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Legislative landscape:
ÁOverdraft fees have come to the forefront as the latest target by regulators in their crackdown on 
financial services practices. Last week the Federal Reserve imposed a new set of rules that would limit 
the ability of banks to charge overdraft fees 

o Overdraft fees account for  about $25bn to $38bn in fees for banks, so this legislation is not 
likely to sit well with banks; if cut off from this source of revenue, banks will need to find 
other avenues to make up for this portion of lost income
o The new rules prohibit banks from automatically enrolling customers into an overdraft 
protection service, which typically hit accounts with fees of about $30 per incidence. Rather, 
customers must opt into any such program 
o Overdraft fees are under negative spotlight because they tend to be paid by consumers that 
are not financially well-off. Moreover, the fees can often add up to large sums as banks may 
charge overdraft fees on multiple transactions within a day, and often customer will not be 
aware that their balances are deficient while they are being assessed these fees
o As with all legislation, there will likely be unintended consequences. By imposing this rule 
the Fed may force banks to looks for revenues elsewhere, and some are suggesting that banks 
may return to charging more fees for items such as checking accounts

ÁA proposal to remove some of the regulatory powers of the Federal Reserve put forth by the Senate 
faced opposition last week from two prominent Whit House officials (Austan Goolsbee and Neal 
Wolin). The proposal tabled by Chris Dodd (D-CT) would see four US banking regulators merged into 
one, with the Fed losing much of its current supervisory powers

The US dollar in decline:
ÁThe US dollar remains under the spotlight as economist expect the September trade deficit to come 
in at about $32.0bn, up from $30.7bn in August. Although almost every administration in the White 
IƻǳǎŜ Ƙŀǎ ǇǳōƭƛŎƭȅ ǎǳǇǇƻǊǘŜŘ ŀ άǎǘǊƻƴƎ ŘƻƭƭŀǊ ǇƻƭƛŎȅέΣ hōŀƳŀ ŀƴŘ Ƴŀƴȅ ƻŦ Ƙƛǎ ǇǊŜŘŜŎŜǎǎƻǊǎ ƘŀǾŜ ŘƻƴŜ 
little to actively push for a stronger dollar (although many economists have argued such positions are 
mercantilist). Calls for a strong dollar are likely to ring on deaf ears as the Fed will decide on monetary 
policy (i.e. the interest rate) based on inflation and output levels, with little regard for the exchange 
rate (few countries target the exchange rate as a target of monetary policy) 

o A low dollar is good for exports, and any boost to the GDP is much welcomed in this 
depressed state of aggregate demand. Given the weak economy and the high level of 
unemployment, it is unlikely that interest rates will rise anytime soon. It is this knowledge of a 
prolonged low-interest rate environment that is pushing a carry trade whereby investors are 
borrowing cheaply in US dollars to bet on, inter alia, commodities and foreign equities
o Even if the value of the dollar were to turn around in the near future, its impact on trade 
patterns would be uncertain. (There may be a J-effect in trade values as volumes tend to be 
fixed in the short run. However, trade flows are inherently complex as the exchange rate 
affects all levels of an open economy.)
o A weak dollar also opens up the US to importing inflation, as it forces American consumers 
to pay higher prices for imported goods. Low interest rates may also spur asset inflation; 
there is scant evidence that low interest rates are spurring investments by business, however
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Unemployment:
ÁLƴƛǘƛŀƭ ƧƻōƭŜǎǎ ŎƭŀƛƳǎ ŎŀƳŜ ƛƴ ŀǘ рлнΣллл ƭŀǎǘ ǿŜŜƪΣ ŀ ŘŜŎǊŜŀǎŜ ŦǊƻƳ ǘƘŜ ǇǊƛƻǊ ǿŜŜƪΩǎ ǾŀƭǳŜ ƻŦ 
514,000. This was good news as last week October unemployment came in much higher than expected 
at 10.2%. In the nascent recovery the weakest link thus far has proven to be employment  

o Long-ǘŜǊƳ ǳƴŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ŘƛǎŎƻǳǊŀƎŜŘ ǿƻǊƪŜǊǎ ƴƻǿ ǇƻǎŜ ŀ ǘƘǊŜŀǘ ǘƻ ǘƘŜ ŎƻǳƴǘǊȅΩǎ 
future economic health as those who have been out of work for prolonged periods lose their 
skills and are ill equipped to rejoin the labor market when jobs do eventually return. (In the 
jargon of economists, long-term unemployed and discouraged workers lose human capital)
o Discouraged job seekers now total over 750,000, representing a 3-fold increase from its 
level in 2000 and about 50% higher than its pre-recession level

