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What Happened and Why?

We all borrowed much too much

With deteriorating credit quality

Leverage excess created the “spiral of doom”

The Fed and Treasury have been trying to short-circuit the 
spiral
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We All Borrowed too Much

Source: Ned Davis Research

Total Domestic Nonfinancial Debt as a Percent of GDP: 6/30/2008

Adding financial debt raises 
this to 350% of GDP
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Rate of 
Delinquency

Subprime Mortgage Delinquencies

Source: Wall Street Journal, 5/5/08

With Deteriorating Credit Quality for Household Loans
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While Companies Deteriorated Themselves

$Billions
Bars are SAAR

Net New Debt Instruments

Cumulative Net Debt

3/31/2008 = 5162.2

Net Increase in Debt

Net Reduction of Debt

3/31/2008 = 575.1
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Net Reduction of Equity

3/31/2008 = -562.2
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Source: Ned Davis Research

Cumulative Net Corporate Equity

Cumulative Net Corporate Debt

$Billions

Net Increase in Debt

Net Reduction of Equity
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Troubles Are Coming For Corporate Debt As Well  

Credit Cost and Default on Junk Debt . . .

10%-15% 
default in 
next 12 
months!
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Source: Bloomberg LP.

Spread of Lehman Brothers High Yield Index over the 10-Year Treasury
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… And commercial real estate

… And consumer debt

And for Other Debt Areas
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Spiral of Doom

CITI

BEAR STEARNS

LEHMAN

MERRILL

AIG

Losses

Margin 
Calls Sale of 

Good 
Assets

Falling 
Prices of 
Assets

More Margin 
Calls

More Asset 
Sales

Lower 
Prices of 
Assets

More Margin 
Calls

Meltdown

Collapse of 
Banks, Funds

No Lending
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Short-Circuiting the Spiral

One at a time: Bear Stearns

Dealer Loan Facilities

Fannie/Freddie

AIG

Kill it with one hit: - Buy the illiquid, unwanted assets

-

 

Give the banks cash and rebuild trust in their solvency

-

 

Work out troubled assets over 5-10 years

-

 

Change the rules, somehow
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A Couple of Ugly Years in Prospect

Large investor losses, especially for households

We are in a recession caused by contraction of credit

Largely by coincidence, so is the rest of the world (or at least
slowing down)

But this is for 2 years, not a lifetime!
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Insurance 
Companies

14%
Banks 
54%

Pensions & 
Savings Funds

13%

Government & their 
Agencies

8%

Mutual & Hedge 
Funds
11%

Large Investor Losses Merely on Credit

Source: IMF Global Financial Stability Report, October 08

Total = $1.5 Trillion



15

Households Will Be Worst Hit in Their Major Asset

Source: Hoisington 2008

- 30% from peak

Owners’

 

Equity as a Percent of Household Real Estate
Owners' Equity as a % of Household Real Estate 6/30/2008 = 45.2%

Equity Exceeds Debt

48
52
56
60
64
68
72
76

48
52
56
60
64
68
72
76

Source: Ned Davis Research



16

Financial Losses Are Even Larger

Trillions of dollars wiped off equity holdings

401(k)s, IRAs ravaged for boomers approaching retirement

Similarly large losses for pension plans, insurance issuers of 
annuities: Will they all meet promises?
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We Are in a Recession …

Weakening Labor Force
Initial jobless claims,
four-week moving average

Note: Seasonally adjusted 

Source: US Labor Department

US non-farm payroll
Monthly change (’000)

Source: Thomson Datastream
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…
 

Caused by Contraction of Credit

Eroding bank capital banks can’t lend more

Higher loan standards banks won’t lend more
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Credit Is Harder to Get and More Expensive

Source: Ned Davis Research
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Even the Chinese Dynamo Is Slowing Down

Sources: Rhodium Group (construction); National Bureau of 
Statistics; US Commerce Department (housing)
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Other Countries Are Harder Hit

EU moving into recession at least as bad as ours

Eastern European “net borrowers” in deep distress

Russia, India, Brazil, Middle East suffering accelerating 
inflation, falling export revenues, exploding government 
deficits.
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Two Years, Not a Lifetime

Credit markets will, ultimately, respond to trillions

Equity markets in US are cyclical not terminal: Value will 
be written back

As growth resumes in Asia, raw material and energy prices 
will rebound

However: employment, construction, retailing, consumer 
durables, municipal finances will all deteriorate and start to 
repair in 2010/2011
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Locally Distressing

Source:  Wall Street  Journal, 10/25/08
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Making Money Out of It All

Don’t lose money by getting out!

There are extraordinary bargains, especially in the credit 
area, but follow the vulture rules …

Longer term, follow the New Economic Order
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Don’t Lose Money by Getting Out

Note: The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the   
performance of any specific investment. Past performance is no guarantee of future results.

