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Growth in Subprime Mortgage Origination Helped Fuel a 
Run-Up in Housing
The subprime mortgage market was driven by low inte rest rates, rising home prices and 
high demand for non-agency MBS; originators met thi s demand with risky lending 
practices
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___________________________
Source: Inside Mortgage Finance.
See disclosures section at the end of this material, which is an important part of this presentation.
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The Real Estate Downturn has Been Broad and Steep

After appreciating by an average of 14.4% per year since 2000, home prices have come 
down 20% from their high in July 2006

New and Existing Home Sales
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Source: Baclays Capital; Standard and Poor’s.
See disclosures section at the end of this material, which is an important part of this presentation.
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As Stretched Borrowers Began Defaulting on Their 
Mortgages, Mispriced Risk in MBS Became Evident

The apparent risk resulted in rating reductions and  a severe price correction

Prices on ABX 07-1 Indices
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Source: Barclays Capital.
See disclosures section at the end of this material, which is an important part of this presentation.
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The Financial Sector was Exposed:
Global Financial Sector Write-Downs Over $540 billion
As of August 28, 2008

Global Financial Sector Write-Downs ($ Billions)

___________________________
Source: Barclays Capital; Bloomberg; Financial Times; Wall Street Journal; Economist; New York Times; Reuters; BBC; CNN; CNBC Nikkei; AP; Herald Tribune; Google; Seeking Alpha; Company reports.
1. IndyMac write-down approximated by book value of equity as of March-end, 2008 + 0.50 billion announced earlier. Radian 2008 2Q is company's best estimate of future loss present value.
2. BSC write-down approximated by adding decline in value of stock from Friday March 14, 2007 to new JPM $10 bid price (2.36 billion) + 2.6 billion already announced in the Bloomberg table.
Note: Above total for write-downs also sometimes include estimates for loss provisions.  Totals compiled from analyst estimates and various news sources, which are not always precise.
See disclosures section at the end of this material, which is an important part of this presentation.

UBS $44.20 Natixis $3.40 Hypo Real Estate $1.00 Australia New Zealand $0.33
Citigroup $42.60 Taiwan Banks/Insurers $3.00 Gulf International $1.00 ICICI $0.26
HSBC $27.40 Sachen Landesbank $2.70 Sovereign Bancorp $0.95 First Horizon National Corp $0.23
Royal Bank of Scotland $17.60 HSH Nordbank $2.70 Marshall & Ilsley Corp. $0.89 Citizens Republic Bancorp $0.22
Wachovia $16.30 Unicredit $2.60 Standard Chartered $0.77 Bank of New York $0.20
IKB Deutsche $15.30 ABN Amro $2.50 HVB Group $0.74 BNY Mellon $0.20
Deutsche Bank $10.70 Commerzbank $2.40 Banco Popular $0.68 Bank of East Asia $0.19
Bank of America $10.42 National City $2.28 National Bank of Canada $0.66 DBS Group $0.17
Washington Mutual $9.76 DZ Bank $2.00 Sumitomo Trust $0.65 Bank of Nova Scotia $0.14
J.P. Morgan $8.30 Fifth Third $1.90 China Construction Bank $0.63 Huntington's Bancshares $0.12
HBOS $7.10 Bank Hapoalim $1.70 Prudential Financial $0.57 Zions Bancorp $0.11
Societe Generale $6.80 Rabobank $1.70 Woori Financial Group $0.50 PNC Financial Services $0.11
Fortis $6.70 Alliance & Leicester $1.68 Desjardins Group $0.49 US Bancorp $0.10
Bayerische Landesbank $6.40 Mitsubishi UFJ $1.60 Regions Financial Corp $0.49 M&T Bank $0.08
CIBC $6.30 Bank of China $1.58 Bank of Montreal $0.49 VTB Bank (Russia) $0.05
Mizuho $5.90 Royal Bank of Canada $1.50 America Express $0.44 BankAtlantic Bancorp $0.05
Lloyds TSB $5.00 Keycorp $1.25 Aozora Bank $0.44 Amcore Financial $0.04
WestLB $4.70 Dexia $1.20 Deutsche Postbank AG $0.42 Discover Financial $0.03
Wells Fargo $4.20 Caisse d'Epargne $1.20 ICBC $0.40 BOK Financial $0.03
Dresdner Bank $4.00 Macquarie Bank $1.19 Shinsei $0.39 CapitalSource Inc. $0.03
BNP Paribas $4.00 Sumitomo MFG $1.07 Norinchukin $0.36 Hang Seng Bank Ltd $0.02
LB Baden-Wuerttemberg $3.80 Sun Trust $1.00 BB&T $0.33