ÁEven for the unemployed fortunate enough to be receiving unemployment benefits the news 
remains grim as the average (median) duration of severance payments stands at about 15 weeks, 
much lower than the average of 25 weeks that prevailed for much of the last recession. Moreover, the 
median length of time in unemployment now exceeds the median length of benefits
ÁThe data paint a picture of a depressed labor market, where jobs are so scarce that they frustrate a 
significant number to leave the workforce. And future prospects remain grim on the labor market due 
to the massive excess slack in the economy (factories and workers at less than capacity)
ÁOne positive measure on the employment front was the number of job openings, which came in at 
2.48 million in September, up 57,000 from August

o The number of job openings, however, remains miniscule in comparison o the number of 
unemployed persons: unemployed persons outnumber vacancies by a factor of over 6x. Prior 
to the recession this ratio was just 1.5x

ÁThe dismal employment picture has many questioning the governments policies of not directly 
targeting the labor market. Up until now, the meat of policy has been to boost output and allow a 
growing economy to create jobs. But this clearly has not been the case when the economy posted 
growth in Q3, yet unemployment jumped to 10.2% in October. Notable economists are now calling for 
the government to move to direct policies of job creation 

Federal Housing Authority teetering on need for bailout:
ÁThe Federal Housing Authority (FHA) crept closer to government bailout status last week as its capital 
ratio plummeted, raising the possibility that the agency will need  a capital injection by the 
government in order to stave off insolvency. Of the $685bn in loans insured by the FHA, only a $3.63bn 
capital cushion still exists (or 0.53% of loans insured) to absorb future losses. This amount will almost 
surely be consumed within the next several months given the high level of delinquencies on recent 
vintage mortgages that the agency holds

o However, according to Shaun Donavan (secretary of Housing and Urban Development) a 
capital injection is not likely in the near horizon as the FHA still has $30bn on its balance sheet 
that it can use to cover future losses
o The FHA itself does not make any mortgage loans, rather it insures lenders against defaults 
on mortgages (that meet a certain set of standards set by the agency)

International economics:
ÁChinese officials have hinted that they would be in support of a stronger Chinese currency.  This 
would be good for the US, even with its desire for a strong dollar, as the dollar is weak against the 
ǿǊƻƴƎ ǎŜǘ ƻŦ ŎǳǊǊŜƴŎƛŜǎ όŜΦƎΦ ŜǳǊƻύΣ ōǳǘ ǘƻƻ ǎǘǊƻƴƎ ǊŜƭŀǘƛǾŜ ǘƻ /ƘƛƴŀΩǎ ό/ƘƛƴŀΩǎ ŜȄŎƘŀƴƎŜ ǊŀǘŜ ƛǎ ŦƛȄŜŘύ
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Top left: Overdraft fees at banks and credit unions. Source: Centre for Responsible Lending, WSJ. Top right: Vintage curves 
for mortgage delinquencies at FHA-insured mortgages. Source: FACL, FHA, WSJ. Middle left: Civilian employment ratio 
keeps falling and is now at level of the early 1980s. Source: FRB, NBER.Middle right: Inflation expectations remain low. 
Source: FRB, NBER, University of Michigan. Bottom: Time series of unemployment along with its y-o-y changes (y-o-y looks 
to have peaked). NB: In neither of the previous recoveries did y-o-y unemployment rebound sharply. Source: BLS, FRB.
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Top left: Housing starts appear to have bottomed out, but have yet to rebound with any vigor. Source: FRB, NBER. Top 
right: Y-o-y changes in housing starts and the Case-Shiller index are highly correlated. Source: Case-Shiller, FRB, NBER, 
S&P.Middle left: Revolving and non-revolving credit (not seasonally adjusted) as a share of GDP. Source: BEA, FRB.
Middle right: Total consumer loans as a share of GDP. Note that this ratio grew for the early half of recession but has since 
fallen sharply. Source: BEA, FRB, NBER. Bottom: Total employment and unemployment time series. Source: BLS, NBER.
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Housing starts per 100,000 persons (all years)
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ÁAmerican Express, the largest credit-card issuer by purchases, said annualized worldwide spending 
climbed in October as rising equities may have emboldened affluent customers
Áά²ƛǘƘ ǊŜŀƭ ŜǎǘŀǘŜ ǾŀƭǳŜǎ ƴƻǿ ƳƻǾƛƴƎ ƛƴ ŀ ƳƻǊŜ ǇƻǎƛǘƛǾŜ ŘƛǊŜŎǘƛƻƴ ŀƴŘ ǘƘŜ ǇŀǊǘƛŀƭ ǊŜōƻǳƴŘ ǿŜΩǾŜ ǎŜŜƴ 
ƛƴ ǘƘŜ ǎǘƻŎƪ ƳŀǊƪŜǘΣ ǘƘŜ ŘŜŎƭƛƴŜ ƛƴ ƻǳǊ ōƛƭƭƛƴƎǎ ƎǊƻǿǘƘ ŀǇǇŜŀǊǎ ǘƻ ƘŀǾŜ ōƻǘǘƻƳŜŘ ƻǳǘΣέ /ƘƛŜŦ 
Executive Officer Kenneth Chenault said
ÁCustomers spent more on their American Express cards in October than any other month this year 

