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Unemployment:
ÁAlthough unemployment has yet to breach the double-digit barrier, there is considerable evidence 
that unemployment, underemployment and a lack of card credit is pinching American households very 
detrimentally. Since the recession began, 7 million people have signed up for free food stamps (almost 
the same number of people who have lost jobs since  the recession began), bringing the total number 
of people in the country that rely on food stamps up to 35 million (11.6% of the population)

o 40% of families on a food stamp program have earned income, compared with just 25% two 
years ago, which underscores the severity of the recession ςeven those with jobs/incomes 
are unable to meet basic needs, such as food. Not surprisingly, the same study found that the 
average number of hours worked per week fell to 33 (its lowest level on record), so those 
fortunate enough to still be employed are earning less (average wage is also down) 
oFamilies in the past that had the option of purchasing food on their credit card, and then 
rolling over their card debt via introductory or balance transfer offers, are now finding this 
avenue closed off as card companies have become less reluctant to mail out new card offers, 
especially those with teaser/transfer rates/options given the current economic condition (the 
retraction of such card offers being a byproduct of new law changes from the Credit CARD Act 
of 2009) 

ÁIn this recession, 8.8 million people have taken part-time employment because of the lack of full-
ǘƛƳŜ ƧƻōǎΦ ¢ƘŜǎŜ ǇŜƻǇƭŜ ŀǊŜ ƴƻǘ ŎƻǳƴǘŜŘ ƛƴ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƻŦŦƛŎƛŀƭ ǳƴŜƳǇƭƻȅƳŜƴǘ ǎǘŀǘƛǎǘƛŎ ό¦-3), 
although the BLS does track a statistic known as U-6, which is the broadest measure of unemployment. 
U-6 is currently at 16.8%

The Federal Reserve:
ÁOn the anniversary of the failure of Lehman Brothers, the Federal Reserve (and other federal 
agencies) announced plans to begin unwinding its positions. Over the past year the Fed took 
unprecedented positions in financial markets, pumping copious amounts of liquidity to a swathe of 
financial institutions and guaranteeing many risky assets in the financial sector

o The Treasury owns $290bn in capital of financial firms (e.g. AIG, BofA, Citigroup)
o The FDIC guaranteed $789bn in bank debt and $736bn in deposit accounts
o The Treasury has committed $400bn to mortgage giants Fannie Mae and Freddie Mac
o The Fed extended $1.34 trillion in extra bank lending (and also changed policy on the types 
of collateral they would accept for Fed loans)
o The Fed has committed $1.0 trillion to TALF and another $1.0 trillion to PPIP, in hopes of 
spurring an otherwise morbid lending market
o The federal government has committed $15bn to small business through the SBA
o The Treasury and Fed have committed $1.45 trillion to MBS issued by Fannie, Freddie, 
Ginnieand FHA paper; $3.0 trillion was committed to support money markets; $1.8 trillion 
was committed to support commercial paper funding
o The Fed and Treasury additionally bailed out AIG and the auto sector to the tune of $183bn 
and $83bn, respectively 
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ÁSome of those positions actually turned out to be profitable for the Fed (and much of the committed 
amounts have yet to be spent ςand herein lies a problem, that funds might only be spent after the 
economy has already veered course from the recession), but the Fed remains on the hook for many 
more commitments which may or may not end up as favorably
ÁMost importantly the Fed needs to wean the market off federal support and deal with the possibility 
of higher inflation due to its massive expansion of credit to the economy (though not necessarily a 
similar increase of the monetary base) 

Macroeconomy: 
ÁTotal consumer credit (seasonally adjusted) fell for the 6th consecutive month, falling to $2,472bn in 
July. Year-on-year, consumer credit is down 4.2%, bringing total consumer credit to the same level as 
July 2007, the month just before the credit crisis befell the economy
Á¢ƘŜ ŎƻǳƴǘǊȅΩǎ ǘǊŀŘŜ ŘŜŦƛŎƛǘ ƎǊŜǿ ōȅ $32bn in July, up from $27bn in June

o Of the $32.0bn trade deficit, the country had a trade surplus of $10.7bn in services, but a 
trade deficit in goods of $42.7bn
o When an economy expands, this usually also increases its consumption of foreign goods 
(since it increases its consumption of all goods), which often leads to a growing trade deficit. 
The trade deficit is also growing in spite of the low value of the US dollar 

