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Home prices:
ÁHome prices continued to ascend in the most recent release of the Case-Shiller index (for the month 
of July), showing an almost across-the-board increase for the 20 cities covered by Case-Shiller (18 of 
the 20 cities rose in July)

o Minneapolis showed the largest gain in July, growing by 3.1% from its level in June, implying 
an annualized rate of 44.0%. San Francisco showed the second largest gain in July, growing 
2.9% from its level in June (implying an annualized rate of 41.0%)
o On a broader scale, the 10-city index grew by 1.3% (annualized rate of 16.2%), while the 20-
city index grew at 1.2% (annualized rates of 14.7%)
o Las Vegas and Detroit were the two cities that continued sliding, falling 1.9% and 0.4%, 
respectively (annualized rates of 20.1% and 4.5%)

ÁThe housing recovery looks well under way with two consecutive months of solid gains in June and 
July; May was ambiguous, with half the cities gaining and half losing ground

Vehicle sales:
ÁLight vehicle sales came in much lower in September relative to August, after having made strong 
gains the past several months. Estimates for seasonally adjusted annualized sales are at about 9.2 
ƳƛƭƭƛƻƴΣ ǿƘƛŎƘ ǊŜǇǊŜǎŜƴǘǎ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ŘǊƻǇ ŦǊƻƳ !ǳƎǳǎǘΩǎ ƭŜǾŜƭ ƻŦ мпΦо ƳƛƭƭƛƻƴΦ tŀǊǘ ƻŦ ǘƘŜ ōƛƎ 
discrepancy lies in the large surge in auto purchases in August due to the cash-for-clunkers program, 
which pushed demand upfront

o The steep fall in auto sales is a blow to the economy as vehicle sales is a sizeable chunk of 
GDP, thus auto-manufacturing states such as Michigan (one of the hardest hit states in this 
recession) will suffer if sales remain slow. Nevertheless, the 3-month rolling average of auto 
sales (a much more robust figure than just the highly volatile monthly number) is higher than 
its level in March (which in hindsight looks like the trough for auto sales)

Revised Q2 GDP number:
ÁThe BEA released revised estimates for GDP in Q2 and in came in at a 0.7% contraction (annualized), 
an improvement from the initial estimate of a 1.0% contraction. This is mildly good news as it shows 
that the economy seems to have stabilized and suggests that Q3is likely to show growth in the 
economy again. But the rosy GDP picture is clouded by a bleak forecast for unemployment (see next 
bullet) ςbut even the prognosis for GDP is questionable, as recent academic research has pointed out 
that countries recovering from a banking/financial crisis tend to suffer slower GDP growth in the 
aftermath due to structural holes left by the crisis (i.e. having a sound financial sector is paramount to 
a properly functioning economy)

Unemployment:
ÁUnemployment came in at 9.8%, better than market expectations (9.9%), but still a very bleak 
outcome. With three months to go it seems very likely that double-digit unemployment will be a 
reality before 2010

o The economy shed 263,000 jobs in September. Since the recession started the economy has 
lost 7.6 million jobs and total unemployed persons now total 15.1 million. The grim 
employment picture has doused the hopes of optimists who feel that the recession is over 
and headed for a strong V-shaped recovery (wishful thinking)
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o Even if the economy were to create a net gain of 200,000 jobs a month it would take the 
economy 38 months (i.e. over 3 years) to recoup the jobs lost in this recession. This is actually 
an optimistic view. The economy produced about 100,000 jobs per month in the last recovery    

ÁBen Bernanke spoke about the grim unemployment prospects last week by noting that even if the 
economy were to grow at 3% (most forecasters see that as optimistic, suggesting instead that growth 
will be closer to 1% in the immediate quarters after the recession ends and edging up to 2% to 3% only 
ƎǊŀŘǳŀƭƭȅύΣ ƛǘ ǿƻǳƭŘ ƴƻǘ ōŜ ǎǳŦŦƛŎƛŜƴǘ ǘƻ άŎƘƛǇ ŀǿŀȅέ ŀǘ ǘƘŜ ǳƴŜƳǇƭƻȅƳŜƴǘ ǊŀǘŜ

o.ŜǊƴŀƴƪŜΩǎ ŎƻƳƳŜƴǘǎ ŀŎƪƴƻǿƭŜŘƎŜ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜ ŜŎƻƴƻƳȅ ƴŜŜŘǎ ǘƻ ƎǊƻǿ ŀǘ ŀōƻǳǘ н҈ 
just to keep unemployment from growing (due to considerations of population and labor 
productivity, etc.). This means that unemployment is likely to grow for some time as 2% 
growth is still a distant hope for the economy at the moment
o The length of the recession is also having significant impact to the long-term health of the 
American economy as many workers lose their skills after being out of the labor market for 
prolonged periods. According to the BLS, over one-third of the unemployed are long-term 
unemployed, i.e. not having found work in over 26 weeks (at which benefits typically expire, 
although the government has amended rules on unemployment eligibility on account of the 
length and severity of the current recession)

