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Financial Conditions Relative to Pre-Crisis Average

Financial Conditions Relative to Crisis-Period Average

--- Jan. 2000-June 2007 --- ---- 52-Week ----

Latest  Avg.

Std.Dev. Z-Score

U.S. Money-Market Spreads

Latest  Avg.

Std.Dev. Z-Score

U.S. Money-Market Spreads

TED Spread 16 32.1 16.7 -0.97 TED Spread 16 122.4 100.7 -1.06
Libor/OIS Spread 12 11.0 3.5 0.19 Libor/OIS Spread 12 106.5 81.3 -1.17
CP/T-Bill Spread 22 23 17 -0.06 CP/T-Bill Spread 22 129.1 107.7 -0.99
U.S. Yield Curve Spreads U.S. Yield Curve Spreads

2-Yr./Fed Funds Spread 62 35.0 68.1 0.39 2-Yr./Fed Funds Spread 62 55.9 32.6 0.18
10-Yr./3-Mo. Spread 316 151.2 140.4 1.17 10-Yr./3-Mo. Spread 316 299.7 44.1 0.36
10-Yr./2-Yr. Spread 243 101.7 101.4 1.39 10-Yr./2-Yr. Spread 243 213.4 35.9 0.82
U.S. Agency Bond Spreads U.S. Agency Bond Spreads

2-Yr. Agency Spread -5 24.8 11.6 -2.57 2-Yr. Agency Spread -5 59.8 49.9 -1.30
10-Yr. Agency Spread 45 55.7 22.2 -0.48 10-Yr. Agency Spread 45 71.0 25.8 -1.01
U.S. Municipal Bond Spreads U.S. Municipal Bond Spreads

AAA Muni/10-Yr. Spread -34 -74.8 25.7 1.60 AAA Muni/10-Yr. Spread -34 30.9 62.6 -1.03
AA Muni/10-Yr. Spread -21 -65.9 26.4 1.72 AA Muni/10-Yr. Spread -21 44.9 62.7 -1.04
A Muni/10-Yr. Spread 160 22.9 44.5 3.09 A Muni/10-Yr. Spread 160 230.4 68.1 -1.03
Baa Bond/10-Yr. Spread 273 57.9 53.9 4.00 Baa Bond/10-Yr. Spread 273 330.9 71.3 -0.81
U.S. Investment-Grade Corporate Spreads U.S. Investment-Grade Corporate Spreads

AAA/10-Yr. Gov't Spread 182 143.2 51.2 0.77 AAA/10-Yr. Gov't Spread 182 228.0 36.9 -1.24
AA/10-Yr. Gov't Spread 194 171.3 56.0 0.41 AA/10-Yr. Gov't Spread 194 284.4 54.6 -1.65
A/10-Yr. Gov't Spread 227 197.1 59.3 0.51 A/10-Yr. Gov't Spread 227 339.7 71.6 -1.57
Baa/10-Yr. Gov't Spread 306 236.1 60.5 1.16 Baa/10-Yr. Gov't Spread 306 476.7 104.9 -1.62
U.S. Swap Spreads U.S. Swap Spreads

U.S. 2-Yr. Swap Spread 31 44.3 13.8 -1.00 U.S. 2-Yr. Swap Spread 31 70.6 33.3 -1.20
U.S. 10-Yr. Swap Spread 15 61.8 25.0 -1.87 U.S. 10-Yr. Swap Spread 15 27.7 14.3 -0.88
U.S. 1-Yr. Fwd. Swap Yld.(%)3.8 5.5 0.9 -2.02 U.S. 1-Yr. Fwd. Swap YId.(%)3.8 3.8 0.6 0.09
North American Credit Default Swap Spreads North American Credit Default Swap Spreads

IBOX 5-Yr. Invest. Grade 110 47.2 9.9 6.40 IBOX 5-Yr. Invest. Grade 110 177.3 45.6 -1.47
IBOX Crossover Index 648 179.0 34.7 13.52 IBOX Crossover Index 648 534.2 142.5 0.80
High-Yield Spreads High-Yield Spreads

High-Yield Corp. Spread 876 578.2 214.0 1.39 High-Yield Corp. Spread 876 1327.0 323.7 -1.39
EMBI+ Spread 361 528.0 255.0 -0.65 EMBI+ Spread 361 552.5 137.0 -1.39
U.S. Inflation Protected Bond Yields U.S. Inflation Protected Bond Yields

TIPS Bond Yield(%) 1.55 2.6 0.8 -1.29 TIPS Bond Yield(%) 1.55 2.0 0.5 -0.92
Breakeven Inflation Rate (%)1.75 2.1 0.4 -1.02 Breakeven Inflation Rate (%)1.75 1.3 0.6 0.88
U.S. Equity Market U.S. Equity Market

S&P 500 1044 1194.1 176.8 -0.85 S&P 500 1044 909.5 104.3 1.28
S&P Financials 196 396.4 59.7 -3.35 S&P Financials 196 164.1 41.8 0.77
Ambac 1.60 65.7 15.0 -4.28 Ambac 1.60 1.4 0.7 0.29
MBIA 6.46 53.5 9.6 -4.88 MBIA 6.46 5.7 2.2 0.35
VIX Index 23.8 19.2 6.9 0.68 VIX Index 23.8 40.8 14.3 -1.19
Fixed Income/FX Market Volatility Fixed Income/FX Market Volatility

Move Index 117 95.8 23.5 0.92 Move Index 117 163.0 35.3 -1.29
Swaption Volatility Index 126 103.7 14.9 1.48 Swaption Volatility Index 126 115.6 12.4 0.83
Euro-Dollar Volatility 12.0 10.0 2.1 0.92 Euro-Dollar Volatility 12.0 16.5 3.6 -1.24
Dollar-Yen Volatility Index  14.4 9.5 1.6 3.07 Dollar-Yen Volatility Index  14.4 16.6 2.9 -0.78

Notes:

Notes:

Unless noted otherwise, all indicators are basis-point yield spreads.
Indicators highlighted in orange are significantly above or below their January 7, 2000-June 29, 2007
average levels.

Unless noted otherwise, all indicators are basis-point yield spreads.
Indicators highlighted in orange are significantly above or below their 52-week average levels.
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U.S. Financial Conditions — Looking Forward, Looking Back

Looking Forward—U.S. Financial Conditions and the
U.S Economic Outlook

Numerous economists and market pundits have tried to
draw parallels between the 2008-09 global recession and
the Great Depression of the 1930s. For example, as re-
ported by Professors Barry Eichengreen and Kevin
O'Rourke, until recently world industrial production, world
equity markets, and world trade were contracting at a
pace equal to or, in some cases, greater than the con-
traction experienced in the 1930s (see Figures 1-3). For-
tunately for the world, the 2008-09 path is beginning to

Figure 1
World Industrial Production in 1929 and 2008
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Figure 3
World Trade Volume in 1929 and 2008
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diverge in a more favorable way from the path taken in the
1930s.

Most of the credit for this more favorable path goes to
policymakers, who learned from the policy mistakes of
the 1930s and have attacked the current crisis head on.
In the last 12 months, there have been massive injec-
tions of liquidity by the leading central banks, implicit
and explicit government guarantees to prevent major fi-
nancial institutions from failing, and massive infusions of
government funds to boost the capital of major banks.

Figure 2
World Stock Markets in 1929 and 2008
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This monetary stimulus, coupled with an enormous boost
coming from government fiscal stimulus initiatives is now
expected to push global real GDP growth back into posi-
tive territory in the second half of this year and into the
first half of 2010 as well. For example, the U.S. cyclically
adjusted budget deficit is projected to more than triple in
size to -8.6% of GDP in 2009, from -2.7% in 2008 (see
Figure 4). In fact, if there is any debate among econo-
mists regarding the prospects for recovery at this point,
most of it is focused on how strong the recovery is likely
to be and whether the upturn will prove to be sustainable
once the initial policy-induced growth spurt is behind us.

There are several reasons to be optimistic about the year-
ahead economic outlook. First, Bloomberg's Financial
Conditions Index {BFCIUS Index} continues to rebound
strongly. The BFCIUS index—which monitors the level of

Figure 4

U.S. Cyclically Adjusted Budget Balance
(1969-2009)
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Figure 6
U.S. Financial Conditions & U.S. Bank Lending Conditions
(BFCIUS Index and Fed Senior Loan Officer Opinion Survey)
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stress in the U.S. financial markets by gauging how far
trends in U.S. money-market spreads, bond-market
spreads, and key equity-market indicators are deviating
from historical norms—is now less than one standard
deviation below normal levels, after reaching 11.5 stan-
dard deviations below historical norms at the depth of the
crisis last autumn.

The improvement in financial conditions is a direct result of
the Federal Reserve's aggressive approach to monetary-
policy easing in the past year and, as evident in Figure 6,
this points to banks loosening their lending standards in
the coming months. And as we show in Figure 7, the rea-
son that the trend in bank lending standards is so impor-
tant is that it tends to lead changes in U.S. real GDP
growth.

Figure 5

U.S. Financial Conditions
(BFCIUS Index, 1995-2009)
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Figure 7
U.S. Bank Lending Conditions & U.S. Real GDP Growth
(Fed Senior Loan Officer Opinion Survey)
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While we are encouraged by the fact that financial condi-
tions and bank lending conditions have improved—both
of which should be positive for U.S. real GDP growth—
we would first like to see financial conditions recover to
pre-crisis levels. If the BFCIUS index were to improve
further from -0.6 to 0.0 (or even better, move into positive
territory), we would fully embrace the notion that eco-
nomic growth will recover strongly and on a sustained
basis.

For now, with the VIX index of equity market volatility still
elevated in the mid-20s (see Figure 8) and corporate bond
spreads still uncomfortably wide (see Figure 9), it ap-
pears that BFCIUS is likely to be stuck at around -0.6 to

Figure 8
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Figure 10

U.S.ISM Production Index
(1970-2009)
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-1.0in the period ahead. Such a reading would be broadly
consistent with real GDP growth of around 2% per an-
num, a generally subpar pace for the first year of an eco-
nomic recovery, but nevertheless one that is in positive
territory.

