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Consumers:
Á/ƻƴǎǳƳŜǊ ǎŜƴǘƛƳŜƴǘ ŦŜƭƭ ƛƴ hŎǘƻōŜǊΣ ŀǎ ƳŜŀǎǳǊŜŘ ōȅ ǘƘŜ ¦ƴƛǾŜǊǎƛǘȅ ƻŦ aƛŎƘƛƎŀƴΩǎ ŎƻƴǎǳƳŜǊ 
sentiment index. The drop in the consumer confidence came as a surprise as most forecasters were 
predicting a value of 74.0, up from 73.5 in September; rather the actual value came in at 69.4. The 
drop in consumer sentiment is consistent with the idea that Main Street is still bleeding even as Wall 
Street profits have returned ςat least for the strongest of the (now smaller) Wall Street pack

o Consumer sentiment will be a key concern as consumer spending accounts for close to 70% 
ƻŦ D5tΦ hƴ ǘƘŀǘ ŦǊƻƴǘΣ {ŜǇǘŜƳōŜǊΩǎ ǊŜǘŀƛƭ ǎŀƭŜǎ ǿŜǊŜ ŘƛǎŀǇǇƻƛƴǘƛƴƎ ŀǎ Ƴŀƴȅ ƘŀŘ ŜȄǇŜŎǘŜŘΣ 
with the cessation of the cash-for-clunkers program, which had boosted spending in the 
summer months. Although there have been talks about other similar programs (e.g. rebates 
on energy-efficient appliances, none have yet to get underway and the success of any similar 
initiative is still unknown. However, retail sales were actually up 0.5% in September when 
excluding autos from the data

ÁThe drop in consumer sentiment contrasted another positive indicator suggesting that industrial 
production is gaining steam: capacity utilization came in at 70.5, up from 69.9 last month 

Financial institutions: 
ÁGoldman and JPMorgan announced stellar profits last week, while laggards Citigroup and Bank of 
America posted losses again, underscoring a bifurcation of top and underperforming banks

o Bank of America (BofA) lost $1 billion last quarter, led by a $2.6 writedown of assets 
because of high losses in their consumer and commercial portfolios (albeit their card losses 
have ameliorated in recent months)
o Citigroup (Citi) also announced a loss in Q3, thus ratcheting up 7 losses in the past 8 
quarters. The losses at Citiand BofA, while JPMorgan and Goldman shine, lies at the structure 
of their businesses and the role played by the government.  Banks with large consumer 
portfolios are struggling, while investment banks, who have now become bank holding 
companies, have enjoyed access to cheap credit from the Fed, thus allowing them to finance 
risky ventures with cheap money. This underscores the point that all banks are in some way or 
ŀƴƻǘƘŜǊ ōŜƴŜŦƛǘƛƴƎ ŦǊƻƳ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƭŀǊƎŜǎǎŜΣ ŜǾŜƴ ǘƘƻǎŜ ǘƘŀǘ ƘŀǾŜ ŜȄǇƭƛŎƛǘƭȅ ǊŜǇŀƛŘ 
their TARP money or otherwise are not being directly supported by the public sector anymore

ÁLast week saw the failure of the 99th bank this year. There will certainly be more losses before the 
year ends and the number of expected failures will test the ability of the FDIC to absorb the failures

