SAN FRANCISCO (Reuters) - The economy will likely avoid a formal recession, but its outlook through the end of next year is decidedly "subprime" with the deep housing downturn restraining growth to just above 1 percent, a UCLA Anderson Forecast report released on Wednesday said.

A "witch's brew of the popping of the housing bubble, a wounded financial system and increasing inflationary pressures coming from rising commodity prices will keep the economy on a subprime growth path for the next several quarters," according to the forecasting unit's report.

Despite aggressive Federal Reserve interest rate cuts since last September intended to stimulate the U.S. economy, it will post "tepid" average gross domestic product growth rate of 1.2 percent from the third quarter of 2007 through the fourth quarter of 2009, the report said. It also sees the unemployment rate hitting 6 percent by the end of next year, up from 5.5 percent in May.

"Moreover, because both headline and core inflation will remain uncomfortably high over the next several quarters, we believe the Federal Reserve has ceased cutting interest rates and that the next change in policy will be to increase the federal funds rate starting in mid-2009," the report said.

The unit's economists expect the remainder of this year and 2009 to resemble recoveries from recessions in 1990-91 and 2000-01, each spurred largely by asset price declines, in commercial real estate in the former and stock prices after the Internet bubble burst in the latter.

CONSUMERS TAPPED OUT

The housing market's steep decline -- its worst tumble since the Great Depression, so far wiping out about $3 trillion in home equity -- coupled with gasoline prices topping $4 a gallon argues against a resurgence of brisk consumer spending in the near term.

"To be sure the $108 billion in tax rebates will certainly help in the third quarter, but in our view it will be analogous to a one quarter 'sugar rush' for the economy," the report said.

"In fact the combined effect of the waning effects of the tax rebates and the end of the investment incentives associated with the government's stimulus package in December, could very well lead to a decline in GDP in the first quarter of 2009," the report added.

On a broader note the report said growth in consumer spending, financed by the collapse in savings and increased borrowing from abroad, may have peaked.

"The weaker exchange value of the dollar is signaling that the game may be up making it more difficult for the U.S economy to continue to consume more than it produces."

Meanwhile, net exports are on the upswing, adding less than 1 percent to real GDP growth, but just enough to stave off recession, the report said.

The Federal Reserve appears to turning its attention toward traditional inflation concerns amid higher commodity prices. "What is worrying the Fed is that real interest rates are lower now than they were during the deflation scare of 2003-04," the report said.

"Most observers now believe that it was the very low real interest rates of that period that set the stage for the housing and credit bubbles that came later," it added. "As a result, we do not believe that the tepid economic growth we are forecasting will prevent the Fed from raising interest rates in mid-2009."

UCLA Anderson forecasters also expect tighter regulation of the financial services in place next year after the Federal Reserve's sponsored rescue of Bear Stearns BSC.N and its opening of its discount window to Wall Street investment banks. 

Those moves "permanently changed the role of the Federal Reserve in the economy," the report said. "We suspect that just as after the Panic of 1907 led Congress to create a national monetary commission that in turn recommended the creation of the Federal Reserve System in 1913, a similar commission will come into being next year."

"By the time the process is completed, it is highly likely that large investment banks, hedge funds, mutual funds and pension funds will come under the umbrella of a new regulatory regime."

Prospects for US recession increase as jobs report shows first decline in four years

By Joe Kay
8 September 2007

A report released Friday estimates that US employers cut 4,000 jobs in August—the first monthly decline since 2003. The report is the latest indication of an economic slowdown in the US, extending beyond the housing market into the broader economy.

Stock markets fell sharply on Friday, amidst talk of a possible recession in the US and extreme nervousness on Wall Street. The Dow Jones Industrial Average fell 250 points, down 1.87 percent. All but one of the 30 stocks that make up the Dow fell, showing the broad character of the market reaction. At the same time, investor buying pushed up the price of US treasury bonds, considered a safe investment, driving yields down sharply.