A second factor that reinforces this positive growth out-
look is the recent gains in the Institute for Supply Man-
agement (ISM) purchasing managers index. Led by sig-
nificant gains in production (see Figure 10) and new or-
ders (Figure 11), the ISM composite index (Figure 12)
has rebounded strongly in recent months, and at 52.9
now lies above the 50.0 threshold for the first time since
January 2008.

Figure 9

Corporate Baa/Treasury Spread
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Figure 11

U.S. ISM New Orders Index
(1970-2009)
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This bodes well for the medium-term growth outlook in
the U.S. This is evident in Figure 13 where it is shown
that there exists a strong positive relationship between
the trend in the ISM composite index and the trend in
U.S. real GDP growth. Based on current readings of the
ISM composite index, Figure 13 suggests that U.S. real
GDP growth could rebound at a 3%-4% annualized pace
heading into 2010. Even if real GDP growth were to fall a
bit short of this pace, it would nevertheless be a marked
improvement from the negative 3.9% year-over-year pace
registered in the second quarter of 2009.

Figure 12
U.S. ISM Purchasing Managers Index
(1970-2009)
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While the recent policy-induced improvement in financial
conditions, coupled with the more favorable outlook re-
ported by purchasing managers at U.S. manufacturing
firms, bodes well for a return to positive real GDP growth
in the U.S. in coming quarters, many investors are still
nervous about a possible double-dip scenario playing it-
self out, where growth begins to tail off by mid-2010 once
policy stimulus initiatives begin to wane. Investors natu-
rally fear that the U.S. could suffer the same fate as Ja-
pan, where the residual effects of Japan's financial crisis
contributed to a persistent slump in domestic growth and
equity prices for more than a decade. However, as we
show below, not all financial crises follow the path that
Japan took.

Figure 13

U.S. ISM Purchasing Managers Index & Real GDP Growth
(2000-2009)
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Consider the economic and financial crisis of 1907. A
number of economists (see Robert F. Bruner and Sean
D. Carr's popular book, The Panic of 1907) have tried to
draw parallels between today’s crisis and the crisis that
affected the U.S. economy and financial markets a cen-
tury ago. Indeed, today’s crisis may be more similar to
the 1907 crisis episode than to the 1929-32 crisis epi-
sode.

Although both the 1907 and the 1929-32 episodes wit-
nessed great falls in output and equity prices, the policy
responses and recovery paths differed greatly. According
to Bruner and Carr, equity prices fell by 37% peak-to-
trough in 1907 while the unemployment rate rose from
2.8% to 8.0%. But unlike the response to the 1929 crash,
the 1907 panic was rapidly brought to a halt by the finan-
cial assistance and leadership provided by J. Pierpont
Morgan—remember that the Federal Reserve did not come
into existence until 1914—sending the U.S. economy
onto a path to recovery.

What makes the panic of 1907 so interesting from today's
vantage point is that despite the financial panic and sharp

Figure 14

U.S. Industrial Production during the Panic of 1907
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contraction in growth, the recovery sparked by J. Pierpont
Morgan's intervention was actually quite robust. This can
be seen in Figures 14 and 15, both of which appear in
Bruner and Carr's book. As shown, both industrial pro-
duction and the Dow Jones Industrial Average experienced
sharp declines in 1907 and 1908, but by the end of 1909,
both variables had recovered strongly to their pre-crisis
levels.

What the 1907 episode suggests is that the recovery
path from a major financial crisis need not be a feeble,
drawn-out process. Rather, recovery paths can be robust
if policy steps are taken to insure that underlying finan-
cial conditions improve significantly on a sustained ba-
sis.

So farin 2007-09, it has been Fed Chairman Ben Bernanke
who has provided the liquidity and credit-easing initia-
tives to ease financial conditions. The question now is
whether the U.S. economy will follow the same recovery
path that it took a century ago when financial assistance
was provided to end that crisis.

Figure 15

Dow Jones Industrials Index during the Panic of 1907
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Looking Backward—Could the 2007-09 Economic
and Financial Crisis Have Been Anticipated?
Economists and policymakers are often asked to devise
early warning systems that could successfully anticipate
financial crises. A recent Federal Reserve Bank of San
Francisco working paper (Andrew K. Rose and Mark M.
Spiegel, "Cross Country Causes and Consequences of
the 2008 Crisis: Early Warning") examined a wide array
of economic and financial variables to assess their pre-
dictive power in terms of warning of an impending crisis.
Unfortunately, the authors "found almost none of (their)
posited variables seem to be statistically significant de-
terminants of crisis severity." They concluded by noting
that " model-based early warning systems are unlikely to
predict future crises accurately."

These findings raise a number of important issues. First,
if even after the fact an early warning system could not
have been built to warn of the impending financial crisis
of 2007-09, is it really fair to blame former Fed Chairman
Alan Greenspan or current Fed Chairman Ben Bernanke
for not having taken steps to head off the crisis? Second,
is it fair to fault investors who lost considerable sums of
money during the financial-market meltdown when in fact
no economic or financial indicator existed that would have
successfully warned them to get out of harm's way?

These issues prompted us to take a closer look at our
own Bloomberg Financial Conditions Index to see whether
it could have been used to successfully warn of the im-
pending 2007-09 financial crisis. Most economists would
argue that the seeds of the financial crisis were planted
many years prior to the onset of the crisis. Overly easy

Figure 16

Bloomberg’s Financial Conditions Index Prior to the
2007-09 Crisis
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financial conditions in the years leading up to the crisis,
generated in large part by low short-term and long-term
interest rates, narrow credit spreads, increased credit
availability, and greater financial leverage helped fuel an
equity and housing price bubble that eventually burst when
the financial crisis took hold.

If, in fact, financial conditions were overly easy heading
into the crisis, this should have been reflected in a high,
positive reading in our Bloomberg Financial Conditions
Index. While the BFCIUS index was positive—averaging
about +0.5 standard deviations above normal—between
early 2004 and mid 2007 (see Figure 16), to be fair, it
never got to the point where it was screaming that U.S.
financial conditions had moved to levels that were totally
out of line with historical norms.

This led us to consider the possibility that the BFCIUS
index might need to be expanded to include other finan-
cial variables that might have successfully warned of the
impending financial crisis.

We first considered adding variables that would capture
the effect of the two major asset-market bubbles that
affected the U.S. economy in the last decade—the tech
bubble in the late 1990s and the housing bubble in the
early-to-mid 2000s. To capture the tech bubble, we con-
structed a simple ratio of Nasdaq share prices {CCMP
Index} to the overall S&P 500 index {SPX Index}. As Fig-
ure 17 shows, the ratio of tech share prices to the overall
S&P 500 index surged to unprecedented heights by the
end of 1999, just prior to the downturn in the U.S. stock
market in 2000 and the U.S. recession in 2001.

Figure 17

The 1999-2000 Tech Bubble
(Ratio of the Nasdaq Index to the S&P 500 Index)
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To capture the housing bubble, we constructed the ratio
of the S&P Homebuilders index {S5Home Index} to the
overall S&P 500 index {SPX Index}. This ratio also surged
to unprecedented heights in 2005-06 (see Figure 18),
which should have warned policymakers and investors
that something was amiss.

We then considered adding variables to capture the low
level of long-term interest rates that existed earlier this
decade to see what impact that might have had on finan-
cial conditions. Fed Chairman Greenspan labeled the per-
sistence of low levels of long-term interest rates—despite
Fed rate hikes during the 2004-06 period—as the "bond
market conundrum®. The unusually low level of nominal
yields in the U.S. as reflected in five-year Treasury yields
relative to U.S. nominal GDP growth (see Figure 19), and
real yields as reflected in Baa corporate bond yields less
the year-over-year U.S. inflation rate (see Figure 20), dur-

Figure 18

The 2000-07 U.S. Housing Bubble
(Ratio of S&P Homebiuilding Index to the S&P 500 Index)
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Figure 19

U.S. Five-Year Note Yields less U.S. Nominal GDP Growth
(1993-2009)
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ing the 2004-07 period suggests that U.S. financial condi-
tions were quite easy for a sustained period leading up to
the crisis.

The BFCIUS index monitors the level of financial stress
in the U.S. financial markets by tracking how far trends
in U.S. money-market spreads, bond-market spreads,
and broad equity prices and volatility trends are deviating
from historical norms. As presently constructed, BFCIUS
does not capture sectoral asset-price bubbles such as
the tech and housing price bubbles, nor does it capture
the effect of low levels of nominal and real long-term inter-
est rates that prevailed in the earlier part of this decade.
To remedy this, we decided to construct an experimental
financial conditions index that appends those variables
to our existing BFCIUS index. We call this extended in-
dex, BFCIUS+.

Figure 20
U.S. Real Corporate BaaBond Yields
(1993-2009)
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to the historical average
through most of 2003-08

IR vy N
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Source: Bloomberg
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Figure 21 illustrates the differences in the construction of
the BFCIUS and BFCIUS+ indices. Figure 22 shows the
time-series path that the two indices have taken over the
past 12 years. While the two series do move in tandem
most of the time, the BFCIUS+ index rose more sharply
into positive territory during the 2004-07 housing bubble.

The relatively high positive reading of BFCIUS+ in 2004-
07 (around +2.0 standard deviations above normal) sug-
gests that U.S. financial conditions were overly easy head-
ing into the crisis, and thus would have warned
policymakers that corrective steps were required. This
would not have been the case using the BFCIUS index.