Banks Subtotal $325.61

Fannie Mae $10.35 Merrill Lynch $51.80 AIG $25.90 Sompo Japan $0.30
Freddie Mac $7.00 Lehman Brothers $17.00 Ambac $9.63 Assured Guaranty $0.30
Thornburg Mortgage $3.52 Morgan Stanley $15.30 MBIA $8.02 Munich Re $0.18
CIT Group $3.17 Credit Suisse $10.50 ING $5.80 Scottish Re $0.05
Capital One $2.73 Barclays $9.10 Radian $2.87 Hartford Financial Services $0.04
Countrywide $2.60 Credit Agricole $8.90 Swiss Re $1.91 ACE Ltd $0.03
MGIC $1.67 Bear Stearns $4.96 Allianz $1.30 Universal American $0.03
Indymac $1.47 Goldman Sachs $4.48 PMI Group $1.01
ResCap $0.92 Nomura $3.30 Metlife $0.66 Insurer Subtotal $58.03
iStar $0.22 Lazard $0.03

Mtg. Fin. Subtotal $33.64 B.D. Subtotal $125.36 Total $542.65

Banks

Insurers & ReinsurersMortgage Finance Broker-Dealers
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Banks Began Hoarding Capital and Spreads Widened, 
Perpetuating the Credit Problems

As banks preserve capital to shore up their own bal ance sheets, less credit is issued 
causing a spillover into other markets

___________________________
Source: Bloomberg; Barclays Capital.
1.  Spread over 3m Overnight Indexed Swap (OIS) rate.
See disclosures section at the end of this material, which is an important part of this presentation.
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The Fed has Been Trying to Grease the Wheels

In addition to cutting rates, the expansion of the TAF, TSLF and PDCF are non-traditional 
moves used to lower the risk of forced asset sales
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Source: Federal Reserve; Bank of England; European Central Bank.
See disclosures section at the end of this material, which is an important part of this presentation.

Term Auction Facility (TAF) – 12/12/2007

� 28-day term funds

� Available to depository institutions (up to $100 billion)

Term Securities Lending Facility (TSLF) – 3/11/2008

� 28-day lending on agency and AAA non-agency 
securities

� Available to primary dealers (up to $200 billion)

Primary Dealer Credit Facility (PDCF) – 3/16/2008

� Discount window available to primary dealers

� Lending against investment-grade collateral (no size 
limit)

� Financing cost: Fed Funds + 25bps

6



European Countries Face Similar Difficulties

European governments intervene to prop up weakened financial institutions

Iceland buys 75% 
stake in 3rd largest 
bank for $878M

Belgium, France and 
Luxembourg pledge $9.2B to 

Dexia; inject $16.4B into Fortis  

UK bails out mortgage 
lender Bradford & 
Bingley for $24.6B

Ireland government pledges to 
guarantee deposits, bonds, and 

debt up to $563B

___________________________
Source: Bloomberg; Yahoo Finance; Financial Times; International Herald Tribune; Financial Post; Reuters.
See disclosures section at the end of this material, which is an important part of this presentation.
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Global Participation – A Coordinated Effort

The Fed has engaged in ~ $680bn of currency swaps

ECB:
$240B

BOE:
$80B

BOJ:
$225B

Aus:
$30B

Can:
$30B

Switz:
$27B

UAE:
$14B

Scand:
$20B

� Under a currency swap, a central bank can draw on the funds of a fellow central bank to provide short-term money.

___________________________
Source: Bloomberg; Yahoo Finance; Financial Times; International Herald Tribune; Financial Post; Reuters.
See disclosures section at the end of this material, which is an important part of this presentation.
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The Troubles Persist: Recent Market Events
A September to remember…

September 7, 2008: Fannie Mae & Freddie Mac taken into public ownership

September 15, 2008: Lehman Brothers bankrupt

September 15, 2008: Merrill Lynch sold to Bank of America

September 16, 2008: AIG is “bailed out”

September 17, 2008: Money market fund “broke the buck”

September 17, 2008: Treasury bills go negative

September 22, 2008: Goldman Sachs & Morgan Stanley give up investment bank status

September 22, 2008: Oil has largest 1-day jump ($16.37)