o¢ƘŜǊŜ ŀǊŜ ŀōƻǳǘ пту ōŀƴƪǎ ƻƴ ǘƘŜ C5L/Ωǎ ǿŀǘŎƘ ƭƛǎǘΦ ¢Ƙƛǎ ƛǎ ŀƴ ǳƴƻŦŦƛŎƛŀƭ Ŏƻǳƴǘ ƪŜǇǘ ōȅ 
market observers. The FDIC does not disclose publicly problem banks for fear of setting off 
unwanted investor attention and/or bank runs by the public (amongst other reasons)
o Georgia and California lead the pack with 41 banks on the list apiece. Florida, Minnesota 
and Illinois round out the top 5 with 39, 32 and 25 banks on the watch list, respectively. In 
terms of dollar exposure, California, Utah, Washington, Florida and Ohio comprise the top 5 
states in that order with combined assets of the troubled banks at approximately $150bn. 
California leads the pack thanks to its real estate bubble, which was financed by local lenders. 
Florida is likewise one of the larger housing bubble states. Utah is prominent because of its 
favourable laws that encourage banks to incorporate in that state 
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Equity markets:
ÁThe Dow Jones industrial average crossed 10,000 last week. Not too long ago the index had fallen to 
about 6,500, i.e. it fell back to the same level as 1996. The strong bull market has many observers 
worried that the economy may be racing back to another bubble.

o The DJIA was last at 10,000 in March 2008 and its ascent back to 10,000 since bottoming in 
March 2009 has been nothing short of meteoric. In fact, the DJIA has grown over 50% in the 
last 7 months, which would imply a return of over 100% over the course of an entire year, so 
it seems unlikely that the current pace is not likely to be maintained

ÁThe rise of the DJIA is consistent with global markets, especially those in developing countries. The 
falling dollar may be spurring foreign investors to purchase US equities

Unemployment:
ÁContinued claims fell below 6 million, a generally positive sign, but taken with a grain of salt as the 
total number of unemployed people remains over 15 million 
ÁCƭƻǊƛŘŀΩǎ {ŜǇǘŜƳōŜǊ ǳƴŜƳǇƭƻȅƳŜƴǘ ǊŀǘŜ ǊŜƎƛǎǘŜǊŜŘ мм҈Σ ƛǘǎ ƘƛƎƘŜǎǘ ƭŜǾŜƭ ǎƛƴŎŜ мфтрΦ ¦ƴŜƳǇƭƻȅƳŜƴǘ 
would be even higher in the state if not for government hiring: $334.6 million worth of contracts under 
the fiscal stimulus package have been spent thus far in Florida. This bodes ill for when in Florida (and 
other states) the fiscal support is weaned
Á/ŀƭƛŦƻǊƴƛŀΩǎ ǳƴŜƳǇƭƻȅƳŜƴǘ ŎŀƳŜ ƛƴ ŦƻǊ {ŜǇǘŜƳōŜǊ ŀǘ мнΦн҈Σ ŀ ǎƭƛƎƘǘ ƛƳǇǊƻǾŜƳŜƴǘ ŦǊƻƳ ƛǘǎ ƭŜǾŜƭ ƛƴ 
August , which was actually an improvement from August (12.3%); however, the September data is 
preliminary and subject to revision, which may still see unemployment grow. Unemployment was 7.8% 
in September 2008 and is expected to grow through the rest of the year as housing drags the economy
ÁWeekly unemployment claims for the nation fell to 514,000 last week. However, the weekly figures 
should always be noted with caution due to their volatility, which is why the 4-week moving average is 
the preferred gauge, which last week registered 531,500. The 4-week moving average has also been 
falling and looks to have peaked in April, though it is still at very elevated levels in comparison to other 
business cycles

Recovery signals:
ÁEyes are focused on reports on inventory this quarter, as this will likely determine whether or not the 
economy registers  growth in Q3, and will likely prompt the NBER (along with other factors, but will 
definitely figure prominently in their decision) on dating the end of the recession if GDP grows in Q3
ÁThe Philadelphia Fed Index as well as the New York Fed index both showed expanding industrial 
production in September, which suggests that manufacturing is leading the way for recovery
ÁHopes for a recovery will be complicated by several factors, in addition to those commonly cited (i.e. 
continued depressed prices for housing, weak employment conditions and trepidation of consumers to 
spend as they pay down debt). Namely: (1) inventories, (2) the end of government fiscal stimulus and 
(3) the return to normal monetary policy

1) Inventories are likely to give GDP a 1% to 2% boost (historically they have been higher, 
but not likely to happen this time around) in Q3 and Q4, but this boost will be transitory