In addition to the fact that BFCIUS+ would have done a
better job of warning about existence of overly easy fi-
nancial conditions heading into the crisis, the longer-term
trend in BFCIUS+ actually does a better job than BFCIUS

Figure 21
Bloomberg’s U.S. Financial Conditions Indices
Components and Weights
------ Weights ------
BFCIUS BFCIUS+
Money Market
Ted Spread 11.1% 6.7%
Commerical Paper/T-Bill Spread 11.1% 6.7%
Libor-OIS Spread 11.1% 6.7%
33.3% 20.0%
Bond Market
Baa/Treasury Spread 6.7% 4.0%
Muni/Treasury Spread 6.7% 4.0%
Swaps/Treasury Spread 6.7% 4.0%
High Yield/Treasury Spread 6.7% 4.0%
Agency/Treasury Spread 6.7% 4.0%
33.3% 20.0%
Equity Market
S&P 500 Share Prices 16.7% 10.0%
VIX Index 16.7% 10.0%
33.3% 20.0%
Asset Bubbles
Nasdag/S&P 500 Ratio -- 10.0%
S&P Homebuilders/S&P 500 Ratio -- 10.0%
-- 20.0%
Equilibrium Yield Gap
5-Yr. Treasury Yield less Nom. GDP Growth -- 10.0%
Real Baa Corporate Yield less Average -- 10.0%
-- 20.0%
Total 100% 100%

Source: Bloomberg

in explaining the long-term trend in U.S. nominal GDP
growth. Indeed, the correlation between BFCIUS+ and
U.S. nominal GDP growth is a robust 0.83 over the 1997-
2009 period, which is considerably larger than the 0.74
correlation between BFCIUS and U.S. nominal GDP
growth. As shown in Figure 23, there is a strong positive
correlation between the smoothed trends in BFCIUS+
and nominal GDP growth over the 1997-2009 period.

We view BFCIUS+ as a first stab at creating an early
warning system to predict the economic fallout from large
swings in U.S. financial conditions. In future issues of
Financial Conditions Watch, we will provide regular up-
dates on the trends in U.S. economic activity and our
evolving BFCIUS+ index.

Michael R. Rosenberg
mrosenberglO@bloomberg.net

(212) 617-3984

Figure 22

Comparison of the BFCIUS and BFCIUS+ Indices
(Month-End Values, 1997-2009)
(Index)
4 T T T T T T T
BFCIUS+ rose significantly above
historical norms during 2005-06 M/V\/:bﬁ
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Source: Bloomberg

Figure 23

BFCIUS+and U.S. Nominal GDP Growth
(Month-End Values, 1997-2009

(Index) (%)
3 10
i A 7 / \v\ T 8
o NARA—KN yAcaaaVA 16
-1 “I L[/ 7‘/ 14 2
2 “m U.S. INomingl
-3 GDP Growth T2
4 l 0

Fihanciaes—t=
-5 Copditiofis + -2
-6

V]

7 -4
-8 -6

1997 1999 2001 2003 2005 2007 2009
—BFCIUS+ ——Nominal GDP Growth

Source: Bloomberg

11



Bloomberg Financial Conditions Watch September 11, 2009

Bloomberg Financial Conditions Index

Bloomberg’s composite Financial Conditions Index and indices are normalized and combined, and then pre-
{BFCIUS Index} tracks the overall stress in the U.S. money sented in BFCIUS Index as a Z-score (defined as the
market, bond market, and equity market and provides a number of standard deviations that financial conditions
useful gauge to assess the availability and cost of credit lie above or below the average level of financial conditions
in the U.S. financial market. observed during the January 1994-June 2008 period).
The table below lists the components and weights used According to the index, U.S. financial conditions are now
to calculate the financial conditions index. The spreads roughly 0.6 standard deviations below their neutral level.
) . . . Bloomberg’s Financial Conditions Index
Bloomberg’s U.S. Financial Co_ndltlons Index (BFCIUS Index, Daily Z-Score Values, 2000-09)
Components and Weights
Index GP
Index Weight BFCIUS NY 09SEPOS 00:00 -.687
BFCIUS TNDEX RS GP - Line Chart Page 1/52
Money Market R (TR - IGENGEDGEN Uooer  (NENSTENENE Vov. Avos N I I
i (NS lowver  [(ETEEEEE vov. A =
Ted Spread 11.1% 00
Commerical Paper/T-Bill Spread 11.1% [ 0000
Libor-OIS Spread 11.1% -
33.3% |
-4.000
Bond Market 6000 \j
Investment-Grade Corporate/Treasury Spread 6.7% [ v P i -8.000
Muni/Treasury Spread 6.7% ° ‘: | © 10,000
Swaps/Treasury Spread 6.7% 3 [ 12.000
High Yield/Treasury Spread 6.7% | Dec31 Dec3l Dec3i Decd3  Dec30  Dec Dec3l ~ Dec3i
Agency/Treasury Spread 6.7%
33.3%
Source: Bloomberg
Equity Market
S&P 500 Share Prices 16.7%
VIX Index 16.7%
33.3%
Total 100%

Contributions of the Money, Bond, and Equity Markets to Financial Conditions

The U.S. money market, which was the first sector to Financial Conditions Index Components
react to the onset of the financial crisis in the summer (Normalized Values, 2007-09)
of 2007, is now the first sector to reach positive territory (&-Score)
again. The Libor/OIS, Ted, and 90-Day Commercial )
paper spreads are now below their longer-term aver- o B = W -
ages, signaling the money-market’s confidence in the 2 ‘ “”W il
Fed's ability to resuscitate the financial markets. z I V‘ | M m,
Corporate and high-yield bond spreads remain wider -8 !
than normal, however, which perhaps reflects market -10
anxiety over the possibility of a double-dip recession. 12 |
And despite the recent gains in the equity market, the e
S&P 500 remains below its long-term trend, and the e
VIX index Of S&P VOlatIllty remains hlgher than normal- -]:]gan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jul-08 Oct-08 Jan-09 Apr-09 Jul-09
Financial Conditions Index ——Money Market
——Bond Market Equity Market
Source: Bloomberg
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Modified Taylor Rule Estimate of the Fed Funds Rate
(1987-2009)

for explanation, for similar functions. Index TAYL

ﬂ 95) Hodel Optlonw 97) References ~ g 1 U.S. Taylor Rule Model
[ ]

09/35/09 14:15

T - 140

Fed Funds Rate Outlook Matrix
Modified Taylor Rule Estimates of the Fed Funds Rate at Selected Levels of Inflation and Unemployment
Unemployment Rate

8.75 9.00 9.25 9.50 9.70 9.75 10.00 10.25 10.50

0.50 -6.75 -7.25 -7.75 -8.25 -8.65 -8.75 -9.25 -9.75 -10.25

0.75 -6.38 -6.88 -7.38 -7.88 -8.28 -8.38 -8.88 -9.38 -9.88

1.00 -6.00 -6.50 -7.00 -7.50 -7.90 -8.00 -8.50 -9.00 -9.50

1.25 -5.63 -6.13 -6.63 -7.13 -7.53 -7.63 -8.13 -8.63 -9.13
ore PeE 140 -5.40 -5.90 -6.40 -6.90 7.30 7.40 -7.90 -8.40 -8.90
1.50 -5.25 -5.75 -6.25 -6.75 -7.15 -7.25 -7.75 -8.25 -8.75

1.75 -4.88 -5.38 -5.88 -6.38 -6.78 -6.88 -7.38 -7.88 -8.38

2.00 -4.50 -5.00 -5.50 -6.00 -6.40 -6.50 -7.00 -7.50 -8.00

2.25 -4.13 -4.63 -5.13 -5.63 -6.03 -6.13 -6.63 -7.13 -7.63

Core PCE Inflation and the Nominal Fed Funds Rate

(1987-2009)
Core PCE (%) Fed Funds Rate (%)

for explanation. Index G

96) Edit - 97) Options-18) Bookmark 99) Hide G 77 - Core PCE and Fed Funds

w09,/ 10,2000 Monthly ayout m |eftustom CC]]

deral Reserve Policy Wat

13



Bloomberg

Financial Conditions Watch

September 11, 2009

U.S. Money-Market

TED Spread
(Three-Month US$ Libor less Three-Month T-Bill Rate)

Index G

=) EURDDOLLAR - TBILL

As of
TED Index Edit " ." Options -" Bookmai G 54 - US Money Market Spreads
e« [T TED: Index - EURODOLLAR - TBILL SFREAD = - 94112009

Last Price 16.4109
High on 10/10/08 463.6171
Average 69.3333
Low on 05/07/04 14,0220

400

F300

r200

100

16.4109
v

.TED Index GP <go>

U.S. Libor-OIS Spread
(Three-Month US$ Libor less Three-Month Swap Rate)
.USLIBOIS 111.60 Index G
At 14:27 0Op 12.97 Hi 13.67 Lo 11.40

LUSLIBOIS Index Edit -
L

e

G 54 - US Money Market Spreads

Last Price 11.6000
High on 10/10/08 364.4250
Average 38,6455
Low on 06/14/06 1.9130

11.6000

.USLIBOIS Index GP <go>

Commercial Paper/Three-Month T-Bill Spread
(90-Day Commercial Paper less 3-Mo. T-Bill Rate)

-CPZMOSPD 121 .80 —-1.20 Index G
At 08:54 0Op 21.80 Hi 21.80 Lo 21.80
Edit <" Options " Bookmarks - G 54 - US Money Market Spreads
e E 4-

Last Price 22.0037
High on 10/13/08 4622350
Average 64,8783
Low on 06/08/04 5.3888

.CP3MOSPD Index GP <go>

Market Expectations of the Fed Funds Rate
(Actual Fed Funds Rate and the Futures Implied Rate)

6.0

5.01

4.0 1

3.01

2.0 1

1.0 1

0.0 : : : .
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——Fed Funds Rate Futures Market Implied Rate

FFA Comdty CT <go>

Market Expectations of the Three-Month Euro-$ Rate

99 _ 385 +.005 ComdtyG

EDA Comdty Edit i

£0

G 54 - US Money Market Spreads

Last Price 99.385
High on 09/11/09 99.385
Average 95.680
_JLowon 05/13/04 83.415| .

