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Mortgage equity withdrawal and housing:
Ávн ŜǎǘƛƳŀǘŜǎ ŦƻǊ ƳƻǊǘƎŀƎŜ Ŝǉǳƛǘȅ ǿƛǘƘŘǊŀǿŀƭ όa9²ύΣ ŀƭǎƻ ƪƴƻǿƴ ŀǎ άƴŜǘ Ŝǉǳƛǘȅ ŜȄǘǊŀŎǘƛƻƴέ όb99ύΣ 
came is at negative $48bn (or 1.8% of personal disposable income), a slight deterioration from  its Q1 
estimate of minus $21.3bn, though still much improved from Q4 last year when it was negative $77bn

o MEW measures the amount of home equity that is drawn from the house in the form of 
HELOCs, second mortgages, etc. that is used to finance personal expenditures

ÁMEW has been negative since Q2 of 2008 and  is likely to remain negative for a few more quarters. 
At its peak (when the housing market was at its peak in 2006), households tapped their home equity 
όǎƻƳŜǘƛƳŜǎ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ǘƘŜ άƘƻƳŜ Ŝǉǳƛǘȅ ǇƛƎƎȅ ōŀƴƪέ ƻǊ άI9[h/ ǇƛƎƎȅ ōŀƴƪέύ ŦƻǊ ŀǎ ƳǳŎƘ ŀǎ 
$222bn in 2006Q1 
ÁAfter posting gains in the previous months, housing is looking to be on unstable footing once again as 
the figure for August resales(i.e. sale on existing stocks of housing) came in worse than expected. 
!ǳƎǳǎǘΩǎ ŎƻƴǘǊŀŎǘƛƻƴ ƛƴ ǊŜǎŀƭŜ ǾƻƭǳƳŜ ǿŀǎ ƛǘǎ ŦƛǊǎǘ ŘŜŎǊŜŀǎŜ ƛƴ р ƳƻƴǘƘǎΣ ŦŀƭƭƛƴƎ ōȅ нΦт҈ ǘƻ ŀƴ 
annualized rate of 5.1 million units; however, the figure still represented a 3.4% increase from its level 
one year ago

o Distressed  home sales in August accounted for close to one-third of resales; a slightly 
smaller number of resaleswere attributable to first-time home buyers
o The median price for an existing home last month was $177,000 

ÁHousing has been a big surprise by many as it has performed better than many had expected. The 
¢ǊŜŀǎǳǊȅΩǎ ǎǘǊŜǎǎ ǘŜǎǘΣ ŀǎ ǿŜƭƭ ŀǎ Ƴƻǎǘ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ŦƻǊŜŎŀǎǘǎΣ ŦƻǊŜǎŀǿ ŀƴ ŜȄǘŜƴŘŜŘ ǇŜǊƛƻŘ ƻŦ ƘƻǳǎƛƴƎ 
depreciation through 2009 and 2010, yet the Case-Shiller index in the past few months has been much 
stronger than anticipated, and the shape of the curve suggests that the worst may be over

Delinquencies and charge-offs:
ÁMany card companies reported higher loss rates in August after having previously seen their 
delinquency and charge-off levels taper out in July. Some analysts are now calling the drop in the 
previous months a blip or a fluke and that delinquencies and charge-offs are likely to race ahead again
ÁSimilar to the pattern of card delinquencies, commercial real estate (CRE) performed better than 
expected in the recent past ςƎƛǾƛƴƎ ƘƻǇŜ ǘƻ Ƴŀƴȅ όάƎǊŜŜƴ ǎƘƻƻǘǎέύ ƻŦ ŀ ǉǳƛŎƪ ǊŜŎƻǾŜǊȅ ςbut July data 
όǘƘŜ Ƴƻǎǘ ǊŜŎŜƴǘ ŀǾŀƛƭŀōƭŜύ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǘƘŜ ǊŜǇǊƛŜǾŜ ƛƴ /w9 ǿŀǎ ƻƴƭȅ ǘŜƳǇƻǊŀǊȅ ŀǎ aƻƻŘȅΩǎ /w9 ƛƴŘŜȄ 
fell 5.1% from its level in June (after having just fallen 1% in June) 

