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Macroeconomic indicators:

A Inflation came in at 1.9% annualized, its highest level since last November and the first month since February
that the 12month change in the CPI was not negative. The maotmonth change in November was 0.4%, its
highest since February of this year. Central bankers typically target yearly changes of 1% to 3%

o Inthe last quarter of 2008 the country was experiencing outright deflation, while in recent months
the US has been suffering from disinflation. The upsurge in prices is actually comforting news as the
threat of deflation is still very real, and because of the asymmetries of deflation (relative to inflation),
it would be extremely difficult to dig the nation out of a deflationary trap.the experience of
Japan); there are solid and uncomplicated tools to deal with inflation, even if they may be unpopular

A Capacity utilization came in at 71.3% for November, up from 70.7% last month. The industrial sector is reviving
slowly but surely, but it has a long way to go before reaching itsgmession level (see charts on page 5)

A Industrial production was up 0.8% last month, beating market expectations by 30 basis points. The strength of
the recovery has been in industrial production thus far, with consumers showing mixed signals. Weakness in
consumers is partially explained by their newfound thriftiness (evidenced by the increased savings rate), but
the thriftiness comes at an inopportune tingevhen aggregate demand (by consumarslbusinesses) has
been flat (rescued by the grace of government spending)
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balance normally deteriorates in recoveries as part of increased consumption spending falls on imports
(although for the US some imported goods may be seen as inferior goegsigisomesticalymade goods)

Housing market:

A Housing starts in November totaled 574,000 in November, an increase of almost 50,000 units from its October
level. Housing starts are at historic lows having tumbled from acgsh high of 2,273,000 units in January
2006. Thus housing starts are at only 25% of their peak level. Moreover, per capita housing starts is now just
186 units per 100,000 persons, and has hovered below 200 for the past 12 months. Outside of the current
recession housing starts have never fallen below 300 units per 100,000 population, which underscores just how
soured the housing market has become (and is likely to stay depressed for a considerable time)

o Since the government officially began tracking housing starts, the peak level of housing production
was January 1972 when it reached 1,194 units per 100,000 persons. The current level of production is
just 15.6% of peak its record high and less than 30% of itsrlongverage

0 Housing starts have remained flat since 2009, but at least it is no longer falling precipitously (albeit it
would be hard for housing to have fallen much further given a zero lower bound).

A The Federal Reserve released a report last week with a new estimate on the value of the housing market,
pegging the total value of residential real estate at $16.53tn, of which the share owned by properties with
mortgages (about 30% of the housing stock is without a mortgage, and they typically tend to be held by richer
households) is about $11tn
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worth from the old estimate. The revised number is more in line with market estimates

Bank failures:

A With just two weeks remaining in 2009 the total number of F&d@inistered bank failures stands at 140. This
palls in comparison to the number of bank failures in the wake of the savings and loan crisis of the 1980s and
early 1990s. However, the total assets of banks failed to date in the current crisis is by far the largest, even on
an inflationadjusted basis (albeit that the economy has grown much larger since prior banking crises)

0 The bank watch list now stands at about 550. The actual list of names is of problem banks is not
published by the FDIC for fear of sparking bank runs by nervous customers. Historically, the share of
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(and has proven to be) higher in this crisis (the failure rate is running close to twice that level)
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Unemployment:
A Initial unemployment claims came in at 480,000, slightly worse than market expectations of 465,000. Job
recoveries has been in the making for the past several months witl ghanges in unemployment (by all
measures) falling since late 2009, indicating that the worst on the joblessness front has passed. Nevertheless,
the bleeding has yet to stop as jobs are still being lost (compared with a slowing of job losses in recent months)
0 The unemployment rate fell to 10.0% in November even as the economy shed 11,000 jobs last month
(and catching most economists by surprise). The fall in the jobless rate comes at a time when the
economy is still bleeding jobs; the reason for this disparity is the way in which the unemployment
rate is calculated (household survey) and how the labor force as well the unemployed are counted.
The newly jobless numbers reported by the media are typically the loss Hanmrpayroll jobs
A Unemployment in November fell in 36 states (which also saw the national rate slip from 10.3% to 10.0%).
Unemployment is highest in Ml (14.7%), Rl (12.7%), SC (12.3%), NV (12.3%) and CA (12.3%). CA and NV are real
estate bubble economies, while Michigan is plagued by the demise of the domestic auto industry
0 The lowest rates of joblessness are in ND (4.1%), NE (4.5%), SD (5.0%), KS (6.3%) and UT (6.3%).
However, the lower unemployment figures might be a mirage because of the high proportion of rural
residents in these statesrural unemployment is easier to hide. Moreover, the population base of
these states are very small in comparison to states such as Michigan and California
Economists in the news:
A Ben Bernanke faced confirmation hearings the past few weeks and was greeted by some politicians with a lot
on enmity. Much of the scorn that has been heaped upon Dr Bernanke by a handful of spiteful politicians is
mostly unwarranted. Most economists give Ben Bernanke a good score on how he has coped with the crisis.
However, most pundits would also opine that he was slow in dealing with the nascent crisis. Nevertheless, the
country has been fortunate to have had a Great Depression scholar at the helm of the Fed when the economy
dipped into the Great Recession (which could have very possibly become another Depression if not for the Fed
chairman). Bernanke should get credit for many of his unconventional policies (borne from many of his
academic papers which showed the relevance of his research in-weatld situations) that helped the
economy avoid an utter collapse
o Nevertheless, the Fed has done little to combat the scourge of joblessness that has plagued the
O2dzy iNE o6l foSAG G(KS CSRQA YIFIAYy YAaarzy NBYFAya L
creation). However, politics may force the Feds hands into more active job creation activities
A Paul Samuelson, the second recipient of the economics Nobel (and uncle of Larry Summers, the former
Treasury secretary and current chief economic advisor to Barack Obama), passed away last week. Samuelson
KFR GN}IAYSR I fS3Aa2y 2F SO2y2YAadta Ay GKS grea 27T a
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on the dismal state of modern macroeconomics. Amongst other beefs, he took exception to the lack of priority
given to studying liquidity traps by most modern macroeconomists (including Bernanke), especially as Japan
KFIR ft A0SR (KNRBJAK 2yS y2i &2 f2y3 320 Krgfidhong2 Gl 6t S
of a few mainstream economists to have been vocal about the perils of liquidity traps in modern ecogomies
and probably not by coincidendérugmarwas a student of Samuelson at MIT.)

