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COMMENTARY
• The collapse of Lehman Brothers and bail out of Merrill Lynch by Bank of America is a watershed event 

in financial history of the United States and perhaps the world.

• At this point, investors are still grappling with the consequences and we can only make some intelligent 
propositions with the assistance of Credit Suisse (Liquidity & Liquidation Sept 15, 2008)

- The orderly sale of asset by Lehman could impact negatively on asset values and result in increased  

mark-to-market losses for banks and non-banks. If severe, it could lead to another round of 

re-capitalizations.

- Lehman was a major sub-prime broker with 4% market share. The unwinding of counterparty positions 

over the next few months could lead to some market dislocations.

• At the broader level, Lehman is just another victim of the sub-prime crisis, which impact will continue to 
be felt for the next few years.

• As banks, investment banks and hedge funds de-leverage, their balance sheets will shrink. That could 
lead to liquidation of assets in emerging markets and in commodity related assets as funds are 
repatriated to the United States.  A consequence of that is emerging markets, which are so dependent 
upon foreign fund flows, recent peak valuations will not be seen for some time.

• As the excesses of the go-go years are purged from the financial system, global economic growth may 
be slower.  Banks need to repair their balance sheets and increased risk aversion and tighter regulation 
will ensure that loans will be more difficult to obtain.

• A result of slower economic growth will be lower interest rates. With crude oil prices below USD100 per 
barrel, central bankers are no longer concerned about inflation. For example, there is now increased 
expectation that the Federal Reserve may lower interest rates again by about 25bp.

• Direct exposure to Lehman loans by financial institutions (FI) in Asia appears to be limited.  Japanese FIs 
have exposure of about USD1.0bn in loans to Lehman while Singapore banks do not appear to be on the 
list.  But exposure to Lehman bonds has is not yet available and the picture could change.

Conclusion
• The direct impact seems to be rather limited.  But the economic fallout, which is that of the sub-prime 

crisis, is slower global economic growth and tightening liquidity.  

• Asia continues to remain relatively unscathed.  With China sustaining economic growth at 8-9%, 
economic growth in the region should remain positive.   Regional markets, which are trading below 5- 
year averages should recover in time.
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