EDA Comdty GP<go>
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U.S. Treasury Yield-Curve Spreads

U.S. 2-Year/Fed Funds Rate Spread

(Two-Year Treasury Yield less Fed Funds Rate)

-USO2Z2YFED T62.11 Index G

At 14:00 Op 62.92 Hi 64.53 Lo 60

USOZYFED Indesx

e« [T

Last Price 62,1126 r-100
High on 06/11/04 1804618

“|Average 21,3974 -150
Low on 01/18/08 -130 3601

Dec 31 Dec 30

.US02YFED Index GP <go>

U.S. 10-Year/3-Month Spread
(10-Year Treasury Yield less Three-Month T-Bill Rate)
.US10YO3M T318.82 -2_.21

At 14:40 Op 320.72 Hi 322.97 Lo 313.72
LUS 107031 Index E

Index G

G 55 - US Yield Curve Spreads

Last Price 318.8201
|High on 05/14/04 378 9544
Average 148 7659
Low on 03/02/07 -59.2917

Dec 26

.US10Y03M Index GP <go>

U.S. 10-Year/2-Year Spread

(10-Year less Two-Year Treasury Yields)

-UsS10YO02Y T245.20 -1.55 Index G

At 14:40 Op 246.80 Hi 247.70 Lo 240.69

G 55 - US Yield Curve Spreads

Last Price 2451968
High on 07/24/09 2664261
Average 101 30800 0
Low on 11/24/06 -17.8759

Dec 29 Dec 28

Dec 31 Dec 30

.US10Y02Y Index GP <go>

U.S. One-Year Forward Swap Rate in Nine Years’ Time
(2005-08)

USFS019 3.8681 - .0345 BBLC 3.8625/3.8737 CurncyG
At 14:41 Op 3.9037 Hi 3.9326 Lo 3.7942 Prev 3.9025
Edit™ " Optioi Bookmarks + G 55 - US Yield Curve Spreads

e > [

Last Price 3.8681
~{High on 07/06/07 58770
Average 4.8230|:
_|Low on 12/18/08 2.5304

USFS019 Index <go>
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U.S. Real Yields and Inflation Expectations

U.S. Five-Year TIPS Yield

(Five-Year Treasury Inflation-Protected Securities)

USGGTOS5Y 1.8495 - .0489 .8633/.849 Index G
At 14:00 Op .8978 Hi .8978 Lo .8495

USGGTOSY TNDEX Index G 56 - US Real Yield/Inf. Exp.
U 4

Last Price 0.8495
High on 10/24/08 2.9161
Average 1.5425
Low on 03/07/08 -0.1830

USGGTO5Y Index GP <go>

U.S. Five-Year Implied Breakeven Inflation Rate
(Five-Year Treasury less TIPS Yield)

USGGBEOS 711.2821 +.0351 1.2824/1.2818 Index G
At 14:45 Op 1.2491 Hi 1

UUSGGBEDS Index
el

G 56 - US Real Yield/Inf. Exp.

~|Last Price 1.2821p
High on 03/18/05 2.9051
| |Average 2.0740}.

Low on 11/28/08 -0.7780

Dec 31 Dec 30
2004 2005
1

USGGBEO5 Index GP <go>

U.S. Breakeven 5-Yr. Yield/Inflation Rate in 5-Years’ Time
(since April 2007)

USGGSYS5Y [2.2927 -.0734 2.2945/2.2909

At 14:45 0p 2.3705 Hi 2.4008 Lo 2.2667

LSGGSYSY Index =
i

USBGEVEY Index

Index G

G 56 - US Real Yield/Inf. Exp.

Last Price 2.2927+
High on 08/07/08 2.7321
Average 2.2989
_|Low on 01/02/09 0.5235| -
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USGGS5Y5Y Index GP <go>

U.S. 10-Year TIPS Yield
(10-Year Treasury Inflation-Protected Securities)
USGGT1OY T11.5618 -.0087 1.5686/1.5618 Index G

At 14:40 0Op 1.5652 Hi 1.5958 Lo 1.5179
USGATL0V Tndex Options - " Bookmarks + G 56 - US Real Yield/Inf. Exp.

Last Price 1.5618
High on 10/31/08 3.1270)
Average 1.9550]
Low on 03/07/08 0.9681

USGGT10Y Index GP <go>

U.S. 10-Year Implied Breakeven Inflation Rate
(10-Year Treasury less TIPS Yield)
USGGBE10 |[1.7579 -.0172 1.7563/1.7594 Index G
At 14:43 0p 1.7777 Hi 1.7882 Lo 1.7397
T Edt - O

USGGBELD Index
s s

G 56 - US Real Yield/Inf. Exp.

Last Price 1.7579
High on 03/18/05 2.7550|:
Average 2.2231(:
Low on 12/26/08 0.0989):

Dec 31 Dec 30
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1

USGGBE10 Index GP<go>
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U.S. Agency-Bond Yield Spreads

U.S. Two-Year Agency Spread

(Two-Year Agency less Two-Year Treasury Yield)
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U.S. Swap Spreads

U.S. Two-Year Swap Spread
(Two-Year U.S. Swap less Two-Year Treasury Yield)
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U.S. Corporate-Bond/Treasury Yield Spreads

U.S. AAA Corporate/Treasury Yield Spread
(AAA Corporate less 10-year Treasury Bond Yield)

-AAA1OY 1177.14 —-14.14 Index G

At 14:49 Op 190.75 Hi 195.34 Lo 177.14

ALALOY Tndex

e 4RAL
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Last Price 179.1401
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AAA10Y Index GP <go>
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At 14:49 Op 235.75 Hi 240.34 Lo 223.14

A10Y Tndex

G 59 - US Corporate Spreads
[ —(——— -

Last Price 224.0228
High on 11/28/08 450.2523
Average 184.0227
Low on 01/12/07 110.1009

\A10Y Index GP <go>

U.S.AA Corporate/Treasury Yield Spread
(AA Corporate less 10-year Treasury Bond Yield)

-AA1O0Y 1190.14 -14.14 Index G
At 14:49 0p 203.75 Hi 208.34 Lo 190.14
5101 G ndex ol “BodkmaRss 659U

S Corporate Spreads

09

Last Price 180.5228
High on 12/19/08 3590922
Average 165.0356
Low on 03/03/06 83,7580

.AA10Y Index GP <go>

U.S. Baa Corporate/Treasury Yield Spread
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U.S. Credit Default Swaps

IBOX North American Five-Year Investment-Grade Index IBOX North American Crossover Index
since October 4, 2005 since September 22, 2006
D D D 0 CD A
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High-Yield Spreads

U.S. High-Yield Corporate Spread EMBI+ Spread
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U.S. Municipal-Bond Yield Spreads

U.S. AAA Muni Bond Spread
(AAA Muni less 10-Year Treasury Yield)
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U.S. Equity Market — Trend, Volatility, and Valuation
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Fixed Income and FX Market Volatility

Move Index
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U.S. Economic Indicator Watch

United States Aug-08 Sepl8 QOct08 Nov08 Decd8 Jan09 Feb09 Mar09 Aprd9 May-08 Jun09 Julds  Aug-08
National Accounts
Real GOP (qoq % saar) - -2 - - -54 - - -64 - - -10 - -
Real GDP (yoy %) - 0.0 - - -1.9 - - -33 - - -39 - -
Morminal GDP (US$ bn) - 14547 - - 14347 - - 14178 - - 14143 - -
Mominal GDP (yoy %) - 28 - - 0.1 - - -14 - - -24 - -
Personal Consumption (yoy %) - -35 - - -3 -- -- 08 -- -- -10 - -
Private Investment {yoy %) - -6.9 - - -242 - - 505 - - 244 - -
Gov't Spending {yoy %) - 48 - - 1.2 -- -- -28 -- -- G4 - -
Inventories (change) (US$ bn) - -29.7 - - -374 - - -1139 -- -- -159.2 - -
GDP Price Deflator (goq % saar) - 4.0 - - 01 - - 14 - - an - -
Core PCE Deflator (qog % saar) -- 24 - - 09 -- -- 11 -- -- 20 -- --
Consumer Prices
Consumer Price Index {yoy %) 5.4 449 27 1.1 0.1 an 0.2 -04 07 -1.3 -14 -21
CPl less Food & Energy (yoy %) 25 25 22 20 18 17 1.8 138 18 18 17 15
PCE Price Index {yoy %) 4.4 4.1 32 14 06 05 0.6 0.2 0.1 -0.3 -04 08
Core PCE Index {yoy %) 27 25 23 21 18 1.7 1.8 17 17 1.6 15 14
Consumer Price Index {mom %) 0.0 0.0 08 1.7 -0.8 03 04 -01 00 0.1 a7 00
CFl less Food & Energy (mom %) 0.2 0.1 0.0 0.1 0.0 02 0.2 0.2 03 0.1 02 01
Producer Prices
PPl {Finished Goods) (yoy %) 97 88 52 04 -09 -08 -1.4 -34 3T -5.0 -46 63
PPl {Intermediate Goods) {yoy %) 16.3 153 9.8 1.7 -2.3 36 -5.2 -89 -105 -12.5 -125 -151
PPl {Crude Materials) {yoy %) 354 242 0.1 -18.8 -248 277 -345 -389 -40.0 -411 -400 -44 3
PPl ex-Food & Energy (yoy %) 37 40 47 43 45 42 38 33 34 30 33 26
Producer Price Index {mom %) 05 -01 26 =27 -1.8 09 -01 -08 02 0.2 18 09
PPl ex-Food & Energy (mom %) 05 04 05 00 03 0z 0.1 0.1 0.1 -0.1 05 -0.1
Labor Market
Unemployment Rate (%) 6.2 6.2 6.6 6.8 7.2 TG 8.1 8.5 8.9 9.4 95 94 97
Initial Jobless Claims {Weekly Ava) 440 470 480 520 544 581 637 653 638 632 616 557 573
Continuing Claims {(Weekly Avg) 3463 3607 3831 4125 4422 4888 5085 5648 6214 6755 6774 6269 6183
Chg. in MonFarm Payralls {mam 000) -175 -321 -380 -597 -631 -7 -681 -652 -519 -303 -463 -276 -216
Chg. in Mfg. Payralls {maom 000) -67 -65 -118 -121 -180 -262 172 -172 -150 -146 -123 -43 -63
Average Weekly Hours 337 336 335 334 333 333 333 331 331 331 330 331 33.1
Employment/Population Ratio 62.1 619 61.7 614 61.0 60.5 60.3 599 599 59.7 595 594 50.2
Mon-Farm Payroll Diffusion Index 347 347 271 205 205 221 20.8 1886 218 233 258 299 352
Household Employment
Job Openings Rate {yoy %) 26 24 24 24 23 21 22 18 18 1.9 19 18
Job Hires (yay %) 34 33 33 31 33 33 3.2 31 31 3.0 3 31
Job Separations (yoy %) 38 35 36 38 ar 3T 3B a5 35 33 33 33
Challenger Job Cut Announcements {yoy %) 1.7 326 73.9 1484 2745 2224 1585 1807 47.0 T4 -9.0 57 -12.8
ADP Employment Change (mom 000) -264 -268 -352 -518 -634 -655 -681 -736 -518 -461 -433 -360 -298
Avg. Hourly Earnings (yoy %) 38 36 39 349 29 T 35 34 31 3 238 27 26
Avg. Hourly Earnings (mom %) 0.4 0z 04 03 03 0z 0.2 0z oo 0.2 01 03 03
Employment Cost Index (yoy %) - 29 - - 285 - - 21 - - 18 - -
IUnit Labor Costs (goq % saar) - 46 - - 20 -- -- -50 -- -- -549 - -
Mon-Farm Productivity (gog %) -- -0.1 - - 08 -- -- 03 -- -- 66 -- --
Economic Activity
Industrial Production {yoy %) -1 -4.0 13 -1.3 -23 22 08 -18 07 -1 -04 05
Capacity Utilization (%! 776 745 754 744 727 711 706 695 69.0 63.3 681 635
Factory Orders {mom %) -4.3 -3.1 -6.0 6.5 -4.9 -35 0.7 -19 05 11 09 13
Durable Goods Orders {mom %) 55 an -85 -4.0 -4.6 78 1.6 S22 14 1.3 -1 51
Business Inventaries (mom %) 01 -04 -06 -1.0 -15 -1.2 -1.4 -13 -13 =12 -11
Wholesale [nventories (mom %) 0.6 -03 -1.0 07 -1.2 04 1.7 -18 13 1.2 -2 -14
NBER Business Cycle Indicators
Real Personal Income (index) 9456 9437 9452 9518 9514 9303 9169 9094 9074 9067 9008 9011
Mon-Farm Employment {000s) 137053 136732 136352 135755 135074 134333 133652 133000] 132481 132178 131715 131439 131223
Industrial Praduction {index) 108.2 1043 106.2 1048 1024 100.1 99.3 97.7 97.0 959 955 96.0
Real Mfg. & Trade Sales (mn) 1010850  984730] 975922 960830 955390 940882 942461 932447 926393 919979 914303
Business Conditions
IS Composite Index 493 434 38.7 36,6 329 3586 358 363 401 4238 443 43.9 52.9
ISM Prices Paid Index 770 535 37.0 255 180 29.0 290 310 320 435 500 55.0 65.0
IS Non-Manufacturing Indesx 504 50.0 446 374 401 429 416 403 437 44.0 470 464 43.4
Philly Fed Business Conditions Index =201 19 -38.7 -39.8 -36.1 =243 -41.3 S350 -244 -2286 -2.2 -15 4.2
Empire Mfg. Business Conditions Index =12 -a7 -24.3 -2449 -2749 -222 =347 =382 =147 -4.6 -9.4 -06 121
Richmond Fed Wfg. Incex -16 -18 -26 -38 -85 -49 -51 -20 -8 4 6 14 14
Chicago Purchasing Managers Index 564 559 333 336 351 333 M2 314 401 49 399 434 s0.0
Milwaukee Purchasing Managers Index 430 460 420 350 300 330 290 300 290 430 S00 450 S6.0