European markets also reacted to the US jobs report. Most major European stock indices were down at least 2 percent. European investors and banks have been very nervous in recent weeks about the potential impact of the US housing market problems on European banks and the possibility of a broader economic downturn.

Late in the day, the California-based Countrywide Financial, the biggest US mortgage lender, announced that it would eliminate 12,000 jobs, 20 percent of its total work force, because of the housing market slowdown. The company estimated a 25 percent fall in the number of new mortgages to be issued in 2008.

This huge cutback comes on top of earlier layoffs at Countrywide totaling 1400 workers. The company was forced last month to withdraw its entire $11.5 billion line of credit, and then sold a sizeable stake in the business to BankAmerica to gain an additional $2 billion in cash. The financial markets have been repeatedly swept by rumors that the mortgage lender would file for Chapter 11 bankruptcy.

The national jobs figures were released Friday morning by the Bureau of Labor Statistics, part of the US Labor Department. The decline of 4,000 jobs in total seasonally adjusted nonfarm payroll employment masked a much steeper fall in certain sectors, including manufacturing and construction.

Manufacturing jobs fell for the fourteenth month in a row, and the 46,000 manufacturing jobs lost in August was the largest fall in over four years. The biggest decline was in motor vehicles and parts, in which 11,000 net jobs were cut, reflecting the continued attack on workers in the auto industry.

Construction employment also fell by 22,000, particularly in residential housing. Employment in local government education fell a seasonally adjusted 32,000 in August as a result of budget cuts. Employment rose in health care, leisure and hospitality services, and food services. Financial activities jobs remained flat, although there was a 6,000 net job loss in credit intermediation and related activities.

Friday’s figure was sharply lower than the 112,000 increase expected by economists. The Labor Department also revised downward previous jobs reports from June and July. According to the updated figures, only 69,000 jobs were added in June and 68,000 in July, down from previous estimates of 126,000 and 92,000, respectively. Given the fluctuations in the economy, it is possible that the August estimates will also be revised downward.

The figures give a sense of the increasingly precarious economic situation faced by millions of Americans. US workers are facing the combination of rising mortgage payment and higher prices for consumer goods, stagnating wages, and job cuts. Workers have not benefited from the supposed economic recovery of the past several years, and they will be hit hard by any slowdown or recession.

One of the main causes of nervousness on Wall Street is the concern that consumer spending will begin to fall sharply as a consequence of these developments, increasing the likelihood of a recession.

The unemployment rate reported in a separate survey remained statistically unchanged at 4.6 percent, but this was mainly due to a large drop in the number of people considered to be part of the labor force, particularly among teenage workers. Individuals who have stopped looking for work—including those who have given up on finding a job—are not counted as part of the labor force and therefore are not included in the unemployment rate.

HSBC economist Ian Morris told the Wall Street Journal that if the labor force participation rate had not dropped, unemployment would have risen to about 5 percent.

The jobs figures reflect a number of interrelated factors. They show a continued attack on manufacturing jobs in the United States. At the same time, they indicate that problems in the US housing market are beginning to have a broader effect, extending into other sectors. Banks are becoming much more leery of lending money to individuals and businesses, forcing cuts in business investment and hiring.

The Wall Street Journal quoted ING Bank economist Rob Carnell, who noted, “For those wishing to see some evidence of the impact of sub-prime [housing mortgages] on the broader macro economy—look no further!” Carnell called the jobs numbers “awful.” Comments from financial analysts were generally gloomy to dire on Friday, with most predicting a further deterioration in the economic situation over the coming weeks and months.

Other figures released this week show that pending sales of already-owned US homes fell 12 percent in July, hitting their lowest level since September 2001. The Mortgage Bankers Association reported on Thursday that foreclosures on home mortgages rose to a record of 0.65 percent of loans in the second quarter (April-June), up from 0.58 percent in the first quarter. This figure does not take into account the most recent deterioration of the housing market in July and August.