Copenhagen:

A The resistance by some against-@aptrade mechanisms to help reduce emissions is frustrating for most
economistg; they generally believe that the program could be an effective means of curbing greenhouse gases
ADNBSY (SOdtepefce @AISRB oA St e (2 LXF& | LINPYAYSYy(d Nt
countries are forced to become cleaner. The ways in which households will finance greening their lives (e.g.
solar panel roofs, natural insulation, etc.) may provide a new avenue of consumer financing opportunities for

existing consumer finance firms, as well as create new opportunities for new players to enter the market
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Credit Cards

Amidst more bad credit card newAmExsees silver lining |

A Among an otherwise long string of reports of rising credit card defaults, American Express continued
to break the trend and significantly outperformed its competitors

A While credit card chargeffs for other card issuers resumed their upward climb after a short lull in
October! Y 9 Eréuit card chargeffs and late payments fell to their lowest levels so far in 2009

A'! Y 9 BeDéhargeoffs on loans 60+ DPD fell for the seventh month in a row to 7.6% in November,
down from 7.8% in October

Al Y 9 Er€i card delinquencies (loans 30+ DPD), also dropped, from 4.1% in October to 3.9% in
November

A Citigroup saw credit card defaults jump from 8.79% in October to 10.29% in November, a 17%
increase; delinquencies were also up, from 5.67% in October to 5.81% in November

A The largest US credit card issuer, JPMorgan Chase, reported defaults rising almost 10%, to 8.81% in
November from 8.02% in October. However, delinquencies fell to 4.90% from 4.95%

A Taken together, the default data indicate that credit card lenders are not yet out of the woods.
Despite the steps lenders have taken over the past year to tighten lending terms and rein in risky
credit card portfolios, high unemployment continues to take its toll on consumer finances, and
KSyO0S 2y OFNRK2f RSNBEQ [oAfAdGe (2 NBLI & ONBRAID

A Credit card delinquency rates are usually an indication of future losses (as delinquencies snake
through the delinquency buckets), and if the November numbers are any indication, card issuers will

continue to struggle with losses from bad credit card debt for some time to come
Source: Credit Card Guide

Credit card chargeffs rise in November

A Most US credit card companies reported increased chaftgin November after two months of
declines, a sign that consumers remain under stress, sending shares down for the companies with
credit-card portfolios

A Capital One saiditschar@ge¥ ¥ NJ S NRaS (2 doodc x> DisRosetapd®n mz
8.98% in November from 8.54% in October

A Credit card chargeffs and delinquencies usually track unemployment (delinquencies tend to track
changes in unemployment more so than just its level), which inched down in November to 10.0%
from 10.3% in October

A still, 11,000 people lost their jobs last month, and analysts expect unemployment to remain high
through 2010 in what may be a jobless recovery

A As card losses rose to record highs in recent months, lenders closed millions of accounts, trimmed
credit limits and slashed rewards programs. The companies are also raising fees and interest rates
ahead of a new consumdarotection law

Source: ABC News
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PSCU card program results in lower rates for most cardholders |

