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The great American slowdown may be more 
protracted than anticipated and Americans are 
unaccustomed to recessions, particularly ones 
that involve shopping less.  During the past 
quarter-century, the world’s most powerful 
economy has suffered only two official 
downturns, in 1990-91 and 2001.  Both were 
short and shallow.  In 2001 consumer 
spending barely skipped a beat; a decade 
earlier it fell, but only briefly.  Buoyed by 
rising asset prices and financial innovations 
that allowed ever more people to tap ever 
more debt, the collective American wallet has 
not snapped shut in almost two decades. 
 
That may be about to change.  Evidence is 
mounting that the economy has slipped into 
recession – and this time consumer weakness 
is to the forefront.  Four issues are pummeling 
the spirited American shopper: the housing 
bust, higher fuel and food costs and, most 
recently, a weakening labor market.  The 
unemployment rate rose to 5.1% in March, 
while the private sector lost jobs for the fourth 
month in a row.  Feeling poorer and with 
fewer people prepared to lend them money, 
consumers are cutting back: witness the slump 
in car sales.  And seeing that consumer 
spending accounts for 70% of American 
demand, that hurts especially when it is 
coupled with a collapse in the once mighty 
construction industry.  The International 
Monetary Fund (IMF) now officially predicts 
an American recession in 2008; many at the 
Federal Reserve think output is contracting. 
 
There are two big questions about this 
downturn for America and the world: how 
long and how deep?  On the second count, 
there is room for guarded optimism: although 
American recessions have usually sent the 
world economy into a funk, this time the 
slowdown need not be so severe – especially 
for the emerging world.  The economic tests 
instead may come from the length of this 

downturn: an America that stays sluggish for 
several years could cause all sorts of 
problems. 
 
That is not to imply that a severe global 
slowdown is out of the question.  The IMF 
reckons that there is a 25% chance of the 
world economy growing by less than 3% in 
2008 and 2009, the equivalent of recession, in 
its view.  The origins of this crisis lie in the 
biggest asset bubble in history; financial 
markets have already suffered arguable their 
biggest shock for 80 years; and America is not 
the only developed economy suffering.  
Britain’s housing market is showing the same 
symptoms as America’s.  However, so far at 
least there is little evidence that the world 
economy is falling off a cliff. 
 
The pace of job losses in America has been 
mild compared with previous downturns, and 
there are a couple of reasons to suppose it will 
stay that way.  The first is the activism of 
American policymakers.  Congress started 
throwing money at the problem early, and a 
second fiscal stimulus is already being 
discussed along side a bailout for the housing 
market.  The Fed has slashed interest rates, 
promised more cuts if the economy stays 
weak and perhaps most important, sharply 
reduced the odds of financial-market 
catastrophe by extending its safety net to 
investment banks. 
 
The second is the changing structure of the 
world economy.  The dynamism and 
resilience of emerging markets mean that 
America does not matter as much as it once 
did.  The IMF expects global growth to fall 
from 4.9% in 2007 to 3.7% this year – hardly 
catastrophic.  Moreover, these foreigners can 
now do a bit to cushion the blow for 
Americans: already 

 
(continued on page 4) 
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(Source: U.S. Treasury - Daily Treasury Yield Curve)
Treasury Yield Changes During the First Quarter of 2008

3/31/2008 12/31/2007 BP Change

3 Month 1.40% 3.36% -1.96%
6 Month 1.53% 3.49% -1.96%

1 Yr. 1.62% 3.34% -1.72%
2 Yr. 1.80% 3.05% -1.25%
3 Yr. 1.94% 3.07% -1.13%
5 Yr. 2.65% 3.45% -0.80%

10 Yr. 3.57% 4.04% -0.47%
30 Yr. 4.40% 4.45% -0.05%

  
 
 
 
 
 
 
 

Current Market Yield Curve
4.40

3.57

2.65

1.94
1.80

1.40
1.53 1.62

1

1.5

2

2.5

3

3.5

4

4.5

3 Month 6 Month 1 Year 2 Year 3 Year 5 Year 10 Year 30 Year
March 31, 2008

Y
ie

ld
 P

er
ce

nt
s

 
 

 



Quarter Ending March 31, 2008 
Page 3 of 5 
 
 

Interest Revenue vs Budgetary Expectation 
 
General Operating Fund 

 12/31/07 03/31/08 06/30/08 09/30/08 
Interest Revenue $380,501 $316,787 $000,000 $000,000 
 
Budgetary Expectation 447,500 447,500 447,500 447,500 
 

Excess (Shortfall) $(66,999) $(130,713) $(447,500) $(447,500) 
  
Water & Sewer Operating Fund 

 12/31/07 03/31/08 06/30/08  09/30/08 
Interest Revenue $ 16,141 $ 19,075 $ 00,000 $ 00,000 
 
Budgetary Expectation 25,000  25,000  25,000  25,000 
 

Excess (Shortfall) $ (8,859) $(5,925) $(25,000) $(25,000) 
 
 
 
 

I n v e s t m e n t s
March 31, 2008
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     Agencies 
   $72,595,000

mv $73,284,292

  State Board
  $53,862

mv $53,862

      Repo's
   $1,227,875

mv $1,227,875

(Face Value)

      FMIvT
    $8,077,265

mv $8,077,265

Total Investment - $208,269,002
Market Value - $209,032,669

Total Portfolio Weighted Avg. Maturity - 1.73 Years
 CD'S & Agency Bond Weighted Avg. Maturity - 3.36 Years

 Certificates of 
Deposit 

  $4,615,000
mv $4,615,000

      Treasuries
   $4,000,000

mv $4,074,375

Money Market 
$115,700,000

mv $115,700,000

      Commerical 
Paper $2,000,000

mv $2,000,000
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global demand, coupled with a weak dollar, is 
boosting American exports.  Meanwhile, some 
losses from America’s housing bust have been 
borne abroad, although not without pain. 
 