as annualized billings advanced 3% in the month. However, when adjusted for foreign-exchange 
rates, October billings fell 1%
ÁAmerican Express, the top performer this year in the Dow Jones Industrial Average, posted third-

quarter income from continuing operations of $642mm as total card spending in the period 
expanded to $156.6bn from $151.4bn in the preceding three-month period
ÁAmerican Express climbed 63 cents, or 1.6 percent, to $39.68 at 4pm in New York Stock Exchange 

composite trading, and rose as high as $39.86, a 52-week high. The shares have surged 114% on the 
year, compared with 17% for the Dow index

Source: Bloomberg
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ÁCredit card users are likely to face more headwinds ahead. According to a recent survey by the Fed, 
a majority of card issuers plan on further tightening lending practices in response to the new 
provisions in the Credit CARD Act
ÁBased on the responses, the current trend towards interest rate increases and lower credit limits on 

new and existing credit card accounts is likely to continue. Notably, people with bad credit are more 
likely to be affected
ÁFor consumers with good credit, 61.1% of large banks vs. 47.1% of other banks said that they plan to 
ƛƴŎǊŜŀǎŜ ǘƘŜ ǎǇǊŜŀŘ ƻŦ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ ŎƘŀǊƎŜŘ ƻǾŜǊ ǘƘŜ ōŀƴƪΩǎ Ŏƻǎǘ ƻŦ ŦǳƴŘǎ
Á55.6% of large banks plan further credit limit cuts for prime borrowers; 47.1% of other banks said 

they are likely to cut credit lines more
ÁConsumers with bad credit may also find it increasingly difficult to get approved for new credit cards. 

63.7% of the large banks polled said they would tighten the extent to which loans were granted to 
customers that do not meet credit scoring thresholds. 44.4% of large banks and 50% of other banks 
expected to increase the minimum required credit score for credit card approval

Source: Credit Card Guide

Fed survey: Tighter credit card terms still ahead



ÁUS credit card issuers are expected to face near-term profitability challenges amid concerns about 
spending volumes, according to Fitch, which warned new legislation was a long-term concern
ÁRising unemployment (having reached 10.2% in October and expected to continue growing in the 

near future) and card loss rates moderated in Q3; early-stage delinquencies came down from the 
Q2's peak levels, but the ratings agency expects higher loss rates into 2010 as delinquency roll rates 
remain high, bankruptcies increase and elevated unemployment rates persist
ÁPurchase volumes were relatively flat in Q3, but down 14% annually, on average, at the top six card 

issuers. Q4 should be easier though, given the steep drop-off in consumer spending after the credit 
crunch last year. Still, card companies are cautious about holiday spending prospects this year

Source:  Wall Street Journal
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/ǊŜŘƛǘ /ŀǊŘǎ όŎƻƴǘΩŘύ

Fitch: US credit card profitability to remain challenged 

November 9thςNovember 15th, 2009 (Week 46)

ÁBanks are climbing back from the depths of the financial crisis only to face regulatory challenges 
(e.g. limits on overdraft fees, Credit CARD Act, etc.) and a public hostile to fat profits and paychecks
ÁIn addition, high US unemployment (10.2% in October) and low consumer spending (retail sales 

down 1.4% y-o-y in October) have banks nervous about their most basic business: lending money
ÁLosses from credit card portfolios are weighing on JPMorgan and Bank of America, and both banks 

are relying on revenue from their investment banking units to offset rising losses on consumer 
credit. (Generally, banks with large consumer portfolios are hurting, whereas IBD is doing well.)

