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Consumers:
ÁRetail sales in August came in 2.7% higher than the previous month, a sign that consumers are more 
optimistic about the economy (the most recent University of Michigan consumer sentiment value was 
up significantly from last month, though still below its pre-recession level)

o There is legitimate concern, however, on the sustainability of the strength in retail sales as 
much of the growth has been aided by one-ƻŦŦ ƳŜŀǎǳǊŜǎ ǎǳŎƘ ŀǎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ŦƛǎŎŀƭ 
stimulus and programs such as άŎŀǎƘ for ŎƭǳƴƪŜǊǎέΦ Moreover, retail sales are still significantly 
lower than their level in the previous year (down 5.6% y-o-y) and consumers have yet to fix 
their balance sheet, so there is concern that consumers may simply be spending on borrowed 
money (again), which would just lead to more debt overhang

Financial services:
ÁCitibank is pondering selling the 34% stake of the company that is currently owned by the 
government. Over the duration of the crisis, the federal government bailed out the bank to the tune of 
$45bn and also agreed to backstop over $300bn of its debt

o/ƛǘƛōŀƴƪΩǎ ƛƴŘƛŎŀǘƛƻƴ ƻŦ ƛǘǎ ǊŜŀŘƛƴŜǎǎ ǘƻ wean itself from its appendages with the 
government is indicative of the general rosy health of the financial services industry. Over the 
past few months financial stocks have roared back to life after having nearly collapsed one 
year ago following the bankruptcy of Lehman Brothers. Some evidence suggests that financial 
firms may have sacked too much of their staff last year as many are now scrambling to fill key 
positions. However, it is unlikely that any (slight) surge in rehiring will offset the massive job 
losses over the past two years
o The government owns 7bn shares in Citi, which it bought at $3.25 ςthe government 
converted $25bn of preferred stock into common equity at the end of July. The stock is now 
up to the $4.50, giving the government an unrealized gain of approximately $10bn

ÁIt remains to be seen whether the monetary injections into AIG and other ailing firms will prove to be 
as profitable (at least on paper thus far) ςthe Federal Reserve has  already proven that it can turn on a 
profit on its lending facilities
ÁBarclays announced last week that it would be creating a $12bn credit vehicle to help it absorb some 
ƻŦ ƛǘǎ ŜȄǇŜŎǘŜŘ ŦǳǘǳǊŜ ǿǊƛǘŜŘƻǿƴǎΦ ¢Ƙƛǎ ŀƴƴƻǳƴŎŜƳŜƴǘ ŎŀƳŜ ƻƴ ǘƘŜ ǎŀƳŜ ǿŜŜƪ ǘƘŀǘ aƻƻŘȅΨǎ ǎƘŀǊŜŘ 
research which suggests that UK banks are set to write off a further $215bn in assets (Barclays has 
been one of the better performing banks throughout this recession, having weathered the storm and 
ŀƭǎƻ ŀŎǉǳƛǊƛƴƎ [ŜƘƳŀƴΩǎ bƻǊǘƘ !ƳŜǊƛŎŀƴ ŀƴŘ 9ǳǊƻǇŜŀƴ ōǳǎƛƴŜǎǎύ

o US banks are very similar to UK banks; if anything, UK banks are laggards of US banks, which 
ǎǳƎƎŜǎǘǎ ǘƘŀǘ όŀǎǎǳƳƛƴƎ ǘƘŜ ǾŀƭƛŘƛǘȅ ƻŦ aƻƻŘȅΩǎ ǊŜǇƻǊǘύ ǘƘŀǘ ǘƘŜǊŜ ǿƛƭƭ ōŜ ǿǊƛǘŜŘƻǿƴǎ ƻŦ ƻǾŜǊ 
$1,000 in the US (financial services is a larger share of UK GDP than US GDP)

Gold near all-time high:
ÁGold has been trading above $1,000 in recent weeks. This suggests that investors are leery about the 
US dollar, which has fallen against major currencies in the past few months. There is legitimate 
concern by investors that the US may need to inflate its way out of its massive debt position, thus 
leading to a depreciation of the currency. A lower value of the US dollar is not necessarily a bad 
ƻǳǘŎƻƳŜΣ ŀǎ ƛǘ ǿƛƭƭ ƘŜƭǇ όǎƭƛƎƘǘƭȅύ ǿƛǘƘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǘǊŀŘŜ balance
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o HoweverΣ ǘƘŜ ǊŜŀƭ ŦŀŎǘƻǊ ŀŦŦŜŎǘƛƴƎ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƭŀǊƎŜ ǘǊŀŘŜ ŘŜŦƛŎƛǘ ƛǎ ǘƘŜ ƴŀǘƛƻƴΩǎ ƭŀǊƎŜ ƎŀǇ 
in savings, rather than an exchange rate problem
o Gold typically rallies when investors fear inflation and/or the stability of fiat money (of 
which the US greenback is the international reserve fiat currency). Although at a record 
nominal high, gold was dearest in real terms back at its 1980 peak when it reached $850, or 
$2,226 in current dollar terms
o In spite of its poor performance in holding value over long horizons (see point above), 
investors still flock to it as  haven of safety when fiat money is called into question