Source:  Ibbotson Associates, Morgan Stanley Global Wealth Management Asset Allocation Group.
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Every Kind of Bond is Underpriced

Mean = 104

In Basis Points Investment Grade Spread (U.S. Corporate Credit minus 10-Year Treasurys) 9/30/2008 = 414
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Stock Prices Represent Extremes of Fear
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But Do Sell Your House if You Can!

Source: Standard & Poors

S&P Case-Shiller

 

National Hope Price Index, 1987-2008



30

To Make Money at Times of Distress,
 Follow the Vulture Rules

Dig Deeply

Diversity

Dither
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Dither, Because We Face a Few More Months of Falling Prices

Investors demand redemptions

Lenders make margin calls

Retail investors panic

Forced sales triggering more forced sales
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New Economic Order

US:  fall in share of consumption in GNP

World economy in better shape than ever (if you look 
beyond the recession)

Recession cycle will create a buying window
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Fall in Share of Consumption

60%-65%  70%-75%   60%-65%

We will need 10%-15% LESS
–

 

Retail space
–

 

Retail employees
–

 

Retail delivery & support systems

We will have 25% MORE
–

 

Infrastructure
–

 

Business investment
–

 

Government activity
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World Economy in Better Shape Than Ever

Globalization/trade

Fall of Iron Curtain/ 
market processes

Free capital mobility

Rapid emerging market 
growth

Rapid growth of 
middle class

Increasing 
“decoupling”
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Energy Demand Driven by Emerging Countries

Source: Ned Davis Research

Share of World Oil Demand (%)

United States

Non-OECD Countries

OECD Countries 
(Excluding United States)
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Buying Window

Sources: J.P. Morgan; WSJ Market 
Data Group; MSCI
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Contango Is the Wealth Management Arm of Zions Bancorporation
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We Offer Full Service: We Want Your Business

Portfolio 
Management

Trust, Financial 
Planning and 
Estate Advice
and Execution

Corporate Finance
Advice and Execution

Investment-Related
Credit Advice
and Placement



40

Disclosures

IMPORTANT NOTE: Investment products and services offered through Contango Capital Advisors, Inc., a registered investment 
adviser and a nonbank subsidiary of Zions Bancorporation, are NOT insured by the FDIC or any federal or state governmental 
agency, are NOT deposits or other obligations of, or guaranteed by, Zions Bancorporation or its affiliates, and MAY be subject to 
investment risks, including the possible loss of principal value of amount invested.

This presentation is based on assumptions and market conditions known to Contango at the time this presentation material was prepared. Unless 
otherwise noted, all examples provided herein are hypothetical and for illustrative purposes only. Assumptions and market conditions are subject 
to change, which may affect Contango’s final recommendation after an Investment Policy Statement has been developed with the client. 
Unless the investment is a deposit of a bank and insured or guaranteed by the Federal Deposit Insurance Corporation or other government 
agency, investments used in portfolios created by Contango are subject to losses.
Data underlying the projections in this presentation have been obtained from sources believed to be reliable, but their accuracy and completeness 
are not guaranteed. 
Contango employs a variety of tools, including various data sources, indices, internal models and Microsoft Excel, to calculate expected and/or 
historical returns. We use Oracle Corporation’s Crystal Ball®,  a modeling and forecasting software program, to run the Monte Carlo simulations. 
The simulations do not forecast future events, nor do they consider prospective market conditions or their possible impact on returns. 
The Sharpe Ratio is a measure of the risk-adjusted return of an investment. The benefit of using this measure is that it takes into consideration the 
risk incurred to generate the return. Our goal is to construct portfolios with high Sharpe Ratios, which is calculated as follows: (return – US 
Treasury rate)/standard deviation. The Treasury rate is currently assumed to be 3%.
Return information provided is hypothetical unless otherwise indicated. Additionally, return information represents the opinion of Contango.  
Information provided is not intended to provide specific advice, nor to be construed as a recommendation with regard to any particular investment 
or to provide any guarantee of results. The information contained herein employs proprietary projections of expected returns. Past performance is 
no guarantee of future results.
When constructing portfolios, Contango may use certain components that are subject to quarterly, semi-annual or annual redemption provisions. 
This may affect the liquidity of the portfolio and availability of funds.
Contango is not responsible for any clerical, computational or other errors that may occur as a result of using data from outside sources, such as 
pricing information obtained from standard quotation services.
All dividends and distributions are reinvested in the asset classes indicated for each portfolio consistent with the weighting for that asset class.
If included in this presentation, model results do not represent actual trading and may not reflect the impact that material economic and market 
factors might have if Contango were actually managing your portfolio.
Performance figures reflected herein are gross of Contango’s investment advisory fees and do not reflect costs and expenses associated with 
portfolio transactions or taxes. Portfolio returns will be reduced by Contango’s investment advisory fees and other expenses incurred in the 
management of its investment advisory account. For example, if Contango were to manage a $1 million portfolio from January 1, 2007 to 
December 31, 2007, a 9.00% annual return figure would be reduced by a management fee of approximately 1.38%. Contango's management fees 
differ according to size and nature of the specific investment portfolio. Please see Contango's Form ADV for full details.
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