In other signs of the a continued housing market slump, Beazer Homes USA, the sixth-largest home builder in the country, announced Friday morning that it had received notices that it was in default on its loans because it had not filed its financial reports on time. There has been speculation that Beazer might declare bankruptcy. Meanwhile, Hovnanian Enterprises, which builds luxury homes, reported its fourth consecutive quarterly loss on Thursday.

Developments in the US economy prompted the Organization for Economic Cooperation and Development (OECD)—the Paris-based organization of leading capitalist countries—to issue a warning of a possible recession in the US earlier this week. “Our diagnosis is a slowdown. We cannot rule out a recession,” OECD chief economist Jean-Philippe Cotis wrote in a statement released on Wednesday.

In somewhat understated language, Cotis said, “[P]rospects going forward are now clearly less buoyant and more uncertain. Downside risks have become more ominous, in a context where overall financial market conditions are likely to remain durably tighter.” Cotis went on to warn, “Recent developments have revealed serious imperfections in the functioning of US housing markets and, more broadly, in credit markets worldwide.” He called for the US Federal Reserve Bank to cut interests rates in response.

On Friday, Rodrigo Rato, the managing director of the International Monetary Fund, said the organization would likely revise downward its estimates for global economic growth for 2007 and 2008, mainly because of an expected slowdown in the United States. Rato said that effects might also be felt in Japan and Europe.

William Poole, president of the St. Louis Federal Reserve added on Thursday: “I think the probability of recession is higher than it used to be.”

Friday’s jobs report, combined with the danger of a recession, has increased pressure on the US Federal Reserve Bank to cut interest rates at its September 18 meeting, if not earlier, in an attempt to boost economic activity. In statements over the past two weeks, Fed Chairman Ben Bernanke has refrained from giving a clear signal that an interest rate cut is imminent.

The jobs figures and the reaction by Wall Street investors could force the Fed’s hand. Parallel developments Friday showed the dilemma facing the American ruling elite in working out an economic policy, however. The US dollar fell sharply against European and Asian currencies, on the expectation of an interest rate cut. An interest rate cut would make borrowing easier, but it would also make dollar-denominated assets, including US treasury securities, less valuable.

