
Headwinds Diminish…Tailwinds Develop 
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10-yr sovereign yields 

European Sovereigns Struggle… 

Interest payments become 
overwhelming above 6% yields. 
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Interbank lending rates, bps 
…As Does the European Banking System 
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A Mountain of Distressed Property… 
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  …Means More Distress Sales and Price Declines 
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Based on current law and the assumption 
that the payroll tax holiday and emergency 
UI programs are extended for all of 2012. 

Significant Federal Fiscal Drag… 

Source: Moody’s Analytics 

Contribution to real GDP growth, % 
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Federal expenditures 

…And Much More Is Coming 
Expenditures and revenues as a % of GDP with no policy changes 

Federal revenues 
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Those Animal Spirits Remain Caged 
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Profit growth  
lagged one yr (R) 

Job growth (L) 

% change yr ago, 4-qtr MA 
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U.S. Businesses Are in Great Financial Shape… 
Corporate profits, $ bil 

Source: BEA 
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…With Solid Business Balance Sheets 
Nonfinancial corporate businesses 

Sources: Federal Reserve, Moody’s Analytics 

The quick ratio is at a record high in the 
data back to 1950. 
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Households Rapidly Deleverage… 
% of disposable income 

Sources: Federal Reserve, BEA, Moody’s Analytics 

At the current rate of deleveraging and 
interest rates, debt service will be back 
to early 1980s lows by spring 2012. 
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…Which Is Evident in Improving Credit Quality 



0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

6.25

6.75

7.25

7.75

8.25

8.75

9.25

90 92 94 96 98 00 02 04 06 08 10

Core capital ratio (L)

Return on assets (R )

Banks Are Well Capitalized and More Profitable… 
Commercial banks 

Source: FDIC 
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…Thus Opening the Credit Spigot… 

Source: Federal Reserve Senior Loan Officer Survey 

Net % of senior loan officers… 

Willing to make a 
consumer loan (L) 

Tightening standards for C&I 
loans to small businesses (R) 
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…Looking to Lend More 
Household loan origination volume x first mortgages, $ bil, SA 

Sources: Equifax, Moody’s Analytics 
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Light vehicle sales, mil 
Spent-Up Demand Gives Way to Pent-Up Demand… 

Trend sales 
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Vacant homes for sale, for rent and held off market, ths 

Housing supply = 600,000 
   Single-family = 450,000 
   Multifamily = 100,000 
   Manufactured = 50,000 
Housing demand = 1,350,000 
   HH formations = 750,000 
   Obsolescence = 400,000 
   Second homes = 200,000 

…And Housing Inventories Have Peaked 
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The Federal Reserve Will Do What’s Necessary 

Sources: Federal Reserve, Moody’s Analytics 
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