2) The only expanding sector of the economy in recent times has been government 
spending; states have thus far shown little signs of sustained economic growth without 
federal intervention and government support may not be around in 2010

3) The Fed funds rate is near zero but still unable to stimulate the economy (liquidity trap). 
Rule of thumb suggests rate of about negative5%. Cheap funding is helping some (e.g. 
banks such as Goldman) but still has not opened up consumer and commercial lending 
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Top left: Net interest margin for US banks has been on a steady decline since the mid 1990s. Source: FRB, NBER. Top right:
Consumer sentiment since the recession juxtaposed with the DJIA. Source: U Michigan, Reuters, Yahoo! Finance. Middle 
left: Unemployment. versus loan loss reserve ratio (LLRR) for US banks. Source: FRB, NBER.Middle right: Y-o-y changes in 
unemployment and LLRR ςnote the higher correlation in the current recession (red line is non-recessionary trend). Source: 
FRB, NBER. Bottom: A time series of the composition of revolving consumer credit by the owners of the credit. Source: FRB.
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y = 0.1488x - 0.0489
R² = 0.2049
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Top left: The composition of unemployment by duration of unemployment. Source: BLS. Top right: Continued 
unemployment claims  adjusted by population is highest on record, but looks to have already peaked .Source: BLS, CB, 
NBER.Middle left: Y-o-y change in covered employment ςconsistently negative around recessions. Source: BLS, NBER.
Middle right:. Y-o-y change in unemployment and loan loss ratio relative to all non-performing loans. Note the placement 
of dots from the current recession. Source: FRB, NBER. Bottom: 30+ DPD for major card MTs.Source: ABSNet, NBER.
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ÁThe latest numbers indicate that consumers continue to struggle amid high joblessness, as 
delinquency rates, a key gauge of future losses, continue to rise for most card issuers, and losses 
stemming from souring card loans remain elevated
ÁTo fight the losses, card issuers are scaling back on credit and getting tougher about lending 

standards; whittling down the size of their credit-card loans book can also magnify the extent of 
credit deterioration, as losses are spread over a smaller portfolio
ÁCard issuer-turned-bank Capital One said charge-offs - card loans deemed uncollectible - increased 

to 9.77% in September from 9.32% in August in its US card business. Cardholders at least 30 days 
behind payments rose to 5.38% last month from 5.09% in August
ÁDiscover said the 30-day delinquency rate on credit-card loans that have been packaged into bonds 

rose to 5.57% in September, up from 5.35% in August. But, at 8.69%, it wrote off less in card loans 
last month, compared with 9.16% in August
ÁAMEX wrote off 8.4% of its US card loans, including those packaged into bonds, last month. In 

August, the company wrote off 9% of its card loans. For the third quarter, the company wrote off 
8.9% of its U.S. card loans, according to preliminary data, down from 10% in the second quarter. 

Source: Wall Street Journal

ÁMost of the largest US credit card companies reported defaults fell in September as consumers used 
tax refunds and other economic stimulus proceeds to lower debts, but late payments rose. The 
decline in charge-offs is likely a result of combined improvements in consumer behavior as well as 
active portfolio management by card companies
ÁDelinquencies, an indicator of future credit losses, resumed an upward trend in August in some 

companies and climbed more than expected in September, signaling bad loans will rise in coming 
months and will peak later than anticipated
ÁCredit card charge-offs usually track unemployment, which rose to a 26-year high of 9.8% in 

September. The jobless rate is expected to top 10% by year-end
ÁAmerican Express, the biggest US credit card company by purchasing volume, said its charge-off rate 

fell to 8.4% in September from 9.0% in August
ÁBank of America, the largest US bank, said its charge-off rate fell to 14.25% from 14.54%
ÁCitigroup, the biggest issuer of MasterCard-branded credit cards, posted the deepest decline as 

defaults fell to 10.15% from 12.14%
ÁBank of America still has the biggest credit card default rates, and Citigroup, which reported a 

quarterly per-share loss on Thursday, said consumer credit remains the biggest drag on its results
Source: Reuters
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US credit card defaults fall, but delinquencies up