o Although the economy has definitely produced mixed signals on the economy, it looks fairly 
certain that manufacturing and residential real estate (RRE) have stabilized, while cards and 
CRE have still yet to find  footing, though they have shown some indications of stability. GDP is 
likely to grow this quarter, while unemployment will almost certainly continue to grow until 
the end of the year at a minimum. The tea leaves are thus suggestive of an L-shaped recovery, 
though there remains a real chance of a W-shaped path (i.e. a double-dip recession), though 
that is a less likely scenario. But no matter what shape the recovery takes, there will be 
significant consequences, i.e. there will be many structural problems of the economy that 
must be corrected before the economy can be in any form that can be called normal
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The Federal Reserve and interest rates:
ÁAs expected, because of the overall weakness in the economy and despite signs of green shoots, the 
Federal Reserve left its key interest rate unchanged last week, targeting the Fed funds rate in the 
range between 0.00% and 0.25%

o This move was not a surprise as the bank, and Bernanke, spoke openly about the need to 
keep interest rates low for an extended period of time even as the recovery takes hold, 
especially as many are forecasting that (like the upturn from the last recession) it will be a 
jobless recovery (i.e. there will be positive GDP growth, but rising or stagnant unemployment)
o However, there is evidence that the employment picture is shaping up as last week the 
number of US workers claiming initial benefits fell by 21,000 to 530,000 (weekly). Continued 
benefits claims also fell, declining to 6.14 million (a decrease of 123,000 from the previous 
week). Levels above 400,000 for initial claims are typically associated with periods of 
recession, though this relationship is not likely to hold as the economy begins growing again in 
this current or upcoming recovery. The length of the recession (which started in December 
2007, thus making this recession 21 months long ςunder the assumption that the economy is 
still in a recession as of August) has also forced  the government to extend unemployment 
benefits as many of the long-term unemployed (those unemployed over 26 weeks) have or 
will soon run out of benefits. People in the most depressed states can now collect benefits for 
as long as 79 weeks, and in states where unemployment is over 8.5% benefits have been 
extended for 3 months

ÁMacroeconomics:
ÁOrders for durable goods (which are highly pro-cyclical) were off 2.4% in August, thus muddying the 
picture about the direction of the economy. Previously durable goods orders in July were up. However, 
there is considerable noise in month-to-month data and it is better to look at quarterly or moving-
average data to gauge the strength of manufacturing orders
ÁGlobal trade, which fell off a cliff caused by the global recession, rose sharply in July, growing by 3.5% 
following on the heels of a 1.6% increase in June. The increase in  trade flows was the sharpest in 5 
years and the 3-month moving average is significantly positive, suggesting that manufacturing is 
undoubtedly growing once again

o Trade is not a big component of the US economy in comparison to most other developed 
countries (e.g. Germany, UK, Canada), but it still accounts for a considerable portion of GDP. 
Moreover, it is the trade sector which swings the economy from one part of the business 
cycle to another as it is more volatile  in comparison than most other components of GDP 
(and inventory being the most volatile)

Á!ǘ ƭŀǎǘ ǿŜŜƪΩǎ Dнл ǎǳƳƳƛǘ ǘƘŜ ōƛƎ ŀƴƴƻǳƴŎŜƳŜƴǘ ŎŀƳŜ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ŀƴ ŀŎƪƴƻǿƭŜŘƎƳŜƴǘ ƻŦ ŀ 
changing global world order: the G20 will soon replace the G8 (which replaced the G7, where the G8 is 
G7 + Russia). This would ensure that the voices at BRIC  (Brazil, India, Russia and China) and  other 
developing economies are  at the table at any discussion on global finance. Canada is to host next 
ȅŜŀǊΩǎ Dу ǎǳƳƳƛǘΣ ōǳǘ ƛǘ Ƴŀȅ ǿŜƭƭ ōŜ ŀ DсκDнл ǎǳƳƳƛǘΦ 
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Top left: Delinquencies for various forms of consumer credit have risen considerably in this recession. Source: FRB, NBER. 
Top right: Charge-offs have increased even  more sharply than delinquencies, and card charge-offs are at a record high. 
Source: FRB, NBER.Middle left: A time series of the various holders of consumer credit. Source: FRB.Middle right: Survey 
on supply and demand conditions for commercial real estate loans. Source:  FRB, NBER. Bottom: Consumer bankruptcy 
filings  (expected to hit over 1.5 million for the year) and unemployment. Source: ABI, BLS, Calculated Risk.
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Top left:Financial obligations ratio (FOR) for homeowners has yet to return to pre-bubble levels. Source: FRB, NBER. Top 
right: FOR for renters fell sharply in the last up-cycle of the economy. Source: FRB, NBER.Middle left: The year-over-year 
changes in revolving credit since 1980. Source: FRB, NBER.Middle right: Survey on bank lending conditions shows credit 
is still tight, though improving. Source: FRB, NBER.Bottom: Mortgage equity withdrawal Is highly correlated with housing 
values and has been negative for the past 5 quarters. Source: BEA, Case-Shiller, Kennedy & Greenspan, Calculated Risk..
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Mortgage equity withdrawal (MEW) vs. Case-Shiller housing index (national)