Delinquencies and charge-offs:
Á¢ƘŜ ǎƘŀǊŜ ƻŦ άƴƻƴ-ŎǳǊǊŜƴǘέ (90+ DPD) loans at lending institutions reached 3.45% as of June 30, its 
highest level in 26 years (and this number will surely be higher in Q3 given the deterioration in 
unemployment). FDIC-insured institutions charged-off $48.9bn in Q2, compared with $26.4bn last year

o Credit card charge-offs came in at $4.6bn in Q2, compared with $2.5bn the same time last 
year. The annualized net charge-off rate for cards was 9.55% at a time when unemployment 
was 9.3%, and is likely to grow to about 10% in Q3 given Q3 unemployment of 9.6%
o Lending institutions increased their loan loss provisions, growing it by $16.8bn (8.6%) in Q2. 
Loss provisions in Q2 were at $66.9bn, exceeding net charge-offs of $48.9bn. However, the 
ratio of reserves to non-current loans fell from 66.8% to 53.5% that same period
o Charge-offs (annualized) were 2.55% for lending institutions as whole, with commercial & 
industrial (C&I) lending the largest loser at $5.3bn

Miscellaneous:
ÁThe ISM manufacturing index came in at 52.6 in September, down slightly from August, but still in an 
expansionary zone. This is the second consecutive month that manufacturing index has shown 
expansion after previously being in contraction since the beginning of the recession, with the 
exception of January 2008, when the index was at 50.8

o The ISM index tracks recessions fairly well. Of the 136 months of recessions since 1948, only 
19 of those months also saw the ISM above 50; for levels of ISM above 55, there is only a 5% 
άǇǊƻōŀōƛƭƛǘȅέ ƻŦ ǊŜŎŜǎǎƛƻƴ   

ÁThe FDIC came out with an idea to address its potential deposit-insurance shortfall. It is proposing 
that banks pay  upfront for three years, which amounts to about $45bn. Banks would be allowed to 
account for this over time on their balance sheet, so it would not otherwise impact their operations. 
However, in spite of the surge in financials on the equity markets in recent months, there are still 
many banks that have yet to find stable financial footing. Nevertheless, the fees are not a significant 
outlay for all but the most embattled  banks ςǘƘŜǎŜ ŀǊŜ ǘƘŜ ƻƴŜǎ ǘƘŀǘ ŀǊŜ ƭƛƪŜƭȅ ƻƴ ǘƘŜ C5L/Ωǎ ǿŀǘŎƘ ƭƛǎǘ
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Top left:. Top 10 credit card issuers ranked by outstanding balances. Source: Nilson Report. Top right:Top 10 credit card 
issuers ranked by total volume. Source: Nilson Report. Middle left: Time series plot of total non-farm payroll employment. 
Source: BLS, NBER.Middle right: Total jobs as share of population in 10 months after end of recession ςƴƻǘŜ ǘƘŜ άƧƻōƭŜǎǎ 
ǊŜŎƻǾŜǊƛŜǎέ ŦǊƻƳ ǘƘŜ ƭŀǎǘ ǘǿƻ ōǳǎƛƴŜǎǎ ŎȅŎƭŜǎΦ Source:  CB, BLS, NBER. Bottom: Total jobs as fraction of population in the 
previous 11 recessions ςnote the duration and scope of job losses in this (Great) recession. Source: CB, BLS, NBER.
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Top left: Unemployment levels throughout the previous 11 recessions - un. Source: BLS, NBER. Top right:Time series of 
vehicle sales (SAAR) and sales adjusted for population ςƛǘ ŀǇǇŜŀǊǎ ǘƘŀǘ ǿŜΩǾŜ Ǉŀǎǘ ǘƘŜ ǘǊƻǳƎƘΦ Source: BEA, CB, NBER.
Middle left: Weekly initial unemployment insurance claims for AZ, CA, FL, MI and NV. Source: BLS.Middle right: Weekly 
continued unemployment claims. Source: BLS.Bottom: Monthly change in Case-Shiller housing index over last 12 months. 
House prices have showed solid gains for the past two months (June and July). Source: Case-Shiller, S&P.
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Á7-Eleven store owners, in a gambit to call attention to credit cards' swipe fees, gathered in 
Washington last week to present Congress with 130 boxes containing nearly 1.7 million signatures in 
favor of lowering the fees
ÁThe franchisees joined 7-Eleven Chief Executive Joe DePinto and House Democratic lawmakers on 