Source: Bloomberg
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United States Oct-08 Nov-08 Dec-08 Jan09 Feb-09 Mar-09 Apr09 May 09 Jun08 Jul-09 Aug-09
Fed Senior Loan Officer Survey
Tighter Standards C&l Loans Large Firms(%) - - 83.8 - - §4.2 - - 39.8 - - 31.5 -
Tighter Standards C& Loans Small Firms(%) - -- 745 - -- 65.2 - -- 423 - -- 34.0 -
Increasing Loan Rates Large Firms(%) - - 882 - - 828 - - 792 - - 58.3 -
Increasing Loan Rates Small Firms(%) - - 92.7 - - 88.8 - - 75.0 - - B4.2 -
Stronger Demand C&| Loans Large Firms(%) - - -18.7 - - -B0 4 - - -G0.4 - - -44 4 -
Stronger Demand C&l Loans Small Firms(%) - -- -7.4 - -- -B7 7 - -- -63.8 - -- -54.7 -
Stronger Dernand for Consurmer Loans{%) - -- -48 1 - -- -47 1 - -- -176 - -- =212 -
More Willingness to Lend to Consumers(%) — - 472 - - -16.0 - - -5.9 - - -6.0 -
Leading Indicators
CQECD Leading Indicatar for U.S. {index) 98.1 96.5 94.5 92.7 91.0 89.8 89.2 891 895 90.7 92.0 934
OECD Leading Indicator for U.S. [yoy %) 53 -B.7 -8.2 -8.8 -1 -12.0 -124 -12.2 -118 -101 8.3 -6.0
Conference Board Leading Indicator (index) 1006 100 6 63 8 495.0 5939 98 .8 §8.2 4979 99.0 1002 101.0 1016
Conf. Board Lead. Ind. (yoy %) -3.2 -32 -3.8 -4.0 -4.0 -3.8 -3.4 -4.0 -3.0 -1.8 -1 0.2
Conf. Board Lead. Ind. (mam %) -0.8 0.0 -1.0 -0.8 -0.1 -0.3 -0.4 -0.3 1.1 1.2 0.8 0.6
Leading Indicater Components
Average Waork Week (hours) 40.8 405 404 40.2 3849 388 39.8 394 396 39.4 395 398
Jobless Claims (000) 4359 4704 480.1 5187 5440 5808 6368 6580 624 4 6325 B16.1 556.5
Mew Orders - Consumers (index) 1289 1280 1258 1225 1196 171 171 1148 116.2 1140 114.1 1142
Yendar Delivery Performance (index) 0.5 518 483 48.6 457 453 46.7 436 44 9 498 50 B 520
Mew Orders — Capital (index) 44.4 437 40.8 38.8 344 nao 324 321 Nnao 338 329 333
Buidling Permits (000} 857 805 729 630 564 a3 540 a1 498 518 a70 560
Stock Prices (index) 1281 1217 989 g83 g78 868 g05 78T 848 902 928 936
M2 Money Supply (index) 6250 5322 B444 8557 6757 7607 7810 TEB3 7628 7682 TEB4 7640
Yield Curve Spread (%) 1.8 19 28 3.1 23 24 27 26 28 R 38 34
Consurner Expectations {index) 57.8 B7.2 570 53.8 54.0 57 8 50.5 535 631 69.4 69 .2 632
Housing Market
Hausing Starts (000) 849 822 763 B85 556 488 574 521 473 551 287 581
Building Permits (000} a57 806 729 B30 564 2N 550 a1 498 518 570 284
Mew Home Sales (000) 444 436 408 380 374 328 354 33z 345 3682 388 433
Existing Home Sales (mn) 4.9 5.1 4.8 4.5 4.7 4.5 4.7 4.6 47 4.7 489 5.24
Existing Home Sales (mom %) -1.2 34 -3.1 -8.1 44 -5.3 48 -34 24 1.3 3B 72
Pending Home Sales (mom %) 6.0 -16 4.7 -3.9 48 -7 20 32 71 [IR:) 3B 32
MAHEB Housing Market Index 16 17 14 9 9 8 9 9 14 16 14 17 18
MBA Mortgage Appl. (avg weekly % chg) 1.3 23 -3.8 28.8 1.0 -B.1 -1.8 16.9 -4.8 -8.2 -8.8 1.3
Mortgage Delinquencies (% of Total Loans) - 70 - - 78 - - 91 - - 92 - -
S&PiCase-Shiller Home Price Index [yoy %) -1B6 -17.4 -18.1 -182 -18.6 -19.0 -187 -18.7 -18.1 -170 -15.4
Retail Sales
Retail Sales (mom %) -0.3 -1.5 -3.1 221 -32 17 0.4 -1.2 -0.3 0.5 08 -0
Retail Sales less Autos (maom %) =11 -0.7 -2.8 -2.2 -35 14 1.1 =11 -0.3 02 05 -0.6
Retail Sales (yoy %) 1.1 -1.8 -5.0 -8.4 -10.6 -9.1 -8.0 -84 -10 -9.8 -89 -8.3
Retail Sales less Autos (yoy %) 4.4 32 0.z -4.4 -7 -B.0 -4.5 -6.2 -7.5 -7.8 -8 -8.5
ICSC Chain Store Sales (yoy %) 1.7 10 -08 -27 -20 -18 -0.1 =21 o7
Total Vehicle Sales (mn}) 13.7 125 10.8 10.2 103 9.6 9.1 99 9.3 9.4 9.7 1.3 14.1
Damestic Wehicle Sales (mn) 104 96 7.9 7.6 78 6.9 6.4 71 7.0 7.4 72 84 10.2
Consumer Confidence
Conference Board Index 58.8 B14 B8 447 3B6 T4 253 2649 408 54.8 493 474 541
U. of Michigan Confidence Index B3.0 703 57.8 553 BO.1 61.2 56.3 573 B5.1 B6.7 708 B&.0 B5.7
ABC Consurmer Confidence Index -500 -41.0 -48.0 -520 -49.0 -54.0 -480 -49.0 -45.0 -470 -51.0 -47.0 -450
Personal Sector
Personal Income (yay %) 30 25 18 11 04 -0.8 -1.68 -2.2 =20 -2.2 -32 -24
Personal Income {(mom %) 04 01 -0.3 -0.3 -0.3 -1.3 -0.8 -05 0.3 14 =11 0.0
Pesonal Expenditure (yoy %) -0.7 -1.2 -1.5 -1.7 -22 -18 -1.3 -1.7 -1.8 -1.7 -18 -0.8
Pesanal Expenditure (mom %) 0.0 -05 -0.3 01 -07 0B 01 -0z -0.2 01 0.1 02
Personal Savings Rate (%) 1.7 22 28 38 47 44 34 35 45 6.0 45 4.2
Consurner Credit (Net Change) (US$ bn) -5.4 22 -34 -1048 -54 5.3 -130 -16.1 -17.3 -8.8 -15.4 -21.68
External Sector
Current Account Bal. (US$ bn) - -184.2 - - -184.9 - - -101.5 - - - -
Trade Balance (US$ bn) -B09 -B0.1 -58.4 -432 -41.49 -370 -2BB -284 -291 -264 -27.5 -320
Exports (yoy %) 155 78 37 -34 -10.3 -16.3 -166 -17.6 -2 B -212 -22.7 -224
Imports (yoy %) 134 2] 38 -10.3 -15.2 -234 -285 -27.3 -308 -312 -313 -304
Import Price Index (yoy %) 18.1 131 4.9 -5.4 -74 -12.8 -127 -14.0 -16.4 -173 -17.7 -19.2 -150
Import Price Index (mom %) -3.1 -36 -6.0 -7.4 -16.9 -1.3 0.0 1.6 1.1 1.7 27 -0.7 2.0
Met Long-Term TIC Flows (US$ bn) 14.8 B5.1 -0.1 -258 346 -368 220 R 1.5 -194 807
Total Net TIC Flows (US$ bn) 18.7 1559 2731 B0.8 B3.1 -144.0 -88.2 271 -39.9 -B57 -31.2
Geovernment Secter
Gov't SurplusDeficit (US$ bn) -111.8 457 -155.8 -125.2 -51.8 -63.5 -193.9 -191.6 -208 -189.7 -84.3 -180.7 -111.4
Monetary Sector
M1 Money Supply (yoy %) 14 5.8 B9 10.8 16.2 14.4 13.0 13.0 151 15.4 184 174 18.5
M2 Money Supply (yoy %) 5.4 5.4 75 78 9.6 10.0 8.2 93 8.3 8.8 3.0 8.1 78
Financial Indicators
Fed Funds Rate (%) 2.00 2.00 1.00 1.00 0.25 0.25 028 0.25 0.25 0.25 0.25 0.25 0.25
3-Month T-Bill Rate (%) 1.1 0.0 0.44 0.04 0.08 0.23 0.25 0.20 0.12 013 0.18 0.18 013
10-vear Treasury Yield (%) 381 3.82 3.0 282 2 2.84 3.m 266 312 346 3.3 3.48 340
Stock Prices Index (S&P 500) 1283 1166 959 996 903 828 735 798 873 919 919 ag7 1021
US$ Major Currency Index 74.1 755 804 82.7 80.7 81.0 831 838 g2.3 768 770 7449 744