Mortgage equity withdrawal, $BN (left axis) MEW as share of disposable income, % (right axis) Y/Y change in CSHI, % (right axis)
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Financial obligations ratio - renter
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Senior loan officer opinion survey of bank lending practices  

Tightening standards on credit cards

Tightening standards on other consumer loans

Increased willingness to make consumer installment loans

Stronger demand for consumer loans



ÁParts of the Credit CARD Act that will come into effect in February; they are intended to help some 
consumers avoid credit card traps and high fees
ÁAmong the provisions to come into effect February, it will be more difficult for issuers to boost 

interest rates without a significant trigger event
ÁBeginning in February, once someone is approved for a new credit card, his or her rate can not be 

increased in the first year, except if the cardholder is 60 days late with a payment
ÁAfter the first year, the card issuer would be able to raise that interest rate, but the higher rate could 

only apply to new transactions
ÁBeginning in February, credit card issuers won't be able to:

ÁRaise interest rates on existing balances except in special situations
ÁRaise interest rates because of a late payment, unless the late payment is 60 days past due
ÁRaise interest rates on outstanding balances on the credit card because  of a missed 

payment with another creditor, such as a mortgage company (this is known as the 
άǳƴƛǾŜǊǎŀƭ ŘŜŦŀǳƭǘέ ǇǊƻǾƛǎƛƻƴύ

ÁSome issuers have changed the formula for figuring out the minimum payment to 5% of the 
outstanding balance, up from 2% of the outstanding balance. Such actions would have a tendency to 
increase the delinquency rate that they report
Source: Free Press
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Weak scores may limit access to credit cards

Credit Cards
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Á/ƘŀǎŜΩǎ ŦƻǊŀȅ ƛƴǘƻ ǘƘŜ ǎƳŀƭƭ ōǳǎƛƴŜǎǎ ŎŀǊŘ ōǳǎƛƴŜǎǎ ƛǎ ŀ ǎƛƎƴ ǘƘŀǘ ŎǊŜŘƛǘ ŎƻƴŘƛǘƛƻƴǎ Ƴŀȅ ōŜ ǎǘŀǊǘƛƴƎ ǘƻ 
thaw. Small-business owners have been among the most severely hurt by the credit crisis, as banks, 
faced with rising losses, have pulled back from offering them credit. (Advantaclosed its business 
card operations in late May.)
ÁSome say that banks are pushing small-business cards because they aren't covered under new 

regulations that restrict issuers from raising rates and fees on consumer credit cards
ÁRecently, legislation was introduced in the US House of Representatives that would extend the 

Credit CARD Act's provisions to businesses with 50 or fewer employees
Á/ƘŀǎŜΩǎ ƴŜǿ ōǳǎƛƴŜǎǎ ŎŀǊŘǎ Ǝƻ ōȅ ǘƘŜ ƴŀƳŜ ƻŦ άLƴƪ ōȅ /ƘŀǎŜέ ŀƴŘ ŀƛƳ ǘƻ ŎƻƳǇŜǘŜ ǿƛǘƘ !ƳŜǊƛŎŀƴ 
9ȄǇǊŜǎǎΩǎ ŎƘŀǊƎŜ ŀƴŘ ǎƳŀƭƭ-business cards. Ink for Chase has four brands: (1) Ink Bold, (2 Ink Plus, (3) 
Ink and (4) Ink Cash. All Ink customers all earn one point for every dollar spent on all purchases with 
no limits. Ink Cash customers can also earn an additional 3% on business-related purchases, 
specifically fuel, dining, home improvement and office supplies
Source: Wall Street Journal

Chase offers small-business cards 



Á.ŀǊŎƭŀȅǎ ƛǎ ƛƴ ǘŀƭƪǎ ǘƻ ōǳȅ ǎƻƳŜ ƻŦ /ƛǘƛƎǊƻǳǇΩǎ ǊŜǘŀƛƭ-banking assets in Portugal, including the bank's 
credit-card portfolio there, according to people familiar with the matter
ÁPeople close to the matter say that the portfolio is less than $100 million
ÁThe move comes at a time when Barclays Capital, Barclays's investment bank, has been expanding in 

the US, Europe and Asia, and analysts have said that Barclays may look for opportunities to expand 
its retail and commercial division to balance the company's revenue stream
Source: Wall Street Journal
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/ǊŜŘƛǘ /ŀǊŘǎ όŎƻƴǘΩŘύ