With these props, America can avoid a deep 
slump, but don’t expect a vigorous recovery.  
Spending will be supported by tax rebates in 
the second half of the year, but the hangover 
from the housing bust will linger much longer. 
Judging by the experience of other rich 
countries that have suffered financial crises 
spawned by housing bust, such as Sweden and 
Norway in the early 1990’s, weak balance 
sheets will weigh on consumers’ spending for 
years rather than months.  The 2008 recession 
may be mild, but the 2009 recovery will be 
feeble at best. 
 
If the world economy’s biggest problem turns 
out to be America remaining snail-like for 
longer than most people expect, many will 
breathe a sigh of relief.  Given the scale of the 
financial mess, it could be a lot worse.  You 
can even argue that after five years of 
breakneck growth, a more sedate global 
expansion would be no bad thing: it would 
dampen inflationary pressures in the emerging 
world, and weaker domestic demand should 
shrink America’s gaping external deficit – 
already down from above 6% of GDP to 
below 5%. 
 
But that is about as far as optimism can take 
you.  The main fear is that the rest of the 
world proves less resilient than now seems 
likely: commodity exporters, for instance, 
may rely on American demand less than they 
did, but are hardly cut off from it.  The weak 
dollar also causes problems.  Importing 
America’s loose monetary policy will become 
harder to sustain for countries, such as the 
Gulf States, that peg their currencies to the 
greenback.  They will need to let their 
exchange rates rise. 
 
Politics too can do plenty of damage.  A 
sluggish America next year will be a hard 
inheritance for the next president.  With the 
budget deficit rising, big domestic reforms, 
such as expanding health-care coverage, will 
become more difficult; with a fragile 
economy, the Democrats, if they get in, may  

 
 
have to rethink their plan to roll back George 
Bush’s tax cuts. 
 
And do not forget populism and 
protectionism.  Already eight out of ten 
Americans say their country is on the wrong 
track.  A protracted malaise will spawn an 
angry search for scapegoats.  Even though 
free trade is helping save Americans from a 
worse downturn, Mr. Bush is struggling to get 
a trade deal with Columbia through Congress: 
heaven help the Doha round.  Meanwhile, the 
momentum to re-regulate financial markets 
and punish the oil industry, credit-card firms 
or indeed any other malefactors of great 
wealth will grow.  The great American 
slowdown may be less calamitous than many 
people fear: but the recovery could take much 
longer and that could prove to be damaging 
and dangerous. 
 
INVESTMENT STRATEGY 
 
The Fed’s continued concern with inflation, 
especially food and oil, has been replaced 
with the ever increasing prospects of a 
potential recession.  The Fed must balance the 
two going forward to avoid a potential repeat 
of the 1970’s style stagflation.  Consumer’s 
discretionary spending has contracted 
considerably due to increasing unemployment, 
higher gas and food prices and with consumer 
spending representing 70% of GDP; future 
economic growth looks anemic at best.   The 
possibility for lower rates going forward is 
also very real. Therefore, U.S. Treasuries and 
Agency Securities maturing in the three year 
range with three, six and twelve month call 
features will continue to be added to the 
portfolio.  Investments will be laddered in 
over time as market opportunities materialize 
but due to potential stagflation going forward, 
maturities longer than three years are not 
advised.  Jumbo Certificates of Deposit in the 
90 to 180 day range will also be purchased for 
the purpose of portfolio diversity.  
Commercial Paper will remain on the 
sidelines as the sub-prime issue continues to 
unwind.  Overnight liquidity will be 
substantially reduced over the next quarter. 
Long-term securities in the 3-5 years range 
will continue to be reduced as call features are 
exercised or securities reach final maturity.
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Investment Policy  

 
 

The City Commission adopted resolution No. 
01R-1397 on September 4, 2001, authorizing 
the Finance Director to invest surplus funds, 
as delegated by the City Manager.  Quarterly 
reports are submitted to the investment 

committee which consists of the City 
Manager, Finance Director, Cash and 
Investment Manager and the City Auditor and 
Clerk.

 
 

Performance Measurements: 
 
 
 Actual Rate of Return 
 

1) 3.32% Annualized rate of return based on portfolio Investments on 03/31/08. 
2) 4.42% Annualized rate of return based on Treasury, Agency and C. D. 

portion of the portfolio on 03/31/2008. 
 
 Benchmarks 
 

1)   1.22% Target rate based on U.S. Treasury Market Securities on 03/31/2008.  
2) 2.03% Rate of return based on Lehman Brothers 1-3 Yr. Index for U.S. 

Governments Securities. 
 
 

Authorized Investment Institution and Dealers: 
 
 

Bank - 
 1)   Wachovia Bank, NA 
 

Region Firms - 
1) Sun Trust Robinson Humphrey, Inc. 
2) Vining Sparks Securities 
3) Shay Financial Services, Inc. 
4) Mutual Securities Inc. 
5) Sovereign Securities Corporation, LLC 

 
Primary Dealers - 
1) Morgan Stanley, Inc. 
2) UBS Financial Services Inc. 
3) Citigroup Global Market Inc. 
4) Prudential Securities 
 
      
 
Periodical publications used as source documents for articles appearing in March 
2008 report. 
 
1. The Wall Street Journal 
2. The Economist Magazine 
3. U. S. News Magazine 