Source: Bloomberg
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Euro-Area Financial Conditions
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Euro-Area Bank Lending Conditions for Enterprises

Tightening of Credit Standards for Enterprises—Past 3 Mo.
(ECB Bank Lending Survey)
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Overall Demand for Loans by Enterprises—Past 3 Mo.
(ECB Bank Lending Survey)
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Euro-Area Bank Lending Conditions to Households

Tightening of Standards for Home Purchase—Past 3 Mo.
(ECB Bank Lending Survey)
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Japan’s Financial Conditions

Bank of Japan Policy Rate TIBOR-OIS Spread
(BoJ Overnight Call Target Rate) (Three-Month Tibor Rate less Effective Overnight Swap Rate)
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Japan Bank Lending Conditions for the Past Three Months

Credit Standards for Households—Past 3 Months
(BoJ Senior Loan Officer Opinion Survey)
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U.K. Financial Conditions

Bank of England Policy Rate
(BoE Base Rate)
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Credit Standards for Households—Next 3 Months
(BoE Credit Conditions Survey)
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Availability of Credit to the Corporate Sector—Past 3 Mo.
(BoE Credit Conditions Survey)
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A Timeline of Events that Led to the Current Global Financial Crisis
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Libor/OIS  Yield
Spread Spread

March 5, 2007:

March 29, 2007:

April 2, 2007:

July 17, 2007:

July 19, 2007:

Aug. 9, 2007:

Aug. 17, 2007:

Aug. 22, 2007:

Sept. 7, 2007:

Sept. 14, 2007:

Oct. 9, 2007:

Oct. 30, 2007:

Nov. 4, 2007:

Jan. 11, 2008:

HSBC Holdings Plc, Europe's biggest bank by market value, says the
U.S. subprime market is ““unstable" and now in a ““downturn," mak-
ing it the main drag on company earnings.

HSBC Chairman Stephen Green says the U.S. subprime mortgage
services division will be ““run down significantly" as the bank tries
to recover from loan losses.

New Century Financial Corp., which specialized in loans to people
with poor credit, files for bankruptcy protection after being over-
whelmed by customer defaults.

Investors in two Bear Stearns Cos. Hedge funds that invested in
collateralized debt obligations backed by subprime mortgage loans
are told there is no value left in the funds, wiping out $1.6 billion
originally invested.

Federal Reserve Chairman Ben S. Bernanke tells the U.S. Senate's
Banking Committee that there may be as much as $100 billion in
losses associated with subprime mortgage products.

BNP Paribas SA, France's biggest bank, halts withdrawals from
three investment funds because it can't ““fairly" value their holdings,
as concern over U.S. subprime mortgage losses roils credit mar-
kets.

The Fed lowers the interest rate it charges banks and acknowl-
edges for the first time that an extraordinary policy shift is needed to
contain the subprime-mortgage collapse.

Countrywide Financial Corp., the biggest U.S. mortgage lender, sells
$2 billion of preferred stock to Bank of America Corp., the biggest
U.S. bank by market value, to bolster its finances.

The three-month London interbank offered rate, or Libor, the rate
banks charge each other for dollars, rises to a seven-year high,
signaling efforts by central banks to free up lending are sputtering.

Northern Rock Plc says the Bank of England agreed to provide
emergency funds to ease a ““severe liquidity squeeze" sparked by
U.S. subprime mortgage defaults following the first run on a British
bank in more than a century.

U.S. stock indexes rally to records for the second time in a month
after minutes from the Fed allayed investor concern that the U.S.
economy is heading for a recession. The Dow Jones Industrial Av-
erage and the Standard & Poor's 500 Index set all-time highs, with
the Dow closing at 14,164.53.

Merrill Lynch & Co. ousts Stan O'Neal as chairman and chief execu-
tive officer after reporting a $2.24 billion loss, six times bigger than a
forecast the firm offered just three weeks earlier.

Citigroup Inc. CEO Charles ““Chuck" Prince, who took over in 2003,
steps down after the largest U.S. bank by assets increased its
estimate for mortgage-related writedowns.

Bank of America, the biggest U.S. bank by market value, agrees to
buy Countrywide for about $4 billion.
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March 14, 2008: Bear Stearns Cos. gets emergency funding from the U.S. Federal 62 281 1401 -1.80

March 16, 2008:

April 1, 2008:

April 9, 2008:

April 28, 2008:

May 31, 2008:

June 20, 2008:

July 11, 2008:

July 31, 2008:

Aug. 12, 2008:

Aug. 31, 2008:

Sept. 7, 2008:

Sept. 15, 2008:

Sept. 16, 2008:

Sept. 18, 2008:

Sept. 21, 2008:

Sept. 23, 2008:

Reserve and JPMorgan Chase & Co. as a run on the bank depletes
its cash reserves in three days.

JPMorgan Chase agrees to buy Bear Stearns for 7 percent of its
market value in a sale brokered by the Fed and the U.S. Treasury.

Lehman Brothers Holdings Inc., the fourth- largest U.S. securities
firm, raises $4 billion from a stock sale to quell speculation it's short
of capital.

Washington Mutual Inc. rejected an offer from JPMorgan Chase to
buy it for as much as $8 a share, or $7 billion, before announcing it
received a $7 billion capital infusion from a group led by TPG Inc., the
Wall Street Journal reports, citing people familiar with the situation.

The U.S. Internal Revenue Service starts distributing tax rebates
electronically as part of a $168 billion economic stimulus plan.

Bear Stearns ceases to exist as the acquisition by JPMorgan is
completed.

The Dow closes below 12,000.

IndyMac Bancorp Inc., the second-biggest independent U.S. mort-
gage lender, is seized by federal regulators after a run by deposi-
tors depleted its cash.

Nationwide Building Society, Britain's fourth-biggest mortgage lender,
says U.K. house prices declined the most in almost two decades in
July and consumer confidence fell to a record low as the economy
edged closer to a recession.

UBS AG, Switzerland's biggest bank, announces plans to separate
its investment banking and wealth management units after mounting
subprime writedowns prompt rich clients to withdraw funds for the
first time in almost eight years.

Commerzbank AG agrees to buy Allianz SE's Dresdner Bank for 9.8
billion euros ($13.3 billion) in Germany's biggest banking takeover in
three years.

The U.S. government seizes control of Fannie Mae and Freddie Mac,
the largest U.S. mortgage-finance companies.

Lehman Brothers Holdings Inc. files the largest bankruptcy in his-
tory, and Bank of America agrees to acquire Merrill Lynch for about
$50 billion.

American International Group Inc. accepts an $85 bhillion loan from
the Fed to avert the worst financial collapse in history, and the
government takes over the company.

Lloyds TSB Group Plc, the U.K.'s biggest provider of checking ac-
counts, agrees to buy HBOS Plc, Britain's largest mortgage lender,
for 10.4 billion pounds ($18.1 billion).

Goldman Sachs Group Inc. and Morgan Stanley receive approval to
become commercial banks regulated by the Fed as tight credit mar-
kets forced Wall Street's two remaining independent investment banks
to widen their sources of funding.

Goldman Sachs says it will raise at least $7.5 billion from Warren
Buffett's Berkshire Hathaway Inc. and public investors in a bid to
quell concerns that pushed up the Wall Street firm's borrowing costs
and hurt its stock.
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26, 2008:

26, 2008:

26, 2008:

27, 2008:

28, 2008:

29, 2008:

30, 2008:

Oct. 1, 2008:

Oct. 3, 2008:

Oct. 5, 2008:

Oct. 6, 2008:

Oct. 9, 2008:

Oct. 11, 2008:

The U.S. Securities and Exchange Commission ends a program that
monitored securities firms' capital after Morgan Stanley and Goldman
Sachs, the only companies remaining under its jurisdiction, became
banks overseen by the Fed.

