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ECONOMIC SNAPSHOT

NNATIONALLYATIONALLY -- SSIGNS OF IGNS OF EECONOMIC CONOMIC IIMPROVEMENTMPROVEMENT

-- Pockets of Improvements but Weakness Pockets of Improvements but Weakness ““ScatteredScattered”” Across CountryAcross Country

-- Overall Labor Market Improving but still Considered Overall Labor Market Improving but still Considered ““TenuousTenuous””

-- Impact on Consumer Net Wealth Still Impacting Spending BehaviorImpact on Consumer Net Wealth Still Impacting Spending Behavior

SSOME OME SSIGNS IGNS OOF F OOPTIMISM PTIMISM 

-- Encouraging Employment Reports Imply Some StabilizationEncouraging Employment Reports Imply Some Stabilization

-- Although Spending Remains Muted, Debt Burdens DecliningAlthough Spending Remains Muted, Debt Burdens Declining

-- Overall Weakness Has Helped to Keep Prices Down, Home Overall Weakness Has Helped to Keep Prices Down, Home 
Affordability UpAffordability Up

-- Steep Yield Curve Helps to Support Net Interest MarginsSteep Yield Curve Helps to Support Net Interest Margins
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EECONOMY CONOMY BBEGINNING TO EGINNING TO TTURN URN …… PPOSITIVE OSITIVE OOUTLOOKUTLOOK??
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ECONOMIC GROWTH, JOBS AND SPENDING

CURRENTLYCURRENTLY……..

•• Initial Signs of RecoveryInitial Signs of Recovery

•• Improved Spending?Improved Spending?

OUTLOOKOUTLOOK……..

•• Survey of 66 EconomistsSurvey of 66 Economists

•• Reflexes Expansion or Recovery?Reflexes Expansion or Recovery?

•• 2009 =  2009 =  --2.6%    2010 = 2.70%2.6%    2010 = 2.70%

MAKING THE DIFFERENCE?MAKING THE DIFFERENCE? …………..

•• Consumer SpendingConsumer Spending

•• Labor Markets Labor Markets 

QuarterQuarter--overover--QuarterQuarter

Source:  Commerce Department, BloombergSource:  Commerce Department, Bloomberg

FORECAST

JJOB OB LLOSS OSS HHAS AS DDECLINED ECLINED …… WWEAK EAK PPRIVATE RIVATE SSECTORECTOR
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ECONOMIC GROWTH, JOBS AND SPENDING

•• Degree of Job Loss has been Deep Degree of Job Loss has been Deep 

•• Includes Includes ““RealReal”” Jobs Created Jobs Created 

Between 2005 and 2007Between 2005 and 2007

•• Includes both Manufacturing and Includes both Manufacturing and 
Service SectorService Sector

•• Pattern Has been Improving Pattern Has been Improving 
Although Unemployment Rate Still Although Unemployment Rate Still 
Increasing (Lagging Economic Increasing (Lagging Economic 
Indicator)Indicator)

•• Outlook not enough to fully Outlook not enough to fully 

recover total lossrecover total loss

Monthly Change in NonMonthly Change in Non--farm Payrollsfarm Payrolls

Source:  Bureau of Labor StatisticsSource:  Bureau of Labor Statistics

FORECAST



3

WWILL ILL TTAKE AKE TTIME IME TTO O FFULLY ULLY RRECOVERECOVER……....
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ECONOMIC GROWTH, JOBS AND SPENDING

Unemployment is High and DeepUnemployment is High and Deep……..

•• The Unemployment Rate has The Unemployment Rate has 

Reached Levels Not Seen Since July Reached Levels Not Seen Since July 

1983 1983 

•• The Underemployment Rate is Even The Underemployment Rate is Even 

HigherHigher

Moderate Improvement is ExpectedModerate Improvement is Expected……..