A Pacific Service Credit Union (PSCU), headquartered in California with assets of $1bn, announced last
week that a recent redesign of its card program has reduced the card rates for most of its
cardholders

A PSCU has a card portfolio of roughly 18,000 card accounts worth roughly $54mn

A As a result of a new program redesign, credit card rates (APR) at PSCU are between 8.90% and
13.90%, based on credit qualifications

Source: Credit Union Times

Creditcard issuers under pressure

A The latest numbers from issuers including Capital One, JPMorgan and Bank of America indicate that
consumers remain stressed by high rates of joblessness

A Issuers of credit cards are coping with sweeping legislation restricting certain fees and rate
increases, which will bite into income in the new year

A Credit card performance is highly seasonal . The recent uptick in delinquencies are as expected as
consumers rack up debt for holiday shopping in anticipation of tax returns early in the new year

A To fight the losses, creddiard issuers are scaling back on credit and toughening lending standards.
Whittling down the size of their crediard loans can also magnify the extent of credit deterioration,
as losses are spread over a smaller portfolio

Source: Wall Street Journal

Auto Finance

TransUnion forecasts auto delinquencies to fall and rise in 2010

A TransUnion released its annual auto loan forecast indicating national auto loan delinquencies will
increase approximately 7% at the end of 2010 to 0.92% from an expected 0.86% at the end of 2009

A Only one state; Californiag is expected to see a decline in auto loan delinquencies by the end of
2010. The state's auto delinquency levels should decrease from approximately 1.40% to 1.30%

A The expected increase will be the fifth straight year the nation‘s®pauto loan delinquency rate
will have either remained the same or increased from the previous year. Between 2004 and 2005
the nation's delinquency rate dropped 3 basis points, from 0.69% to 0.66%

A In addition, the first half decrease in delinquencies followed by a second half increase is consistent
with the cyclical pattern of previous years, with a new baseline set with each yearly increase

A In addition to California, other parts of the country that have been hit hard by the mortgage crisis
look to be slowly improving their credit picture on the auto side as many auto loans reach maturity.
Both Florida (4.55% increase expected) and Nevada (4.05% increase) are among the top 10 states
expected to see the least amount of increase in auto loan delinquencies

Source: PR Newswire
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Financing basics before taking advantage of 2009 vehicle tax deduction

A As the new vehicle sales tax deduction nears its expiration date, shoppers looking to take advantage
of the incentive should familiarize themselves with vehicle financing

A The Internal Revenue Service announced in March 2009 as petieohmerican Recovery and
Reinvestment Adhat taxpayers who buy a new vehicle this year may be entitled to deduct state
and local sales taxes and excise taxes paid on their 2009 tax returns. The tax deduction was designed
to help stimulate interest in new vehicle sales (which have been abysmal since the recession)

A The deduction is limited to taxes paid on up to $49,500 of the purchase price of a qualified new car,
light truck, motor home or motorcycle made from 17 February 2009 through 31 December 2009

A Taxpayers whose modified adjusted gross income is between $125,000 and $135,000 for individual
filers and between $250,000 and $260,000 for joint filers are eligible for a reduced credit

Source: PR Newswire

Student Loans

Real student default rates much higher than previously known

A Of the billions that taxpayers spent to help students attendgaofit colleges and universities (such
as Phoenix University) in 2007, half will never be repaid, according to Department of Education
projections. And the department expects that over 40% of the loans granted from 2003 to 2006 to
students at forprofit institutions will ultimately be written off

A Earlier this week, the department made public the default rates for students who graduated three
years ago, reporting that students at the larger-foofits were defaulting at a rate of around 20%.
Those are similar to levels, last seen during the early 1990s, that prompted the last major changes in
how government regulates the industry

A Previously, the department published data only for defaults in tye&@r window after students
graduated. In general, those were relatively low

A The 3year rates for some schools are high enough that, if those rates continued for another couple
of years, those schools would no longer be permitted to write federal student loans and grants,
which cost the federal government spent $117bn

A The stimulus package pumped another $15bn into education grants. The largest recipients of both
programs are foiprofit schools

A The Government Accountability Office (GAO) found good reasons for the higher default rates among
students who attend foprofits. These schools, which typically do not have entrance exams, accept
students from lower soci@conomic groups who would be unlikely to gain entry into more
traditional institutions. They also accept more women and minority students, as a percentage than
nonprofit schools. These groups, the GAO said, are more likely to default on loans

Source: Propublica.org
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Experts urge caution on payday loans |