The SEC's inspector general releases a report asserting that the
agency failed in overseeing Bear Stearns because it knew the firm
had ““high leverage" and was too concentrated in mortgage securi-
ties before its forced sale to JPMorgan Chase & Co.

Washington Mutual Inc. is seized by government regulators and its
branches and assets sold to JPMorgan Chase in the biggest U.S.
bank failure in history.

Washington Mutual files for bankruptcy protection.

Fortis, the largest Belgian financial- services firm, receives an 11.2
billion-euro rescue from Belgium, the Netherlands and Luxembourg
after investor confidence in the bank evaporates.

The House of Representatives rejects a $700 billion plan to rescue
the U.S. financial system, sending the Dow Jones Industrial Average
down 778 points, its biggest point drop ever. Citigroup agrees to
acquire the banking operations of Wachovia Corp. for about $2.16
billion after shares of the North Carolina lender collapsed under the
weight of overdue mortgages. Bradford & Bingley Plc, the U.K.'s
biggest lender to landlords, is seized by the government. The Dow
closes below 11,000.

Dexia SA, the world's biggest lender to local governments, gets a
6.4 billion-euro state-backed rescue as a worsening financial crisis
forces policy makers across Europe to aid ailing banks. Ireland says
it will guarantee its banks' deposits and debts for two years.

The U.S. Senate approves a revised version of the rescue plan that
was refashioned to entice enough votes for passage.

The House passes the revised version of the rescue plan. Wells
Fargo & Co., the biggest U.S. bank on the West Coast, agrees to buy
all of Wachovia for about $15.1 billion, trumping Citigroup's govern-
ment-assisted offer. U.S. President George W. Bush signs the res-
cue plan into law.

BNP Paribas SA, France's biggest bank, will take control of Fortis's
units in Belgium and Luxembourg after an earlier government rescue
failed to ensure the company's stability as the global credit crisis
worsened.

The Fed says it will double its auctions of cash to banks to as much
as $900 billion and is considering further steps to unfreeze short-
term lending markets as the credit crunch deepens. The German
government and the country's banks and insurers agreed on a 50
billion euro rescue package for commercial property lender Hypo
Real Estate Holding AG after an earlier bailout faltered. The Dow
Jones Industrial Average falls below 10,000 for the first time in four
years.

Citigroup walks away from its attempt to buy Wachovia, handing
victory to Wells Fargo. The Dow Jones falls below 9,000 for the first
time in five years and briefly dips below 8,000.

U.S. Treasury Secretary Henry Paulson indicates that pumping gov-
ernment funds into banks is a priority, saying financial markets will
remain volatile.

Libor/OIS
Spread

137

208

208

208

208

232

232

232

251

289

288

288

354

Baa/Trsy.

Yield
Spread

382

388

388

388

388

404

404

403

413

438

446

446

453

S&P 500
Index

1188

1213

1213

1213

1213

1106

1106

1166

1161

1099

1057

1057

910

Financial
Cond.
Index

-5.01

-6.13

-6.13

-6.13

-6.13

-7.71

-7.71

-6.88

-7.42

-8.56

-8.94

-8.94

-10.62

39



Bloomberg Financial Conditions Watch September 11, 2009

Baa/Trsy. Financial
Libor/OIS  Yield S&P 500 Cond.
Spread Spread Index Index

Oct. 12, 2008: European leaders agree to guarantee bank borrowing and use gov- 364 488 899 -11.51
ernment money to prevent big lenders from going under, trying to
stop the financial hemorrhage and stave off a recession.

Oct. 13, 2008: The Fed leads an unprecedented push by central banks to flood the 354 477 1003 -10.57
financial system with as many dollars as banks want, backing up
government efforts to revive confidence and helping to reduce
money-market rates.

Royal Bank of Scotland Group Plc, HBOS Plc, and Lloyds TSB Group 354 477 1003 -10.57
Plc get an unprecedented 37 billion-pound bailout from the U.K. gov-

ernment as Germany, France and Spain prepare similar rescues.

Germany says it will provide as much as 500 billion euros in loan

guarantees and capital to bolster the banking system, the country's

biggest government intervention since the Berlin Wall came down in

1989.

Nov. 5, 2008: Barack Obama is elected the 44th president of the United States, 192 556 953 -7.33
opening a new chapter in the country's history as the first African-
American to hold the world's most important job. The lllinois senator
caps his 21-month quest with a sweeping electoral victory that also
enhances the Democrats' majority in Congress and marks the end of
an era of Republican dominance in Washington.

Nov. 8, 2008: General Motors Corp., seeking U.S. aid to avoid collapse, said it may 176 549 931 -7.12
not have enough cash to keep operating this year and will be “sig-
nificantly short" by the end of June unless the auto market improves
or it adds capital.

Nov. 14, 2008: The European economy falls into its first recession in 15 years. 173 554 873 -7.95
Gross domestic product in the 15 euro nations shrank 0.2 percent
from the previous three months, when it also contracted 0.2 per-
cent, the Union's Luxembourg-based statistics office said.

Dec. 11, 2008: Bernard Madoff is arrested and charged with securities fraud by 173 611 874 -7.32
U.S. prosecutors after telling his two sons and federal investigators
that he had been using money from new investors to pay off old
ones in a massive Ponzi scheme. The 70-year-old president of New
York-based Bernard L. Madoff Investment Securities LLC said cli-
ents lost $50 billion.

Dec. 19, 2008: U.S. President George W. Bush announces troubled automakers 129 595 888 -6.18
General Motors Corp. and Chrysler will get $13.4 billion in govern-
ment loans to allow them to keep operating until March. If the compa-
nies can't demonstrate financial viability by March 31, the loans will
be called and the money must be returned.

Dec. 31, 2008: London's FTSE 100 closes 31 percent down in 2008, its worst 121 586 903 -5.58
annual decline on record. Banks and basic resources companies
suffered the biggest losses. HBOS Plc lost 90 percent of its value
over the year. Royal Bank of Scotland Group Plc, the second-worst
performer, tumbled 87 percent.

Jan. 12, 2009 U.S. President George W. Bush asks Congress to prepare $350 99 574 870 -5.08
billion in Troubled Asset Relief Program funds for President-elect
Barack Obama to use in case of an “economic emergency." The
money includes initiatives to stem mortgage foreclosures. Obama
vows to place conditions on how it's spent.
{NXTW NSN KDEO8HOUQVI9 <GO>}

Jan. 15, 2009 Ireland's government nationalizes Anglo Irish Bank Corp., scrapping 89 570 844 -5.28
a proposed 1.5 billion-euro ($1.97 billion) cash injection less than
four weeks after the government agreed to bail out the Dublin-based
bank and take a 75 percent stake. Anglo Irish lost 98 percent of its
value last year as losses on property loans mounted.
{NXTW NSN KDJ7TI0OUQVJJ <GO>}
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Jan. 16, 2009 Bank of America receives $138 billion in TARP funds, in exchange 95 559 850 -4.92
for preferred shares in the Charlotte, North Carolina-based bank,
the same day it reports a fourth-quarter loss of $1.79 billion and
slashes its dividend to a penny a share. The shares drop 14 per-
cent, or $1.14, to $7.18.
{NXTW NSN KDL2UE1AL1l4l <GO>}

Jan. 26, 2009 Timothy Geithner, 47, is approved by the Senate to be Treasury 94 566 837 -4.86
secretary, putting him at the center of a global effort to arrest the
financial crisis and end the longest U.S. recession in a quarter-
century. The vote is 60-34 in his favor, the closest post-World War Il
margin for a Treasury secretary.
{NXTW NSN KE3QW71A74EF <GO>}

Feb. 10, 2009 The Federal Reserve says a new program to spur consumer and 96 517 827 -4.62
business loans may increase to as much as $1 trillion from $200
billion and include loans backed by residential and commercial real
estate.
{NXTW NSN KEUZTRO7SXKX <GO>}

Feb. 17, 2009 President Barack Obama signs into law a $787 billion stimulus pack- 98 527 789 -4.84
age, one of the biggest economic rescue efforts in U.S. history. The
measure, rejected by almost all Republicans in Congress, combines
tax breaks and government spending to help revive a worsening
U.S. economy and save or create about 3.5 million jobs.
{NXTW NSN KF88PCOYHQOX <GO>}

Feb. 25, 2009 The 19 biggest U.S. banks are given until the end of April to pass a 101 520 765 -4.62
mandatory government ““stress test" of their balance sheets and
six months to raise private capital or accept government funds in the
form of convertible preferred securities. Those would give the gov-
ernment voting rights in the banks if the government converts them
into common stock, Treasury officials say.
{NXTW NSN KFN8021A74E9 <GO>}

Mar. 2, 2009 U.S. insurer AIG posts a record $61.7 billion fourth-quarter loss and 102 534 701 -5.27
the Treasury agrees to spend as much as $30 billion more on pre-
ferred shares. ‘Liquidity is not an issue for us now," says AIG Chair-
man Edward Liddy. A restructuring of the firm “will take time and
possibly further government support, if markets do not stabilize and
improve," the Treasury and Fed say in a statement.
{NXTW NSN KFWRUSOQ07SXKX <GO>}

Mar. 7, 2009 Lloyds Banking Group Plc, Britain's biggest mortgage lender, agrees 103 531 683 -5.18
to cede control to Prime Minister Gordon Brown's government in
return for state guarantees covering 260 billion pounds ($367 billion)
of risky assets. The government's stake rises to as much as 75
percent, making Lloyds the fourth U.K. bank to slip into state control
since the run on Northern Rock Plc in September 2007.
{NXTW NSN KG54EO1A74E9 <GO>}

Mar. 12, 2009 Industrial production in Germany, Europe's largest economy, dropped 107 556 751 -4.90
the most on record in January as the global recession sapped de-
mand for goods at home and abroad. From a year earlier, output
collapsed 19.3 percent.
{NSN KGE3U91A114G <GO>}

Mar. 12, 2009 General Electric Co.'s finance arm lost the AAA rating from Standard
& Poor's for the first time since 1956 as a global recession sapped
earnings and exposed potential risks.