•• Unemployment Rate will Remain Unemployment Rate will Remain 
Elevated thru 2010Elevated thru 2010

•• Estimates Show Employment Estimates Show Employment 
Recovery may take Five YearsRecovery may take Five Years

Underemployment Rate (UUnderemployment Rate (U--6)6)

Unemployment Rate Unemployment Rate 

Source:  Bureau of Labor StatisticsSource:  Bureau of Labor Statistics

FORECAST

ECONOMIC GROWTH, JOBS AND SPENDING

SSPENDING PENDING HHAS AS FFALLEN ALLEN MMORE ORE TTHAN IN HAN IN PPREVIOUS REVIOUS RRECESSIONSECESSIONS

•• Consumer Spending Accounts for Consumer Spending Accounts for 

2/3rds of Nation2/3rds of Nation’’s GDP s GDP 

•• Recent Reports May Point to an Recent Reports May Point to an 

End of Protracted DeclineEnd of Protracted Decline

•• Consumer Savings Ratio has Consumer Savings Ratio has 

Turned From Negative to Positive Turned From Negative to Positive 

as Spending Cut Backas Spending Cut Back

•• But Labor Market Weakness Not But Labor Market Weakness Not 

Encouraging Consumer to Make Encouraging Consumer to Make 

Big Ticket Purchases or Pursue Big Ticket Purchases or Pursue 

Added ServicesAdded Services

Source:  Commerce Department, BloombergSource:  Commerce Department, Bloomberg
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FORECASTMonthly Change in Retail Sales (Annualized) Monthly Change in Retail Sales (Annualized) 
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CCONSUMERS ONSUMERS HHAVE AVE CCHOSEN TO HOSEN TO RREDUCE EDUCE DDEBT EBT BBURDENURDEN
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Payments on Total Mortgage and Consumer Payments on Total Mortgage and Consumer 
Installment Debt to Disposable Personal IncomeInstallment Debt to Disposable Personal Income

13.7%13.7%

15.2%15.2%

Payments on Total Mortgage Debt to Disposable Payments on Total Mortgage Debt to Disposable 
Personal IncomePersonal Income

10.1%10.1%

8.1%8.1%

CONSUMER’S DEBT BURDEN AND LOAD

-20

-15

-10

-5

0

5

10

15

20

25

30

'00 '01 '02 '03 '04 '05 '06 '07 '08 '09

Monthly Change in Consumer Monthly Change in Consumer 
Debt OutstandingDebt Outstanding

Source:  Federal Reserve BoardSource:  Federal Reserve Board
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AAND ND IINFLATION NFLATION AAPPEARS TO BE IN PPEARS TO BE IN CCHECKHECK…………..

Source:  Federal Reserve BoardSource:  Federal Reserve Board
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HHOUSING OUSING SSECTOR IS IN ECTOR IS IN TTRANSITIONRANSITION……....

HOUSING ECONOMICS
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•• Rising Foreclosures have Resulted in Rising Foreclosures have Resulted in 

Lower Prices Lower Prices 

•• Pending Home Sales are Up 20% Pending Home Sales are Up 20% 

from Most Recent Lowfrom Most Recent Low

•• Existing Home Sales are Beginning Existing Home Sales are Beginning 

to Stabilizeto Stabilize

•• Low Prices Means Improved Low Prices Means Improved 

Affordability (Depending on Region Affordability (Depending on Region 

and Demographic)and Demographic)

•• Impact on Home Equity and Net Impact on Home Equity and Net 

WealthWealth

New and Existing Home Sales (Annl Sales)

AAS S HHOME OME PPRICES RICES AAPPEAR TO BE PPEAR TO BE SSTABILIZINGTABILIZING…………..

HOUSING ECONOMICS
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S&P/CaseS&P/Case--Shiller Home Price Index Shiller Home Price Index 
(YoY Change)(YoY Change)

NATIONALLYNATIONALLY…………

•• Greatest Volatility Shown in West Greatest Volatility Shown in West 

Coast, Upper Midwest and Deep Coast, Upper Midwest and Deep 

South South 

•• The Same Regions that:The Same Regions that:

-- Had the Highest Volume of Subprime,Had the Highest Volume of Subprime,

Adjustable Rate and ALTAdjustable Rate and ALT--A originationsA originations

-- Had the Lowest Affordability because of Had the Lowest Affordability because of 

Past Acceleration in Home Prices (10Past Acceleration in Home Prices (10--

times the rate of Inflation)times the rate of Inflation)