Source: Reuters

Banks climb back, navigate minefield

ÁGE Capital Retail Consumer Finance, a consumer lending unit of GE, signed a five-year extension of 
its credit card program with retailer, Meijer. Financial details of the deal were not disclosed
ÁThe private label credit card program, which was launched in 2003, has expanded to include a 

general purpose Meijer MasterCard and a prepaid card program, both accepted at establishments 
outside of Meijer's
ÁMeijer credit card holder can avail a wide range of benefits at 190 super-centre locations and 174 

gas stations in five states in US. The credit card program features a first purchase discount, monthly 
sale events and five cent/gallon gas discount
ÁIn addition, the Meijer MasterCard also provides cardholders rewards on purchases made at Meijer 

as well as at other retailers
Source: Trading Markets

Rough road ahead for financial reform in Senate



ÁThe Illinois Student Assistance Commission (ISAC) says it still has $66mm for low-interest, federally 
secured loans to students for the 2009-10 academic year
ÁRising tuition costs and changes in federal policy that cut lender profits have made it harder to 

secure student loans. Some banks have dropped out of the student-loan business completely
ÁThe commission says the loans available to students and their families through ISAC offer more 

favorable terms than from private institutions
ÁInterest on federal student loans range from 5.6% to 8.5%. According to ISAC, interest on equivalent 

private loan can run as high as 18%
ÁLast year, the commission's student loan division helped provide more than $170mm in loans to 

more than 32,000 borrowers
Source: Chicago Tribune
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Student Loans

Illinois commission says millions left in student loans

November 9thςNovember 15th, 2009 (Week 46)

Auto Finance

HSBC Finance sells auto loan business to Santander

ÁHSBC said last week it will sell its auto loan servicing business and $1bn in car loan receivables for 
$904mm. A deal has been reached with Santander Consumer that is expected to close in 2010Q1
ÁHSBC said it also plans to enter into a loan servicing agreement for the remainder of its US auto loan 

portfolio, which is in liquidation. HSBC Finance's auto finance business had $7.7bn in managed 
receivables as of end of 2009Q2
ÁUnder the terms of the sale, HSBC's auto loan servicing facilities in San Diego and Lewisville, Texas, 

will be assigned to Santander and the majority of the 700 employees from those locations will be 
offered the opportunity to transfer to Santander beginning in 2010Q1
ÁDallas-based Santander USA will provide servicing for the auto loans it purchases, as well as for the 

remaining HSBC auto loan portfolio
Source: Associated Press

ABA proposes law student loan relief

ÁThe American Bar Association (ABA) is lobbying the Obama administration and Congress to extend 
relief to recent law school graduates who went into debt to finance their legal educations but 
haven't been able to find a job because of the recession
ÁThe ABA wants the government to let unemployed graduates convert private loans into federal 

ones. The change could allow them to defer repaying those loans for as long as three years
ÁDebt is a huge issue for many law school graduates, particularly given the difficult legal job market. 

The average public law school graduate borrows $59,324 for law school, according to the ABA. That 
figure is $91,506 for graduates of private law schools

Source: Law.com



ÁNew rules and possible legislation are currently being worked on to prevent consumers from being 
misled into paying for a service they are entitled to for free. In 2003, the Fair and Accurate Credit 
Transactions Act was passed by Congress, which gave consumers the right to obtain one free credit 
report annually from each of the three main credit reporting companies
ÁCatchy freecreditreport.com ads and website name, often confuses many consumers in thinking that 

is where to go to obtain their free credit report. Unfortunately, if the consumer is not careful then 
they will be signed up for a monthly credit reporting service that is not free
ÁIt is estimated that nine million Americans spend around $700mm a year on credit monitoring 

services. Experian has been fined $1.2mm by the FTC over the past five years. However, the revenue 
from the freecreditreport site has outweighed the fines paid by the firm

Source: Huliq.com
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General Consumer Finance

November 9thςNovember 15th, 2009 (Week 46)

ÁConsumer credit fell in September for the eighth straight month, the longest streak of declines since 
the Federal Reserve started keeping records in 1943
ÁTotal consumer borrowing fell a seasonally adjusted $14.8bn, or 7.2%, to $2,456bn in September
ÁEconomists predicted a decline in total borrowing of $10bn in September; actual decline came in at 