wŜŎŜǎǎƛƻƴ ƛǎ άƭƛƪŜƭȅ ƻǾŜǊέΥ
ÁLƴ ŀ ǎǘŀǘŜƳŜƴǘ ƭŀǎǘ ǿŜŜƪΣ CŜŘ ŎƘŀƛǊƳŀƴ .Ŝƴ .ŜǊƴŀƴƪŜ ǊŜƳŀǊƪŜŘ ǘƘŀǘ ǘƘŜ ǊŜŎŜǎǎƛƻƴ ƛǎ άƭƛƪŜƭȅ ƻǾŜǊέ 
citing positive indicators in August that suggest that the economy has started to rebound. However, 
he, along with central bankers around the globe, echoed the refrain that the global economy still 
remains fragile and that central banks must only move slowly back to normalcy (i.e. that they cannot 
raise interest rates and cut back liquidity to the market in any dramatic fashion)

o Central banks typically start raising interest rates in periods of recovery  when 
unemployment begins falling. This puts the US (along with other countries) in a dilemma as 
unemployment is not likely to fall as the recovery takes hold. The economy produced 
approximately 100,000 jobs per month in the last recovery, but this would do little to ease 
unemployment for some time as the economy is down 7 million jobs since December 2007

G20 summit:
ÁWorld leaders are set to convene in Pittsburgh this week for the G20 summit, a gathering of the 
ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ ǊƛŎƘ ƛƴŘǳǎǘǊƛŀƭƛȊŜŘ ŎƻǳƴǘǊƛŜǎ ŀƴŘ ǇǊŜ-eminent developing economies (accounting for 
85% of global GDP). On the agenda will include, inter alia, compensation in the financial industry and 
how to turn the course on monetary policy now that the global economy looks to have begun a 
nascent recovery (many central banks around the world took up massive positions to backstop their 
local economy, akin to the measures taken by the Fed, and now all of these central banks must find a 
way to wean their respective economies off government support, and especially the banks that they 
supported, while at the same time not derailing the nascent recovery.)

o The other challenge that many fear is the ability to manage the economy in the coming 
years without stoking inflation. In the US, many already fear that the economy is destined for 
a bout of rampant inflation because of the massive amounts of liquidity provided by the Fed 
to the economy, but such fears may be overblown because the extra liquidity never 
materialized to extra money in the form of M1 or M2, the two most important measures of 
money in the economy, and as there is scant evidence that inflation expectations have any 
foundation in consumer expectations (August prices were up 0.4% from July, but down 1.4% 
y-o-y, thus annualized CPI was down for the 6th consecutive month)

ÁOne of the key challenges for world leaders is to coordinate the return of normal monetary and fiscal 
policy. Most of the industrialized countries underwent a deep recession, which also required them to 
undertake unconventional policies. But BRIC and other notable emerging markets did not suffer as 
much (or at least did not require the sort of interventionist policies that rich countries exercised). 
Getting countries then to agree on the direction and scope of policy will likely differ between BRIC and 
G7 (and already we know that there is considerable disagreement even within G7 countries on the 
right path to recovery)
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Top left: Cumulative defaults on residential mortgages by vintage year. Source: Fannie Mae, Harvard University. Top right:
Front roll rate of !ŘǾŀƴǘŀΩǎbusiness card master  trust surged last month, now exceeding the unemployment rate. Source: 
ABSNet, BLS.Middle left: LTV by state ςhighest in Nevada (bubble state) and Michigan (depressed region). Source: First 
American CoreLogic(FACL).Middle right: Number of foreclosures by state ςCalifornia and Florida lead the pack. Source: 
Calculated Risk, FACL, MBA. Bottom: Average subprime mortgage balance by state. Source: FRB, TransUnion.
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Top left:Mortgage delinquencies are concentrated in private label securities. Source: Fannie Mae, Harvard University. Top 
right: Change in the composition of the national labor force between December 2007 and August 2007. Source: BLS, 
Economist.Middle left: After one of the most steep declines, industrial capacity has rebounded slightly, but still far from 
normal levels. Source: FRB, NBER.Middle right: Unemployment rate in California and Florida. Source: BLS.Bottom: Labor 
market conditions in California since 1999; previous recession was relatively mild. Source: BLS.
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