-- Have the Highest Rate of DelinquencyHave the Highest Rate of Delinquency

and Foreclosures.and Foreclosures.
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AALTHOUGH LTHOUGH IIT T VVARIES ARIES BBY Y RREGIONEGION

HOUSING ECONOMICS

S&P/CaseS&P/Case--Shiller HPIShiller HPI Oct/Sep ChangeOct/Sep Change Sep/Aug ChangeSep/Aug Change 11--year Changeyear Change

EASTEAST -- BostonBoston -- 0.6%0.6% -- 0.2%0.2% -- 2.8%2.8%
-- New York CityNew York City + 0.0+ 0.0 -- 0.30.3 -- 7.77.7

SOUTHSOUTH -- AtlantaAtlanta -- 1.0%1.0% + 0.0%+ 0.0% -- 8.1%8.1%
-- MiamiMiami -- 0.40.4 + 0.5+ 0.5 -- 14.014.0
-- TampaTampa -- 1.61.6 -- 0.60.6 -- 15.215.2

MIDWESTMIDWEST -- DallasDallas -- 0.6%0.6% -- 0.7%0.7% -- 0.6%0.6%
-- MinneapolisMinneapolis -- 0.50.5 + 1.8+ 1.8 -- 8.48.4

WESTWEST -- Las VegasLas Vegas -- 0.1%0.1% -- 0.9%0.9% -- 26.6%26.6%
-- Los AngelesLos Angeles + 0.3+ 0.3 + 0.8+ 0.8 -- 6.36.3
-- PhoenixPhoenix + 1.3+ 1.3 + 0.8+ 0.8 -- 18.118.1
-- SeattleSeattle + 0.2+ 0.2 -- 0.40.4 -- 12.412.4

Composite Composite –– 2020 + 0.0%+ 0.0% + 0.3%+ 0.3% -- 7.3%7.3%

Source:  Source:  BloomberBloomber

VEHICLE SALES
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VVEHICLE EHICLE SSALES ALES HHAVE AVE HHIT IT NNEW EW LLOWSOWS

NATIONALLYNATIONALLY…………

•• Weakness over past two years nearly Weakness over past two years nearly 

unprecedented unprecedented 

•• More than 1/3rd of CU Loans are still More than 1/3rd of CU Loans are still 

associated with Vehicle Loansassociated with Vehicle Loans

•• ““Cash for ClunkersCash for Clunkers”” gave onegave one--time, time, 

unsustainable boost to salesunsustainable boost to sales

•• Outlook is very moderate although Outlook is very moderate although 

there is speculation of there is speculation of ““pentpent--upup””

demanddemand

“0% 
Financing”

“Employee
Discount
Pricing”

“Cash for 
Clunkers”
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SSHIFTS IN THE HIFTS IN THE 

YYIELDIELD CCURVEURVE

Environment  has Environment  has 
created a Very Steep created a Very Steep 

Yield CurveYield Curve

IMPACT ON INTEREST RATES

DecDec’’0808 JunJun’’0909 JanJan’’1010

Fed Funds TargetFed Funds Target 0.25%0.25% 0.25%0.25% 0.25%0.25%

22--yr UST Noteyr UST Note 0.760.76 1.111.11 0.860.86

55--yr UST Noteyr UST Note 1.551.55 2.552.55 2.392.39

1010--yr UST Noteyr UST Note 2.212.21 3.543.54 3.633.63

3030--yr Fixedyr Fixed--rate FLMrate FLM 5.14%5.14% 5.42%5.42% 5.06%5.06%
1515--yr Fixedyr Fixed--rate FLMrate FLM 4.914.91 4.874.87 4.454.45

6060--mo Vehicle Loanmo Vehicle Loan 5.355.35 4.884.88 4.674.67

SSHIFTS IN HIFTS IN AAVERAGE VERAGE MMARKET ARKET RRATESATES

IMPACT ON INTEREST RATES

January, 2009January, 2009 January, 2010  January, 2010  

Avg National RatesAvg National Rates CUCU BanksBanks CUCU BanksBanks

Classic Credit CardClassic Credit Card 11.73%11.73% 11.52%11.52% 11.66%11.66% 12.79%12.79%

