All of 

this can be laid directly at his door. 
 

Clearly, the way business was done 

will change.  Congress will use it as an 

opportunity to extend regulation de-

spite its many failures to oversee Fan-

nie and Freddie.  Banks will become 

less levered and will initially struggle 

for growth and lenders will at least 

initially show some discipline in lend-

ing.  The stock market will remain 

volatile as we assess the effect on 

earnings of the inevitable recession 

that will occur as a result of delever-

age.  Yet, there will be a time where 

opportunities in this world will present 

themselves and we hope to be ready. 
 

Sincerely, 

 

 

 

 

Joseph H. Ray, President 

 

REQUIRED SEC 

DISCLOSURES 
 

Background and Business 

Practices 
 

In compliance with the annual require-

ment of SEC rule 204-3, we offer to 

deliver to you information concerning 

our background and business prac-

tices. 
 

Disaster Recovery Plan 
 

 Gerald L. Ray & Associates Ltd. has 

a disaster recovery plan in place and 

invites clients to contact us regarding 

any concerns they may have regarding 

said issue. 
 

Proxy Voting Procedures 
 

Proxies are voted now electronically 

via ADP’s ProxyEdge Lite internet 

based system by a portfolio manager.  

This system allows voting and re-

cording proxies online and meets SEC 

requirements.  It provides online noti-

fication and summary reporting.  Ac-

counts are added and deleted to the 

system by faxing account registration 

forms.  ProxyEdge allows voting as a 

group or on an individual basis. 
 

A portfolio manager’s assistant or 

other designated employee ensures 

that all additions and deletions from 

the proxy voting list are current.  All 

paper ballots that may be received be-

fore a portfolio is added to the system 

are voted by a portfolio manager con-

sistent with its electronic counterparts. 
 

Proxy voting policies and proce-

dures have been designed to ensure 

that all client securities are voted in 

the best interest of each client. 
 

Privacy Of Consumer Financial In-

formation Notice as Required  

by Regulation S-P of 

Securities and Exchange 

Commission 
 

Gerald L. Ray & Associates, Ltd. col-

lects nonpublic personal information 

about its clients from the following 

sources: 
 

Information it receives from applica-

tions or other forms: 
 

Information about transactions with 

Gerald L. Ray & Associates, Ltd. or 

others: and 
 

Information it receives from a con-

sumer-reporting agency 
 

Gerald L. Ray & Associates, Ltd. does 

not disclose any nonpublic personal 

information about its clients to any-

one, except as permitted by law. 
 

If a client decides to close their ac-

count(s) or become an inactive cus-

tomer, Gerald L. Ray & Associates, 

Ltd. will adhere to the privacy policies 

and practices as described in this no-

tice. 
 

Gerald L. Ray & Associates, Ltd. re-

stricts access to the clients’ personal 

and account information to provide 

products or services to the client.  Ge-

rald L. Ray & Associates, Ltd. main-

tains physical electronic, and proce-

dural safeguards to guard the client’s 

nonpublic personal information 
 

Changes To Client Information 
  
It is important for us to be aware of 

any changes in our clients' informa-

tion.  Please notify us in writing, and 

as soon as possible, of any changes in 

your personal information name, ad-

dress, phone numbers and when there 

are any changes to your financial cir-

cumstances or investment objectives. 
  

*********** 
 

OTHER NOTICES 
  

Tax Planning 
 

Please let us know if capital gains or 

losses would be helpful in your year-

end tax planning. It would also be 

helpful if you make us aware of any 

loss carry forwards you may have. 
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