the US Capitol grounds to argue the petition drive showed consumers were also frustrated with the 
fees, which have fueled a major spat between credit card companies and retailers
ÁInterchange fees, or swipe fees, are levied on retailers every time a customer uses plastic to make a 

purchase. An important source of revenue for many banks, the fees are loathed by retailers. Set by 
Visa and MasterCard, they are paid to card issuers via the merchant's bank
ÁRetailers claim the fees, which average about 1.75% of the purchase price (and higher for some 

payments companies, such as AMEX), are a hidden tax on consumers because merchants, squeezed 
by razor-thin profit margins, are forced to pass them on by raising prices. They also contend that Visa 
and MasterCard, which have a combined 80% share of the credit-card industry, use their market 
power to keep the fees high so they can expand their network of member banks
ÁInterchange fees paid by merchants grew to $48bn in 2008 from $16bn in 2001, according to the 

retailers. 7-Eleven says its franchises paid $160mm in swipe fees last year
Source: Wall Street Journal
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Weak scores may limit access to credit cards

Credit Cards
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ÁA bill that would move up the implementation date of the measure to overhaul credit card rules and 
another that would place limits on interchange fees will be the subject of a House Financial Services 
Committee hearing in early October
ÁLawmakers say the earlier date is needed to prevent credit card issuers from increasing rates and 

taking other steps that would hurt consumers. Representatives of financial institutions say they are 
already scrambling to meet the compliance requirements by next February and moving the date up 
would increase costs and place a strain on their already limited resources
ÁThe bill on interchange fees, sponsored by Rep. Peter Welch (D-VT), would require credit card 

companies to disclose interchange rates to consumers and businesses and give the Federal Trade 
Commission the power to review these rates and prohibit practices deemed anti consumer or anti 
competitive
ÁIt would also let merchants give consumers who pay cash a discount and allow merchants to choose 

not to accept certain types of cards and prevents card companies from charging retailers when a 
ŎǳǎǘƻƳŜǊ ǳǎŜǎ ŎŜǊǘŀƛƴ άǎǇŜŎƛŀƭέ ŎŀǊŘǎ

Source: Credit Union Times

House panel to hear testimony on credit card measures 



ÁThe Federal Reserve proposed rules last week to better protect Americans from sudden hikes in 
interest rates on credit cards
ÁThe proposal would generally bar rate increases during the first year after an account is opened
ÁIt also would ban ςwith a few exceptions ςincreasing the rate on existing credit card balances. (One 

exemption is made for customers who are 60 DPD  on a payment.)
ÁThe proposal also would require credit card companies to obtain a customer's consent before 

charging fees or transactions that exceed their credit limit, and would forbid companies from issuing 
credit cards to people under the age of 21 unless they have the ability to make the required 
payments or a parent or other co-signer

Source: The Associated Press
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/ǊŜŘƛǘ /ŀǊŘǎ όŎƻƴǘΩŘύ

Fed moves ahead on credit card protection plan

Auto Finance

ÁA leading economic forecasting firm sees an anemic recovery in new car sales over the next 18 
ƳƻƴǘƘǎΣ ōǳǘ ŀ ǎǘǊƻƴƎŜǊ ǊŜōƻǳƴŘ ŀŦǘŜǊ нлмн ǿƘŜƴ CƻǊŘϥǎ ƳŀǊƪŜǘ ǎƘŀǊŜ ƛƴ ǘƘŜ ¦{ ǿƛƭƭ ǎǳǊǇŀǎǎ DaΩǎ 
and narrowly trail Toyota's
ÁThe firm foresees a slow and gradual recovery from this year's bottom (in March) of just over 10 

million vehicle sales  in the US to 11.2 million next year
ÁAccording to the firm, pent-up demand, the eventual creation of jobs and a modest recovery in 

housing will propel the industry back to annual sales of as high as 17 million by 2014
ÁIn the near-term, however, GM and Chrysler will see their respective market shares shrink. GM will 

shrink largely due to the death or sale of four brands; (1) Pontiac, (2) Saturn, (3) Saab and (4) 
Hummer. Chrysler is trying to revive its small and midsize cars, compact crossover utility vehicles 
and successfully use Fiat's engineering, purchasing and power train expertise