Gold Credit CardGold Credit Card 9.369.36 10.24 10.24 10.2610.26 11.4511.45

New Car New Car –– 60Mos60Mos 5.325.32 6.956.95 5.19%5.19% 6.33%6.33%

Used Car Used Car –– 48Mos48Mos 5.195.19 7.107.10 5.335.33 6.836.83

1515--yr FLMyr FLM 5.035.03 5.005.00 4.734.73 4.694.69

3030--Yr FLMYr FLM 5.385.38 5.315.31 5.305.30 5.255.25

Regular SavingsRegular Savings 0.55%0.55% 0.40%0.40% 0.40%0.40% 0.28%0.28%

Money Market Money Market –– 10K10K 1.311.31 1.001.00 0.730.73 0.460.46

1Yr CD1Yr CD 2.442.44 2.122.12 1.391.39 1.091.09

2 Yr CD2 Yr CD 2.702.70 2.212.21 1.811.81 1.531.53
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IMPACT ON CREDIT UNIONS

-40.0%

-30.0%

-20.0%

-10.0%

0.0%

10.0%

20.0%

30.0%

'00 '01 '02 '03 '04 '05 '06 '07 '08 Q1 Q2 Q3 Q4

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

Total Assets Equity Capital Ratio

Annualized Growth Equity Ratio

2009:    T2009:    TOTALOTAL AASSETSSSETS +8.1%      E+8.1%      EQUITYQUITY CCAPITALAPITAL +0.2%+0.2%

IMPACT ON CREDIT UNIONS

LLOANSOANS

Annualized Growth RatesAnnualized Growth Rates 20082008 20092009

TOTAL LOANSTOTAL LOANS +  6.7%+  6.7% + 1.6%+ 1.6%

Alloc Alloc

10%10% UnsecuredUnsecured +  5.7%+  5.7% +  1.6%+  1.6%

30%30% Vehicle LoansVehicle Loans -- 0.7%0.7% -- 0.5%0.5%

New Vehicles  New Vehicles  …… 44%44% -- 6.36.3 -- 6.16.1

Used Vehicles Used Vehicles …… 56%56% +  4.8+  4.8 +  4.3+  4.3

53%53% Total Real EstateTotal Real Estate + 11.5%+ 11.5% +  1.6%+  1.6%

FirstFirst--Lien Mortgages Lien Mortgages …… 70%70% + 14.8+ 14.8 +  4.6+  4.6
SecondSecond--lien Mortgages lien Mortgages ……15%15% +  0.5+  0.5 -- 14.214.2
Home Equity Home Equity …… 14%14% + 11.3+ 11.3 +  7.8+  7.8

Reflects 
Economic Impact 

on Consumer 
Behavior
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IMPACT ON CREDIT UNIONS

3-Year Average Loan Quality Rates*

Peer              (Total Assets) Est     Total           Unsecured       Consumer         FLM

Small ($0-$50M) 2.30% 1.90% 3.57% 2.27% 0.80%

Moderate-size ($50-$100M) 2.26 1.75 3.31 2.23 0.73

Mid-Size ($100-$500M) 2.20 1.62 3.34 2.61 0.66

Large ($500M+) 2.14 1.48 3.47 2.19 0.40

All Credit Unions 2.22% 1.59% 3.45% 2.20% 0.65%

*Combined Delinquency and Net Charge-off Ratios

LLOAN OAN MMISERY ISERY IINDEX NDEX IIMPACT MPACT IIS S AACROSS CROSS TTHE HE BBOARDOARD

IMPACT ON CREDIT UNIONS

SSHARESHARES

Annualized Growth RatesAnnualized Growth Rates 20082008 20092009

TOTAL SHARESTOTAL SHARES +  6.9%+  6.9% + 10.8%+ 10.8%

Alloc Alloc

60%      Non60%      Non--term Sharesterm Shares +   7.9%+   7.9% +  16.0%+  16.0%

Share Drafts Share Drafts …… 18%18% +   2.2+   2.2 +  13.0+  13.0

Regular Shares Regular Shares …… 47%47% +   5.8+   5.8 +  12.1+  12.1

Money Market Money Market …… 35%35% + 14.8+ 14.8 +  23.4+  23.4

40%      Certificates & IRAs40%      Certificates & IRAs +   5.7%+   5.7% +    4.0%+    4.0%

