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Unstable financial system

• Started with default fears on “subprime” loans in the 
US

• Lenders all tried to offload their exposure

• Margin calls caused this to spiral out of control

• Early casualties
- Bear Sterns, Basis Capital

• Investment Banks
- Lehman Brothers, Citigroup, Merrill Lynch, UBS, 
Morgan Stanley

• Mortgage Companies
- Fannie May, Freddie Mac
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Unstable financial system

• Write offs about $500bn
(total subprime market estimated at $1.3tn)

• Balance sheets have been savaged

• Difficult to borrow money

• Cost of funds increases

• Existing debt “marked down”
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Investment Update

8.03.2(14.8)(5.1)Trustee Selection

4.95.34.80.8Cash Plus

5.73.3(3.2)(1.9)Capital Guarded

6.63.1(8.5)(3.2)Balanced

7.52.8(13.6)(4.7)Diversified

8.22.1(18.9)(6.6)High Growth

5 yrs %3 yrs 
%

1 yr %Financial YTD %Investment Options

Period to 30 June 2008*Period to 30 September 
2008*

•Net of fees and taxes
Negative figures are in brackets
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Point of maximum
financial opportunity

“Maybe the markets 
just aren’t for me.”

Optimism

Relief

Hope

Denial

Capitulation

Fear

Despondency

Panic

Depression

Desperation

Anxiety

Euphoria

Thrill

Excitement

Optimism

Point of maximum
financial risk

“Wow, I feel great 
about this 

investment.”

“Temporary setback. 
I’m a long term 

investor.”

The roller coaster of investor emotions
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2007/08 – price of credit spikes
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Impact on Councils

• Credit problems have flowed through to securitised 
lower grade debt such as CDO’s

• Liquidity problems and high cash rates have 
provided good returns on short term secure 
deposits

• Interest rates moving down
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