{NSN KGEAEPOUQVIC <GO>}

Mar. 18, 2009 U.K. unemployment rose at the fastest pace since at least 1971 in 107 586 794 -5.05
February. The number of people receiving unemployment benefits
increased 138,400 to 1.39 million. A broader measure of unemploy-
ment climbed above 2 million for the first time since 1997 and in-
comes grew at the slowest pace since at least 1991.
{NSN KGP4601A114l <GO>}
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Mar. 18, 2009 The Federal Reserve announced plans to buy $300 billion in Trea- 107 586 794 -5.05
sury securities and acquire more mortgage and agency debt in an
effort to bolster housing and hasten the end of the recession.
{NSN KGPU3EOUQVIU <GO>}

Mar. 23, 2009 The U.S. Treasury announced a plan aimed at financing as much as 99 591 823 -4.96
$1 trillion in purchases of distressed assets to help a financial sys-
tem that is "still working against recovery."
{NSN KGYK3407SXKX <GO>}

Mar. 30, 2009 General Motors Corp. Chief Executive Officer Rick Wagoner was 98 577 788 -5.05
forced out after President Barack Obama's task force decided he
was unable to craft a plan to save the automaker he ran for more
than eight years. Chief Operating Officer Fritz Henderson became
CEO and director Kent Kresa succeeded Wagoner as chairman.
{NSN KHB0O3GO07SXLE <GO>}

Apr. 2, 2009 The Financial Accounting Standards Board, pressured by U.S. law- 94 569 834 -4.63
makers and financial companies, voted to relax fair-value rules. The
changes to so-called mark-to-market accounting allow companies
to use "significant" judgment when gauging the price of some in-
vestments on their books, including mortgage-backed securities.
{NSN KHHAP90YHQOX <GO>}

Apr. 2, 2009 The Group of 20 policymakers agreed on a regulatory blueprint for
reining in the excesses that fed the worst financial crisis in six
decades and pledged more than $1 trillion in emergency aid to cush-
ion the economic fallout. Meeting in London, world leaders called for
stricter limits on hedge funds, executive pay, credit-rating compa-
nies and risk-taking by banks. They also boosted the resources of
the International Monetary Fund and offered cash to revive trade to
help governments weather the economic and social turmoil.

{NSN KHHE700UQVJO0 <GO>}

Apr. 13, 2009 Goldman Sachs Group Inc. announced plans to raise $5 billion to 94 562 859 -4.25
repay U.S. government rescue funds after posting profit that ex-
ceeded the most optimistic Wall Street estimates.
{NSN KI25JNOD9L35 <GO>}

Apr. 14, 2009 Lawrence Summers, director of the White House National Economic 93 561 842 -4.25
Council, said he sees a "more balanced feel" to economic reports.
Video
{NSN KI409G1A1I4H <GO>}

Apr. 17, 2009 Federal Reserve Chairman Ben S. Bernanke said the collapse of 91 546 870 -3.83
U.S. lending will probably cause "long-lasting" damage to home prices,
household wealth and borrowers' credit scores. "One would be
forgiven for concluding that the assumed benefits of financial inno-
vation are not all they were cracked up to be," the Fed chairman
said.
{NSN KI979P0YHQOX <GO>}

April 24, 2009 The U.K. economy shrinks more than economists forecast in the first 87 529 866 -3.80
quarter in the biggest contraction since the rise of Margaret Thatcher
in 1979 as manufacturing and business services posted record
declines. Gross domestic product falls 1.9 percent after declining
1.6 percent in the previous quarter. The economy fails to grow for a
year.
{NSN KILIMO3T6SQQ <GO>}

April 24, 2009 German business confidence, according to the Ifo Institute, rebounds
more than economists forecast from a 26-year low in April as inter-
est-rate cuts and government stimulus packages boosted expecta-
tions that the recession will ease later in 2009.

{NSN KILJVO1A74E9 <GO>}
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Chrysler LLC, the automaker that survived a near-death experience
in 1979, files for bankruptcy protection to streamline operations and
shed debt in a reorganization that includes ltaly's Fiat SpA as a
partner.

{NSN KIXCOCOD9L36 <GO>}

China's manufacturing expands for the first time in nine months after
declines in export orders moderated and investment surged be-
cause of the government's four trillion yuan ($586 billion) stimulus
package.

{NSN KJ41601A1l4H <GO>}

Federal regulators unveil what Treasury Secretary Timothy Geithner
terms a "reassuring” picture of a U.S. banking system able to with-
stand whatever stresses the recession may inflict on it once a
handful of institutions add to their capital base. Federal Reserve
stress tests on the 19 biggest lenders show Bank of America Corp.,
Wells Fargo & Co. and Citigroup Inc. together require about $54
billion, said people familiar with the conclusions.

{NSN KJ9GXDOYHQOX <GO>}

Britain's top-level credit rating is more likely to be cut by Standard &
Poor's as the government's finances deteriorate amid the worst
recession since World War Il. The U.K.'s AAA outlook is lowered to
"negative” from "stable" because of the nation's increasing "debt
burden," S&P said.

{NSN KJZK651A74E9 <GO}

Confidence among U.S. consumers jumps to the highest level since
September, reflecting growing perceptions that the job market will
improve. The Conference Board's sentiment index surged more than
forecast and posted the biggest gain since April 2003. Another re-
port showed that home prices continued to plunge.

{NSN KK99JEQ7SXKX <GO>}

General Motors Corp., once the world's largest automaker, plans to
file for bankruptcy protection on June 1 and sell most of its assets to
a new company, people said. GM, which would follow Chrysler LLC
into bankruptcy, plans to build a new business around assets such
as the Cadillac and

Chevrolet brands.

{NSN KKD35U1A74E9 <GO>}

Japan's industrial output surges the most in 56 years in April as a
rebound in exports helped the economy emerge from its worst re-
cession since World War Il. Production rises 5.2 percent from March,
the second monthly gain.

{NSN KKEOPNO7SXKX <GO>}

General Motors Corp., the world's largest carmaker until its 77-year
reign ended last year, filed for bankruptcy protection in the U.S. with
a plan to create a 21st-century company that can compete in world
markets.

{NSN KKKMVN1A1l4H <GO>}

General Motors Corp. and Citigroup Inc., crippled by the first global
recession since World War Il, were removed from the Dow Jones
Industrial Average and replaced by Cisco Systems Inc. and Travel-
ers Cos.

{NSN KKKKJI1A1l4l <GO>}
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Japanese companies cut spending at the fastest pace in 54 years
as a slump in global demand eroded profits, leaving less money for
plant and equipment. Capital spending excluding software fell 25.4
percent in the three months ended March 31 from a year earlier, the
largest drop since the government began the survey in 1955, the
Ministry of Finance said today in Tokyo. Profits tumbled a record 69
percent.

{NSN KKP5F70D9L35 <GO>}

Ireland's credit rating was lowered by Standard & Poor's for the
second time in three months on the cost of bailing out the country's
banking industry. The rating was dropped to AA from AA+ with a
"negative" outlook, indicating that S&P is more likely to lower the
classification again than raise it or leave it unchanged, the company
said today in a statement. Ireland lost the top AAA credit rating on
March 30, having won it in October 2001.

{NSN KKWZNWOYHQOX <GO>}

The U.S. Treasury approved 10 banks to buy back $68 billion of
government shares, reducing officials' authority to intervene in ev-
erything from lending and hiring strategies to compensation policies.
"These repayments are an encouraging sign of financial repair, but
we still have work to do," Treasury Secretary Timothy Geithner said
in a statement released in Washington today.

{ NSN KKZ4VKOD9L3F <GO>}

The Federal Reserve will let one of its emergency programs expire
and trim two others in a sign that improving financial markets allow a
first step toward ending its unprecedented interventions. "Condi-
tions in financial markets have improved in recent months, but mar-
ket functioning in many areas remains impaired and seems likely to
be strained for some time," the Fed said in its statement.

{NSN KLSXSY0UQVI9 <GO>}

The U.S. Treasury Department today named nine asset managers
for the Public-Private Investment Program (PPIP), in an effort to re-
move as much as $40 billion in troubled assets from banks and other
financial firms. The Treasury will invest as much as $30 billion in the
program. The first closing on an established PPIP fund is expected in
August, the Treasury said.

{NSN KMHBPDOUQVIA <GO>}

CIT Group Inc., the century-old lender that's been unable to per-
suade the government to back its debt sales, is in "active discus-
sions" with regulators about a rescue before $1 billion of bonds
mature next month.

{NSN KMR36l0D9L35 <GO>}

The Bank of England expanded its bond purchase program beyond
its original limit in an effort to spur lending and fight a recession that's
deeper than previously anticipated.

CIT Group Inc., the 101-year-old lender working to avert collapse,
suspended dividend payments on four series of preferred stock to
"improve liquidity and preserve capital."

The German and French economies unexpectedly grew in the sec-
ond quarter, bringing an end to their worst recessions since World
War Il. Germany's gross domestic product rose a seasonally ad-
justed 0.3 percent from the first quarter. The French economy also
expanded 0.3 percent,.

The Federal Reserve extended by three to six months an emer-
gency program aimed at restarting credit markets, a move that may
cushion the commercial real-estate industry from rising defaults and
falling prices.
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August 17, 2009 Japan's economy emerged from its deepest postwar recession as 24 309 980 -1.14
exports and consumer spending rebounded. Gross domestic prod-
uct expanded at an annual 3.7 percent pace in the three months to
June 30, the first growth in five quarters, following an 11.7 percent
decline in the first three months of the year.
August 25, 2009 Federal Reserve Chairman Ben Bernanke, who led the biggest ex- 19 302 1028 -0.94

pansion of the central bank's power in its 95-year history to battle
the worst economic slump since the Great Depression, was nomi-
nated to a second term today by President Barack Obama.
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