Barclays in talks to buy Citiassets in Portugal 

Auto Finance

ÁCarMax Inc. said last week that its second-quarter earnings rose to $103mm, or 46 cents a share, 
from $14mm, or 6 cents a share, in the year-earlier period
ÁThe latest quarter included a benefit of 10 cents a share from favorable adjustments for CarMax 

Auto Finance
ÁNet sales and operating revenue increased 13% to $2.08bn from $1.84bn
ÁAnalysts polled by FactSet Research expected, on average, earnings of 16 cents a share and sales of 

$1.74bn for the Richmond-based used-car retailer
Source: Market Watch

CarMax's second-quarter profit rises

ÁThe Treasury official overseeing the government's bank and auto bailout fund said today General 
Motors (GM) still plans to hold an initial public offering next year
ÁGM has received about $50bn in government support; while Chrysler has received about $15bn. The 

Treasury invested nearly $15bn in auto finance companies and has a $3.5bn fund to guarantee 
payments to auto suppliers of GM and Chrysler
ÁThe Treasury is in the early stages of preparing for an initial public offering for GM. But it will take 

several years for the government to sell off its entire 60.8% equity stake
Source: Detroit News

Treasury says General Motors still plans to go public in 2010

September 21stςSeptember 27th, 2009 (Week 39)
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Charged-Off Debt Buyers

ÁCredit card charge-off rates, which measure debts that card companies have given up on, reached a 
record-high 11.49% in August, according to Moody's. That is up from 6.82% a year earlier
ÁRising unemployment has hampered the ability of cardholders to keep up with payments, prompting 

card issuers to desist from collecting those debts
ÁMoody's expects charge-off rates to peak in mid-2010 at 12% to 13%
ÁThe delinquency rate (i.e. accounts 30+ DPD), increased, to 5.79% from 4.6% a year earlier, following 

four months in which the rate had decreased
Source: Washington Post

Banks give up on debt at record rate

ÁCredit card balances outstanding in the United States have fallen nearly $70 billion in the past 10 
months, according to the Federal Reserve
ÁAt the end of September 2008, total consumer credit card balances in the US stood at $975.1bn, an 

all-ǘƛƳŜ ƘƛƎƘΦ 9ǾŜǊȅ ǎǳōǎŜǉǳŜƴǘ ƳƻƴǘƘ Ƙŀǎ ǎŜŜƴ ŀ ŘŜŎƭƛƴŜΦ Lƴ ǘƘŜ CŜŘΩǎ Ƴƻǎǘ ǊŜŎŜƴǘ ǊŜǇƻǊǘ ƻƴ 
consumer credit, total credit card debt outstanding was $905.5 billion
ÁDebt that has been charged-ƻŦŦ ƛǎ ƴƻ ƭƻƴƎŜǊ ŎƻǳƴǘŜŘ ƛƴ ǘƘŜ CŜŘΩǎ ōŀƭŀƴŎŜǎ ƻŦ ǊŜǾƻƭǾƛƴƎ ŎǊŜŘƛǘ
ÁIn the second quarter of 2009, the Fed reported an average seasonally adjusted credit card charge-

off rate of 9.55% for all banks, the highest rate ever (see charts on page 4). It represented a massive 
increase from the 7.64% rate reported in the first quarter, which itself was surpassed only by a 
7.85% rate reported in the first quarter of 2002
Source: Inside ARM

Charge-offs a key driver in declining credit card balances

September 21stςSeptember 27th, 2009 (Week 39)

ÁA key part of the aid GMAC got from the Obama administration was a green light to turn itself into a 
bank-holding company. That allowed it to expand its retail banking business, which now serves as a 
growing source of funds for lending, particularly as it looks to chase more business in the used-car 
market and lend on non-GM vehicles
ÁThe goal is to boost revenue by giving cash incentives to dealers ςregardless of brand ςwho use an 

increasing amount of GMAC products, from car loans to extended-service warranties to insurance
ÁThe program also is a further test of the new Ally brand. GMAC has been tied to GM for more than 

90 years but was tainted when both needed bailout money
ÁYear-to-date Chase has 6.7% of the auto loan market, Wachovia 4.7%  and 3% for GMAC

Source: Wall Street Journal

Cut from GM, GMAC uses new strength to expand 

!ǳǘƻ CƛƴŀƴŎŜ όŎƻƴǘΩŘύ
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General Consumer Finance