$14.8bn, far worse than the market had expected
ÁAugust saw a downwardly revised $9.9bn decrease in total consumer borrowing
ÁSeptember's total borrowing is down 7.3% from last year. Last August, consumer credit contracted 

for the first time since January 1998
Source: CNN Money

Consumer credit falls for eighth month

FTC cracking down on the not so free credit reports

New finance regulation bill seen as good and bad by P&C sector

ÁtǊƻǇŜǊǘȅ ŀƴŘ Ŏŀǎǳŀƭǘȅ όtϧ/ύ ƛƴǎǳǊŀƴŎŜ ǘǊŀŘŜ ƎǊƻǳǇǎ ŀǊŜ ƭŀǳŘƛƴƎ {ŜƴŀǘŜ 5ŜƳƻŎǊŀǘǎΩ ŘŜŎƛǎƛƻƴ ǘƻ 
include provisions modernizing and reforming the surplus lines industry in legislation they unveiled 
for financial services regulatory reform
Á¢ƘŜ !ƳŜǊƛŎŀƴ LƴǎǳǊŀƴŎŜ !ǎǎƻŎƛŀǘƛƻƴ ό!L!ύ ǎŀƛŘ ƛǘ Ƙŀǎ άƛŘŜƴǘƛŦƛŜŘ ŀ ƴǳƳōŜǊ ƻŦ ŎƻƴŎŜǊƴǎ ǘƘŀǘ ƛŦ ƴƻǘ 
ŀŘŘǊŜǎǎŜŘ ƛƴ ǘƘŜ ŎƻƳƛƴƎ ǿŜŜƪǎ ǿƻǳƭŘ ŎŀǳǎŜ ƻǳǊ ƻǊƎŀƴƛȊŀǘƛƻƴ ǘƻ ƻǇǇƻǎŜ ǘƘŜ ōƛƭƭΦέ
ÁLeigh Ann Pusey, AIA president and CEO, voiced particular concern with provisions establishing a 

new systemic risk regulator
ÁAIA also mentioned its concern that a portion of the bill creating the Consumer Financial Protection 

Agency (CFPA) specifically includes credit, title and mortgage insurance
ÁA properly constructed, non-regulatory federal insurance office could help streamline and create 
ƳƻǊŜ ǳƴƛŦƻǊƳƛǘȅΣ ōǳǘ ǘƘŜǊŜ ŀǊŜ ŎƻƴŎŜǊƴǎ άǘƘŀǘ ǘƘŜ ǇƻǿŜǊǎ ƎǊŀƴǘŜŘ ƛƴ ǘƘŜ ōƛƭƭ ǘƻ ǘƘƛǎ ƴŜǿ ŦŜŘŜǊŀƭ 
ƻŦŦƛŎŜ ŎƻǳƭŘ ƘŀǾŜ ǳƴƛƴǘŜƴŘŜŘ ƴŜƎŀǘƛǾŜ ŎƻƴǎŜǉǳŜƴŎŜǎ ŦƻǊ ŎƻƴǎǳƳŜǊǎέ

Source: Property-casualty.com
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ÁThe chairman of the Senate banking committee proposed a financial overhaul last week that 
included consolidating bank regulators, creating a consumer financial protection agency and 
imposing new restraints on exotic financial instruments and credit rating agencies
ÁThe long-awaited Senate plan is significant as a starting point for lawmakers who are increasingly 

talking about trying to complete legislation in the first three months of 2010
ÁWhile the measure will inevitably be revised, it lays down the first marker by Mr. Dodd and other 

senior Democrats on the banking committee
ÁMr. Dodd has said he hopes to move the bill through the banking committee quickly, with votes 

beginning in three weeks. In recent days he has been rewriting major portions to gain support from 
more Democrats on the committee

Source: NY Times

Senate plan would expand regulation of risky lending 

November 9thςNovember 15th, 2009 (Week 46)

Miscellaneous

ÁA study has found that just one in ten union members is in manufacturing, while women account for 
more than 45% of the unionized work force
ÁThe study, by the Center for Economic Policy Research, a Washington-based group, found that union 

membership is far less blue-collar and factory-ōŀǎŜŘ ǘƘŀƴ ƛƴ ƭŀōƻǊΩǎ ƘŜȅŘŀȅΣ ǿƘŜƴ ǘƘŜ ¦ƴƛǘŜŘ 
Automobile Workers and the United Steelworkers dominated
Á!ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ǎǘǳŘȅΣ ά¢ƘŜ /ƘŀƴƎƛƴƎ CŀŎŜ ƻŦ [ŀōƻǊΣ мфуо-нллуΣέ Ƨǳǎǘ мм҈ ƻŦ ǳƴƛƻƴ ƳŜƳōŜǊǎ ǿƻǊƪ 

in manufacturing, down from nearly 30% in the 1980s
ÁFor the first time since the National Labor Relations Act was passed in 1935, the percentage of 

factory workers who are in unions, 11.4%, has fallen below the percentage of all workers who are in 
unions, which amounted to 12.4% last year. That is down from 35% in the 1950s. The membership 
of the United Auto Workers union (UAW) has fallen to less than 500,000, from 1.5 million in 1979

Source: NY Times

Survey finds deep shift in the makeup of unions 
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