Credit Cards
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Credit card losses underscore challenges facing lenders 



ÁAnnual fees for credit cards have become a rarity, but more cardholders may soon have to decide 
between paying them or forfeiting their cards. Bank of America this week said it's "testing" annual 
fees of $29 to $99 on select customers starting next year
ÁThe experiment by Bank of America comes as the credit card industry searches for ways to make up 

the revenue it stands to lose as a result of new regulations. As part of the sweeping new reforms 
that go into effect in February, banks will be limited in how and when they can hike interest rates 
and fees (especially on existing balances)
ÁThat has left banks examining their books for accounts that aren't very profitable. For example, 

cardholders who never carry a balance τand never pay late fees or financing costs
ÁChase says it doesn't have any similar plans to test annual fees, and Wells Fargo and Citi declined to 

speculate on future practices
Source: The Associated Press
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/ǊŜŘƛǘ /ŀǊŘǎ όŎƻƴǘΩŘύ

Pay or walk? Annual credit card fees test limits

Auto Finance

ÁIn the third quarter, Chase Auto Finance increased auto loan originations 82% compared to the 
same time period a year ago
Á/ƘŀǎŜΩǎ ǘƘƛǊŘ ǉǳŀǊǘŜǊ ŀǳǘƻ ŦƛƴŀƴŎŜ ƻǊƛƎƛƴŀǘƛƻƴǎ ǿŜǊŜ ϷсΦфōƴΣ ǳǇ ŦǊƻƳ ϷоΦуōƴ ƛƴ ǘƘŜ ǘƘƛǊŘ ǉǳŀǊǘŜǊ ƻŦ 
нллуΦ /ƻƳǇŀǊŜŘ ǘƻ ǘƘŜ ǎŜŎƻƴŘ ǉǳŀǊǘŜǊ ƻŦ нллфΣ /ƘŀǎŜΩǎ ŎŀǊ ƭƻŀƴ ƻǊƛƎƛƴŀǘƛƻƴǎ ƛƴ ǘƘŜ ǘƘƛǊŘ ǉǳŀǊǘŜǊ 
increased 30% from $5.3bn
ÁAcross the auto finance industry, average auto loans totaled $43.3bn for the third quarter, up from 

$43.1bn in the second quarter, and down one percent from $43.9bn in the third quarter of 2008
ÁJPMorgan has added $2bn to its consumer credit reserves, bringing the firm-wide total to $31.5bn, 

or 5.3 percent of total loans
Source: Subprimenews.com

Chase increases auto loan originations 82% in third quarter

October 12thςOctober 18th, 2009 (Week 42)

ÁFed up with rising fees, interest rate hikes, limit cuts and other harsh changes to their credit cards, 
most consumers want the date for major reforms moved up
ÁThere was some hope among consumer advocates after the Credit CARD Act was made law in May 

that card companies would ease up with such measures, but the opposite has happened
ÁCongress is considering pushing up the date most of the Credit CARD Act takes effect to December 1 

of this year, instead of its original February 22 date in 2010
Source: Reuters

Consumers want credit card rules to kick in soon
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Student Loans

ÁUS Senator Franken (D-MN), supports legislation that would funnel student loans directly through 
colleges and universities, rather than subsidizing the private lending market for student loans
ÁFranken says the 2009 Student Aid and Financial Responsibility Act would save $87bn over the next 