September 22, 2008: Dollar has largest 1-day drop against Euro

September 25, 2008: WaMu acquired by JPMorgan

September 29, 2008: Citi takes over Wachovia (10/3/08 – Wells Fargo buys Wachovia)

September 29, 2008: Largest 1-day loss for Dow Jones (777.68 points)

September 29, 2008: Multi-government bail out for Fortis
___________________________
See disclosures section at the end of this material, which is an important part of this presentation.
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� Potential sticking point

� May reduce federal tax revenue by $110 billion over 10 years

– More than half of that is due to the 1-year extension of AMT relief

� Two oversight committees

– Financial Stability Board 

– Congressional Oversight Panel

� Raising the FDIC insurance cap to $250,000 from $100,000

� FDIC may not charge member banks more to cover the increase

� $700 billion fund allowing financial institutions to sell troubled assets to 
government 

– Staged funding, $250 billion being made available immediately

– Stipulation that the Treasury set up an insurance program to guarantee 
companies' troubled asset

� SEC authority to suspend mark-to-market accounting

� Curbs on executive pay

FDIC Protection

Further Oversight

Additional Tax 
Breaks

Troubled Asset Relief

Congress is Currently Working on Legislation Aimed at 
Ending the Financial Crisis
The Emergency Economic Stabilization Act of 2008 was  passed by the Senate (74-25) 
and now must get through the House.

___________________________
See disclosures section at the end of this material, which is an important part of this presentation.
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As Policymakers Try to Stabilize the Market, Other 
Economic Concerns are Competing for Attention

Inflation and the dollar are at alarming levels
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___________________________
Source: Barclays Capital.
See disclosures section at the end of this material, which is an important part of this presentation.
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While a Weak Dollar has Helped Exports, A Global 
Slowdown Should Weigh Further on the U.S.

The estimates are still not suggesting a recession
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___________________________
Source: IMF; Barclays Capital.
See disclosures section at the end of this material, which is an important part of this presentation.
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Valuations are Reflecting Slower Growth Expectations

2008 consensus earnings expectations have dropped b y 17% since start of year
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Source: Bloomberg; Standard & Poor’s.
See disclosures section at the end of this material, which is an important part of this presentation.
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Investor Concern is Prominent

Volatility in the equity market is at an all-time h igh
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Source: Bloomberg; Barclays Capital.
See disclosures section at the end of this material, which is an important part of this presentation.
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Commodities Prices are Another Reflection of Economic 
Conditions & Investor Sentiment
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___________________________
Source: Bloomberg.
See disclosures section at the end of this material, which is an important part of this presentation.
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How Does Slow Growth Affect Equity Investors?
What Can We Learn From Past Recessions?

Returns have typically been positive during, and fo llowing, recessions

Post-War Recessions

89.11 47.70 19.10 7.77 10.4Average

34.338.44-16.51-0.908November 2001March 200110.
98.2229.8411.047.998March 1991July 19909.

102.9766.8025.5710.4916November 1982July 19818.
100.5256.0713.009.576July 1980January 19807.
55.6422.0828.33-5.8816March 1975November 19736.
25.1720.6311.24-1.7111November 1970December 19695.
68.4135.0613.6120.3410February 1961April 19604.
89.7266.3537.31-1.538April 1958August 19573.

144.8383.7635.9224.1710May 1954July 19532.
171.3087.9831.4815.1811October 1949November 19481.

5 Years 
Forward

3 Years 
Forward

1 Year 
Forward

During 
Recession

Duration 
(Months)EndStartNumber

S&P 500 Return (Cumulative)

___________________________
See Disclosures section at the end of this material, which is an important part of this presentation.  Source: Neuberger Berman; Callan. This material has been prepared by Neuberger Berman, LLC on the basis of publicly available 
information, internally developed data and other third party sources believed to be reliable.  Neuberger Berman, LLC has not sought to independently verify information taken from public and third party sources and does not make any 
representation or warranty as to the accuracy, completeness or reliability of the information contained herein. The data is not representative of any Neuberger Berman investment product or service and does not reflect the fees and expenses 
associated with managing a portfolio. Please note that indices are unmanaged and do not take into account any fees or expenses of investing in the individual securities they track and that individuals cannot invest directly in an index. Data 
about the performance of these indices is prepared or obtained by Neuberger Berman and includes reinvestment of all dividends and capital gain distributions. Investing entails risk, including possible loss of principal. Past performance is 
not indicative of future results. 
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In Uncertain Times, Watch Out for Behavioral Traps