Á/ƻƴǎǳƳŜǊ ǎŜƴǘƛƳŜƴǘΣ ŀǎ ƳŜŀǎǳǊŜŘ ōȅ ǘƘŜ ¦ƴƛǾŜǊǎƛǘȅ ƻŦ aƛŎƘƛƎŀƴΩǎ ƛƴŘŜȄΣ ǿŀǎ ǳǇ ǎƘŀǊǇƭȅ ƛƴ ŜŀǊƭȅ 
September, registering 70.2, up 4.5 from August, its highest level since September 2008 (the month 
that saw Lehman Brothers collapse). The index was at 76.1 before the economy slipped into a 
recession in December 2007
ÁHousehold real median income fell 3.6% in 2008 relative to 2007, marking a reversal of fortunes after 
growing for the three previous years. Over the past two decades real median income has stagnated
ÁThe number of failed banks rose last week to 92. At its current pace, the number of bank failures is 
ŜȄǇŜŎǘŜŘ ǘƻ ǊŜŀŎƘ мрлΦ /ǳǊǊŜƴǘƭȅ ǘƘŜǊŜ ŀǊŜ пнп ōŀƴƪǎ ƻƴ ǘƘŜ C5L/Ωǎ ǇǊƻōƭŜƳ ƭƛǎǘ όǳƴƻŦŦƛŎƛŀƭύ 
ǊŜǇǊŜǎŜƴǘƛƴƎ ǘƻǘŀƭ ŀǎǎŜǘǎ ƻŦ ϷнусΦсōƴΦ ¢ƘŜ C5L/Ωǎ ŦǳƴŘ ŦƻǊ ŦŀƛƭŜŘ ōŀƴƪǎ όǘƘŜ 5ŜǇƻǎƛǘ LƴǎǳǊŀƴŎŜ CǳƴŘΣ 
DIF) currently stands at just $10.4bn, or 0.22% of insured deposits

The housing market:
ÁAs at the end of Q2, 15% of all subprime mortgages were in the process of foreclosure, whereas only 
3% of prime mortgages were in foreclosure. The total amount of mortgages in foreclosure was. 
Mortgage foreclosure rates have tracked the Case-Shiller index (negatively) very well, with a lag of 
several quarters

o Recent research suggests that a household tends to begin defaulting on its mortgage when 
its equity falls below -10%, and that strategic defaults (i.e. borrowers defaulting on their 
mortgage debt even when they have financial means to pay) are quite common when homes 
are more than 50% underwater

Nationally, almost 1 in 5 subprime mortgage loans have a second lien at origination 

Recession over?
ÁThe OECD, a Paris-based think tank for the industrialized countries, declared last week the end of the 
Ǝƭƻōŀƭ ǊŜŎŜǎǎƛƻƴΣ ŎƛǘƛƴƎ άŎƭŜŀǊ ǎƛƎƴǎ ƻŦ ǊŜŎƻǾŜǊȅ ƴƻǿ ǾƛǎƛōƭŜέ ƛƴ ǘƘŜ Dт ŎƻǳƴǘǊƛŜǎΣ ŀǎ ǿŜƭƭ ŀǎ ƛƴ ǘƘŜ ǎƻ-
called  BRIC countries (Brazil, Russia, India and China)

o The NBER has yet to declare the end of the recession in the US
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Top left: Path of Case-Shiller national housing index and paths expected under the stress test. Source: Case-Shiller, Dept of 
the Treasury, NBER, S&P. Top right: Housing prices have been stronger than predicted in recent vintage. Source: Case-
Shiller, Dept of the Treasury, S&P.Middle left: Y-o-y changes in CSHI suggests housing prices may have already turned a 
corner. Source: Case-Shiller, Dept of the Treasury, NBER, S&P.Middle right: Mortgage performance by credit quality. 
Source: Calculated Risk, MBA.Bottom: Total consumer credit outstanding has grown negative. Source: FRB, NBER.
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Expected y-o-y stress test values for housing 
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Top left:. Mortgage delinquency and foreclosures for subprime mortgages. Source: Calculated Risk, MBA. Top right:
Mortgage delinquency and foreclosures for prime mortgages. Source: Calculated Risk, MBA. Middle left: California and 
Florida lead the pack in the total number of mortgage foreclosures. Source: Calculated Risk, FACL, MBA.Middle right:
Foreclosure rates are highest in Nevada, Arizona and Florida; New Jersey also has high foreclosure rate. Source: Calculated 
Risk, MBA.Bottom: Mortgage originations by credit quality. Source: Freddie Mac, Harvard University.
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