10 years, although opponents dispute that amount
ÁFranken says the savings could be plowed back into higher education, which would benefit other 

students
ÁFranken believes the change would bring the maximum Pell Grant up to $6,500
ÁFranken says the rest of the money would also fund Perkins low-interest student loans, and more 

early childhood education 
Source: MPR News

Franken supports changes to student loan program

ÁMaking its way through Congress  is a bill that promises to reform student loans. Called SAFRA for 
Student Aid and Fiscal Responsibility Act, it would eliminate FFELP or Family Federal Education 
Program loans
ÁThe federal government would lend the money directly to students, saving an estimated $87bn over 

the next ten years
ÁPrivate loans, now utilized by 14% of undergrads (and more grad students), have almost no 

consumer protections
ÁYoung people face a future with huge debts on their backs, debts that will take them 20 or even 30 

years to repay. Problems with the current system of student loans include:
o No limit on interest. Most private loans have a variable rate as high as 18%
o No limit on origination fees. Usually they range from 3% to 4.5% of the loan
o No Schumer box, like the one used for credit card offers, that would disclose to 18- and 19-

year-olds who know nothing about finance the true cost of the loan
Source: CBS4

The expensive student loan trap

October 12thςOctober 18th, 2009 (Week 42)



ÁAs the financial crisis sparks a new wave of consumer protections, lawmakers and the private sector 
alike are training their sights on an industry that caters to the most vulnerable of populations: the 
estimated 40 million households on the margins of the nation's financial system, with limited, if any, 
access to banks or credit
ÁSeveral bills have been introduced to cap the often-triple-digit interest rates on payday loans, long 

considered by many (rightly or wrongly) as one of the industry's most abusive practices
ÁBig companies are muscling into a sector that has been dominated by independent operators, lured 

by the promise of a largely untapped $13bn market. Wal-Mart, the world's largest retailer, stepped 
up the competition earlier this year by slashing prices on its most popular financial services, such as 
check cashing. Start-ups have emerged to offer lending to niche groups, such as Hispanic 
immigrants, at dramatically lower rates
ÁThe unbanked rely on storefront businesses that may charge a 4% fee to cash a check or a 995% APR 

for a short-term loan, but such high fees are often necessary as the loss rates and risk of flight are 
much higher in this sector relative to the bankable sector
ÁThe Financial Service Centers of America, which represents check cashers, said it supports increasing 

transparency to customers but that additional federal regulation "is unnecessary and duplicative and 
ǿƛƭƭ ƻƴƭȅ ƛƴŎǊŜŀǎŜ ǘƘŜ Ŏƻǎǘ ƻŦ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ǘƻ ŎƻƴǎǳƳŜǊǎ ǿƛǘƘƻǳǘ ŀƴȅ ŎƻǊǊŜǎǇƻƴŘƛƴƎ ōŜƴŜŦƛǘΦά
ÁThis year, Wal-Mart lowered the price of its prepaid debit card to $3 and its fee to cash checks to a 

maximum of $3. It also allows shoppers to pay many of their bills in stores. The giant retailer 
estimates that about 20 percent of its customers are unbanked

Source: Washington Post
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General Consumer Finance

ÁUS consumers are increasingly late paying off loans on their primary home, as the highest 
unemployment in a quarter of a century pushes up delinquency rates on home loans and most other 
types of loans, according to a monthly report by the Equifax credit bureau
ÁEvery major consumer product line, in terms of delinquency, is up, with the exception of credit cards
ÁAmong US homeowners with mortgages, a record 7.65% were at least 30 days late on payments in 

September, up from 7.58% the previous month. The rate of delinquencies is more than double the 
3.55% rate in September 2007
ÁThe rate of subprime mortgage delinquencies rose slightly to 41.36%. Early-stage delinquencies are 

an initial warning sign of potential future defaults, which in turn drive home foreclosures. The large 
supply of bank-owned homes reaching the market has helped prevent a strong recovery in prices for 
homes
ÁPersonal bankruptcies continue to rise, up 40 percent from a year ago. Filings have reached 1 million 
ǎƻ ŦŀǊ ǘƘƛǎ ȅŜŀǊ ŀƴŘ ŀǊŜ ŜȄǇŜŎǘŜŘ ǘƻ Ŝŀǎƛƭȅ ǎǳǊǇŀǎǎ ƭŀǎǘ ȅŜŀǊΩǎ ǘƻǘŀƭ ƻŦ мΦм Ƴƛƭƭƛƻƴ