Investors have the tendency to buy high and sell lo w

Equity Fund Flows Relative to Market Performance

Highest net 
fund flows at a 
market peak

Largest outflows 
occurred at 

market bottom

___________________________
*Includes all US domestic mutual funds and EFTs. See Disclosures section at the end of this material, which is an important part of this presentation. Source: Morningstar. This material has been prepared by Neuberger Berman, LLC on the 
basis of publicly available information, internally developed data and other third party sources believed to be reliable. Neuberger Berman, LLC has not sought to independently verify information taken from public and third party sources and 
does not make any representation or warranty as to the accuracy, completeness or reliability of the information contained herein. The data is not representative of any Neuberger Berman investment product or service and does not reflect the 
fees and expenses associated with managing a portfolio. Please note that indices are unmanaged and do not take into account any fees or expenses of investing in the individual securities they track and that individuals cannot invest directly 
in an index. Data about the performance of these indices is prepared or obtained by Neuberger Berman and includes reinvestment of all dividends and capital gain distributions. Investing entails risk, including possible loss of principal. Past 
performance is not indicative of future results. 
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___________________________
See Disclosures section at the end of this material, which is an important part of this presentation. Source: Callan Associates, Ibbotson Associates and Neuberger Berman. Past performance is not indicative of future results. Note: 
Hypothetical value of $1 invested in 1926. Large Company Stocks represented by the S&P 500 Index which is an unmanaged group of securities and considered to be representative of the stock market in general; Government Bonds 
represented by Ibbotson U.S. Intermediate Government Bond data series; Cash is represented by the Citigroup One Month U.S. Treasury Bill. The data is not representative of any Neuberger Berman investment product or service and does 
not reflect the fees and expenses associated with managing a portfolio. Please note that indices are unmanaged and do not take into account any fees or expenses of investing in the individual securities that they track, and that individuals 
cannot invest directly in an index. Data about the performance of these indices is prepared or obtained by Neuberger Berman and includes reinvestment of all dividends and capital gain distributions. See Disclosures for complete description 
of each index. Investing entails risk, including possible loss of principal. Past performance is no guarantee of future results.

Why Invest in Stocks? 
Over Time, They Provide Superior Returns
While stocks can be volatile, over the long-term th ey are one of the few asset classes 
that consistently beat inflation

Average Returns of Stocks, Bonds and Cash, January 1926 – June 2008: Growth of $1

Stocks: $2,861

10.13 % CAGR

Bonds: $73

5.34% CAGR

Inflation: $20

3.72% CAGR
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There have been few five-
year periods and almost no 

10-year periods in which 
stocks have lost money
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Disclosures

This material has been prepared by Neuberger Berman, LLC on the basis of publicly available information, internally developed data and other third 
party sources believed to be reliable.  Neuberger Berman, LLC has not sought to independently verify information taken from public and third party 
sources and does not make any representation or warranty as to the accuracy, completeness or reliability of the information contained herein. 

Indices are unmanaged, and the figures for the index shown include reinvestment of all dividends and capital gain distributions and do not reflect any 
fees or expenses.  Investors cannot invest directly in an index. We strongly recommend that these factors be considered before an investment decision 
is made. 

This information should not be construed as specific tax or investment advice. Please contact a tax advisor regarding the suitability of tax-exempt 
investments in your portfolio. If sold prior to maturity, municipal securities are subject to gain/losses based on the level of interest rates, market 
conditions and the credit quality of the issuer. Income may be subject to the alternative minimum tax (AMT) and/or state and local taxes, based on the 
investor’s state of residence. A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors.  You may have a 
gain or loss if you sell your bonds prior to maturity.  Of course, bonds are subject to the credit risk of the issuer. Government bonds and Treasury Bills 
are backed by the full faith and credit of the United States Government as to the timely payment of principal and interest.  

Any ratios or other measurements using a factor of forecasted earnings of a company or economic growth discussed herein are based on consensus 
estimates, neither Lehman Brothers’ or Neuberger Berman’s own projections, and they may or may not be realized.  By quoting them herein, neither 
Lehman Brothers nor Neuberger Berman does not offer an opinion as to the accuracy of and does not guarantee these forecasted numbers.