ÁThe Consumer Financial Protection Agency (CFPA) proposal has met fierce resistance from the 
financial industry and some Republicans (such as Texas Rep. Jeb Hensarling, who warned 
Wednesday that the agency would have "draconian" powers)
ÁThe financial industry is hoping to create a "disinterested governing panel" where banks could 

appeal "contradictory or conflicting" rulings from the consumer agency and traditional bank 
regulatory agencies such as the Federal Deposit Insurance Corporation (FDIC)
ÁLǘ ƛǎ ŜȄǇŜŎǘŜŘ ǘƘŀǘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ƛƴŘǳǎǘǊƛŜǎ ǿƛƭƭ ōŜ ŜȄŜƳǇǘ ŦǊƻƳ ǘƘŜ /Ct!Ωǎ ƧǳǊƛǎŘƛŎǘƛƻƴΥ όмύ ǊŜǘŀƛƭŜǊǎΣ 

(2) doctors, (3) auto dealers and (4) other non-financial firms. There had been some worries that the 
consumer agency might regulate Main Street stores that offered  services such as layaway plans
ÁIt is hope that the CFPA will financed without imposing new fees on banks; previously unregulated 

non-bank financial firms would have to pay fees
Source: USA Today

Consumer watchdog's 'draconian' powers scaled back

September 21stςSeptember 27th, 2009 (Week39)

ÁLƴ ŀ ǎǘŜǇ ǘƻǿŀǊŘ ƻǾŜǊƘŀǳƭƛƴƎ ǘƘŜ ƴŀǘƛƻƴΩǎ ŦƛƴŀƴŎƛŀƭ ǊŜƎǳƭŀǘƛƻƴΣ ŀ ǎŜƴƛƻǊ 5ŜƳƻŎǊŀǘ ƻƴ ²ŜŘƴŜǎŘŀȅ 
ŀƴƴƻǳƴŎŜŘ ŀ Ǉƭŀƴ ǘƘŀǘ ǇǊŜǎŜǊǾŜŘ ǘƘŜ ŎƻǊŜ ƻŦ ǘƘŜ ²ƘƛǘŜ IƻǳǎŜΩǎ ǇǊƻǇƻǎŀƭ ŦƻǊ ŀ ƴŜǿ ŎƻƴǎǳƳŜǊ 
financial protection agency
Á¢ƘŜ ŀƎŜƴŎȅΩǎ ŎƻǊŜ Ƴƛǎǎƛƻƴ ǿƻǳƭŘ ōŜ ǘƻ ǇǊƻǘŜŎǘ ŎƻƴǎǳƳŜǊǎ ŦǊƻƳ ŘŜŎŜǇǘƛǾŜ ƻǊ ŀōǳǎƛǾŜ ŎǊŜŘƛǘ ŎŀǊŘǎΣ 

mortgages and other consumer loans
ÁConsumer groups offered a measured response to the changes, expressing some relief that a stand-

alone consumer-protection agency had not been scrapped altogether
ÁThe legislation still faces major hurdles in Congress, where bankers hold considerable political sway. 

President Obama has asked lawmakers to approve a comprehensive bill this year, mindful that if the 
economy continues to mend, the political impetus could evaporate
ÁAn Obama proposal that  was rejected by the House Financial Services Committee chair, Barney  

Frank, would have required banks and other financial services companies to offer so-called plain 
vanilla products, such as 30-year fixed mortgages and low-interest, low-fee credit cards
Source: NY Times

White House pares its financial reform plan 



ÁGroup of 20 leaders said they will crack down on risk-taking by banks and better align economic 
policies as they turned from crisis management to delivering a new set of rules for the world 
economy
ÁThey also announced the G20 will replace the G8 as the main forum for steering the global economy
ÁAfter banks wrote down or lost $1.6 trillion, they will also have to increase the quality and quantity 

of capital they hold as a buffer against future losses, guidelines which must be implemented by the 
end of 2012
ÁA leverage ratio for banks, which would manage holdings relative to total assets, will be added to 

the existing Basel II capital rules. All G20 member countries are to adopt by the Basel rules by
Source: Bloomberg
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ÁThe Fed will reduce the amount of money available to banks in short-term loans under a program 
called the Term Auction Facility
ÁFor 84-day loans, the Fed will provide a total of $50bn in loans in October, and $25bn each in 

November and December. For 28-day loans, the Fed will continue to make $75bn available monthly 
through January
ÁThe Fed also is cutting back on a program in which investment firms can temporarily swap risky 

securities for Treasury securities
ÁThe Fed said $50bn worth of Treasury securities would be made available for October, down from 

the current $75bn. Operations in November and December will be trimmed to $25bn each
Source: Reuters

Fed reducing two programs for emergency lending 

September 21stςSeptember 27th, 2009 (Week 39)

Miscellaneous

G20 to curb bank pay, coordinate more as crisis ebbs
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