Source: Detroit Free Press

Ford sales will top GM by 2012

ÁThe global auto industry would have collapsed if the US government had not provided taxpayer-
backed financing for automakers General Motors and Chrysler
ÁEarlier this year, the US government helped finance bankruptcies for GM and Chrysler with $60bn in 

taxpayer money
ÁThe funding helped support operations while the automakers slashed debt and other obligations 

while in Chapter 11 protection from creditors
Source: Reuters

Obama auto plan stopped global auto collapse

September 28stςOctober 4th, 2009 (Week 40)



ÁThree-quarters of student loans are made by private banks and guaranteed against loss by the 
government, which also pays administrative costs to the banks
ÁThe loans are priced roughly the same to borrowers,  but the government program costs less to run 

because the federal entities have lower overhead than banks in raising and administering funds, 
according to the Congressional Budget Office
ÁThe budget office says the law will save the federal budget an average of $8bn a year for the next 10 

years
ÁThe House of Representatives passed a bill earlier in the month that would push all college students 

to borrow directly from the government, cutting out the middlemen. This would be a severe blow to 
banks that offer student loans that are backed by the government

Source: Philadelphia Inquirer
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Student Loans

ÁAs of spring, over 13% of student loans in the Cincinnati region were more than 3 months 
delinquent and student loan delinquencies have increased by 3.6%

Source: Cincinnati News

Student loan woes a problem for region

Bill advances to cut costs of student loans

September 28stςOctober 4th, 2009 (Week 40)

ÁPresident Akio Toyoda warned last week that the rising Japanese yen would make it harder for the 
company to return to profitability, illustrating the effect of the strengthening Japanese currency on 
the nation's key exporters
ÁA strong yen makes a Japanese company's products more expensive overseas and reduces profits 

that it earns abroad when translated back into yen -- a severe handicap to bedrocks of the Japanese 
economy like auto and electronics manufacturers
ÁMr. Toyoda has said that the company, which posted its first net loss in 59 years in the last fiscal 

year ended March, aims to return to profitability in the next fiscal year. For this fiscal year, the 
company expects an operating loss of 750 billion yen based on an estimated exchange rate of 92 yen 
to the dollar. But the dollar slipped to an eight-month low of 88.23 yen on Monday and has 
remained below 90 yen for most of the week
ÁThe yen has been bolstered by a weakening US\ dollar and by statements by Japan's new 

government that it didn't want to intervene in currency markets to bring the yen's value back down
ÁThe rising yen comes at a harsh time for Toyota, currently the world's largest auto maker by sales 

volume. The giant auto maker faces pressure from investors to trim excess capacity
Source: Wall Street Journal

Toyota warns strong yen threatens results 

!ǳǘƻ CƛƴŀƴŎŜ όŎƻƴǘΩŘύ
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General Consumer Finance

ÁAmerican Express announced last week that it would eliminate monthly fees on its popular gift 
cards, a move that is likely to pressure its competitors to do the same
Á¢ƘŜ ŎƻƳǇŀƴȅΩǎ ŘŜŎƛǎƛƻƴΣ ǿƘƛŎƘ ǘŀƪŜǎ ŜŦŦŜŎǘ ƛƳƳŜŘƛŀǘŜƭȅΣ ƎƻŜǎ ŦǳǊǘƘŜǊ ǘƘŀƴ ƭŜƎƛǎƭŀǘƛƻƴ /ƻƴƎǊŜǎǎ 

enacted in the spring that would limit, but not eliminate, monthly fees on gift cards
Á!ƭǇŜǎƘ /ƘƻƪǎƘƛΣ ǇǊŜǎƛŘŜƴǘ ƻŦ !ƳŜǊƛŎŀƴ 9ȄǇǊŜǎǎΩǎ Dƭƻōŀƭ tǊŜǇŀƛŘ ǳƴƛǘΣ ǎŀƛŘ ƎƛŦǘ ŎŀǊŘǎ ǿŜǊŜ ǇƻǇǳƭŀǊΣ 

but consumers often complained about the monthly fee that ate away at their balance. Before the 
change, gift cards from American Express carried no monthly fees in the first year, but thereafter 
were charged a fee of $2 per month
ÁThe major credit card networks, such as American Express and Visa, now offer gift cards that can be 

used at any retailer that accepts their credit and debit cards. American Express began selling gift 
cards five years ago, and it now sells more than $1 billion worth of cards a year
ÁCongress required changes to gift card fees in the credit card reform bill (known as the Credit CARD 

Act of 2009), which sought to limit the most onerous interest rates and fees on credit cards. As part 
of the measure, Congress prohibited inactivity fees or monthly service charges on gift cards for the 
first year after purchase

Source: NY Times

American Express to end monthly fees on gift cards 

September 28stςOctober 4th, 2009 (Week 40)