Source: Reuters

More Americans fall behind on debts: Equifax

October 12thςOctober 18th, 2009 (Week 42)

'Unbanked' included in latest wave of consumer protections



ÁGeorge Soros said last week that the world's current "currency arrangements" are fraught with 
danger and that the world needs global regulation
ÁSoros said that the globalization of financial markets was built on a "false pretense" that financial 

markets could be left to their own devices and said global regulation was needed
ÁOn the topic of the world economy Soros said "the world economy is going to have some growth, 
ōǳǘ ǿŜ ŀǊŜ ōƻǳƴŘ ǘƻ ōŜ ŦƭŀǘΦά
ÁSoros opined that US is going to be a drag on world growth.
ÁSoros also remarked that Chinese equities may be an asset bubble, although the US, Indian and 
.ǊŀȊƛƭƛŀƴ ƳŀǊƪŜǘǎ ƘŀǾŜ ŀŎǘǳŀƭƭȅ ƻǳǘǇŜǊŦƻǊƳŜŘ /ƘƛƴŀΩǎ ǿƘŜƴ ǾƛŜǿŜŘ ŦǊƻƳ ŀ ōŀǎŜ ƻŦ мффо

Source: Reuters
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ÁCalifornia's unemployment rate dropped slightly to 12.2% in September from a revised 12.3% in 
August, even as more than 39,000 Californians lost their jobs due to the nature of how 
unemployment is calculated
ÁThe state has lost 732,700 jobs since September 2008, a decline of about 4.9%, according to the 

state's survey of 42,000 California businesses
ÁAn estimated 2.2 million Californians were without work in September. That number does not 

include the nearly 500,000 workers who have taken low-paying or part-time jobs because that's all 
they could find, or the 105,000 people who have given up looking for work

Source: Forbes

California unemployment rate stands at 12.2 percent

October 12thςOctober 18th, 2009 (Week 42)

Miscellaneous

Soros says US economy will be drag on world growth 

ÁThe chief executive of the CIT Group, the troubled lender on the brink of a bankruptcy filing, will 
step down at the end of the year, the company said in a statement last week
ÁThe announcement comes two weeks after CIT unveiled its restructuring plan, involving either a 

debt swap or a prepackaged bankruptcy that is meant to last no more than a month and a half
ÁIt is unclear whether the company will succeed in attracting enough interest in either option and 

avoid a protracted and potentially ruinous Chapter 11 filing
Á¢ƘŜ ŎƻƳǇŀƴȅΩǎ ŦŀǘŜ ƛǎ ƴƻǘ ŎƭŜŀǊ ŀǘ ǘƘƛǎ ǇƻƛƴǘΦ /L¢ ƛǎ ƛƴ ǘƘŜ ƳƛŘŘƭŜ ƻŦ ǘǊȅƛƴƎ ǘƻ ǇŜǊǎǳŀŘŜ ƘƻƭŘŜǊǎ ƻŦ ƛǘǎ 

$30bn in bonds to exchange their existing securities for newer ones or preferred stock. Failing that, 
it is also trying to sign up enough support for a prepackaged bankruptcy filing, which would limit its 
time in Chapter 11
Á.ƻƴŘƘƻƭŘŜǊǎ ƘŀǾŜ ƭƻƴƎ ƛƴŘƛŎŀǘŜŘ ǘƘŜƛǊ ǊŜƭǳŎǘŀƴŎŜ ǘƻ ǎƛƎƴ ƻƴǘƻ /L¢Ωǎ ŜȄŎƘŀƴƎŜ ƻŦŦŜǊǎΤ ŀǎ ǇŀǊǘ ƻŦ ŀ 

$3bn interim rescue plan, garnered barely more than the minimum needed for success
Source: NY Times

CIT chief executive to step down at year end
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