A A tight economy compels some creditnstrained consumers to finance their holiday shopping
through payday loan stores and/or pawn shops, which are typically expensive forms of debt
A Consumer protection advocates warn that some of these loans often carry pitfalls after their use,
and many of these shadow lenders advertise aggressively in December to hawk their services
Al OO0O2NRAY3 (2 I RANBOG2NI FNRY GKS /2y adzySNI / NB
GAGES t2Fy tSYRAYy3 o0o0dzaAySaasSav Ay GKS aidlas
{GFNpdzO1a O2Y0AYSRéX YI1Ay3a GKS&asS t2Fya GSNE
A Payday loans are typically renewed five times before being paid off
A More than half of those who take out payday loans have more than one other simultaneous loan
Source: Stjoenews.net
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FDIC proposes rules for bank securitizations

A The Federal Deposit Insurance Corporation (FDIC) introduced a preliminary proposal for bank
securitizations that in many ways mimics the original requirements outlined for the Consumer
Finance Protection Agency. The proposal is aimed at consumer loan securitizations, a group that also
includes leases

A The proposal was announced last week, during which FDIC officials said it would double its budget
allocation for dealing with failed banks (140 thus far in 2009) and add an additional 1,600 staffers

A The rules aim to step up consumer protections, which Sheila Bair said are eroded by securitization
practices. Among other items, the proposal suggests that originators maintain a (minimum) 5% stake
in the credit risk of loans they originate

A That percentage, though, is up for debate, depending on the asset class and size of the
ASOdzNRGAT FGA2yd LF GKS LINRBLIRAalf A& LIaaSRI oty
such securitizations seized by FDIC when they fail

Source: Globest.com

House green lights creation of consumer credit watchdog agency

A The new Consumer Financial Protection Agency will regulate credit cards, payday lenders, and
home, auto and student loans and their underwriters

A The banking industry has been vocal in its disapproval of what it depicts as a power grab by the
government that interferes with its business model

A However, advocates say a single regulatory body that covers all aspects of consumer lending would
be a boost for citizens taken advantage of by unscrupulous lenders. Right now, a borrower seeking
to file a complaint against a bank, credit card or loan company has to figure which one of six
different agencies oversees that particular company

A The House bill calls for a single, #oéte hotline at which consumers could register complaints

Source: Walletpop.com
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Fed upgrades assessment of economy

A The Federal Reserve said the economy is recovering from its worst recession in decades, but
reaffirmed its plan to keep shoterm interest rates near zero for at least several more months

A Following a alay policysetting meeting, the central bank reiterated its stance that interest rates
should stay in their current range as long as unemployment and other forms of economic slack are
very high and inflation is low

A Fed officials also emphasized that many of the emergency lending programs they devised in the heat
of the financial crisig such as special lending in commercial paper markets and to investment banks
¢ are in the process of being scaled back

AGLYF2NXYIFGA2Yy NBOSAOSR aAyOS GKS CSRSNrf hLISy atl
economic activity has continued to pick up and that the deterioration in the labor market is
FolrGAy3azé GKS OSyaGNIXft obFyl alAR Ay | adlaSySyi

A The FOMC voted 10 to maintain the target federafunds rate for interbank lending at between
zero to 0.25%. The panel's decision isn't a surprise to financial markets, which don't expect the Fed
to begin raising interest rates until the recovery is entrenched next year

A Fed chairman Ben Bernanke cemented those expectations last week, when he said slack in the
economy and subdued inflation would keep the central bank from lifting interest rates soon

A Recent data hint that the recovery is taking hold. Unemployment declined to 10% in November, an
unexpected drop that bolstered hopes the labor market has turned the corner. Robust retail sales
and rising consumer confidence, meanwhile, have raised expectations for strong economic growth

in Q4 (but strong growth in the early parts of the recovery are inherent due to GDP accounting)
Source: Wall Street Journal

Homebuyer taxcredit extension fails as catalyst

At NBAARSYGd . FNJXO1l hol Yl Q& SEQ SiyhaHoRebuyérsfailedtoy 2 y i K 2
AUANI 2LIGAYAAY Y2y3 K2YSodzAit RSNA 2N 4201 Ay@Sa
A The National Association of Home Builders/Wells Fargo Housing Market Index and a Standard &
t 22NN& AYRSE 2F K2YSodzAf RAYy3I aKlINB& RNRLILWSR | i
A Homebuyers received another five months, until April 30 of 2010, to take advantage of the
I320SNYYSydiQa pPysnnn ONBRAG® ¢KSe& Ffaz2 o0SOFYS St
their previous residence for at least five years
AtKS bt .k2S8Sftf&a CIENH2 AYRSEZ |y AYRAOFIG2NI 2F 0odzh
November. None of the 47 economists in a Bloomberg News survey expected the decline. Readings
below 50 show that most participants are pessimistic
A The dip in sentiment and share prices were at odds with the growth in November housing starts and
building permits. Housing starts rose 8.9% to an annual rate of 574,000 homes; permits climbed
6.9% to a 584,000. However, thevelsare still near altime lows (so growthiatesseem high)
Source: Bloomberg
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