ÁUS consumer loans delinquencies and credit card delinquencies rose to record highs in the second 
quarter, as more Americans lost their jobs and personal income shrank (as well as a reduction in the 
number of hours worked)
ÁFallout from a still deteriorating housing market in Q2 (the Case-Shiller index began showing signs of 

growth only beginning in June) caused the rate of consumer loan payments at least 30 days late to 
rise to 3.35% in Q2, up from 3.23% in Q1
Á5ŜƭƛƴǉǳŜƴŎƛŜǎ ǿŜǊŜ ǘƘŜ ƘƛƎƘŜǎǘ ǎƛƴŎŜ ǘƘŜ !ƳŜǊƛŎŀƴ .ŀƴƪŜǊǎΩ !ǎǎƻŎƛŀǘƛƻƴ ό!.!ύ ōŜƎŀƴ ǘǊŀŎƪƛƴƎ ǘƘŜ 

data in 1974. They are also their highest levels according to data tracked by the Federal Reserve
ÁLate payments on home equity borrowings set records, rising to 4.01% from 3.52% on loans, and to 

1.92% from 1.89% on lines of credit
ÁThe rate of credit card delinquent accounts rose to 5.01% from 4.75%, breaking the record of 4.81% 

in the spring of 2005; this number will likely grow in Q3 given the continued upward trajectory of 
unemployment

Source: NY Times

US consumer loans, card delinquencies hit record



ÁBank of America announced last week that it had agreed to sell the long-term asset management 
business of Columbia Management, its mutual fund arm, to Ameriprise Financial for about $1bn
ÁIt expects the sale to Ameriprise to close by spring 2010. The unit that Ameriprise is acquiring had 

about $165bn in assets under management as of end of Q2
ÁAnalysts previously estimated that the entire Columbia business could be worth $2.5bn to $3.5bn
Á.ŀƴƪ ƻŦ !ƳŜǊƛŎŀΩǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ǘƻƻƪ ŀ ǎŜǊƛƻǳǎ Ƙƛǘ ŀŦǘŜǊ ƛǘ ōƻǳƎƘǘ aŜǊǊƛƭƭ [ȅƴŎƘ ŀƴŘ ŘƛǎŎƻǾŜǊŜŘ 

larger-than-expected losses at its acquisition (which also brought down Ken Lewis last week). There 
have since been reports that it was seeking bids for various noncore units, such as Columbia and 
First Republic Bank, in an effort to raise funds

Source: NY Times
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ÁThe CIT Group, on the cusp of a deadline last week to present a comprehensive restructuring plan, is 
planning to introduce a huge debt exchange offer to its bondholders, along with votes for a 
potential prepackaged bankruptcy
Á/L¢Σ ŀ ƳŀƧƻǊ ƭŜƴŘŜǊ ǘƻ ǘƘŜ ƴŀǘƛƻƴΩǎ ǎƳŀƭƭ ŀƴŘ ƳƛŘǎƛȊŜ ōǳǎƛƴŜǎǎŜǎ όŀ ǎŜŎǘƻǊ ǘƘŀǘ Ƙŀǎ ǎŜŜƴ ƭŜƴŘƛƴƎ ŘǊȅ 

up in this recession), plans to ask bondholders to exchange their current holdings for new debt and 
equity, these people said. The offer would be introduced within days and would run for about 20 
business days
ÁAt the same time, CIT will also ask bondholders to pledge their support for a prepackaged 

bankruptcy ςa legal convention in which a judge can compel holdout debt holders to consent to the 
plan ςin case the exchange offer fails to get enough participation, these people said. The plan 
foresees CIT in Chapter 11 for 30 to 45 days
ÁCIT would file for bankruptcy at the holding company level, leaving its main operations out of 

Chapter 11;that would enable the company to continue servicing its customers
ÁLƴ ŜƛǘƘŜǊ ŎŀǎŜΣ /L¢Ωǎ ŜȄƛǎǘƛƴƎ ǎƘŀǊŜƘƻƭŘŜǊǎ ǿƻǳƭŘ ƭƛƪŜƭȅ ōŜ ǿƛǇŜŘ ƻǳǘΦ {ƘŀǊŜǎ ƛƴ ǘƘŜ ŎƻƳǇŀƴȅ ŦŜƭƭ 

nearly by a half last Wednesday, to $1.22 and ended the week at $1.17
Source: NY Times

CIT plans for exchange offer and potential bankruptcy

September 28stςOctober 4th, 2009 (Week 40)

Miscellaneous

BofA to sell part of Columbia Unit to Ameriprise
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