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1.
Please diagram the contracts and information exchanged in each of the following activities:

a. intermediation services;

b. credit enhancement.

Diagrams are in the notes.

Intermediation Services are characterized by the issuance of the “indirect debt” of a financial institution to the SU.  This indirect debt is typically more liquid and (because of diversification and ownership capital) less subject to default risk than the direct or primary debt of DUs that the institution holds as assets.  A range of economies of scale or economies of specialization in any aspects of information handling and deal-making is sufficient to allow intermediation services to earn a net return over all but the largest SUs can hope to extract on their own.

Credit Enhancement puts the credit of a financial institution alongside or behind the credit of a DU.  In a high-quality credit enhancement, the SU faces virtually no risk of default.  The enhancer accepts the loss exposure and expertly manages the risk by diversification, monitoring, and adaptive post-loan deal-making.  A range of economies of scale or of specialization for these activities would mean that low-wealth SUs and DUs that are not well-known could be made better off by contracting via a credit enhancer.

2.    Please list what you regard to be the major events in:

a) The corporate life of the mortgage lender now known as Countrywide Financial Corporation;

In 1969, Angel Mozilo and David Loeb started a California-chartered mortgage company called Countrywide. 

By 1980, the company had over 40 offices and in 1981 it formed Countrywide Securities Corporation, a broker-dealer subsidiary that would sell securities backed by loans made.

In 1981, Countrywide Securities Corporation was formed to sell pass-through securities.
In 1984, Countrywide built a wholesale loan origination department and computerized home-loan origination.
In October, 1985 Countrywide was listed on the New York Stock Exchange.

Through the 1990s, Countrywide expanded its mortgage-related activities and securitization operations, and added securities and insurance subsidiaries to complement its mortgage products. During this period, it became the leading home-mortgage lender in the US, and it started operations in Britain.
[In 1996, Countrywide Capital Markets was formed as an umbrella for Countrywide Securities Corporation, the broker-dealer, Countrywide Servicing Exchange, the broker of bulk loan servicing rights and Countrywide Asset Management Corporation, a manager of distressed residential real estate assets.

In the latter half of the 1990s, Countrywide Insurance Services, Inc., expanded its insurance product offerings to include homeowners, home protection, condo, life, health, disability and auto insurance. In November 1999, Countrywide solidified its presence in the insurance industry by acquiring Balboa Life & Casualty, an insurer offering a wide range of products and services, designed exclusively for financial institutions and their customers. In addition, DirectNet Insurance Agency was formed as an outsourcing solution providing insurance brokerage and comprehensive technical and operational resources to financial institutions.]
On April 10, 2001 Countrywide received conditional approval to acquire a $100   million-asset Washington-area institution that would bring Countrywide a national bank subsidiary to be regulated by the OCC.  The acquisition made Countrywide a BHC subject to Federal Reserve Regulations.  Countrywide began to use the Internet to expand into checking, savings, and other consumer banking services.  The acquisition also allowed Countrywide to move $4-5 billion in escrow deposits into its own bank from other depository institutions.

On November 13, 2002, the company adopted its new corporate name, Countrywide Financial Corporation.

On January 15, 2004, Countrywide’s securities unit was recognized as a U.S. government securities primary dealer by the Federal Reserve Bank of New York.  [This move allowed Countrywide to buy and sell U.S. Treasuries directly with the Fed.   Access to the treasury market gave the flexibility to lengthen or shorten the duration of the portfolios in mortgage lending.]
April of 2004 -- Enters commercial real-estate financing business.  

March, 2005 – Expands globalization strategies: Countrywide announced plans to open a mortgage banking business in the U.K. Also it established an office in Tokyo and was awaiting approval to operate securities business there and was opening a second office in India. Countrywide is continuing to expand globally.
Early 2007, Officers began to unload huge amounts of CFC stock.
February 13, 2007- Countrywide agreed to buy the assets of CCM Futures LLC, moving into the futures brokerage and extended a capital markets operation that had gained a higher profile at the company.  Acquisition of CCM Futures LLC allowed Countrywide to acquire seats on the Chicago Board of Trade and the Chicago Mercantile Exchange.  This move allowed the firm to expand the revenue stream from its capital markets arm but more importantly provided the company with an opportunity to trade futures to help control their dealings with The Fed as a primary dealer.