Certificates Certificates …… 76%76% +   3.8+   3.8 +    1.4+    1.4
IRAs IRAs …… 24%24% + 12.9+ 12.9 +  13.3+  13.3

Reflects 
Disposable 
Income and 

Lower  Consumer 
Spending
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IMPACT ON CREDIT UNIONS

PPOSITIVEOSITIVE NNETET OOPERATINGPERATING CCASHASH FFLOW LOW …… LLIQUIDITY IQUIDITY +31%+31%
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2004     2004     2005     2005     2006     2006     2007     2007     2008     2008     20092009

$Billions$Billions

Traditional Quarterly Cash Traditional Quarterly Cash 
Flows ContinueFlows Continue……....

−− Net Inflows during Q1Net Inflows during Q1

−− Loan Loan ½½ of the growth overof the growth over
next 3 quartersnext 3 quarters

Question Remains Whether Question Remains Whether 
Prolonged Recovery will Alter Prolonged Recovery will Alter 
TraditionTradition……..

Causing Greater Reliance on Causing Greater Reliance on 
Investment Revenues? Investment Revenues? 

−− $3 for every $1 in Principal? $3 for every $1 in Principal? 

Impact of Lower Loan DemandImpact of Lower Loan Demand

IMPACT ON CREDIT UNIONS

EEARNINGS AND ARNINGS AND NNET ET RRETURNETURN

20082008 20092009

Gross Asset YieldGross Asset Yield 6.51%6.51% 6.10%6.10%

Less: ProvisionLess: Provision 0.900.90 1.091.09

Net Asset YieldNet Asset Yield 5.615.61 5.015.01

Cost of FundsCost of Funds 2.442.44 1.811.81

Net Interest MarginNet Interest Margin 3.17%3.17% 3.203.20

NonNon--Interest IncomeInterest Income 1.341.34 1.371.37

NonNon--Interest ExpenseInterest Expense 4.554.55 4.294.29

Net Operating ExpenseNet Operating Expense 3.21%3.21% 2.92%2.92%

Return on AssetsReturn on Assets -- 0.04%0.04% 0.28%0.28%

Return on EquityReturn on Equity -- 0.04%0.04% +2.7%+2.7%
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RELATIVE VALUE OF MARGINAL ASSETS

RRELATIVE ELATIVE VVALUE ALUE MMATRIX ATRIX 

6 Mos6 Mos 1 Year1 Year 2 Years2 Years 3 Years3 Years 4 Years4 Years

U.S. TreasuryU.S. Treasury 0.05%0.05% 0.30%0.30% 0.86%0.86% 1.43%1.43% 2.41%2.41%

Agency BulletsAgency Bullets 0.100.10 0.420.42 1.021.02 1.701.70 2.252.25

Agency CallablesAgency Callables -- -- 0.450.45 1.211.21 1.941.94 2.582.58

Corporate CertificatesCorporate Certificates 0.280.28 0.440.44 1.091.09 1.741.74 2.252.25

SimpliCDSimpliCD 0.570.57 0.750.75 1.751.75 2.252.25 2.552.55

MBS MBS –– Agy PACs/SEQsAgy PACs/SEQs -- -- 1.171.17 2.042.04 2.452.45 3.153.15

Vehicle LoansVehicle Loans -- -- -- -- -- -- 4.654.65 -- --

15Yr FRM15Yr FRM -- -- -- -- -- -- -- -- 4.454.45

30Yr FRM30Yr FRM -- -- -- -- -- -- -- -- 5.095.09

RELATIVE VALUE

SSHIFTS IN HIFTS IN GGROSS ROSS LLOAN AND OAN AND IINVESTMENT NVESTMENT RRATESATES
-- Jan 2005 Jan 2005 –– Present Present --
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O/N
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RELATIVE VALUE

TTHINGS TO HINGS TO PPONDER AND ONDER AND OOPINEPINE…………

•• WITH WEAK LOAN DEMAND, TO RETAIN CURRENT INCOME STREAMS WITH WEAK LOAN DEMAND, TO RETAIN CURRENT INCOME STREAMS ……....