Investing in foreign securities involves greater risks than investing in securities of U.S. issuers, including currency fluctuations, interest rates, potential 
political instability, restrictions on foreign investors, less regulation and less market liquidity.   The properties held by REITs could fall in value for a 
variety of reasons, such as declines in rental income, poor property management, environmental liabilities, uninsured damage, increased competition, 
or changes in real estate tax laws.  There is also a risk that REIT stock prices overall will decline over short or even long periods because of rising 
interest rates. Stocks are not guaranteed and have been more volatile than other asset classes.  Small company stocks may be more volatile than large 
company stocks and may be subject to significant price fluctuations, business risks and may be thinly traded. Investing entails risks, including possible 
loss of principal. Past performance is not indicative of future results, which may vary.

While hedge funds offer you the potential for attractive returns and diversification for your portfolio, they also pose greater risks than more traditional 
investments.
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Disclosures

The views expressed are those of Lehman Brothers’ Asset Allocation Committee and do not represent the views of Neuberger Berman, LLC, its 
portfolio managers, employees or affiliates.  These views are current as of the time of publication and are subject to change without notice.  This 
material is not intended to be a formal research report or recommendation and should not be construed as an offer to sell or the solicitation of an offer 
to buy any security.  Neuberger Berman, LLC and its clients may have long or short positions in some or all of the securities discussed. Before acting 
on any advice or recommendation in this material, you should consider whether it is suitable for your particular circumstances and, if necessary, seek 
professional advice. We do not accept any responsibility to update any opinions or other information contained in this document.

Lehman Brothers’ Asset Allocation Committee analyzes market and economic indicators to develop asset allocation strategies. It consists of the 
leaders of the various Lehman Brothers research departments: its chief U.S. economist and the directors of U.S. and global equity and fixed income 
research. Regular consultation with these individuals provides the committee with the combined knowledge of their 660 colleagues and their own 
judgment. Other members of the committee are working portfolio managers and investment officers at its asset management affiliate, Neuberger 
Berman. 

This document is for informational purposes only, is not intended to be a formal research report, and it should not be construed as an offer to sell or as 
a solicitation of an offer to buy the securities or other instruments mentioned in it. No part of this document may be reproduced in any manner without 
the written permission of Neuberger Berman, LLC. Information in this document may have been obtained from various sources; we do not represent 
that this information is accurate or complete and it should not be relied upon as such. Opinions and information expressed herein are current as of this 
date and are subject to change without notice. This material is not intended to address every situation, nor is it intended as a substitute for the legal, 
accounting or financial counsel of your professional advisors with respect to your individual circumstances.  Indices are unmanaged, and the figures 
for any index shown include reinvestment of all dividends and capital gain distributions and do not reflect any fees or expenses.  Investors cannot 
invest directly in an index.  We strongly recommend that these factors be considered before an investment decision is made.  Past performance is not 
indicative of future results, which may vary. The products mentioned in this document may not be eligible for sale in some states or countries, nor 
suitable for all types of investors; their value and the income they produce may fluctuate and / or be adversely affected by exchange rates, interest 
rates, or other factors. Additional information will be provided upon request. Neuberger Berman, LLC is a registered Investment Adviser and Broker 
Dealer. Member of NYSE / FINRA / SIPC.

© 2008 Neuberger Berman, LLC. All rights reserved.
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Definition of BenchmarkBenchmarkAsset Class

The ABX Index is a series of credit-default swaps based on 20 bonds that consist of subprime 
mortgages. ABX contracts are commonly used by investors to speculate on or to hedge against the 
risk that the underling mortgage securities are not repaid as expected. The ABX Index has four series 
(06-1 to 07-2) and five tranches per series. 07-1 refers to loans made prior to the first half of 2007.

ABX 07-1 IndexSubprime ABS

The S&P/Case-Shiller Home Price Indices measures the residential housing market, tracking changes 
in the value of the residential real estate market in 20 metropolitan regions across the United States. 
These indices use the repeat sales pricing technique to measure housing markets. First developed by 
Karl Case and Robert Shiller, this methodology collects data on single-family home re-sales, 
capturing re-sold sale prices to form sale pairs. This index family consists of 20 regional indices and 
two composite indices as aggregates of the regions.

S&P/Case-Shiller Home Price 
Indices

Real Estate

The Consumer Price Indexes (CPI) program produces monthly data on changes in the prices paid by 
urban consumers for a representative basket of goods and services. Prices for the goods and services 
used to calculate the CPI are collected in 87 urban areas throughout the country and from about 
23,000 retail and service establishments.

Consumer Price Index (CPI)Inflation

The VIX index is a key measure of market expectations of near-term volatility conveyed by spx.aspx 
stock index option prices.

CBOE Volatility Index (VIX)Volatility

Asset Class Benchmarks & Definitions
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