In March, 2007 Countrywide Bank converted its national-bank charter to a federal thrift.  This moved CFC to the regulatory jurisdiction of the Office of Thrift Supervision (rather than the tougher regulatory jurisdiction of the Federal Reserve and OCC). 
On April 28, 2007, it reported that Countrywide CEO Angelo Mozilo took home $120 million last year and $284 million over the past two years. The Countrywide

Foreclosure blog reported Countrywide owns 7,610 foreclosed houses.  On July 24, Countrywide reported a 33% decline in profits, signaled that defaults were spreading beyond sub-prime borrowers, slashed its profit outlook for the rest of the year and predicted the housing market would not recover until 2009.

During August, 2007 amid the turmoil in the credit markets and problems with subprime mortgages, its stock price fell about 50% and the company issued convertible preferred stock to the Bank of America for $2 billion.

b) Wal-Mart’s many efforts to enter the banking business.
June 1999 – Applied to the OTS to buy a unitary thrift holding company.

October 1999 – the Gramm-Leach-Bliley Act of 1999 banned nonfinancial firms from buying unitaries.
September 2001 – Announced plan to partner with Toronto-Dominion to offer banking services at stores.  Bank lobbyists argued that this would violate ban on mixing of banking and commerce.  

April 2002 –petitioned the state of California to let it take over the charter of Franklin Bank of California, an industrial loan bank.

August 2002 – Bank lobbyists won a New California law that bans non-financials from buying industrial banks.   

April 2003 – Toronto-Dominion officials said Wal-Mart deal had been “shelved.” This event represented the end of Wal-Mart’s attempts to enter the narrow banking business with its own employees.  From this point forward it took a much more innovative approach to offering its customers banking products.
In June and July of 2004, Wal-Mart found a way to let customers cash checks and buy online.
In 2005, Wal-Mart applied to establish an industrial loan company in Utah. 
On Jan. 29, 2007, Rep. Barney Frank, D-Mass., and Rep. Paul Gillmor, R-Ohio, introduced H.R. 698, prohibiting new ILCs.
March 2007 – Wal-Mart withdrew its application to charter an industrial loan company in Utah and instead would expand its financial services offerings indirectly. Without the charter, Wal-Mart would be unable to go forward with its plan to process its own debit and credit transactions which it currently does through insured depository institutions for a small fee.  However, just by attempting to become an ILC, Wal-Mart was able to get the depository institutions to lower their fees, helping them to realize much of the savings they would have gotten had they become an ILC themselves.

In 2007, Wal-Mart has extended its offerings of financial services through partner institutions, including GE Money.  Offerings include prepaid debit cards and check cashing, bill paying and money order services. 

[Issuance of the Wal-Mart MoneyCard will allow customers to transfer funds from their paycheck directly onto a prepaid Visa debit card.  Wal-Mart is initially targeting customers that do not use banks.  Wal-Mart hopes that this move will increase in-store traffic as many customers will make it a regular routine to stop by Wal-Mart after getting paid.
Expansion of Wal-Mart MoneyCenters currently offer check cashing, bill paying and money order services - into at least 1,000 stores, up from 225.  MoneyCenters allowed Wal-Mart to take an additional step beyond the prepaid “MoneyCard” by offering customers check-cashing services, money orders, bill payments and money transfers.  This move further expands Wal-Mart’s move into the banking industry and allows it to put further pricing pressures on financial institutions while continuing to increase the number of reasons its customers have for coming to the store.]
 In late 2006 the Mexican Finance Ministry issued its final approval for a bank, which will be called Banco Wal-Mart de México Adelante. The start of operations has been planned for the second half of 2007, offering savings accounts, debit cards and credit lines to its individual and small-business customers.