FFOROR EEVERYVERY $1.00$1.00 OFOF LLOANOAN PPRINCIPALRINCIPAL RRECEIVEDECEIVED, M, MUST UST IINVESTNVEST $2.45$2.45……

•• BY CHOOSING NOT TO HOLD  BY CHOOSING NOT TO HOLD  5.00%5.00% FIXEDFIXED--RATE RESIDENTIAL MORTGAGES RATE RESIDENTIAL MORTGAGES 

IN THIS ENVIRONMENTIN THIS ENVIRONMENT ……

OOVERVER AA 55--YEARYEAR HHOLDINGOLDING PPERIODERIOD, T, THEHE CCURRENTURRENT IINVESTMENTNVESTMENT RRATEATE WWOULDOULD HHAVEAVE TOTO

CCLIMBLIMB AATT LLEASTEAST 100 BPS per Y100 BPS per YEAREAR FFOROR 55--YEARSYEARS (+500bps)  J(+500bps)  JUSTUST TTOO BBREAKREAK--EVENEVEN

AAGAINSTGAINST TTHEHE 5.00%5.00% MMORTGAGEORTGAGE LLOAN (ASSUMING FIXED MARGINAL COSTS)OAN (ASSUMING FIXED MARGINAL COSTS)

•• SHOULD WE EXTEND FUNDING DURATION IN THIS RATE ENVIRONMENT SHOULD WE EXTEND FUNDING DURATION IN THIS RATE ENVIRONMENT ……

HHISTORICALLY, ISTORICALLY, CCREDIT REDIT UUNIONS NIONS DDO O NNOT OT RRAISE AISE TTHEIR HEIR NNONON--TERM TERM SSHARE HARE RRATES ATES FFOR OR 

TTHE HE FFIRST IRST +300+300 bps bps IINCREASE IN THE NCREASE IN THE FFED ED FFUNDS UNDS RRATE. ATE. CCURRENTLY, URRENTLY, TTHERE IS A   HERE IS A   176176
bp bp DDIFFERENCE IFFERENCE BBETWWEN ETWWEN TTHE HE AAVG VG RREGULAR EGULAR SSHARE AND HARE AND 33--YEAR YEAR CCERTIFICATE ERTIFICATE RRATE.ATE.

CURRENT OUTLOOK

•• Continued Rate Volatility as the Market Environment Shifts into Continued Rate Volatility as the Market Environment Shifts into a Growth Pattern. Steep a Growth Pattern. Steep 

yield curve should help to retain net interest margins.yield curve should help to retain net interest margins.

•• Little Movement in ShortLittle Movement in Short--term Interest Rates at least through the first half of 2010 as tterm Interest Rates at least through the first half of 2010 as the he 

Federal Reserve Continues to Struggle with Sustainable Economic Federal Reserve Continues to Struggle with Sustainable Economic Growth without Creating Growth without Creating 

Upward Pressure on Prices.Upward Pressure on Prices.

•• Credit Crunch to Continue Until Financial Institutions Can be GiCredit Crunch to Continue Until Financial Institutions Can be Given a More Definitive ven a More Definitive 

Outlook on Federal GovernmentOutlook on Federal Government’’s Fiscal Budgets Fiscal Budget

•• Pent up demand might bring shortPent up demand might bring short--term boom latter in 2010 especially if labor market term boom latter in 2010 especially if labor market 
improvesimproves

•• Economic Growth to be Moderate in 2010 and earlyEconomic Growth to be Moderate in 2010 and early--2011 with Risk of 2011 with Risk of ““DoubleDouble--DipDip””

Recession in latterRecession in latter--2011 if Consumer Spending Behavior Alters.2011 if Consumer Spending Behavior Alters.

WWHAT HAT SSHOULD HOULD WWE E EEXPECT? XPECT? 
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QUESTIONS

Brian TurnerBrian Turner
Director, Advisory ServicesDirector, Advisory Services

turnerb@swcorp.orgturnerb@swcorp.org

Jeremy BlairJeremy Blair
Institutional AdvisorInstitutional Advisor

blairj@swcorp.orgblairj@swcorp.org
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