US Recession
US Recession: By Far The Weakest Recovery
A Daily Reckoning White Paper Report
by Dr. Kurt Richebacher, for The Daily Reckoning (Sign up FREE today!)
Trying to assess the situation and further growth prospects of the U.S. economy, the first important fact to see is that the U.S. economic recovery since November 2001 has been by far the weakest in the whole postwar period. Just a few tidings composed by the Economic Policy Institute in Washington:
First, inflation-adjusted hourly and weekly wages today are below where they were at the start of the recovery in November 2001; second, median household income (inflation adjusted) has fallen five years in a row and was 4% lower in 2004 than in 1999; third, total jobs since March 2001 (the start of the recession) are up 1.9% and private jobs 1.5% (at this stage of previous business cycles, jobs had grown 8.8%); fourth, the unemployment rate is low only because several million people have given up to look for a job.
US Recession: Grossly distorted figures
And here are some cursory remarks on our part: First, job growth has steeply fallen during the last three months, from 200,000 in February to 75,000 in May; second, all the job growth has come from the artificial net birth/death model, implying that it is booming among small new firms not captured by the payroll survey, while slumping in existing firms; third, private household indebtedness since 2000 has soared by 70%. This compares with an overall increase in real disposable personal income by 12%.
According to the popular GDP accounts, consumer spending in the first quarter has burst by a record rate of 5.2%. That is the fact on which everybody happily focuses. Few people realize, first of all, that this is an annualized figure. The true increase against the prior quarter was 1.3%.
In any case, though, it is a grossly distorted figure. The ugly reality of the first five months of 2006 is that the consumer-spending boom of the past few years has effectively broken down. But to realize this, it is necessary to look at the sequence of monthly data. Here they are, from the same source as the GDP numbers, the Bureau of Economic Analysis (BEA):
By these figures, measuring spending and income growth from month to month, consumer spending in the first quarter has increased 0.6%, or 2.4% annualized, less than half the 5.2% as reported in the GDP accounts. As we have stressed several times before, the big difference between the figures arises from the fact that the GDP measures changes in averages. The big increase in consumer spending happened in reality in November/December 2005, resulting in a large "overhang" for the following quarter.
To detect a recent change in trend, it is necessary to focus on the changes from month to month, as above. For May, reported retail figures showed an increase by 0.1% before inflation. With a monthly inflation rate of 0.3%, total real spending should be at a minus.
This sudden weakness in consumer spending has an obvious reason. The spending bubble on consumer durables - that is, on autos and housing durables - is going bust. It was largely spending borrowed from the future to be implicitly followed by payback time.
For us, this rapid, steep decline in the growth of consumer spending is the first decisive consideration to expect in the United States' impending serious recession; and remarkably, this is happening with record credit growth and even before the housing bubble is truly bursting.
That this most important fact goes completely unnoticed says something about the depth of research. Moreover, this sharp slowdown in consumer spending strikingly conforms to the downward shift in the growth of real disposable personal incomes. In 2005, it was already down to 1.3%. So far in 2006, it is zero.
Under these miserable income conditions, the strength of future consumer spending manifestly depends on the possibilities of ever-higher cash-out mortgage refinancing against rising house prices. It hardly requires any intelligence to have realized by now that this is flatly impossible.
Looking at the accelerating credit expansion, we are, as a matter of fact, more than doubtful that the slowdown in the economy and the housing bubble has anything to do with the Fed's rate hikes. What crucially matters for both is the current credit expansion, and that keeps accelerating. But the problem is that more and more credit creates less and less economic activity, as measured by GDP.
The unrecognized problem in the United States is that economic growth driven by a housing bubble is extremely credit and debt intensive. It needs, firstly, heavy borrowing to drive up the house prices and, secondly, further heavy borrowing to turn the resulting capital gains into cash. Put this together with minimal or now zero real disposable income growth and you have something like a credit Moloch devouring credit and leaving less and less for economic growth.
Yet we are sure that the U.S. economy's extraordinary debt addiction has other reasons unrelated to the housing bubble. One is the huge trade deficit, and the other is extensive and rapidly increasing Ponzi finance.
US Recession: Trade Deficit
The American consensus view holds that the trade deficit, however large, does not matter because foreigners easily finance it. This view reveals the total absence of any serious analysis of related domestic income and debt effects. The obvious first major harmful economic effect is that domestic producers lose an equal amount of domestic spending and income creation to foreign producers, and that today in a staggering annual amount of more than $800 billion, equal to about 7% of nominal GDP.
Such persistently large and growing income losses from the trade deficit would have pulled the U.S. economy into recession long ago. It has not happened because the Greenspan Fed, by way of loose and cheap money, provided for a compensating increase in domestic demand through additional credit creation. It succeeded, true, but the thing to see is the additional credit and debt creation. This was justified with low inflation rates. Ironically, the import boom in the trade deficit has been very helpful in suppressing U.S. inflation.
Yet there is still a second major harmful effect to the trade deficit that American economists completely ignore. Implicitly, the alternative demand created by the looser U.S. monetary policy is different from the demand that emigrates to foreign producers. The big loser is the export industries in manufacturing. The gains, via the surrogate demand, have been in consumer services and goods.
In essence, the trade deficit alters the economy's structure in a negative way. The losing manufacturing area is the sector with the highest rate of capital formation, and therefore also the highest rate of productivity growth. For good reasons, it also pays the highest wages. Consider that U.S. manufacturing lost 3 million jobs in the past few years. To be sure, the trade deficit is not its only reason, but unquestionably a major one.
Pondering the U.S. economy's unusually high addiction to credit and debt growth in relation to GDP growth, we are sure of another evil factor - Ponzi finance. Principally, every increase in spending brings about an equivalent increase in incomes. But this is not true in three cases of spending: first, spending on existing assets; second, spending on imports; and third, Ponzi finance.
Ponzi finance means that lenders simply capitalize unpaid interest rates. Ponzi finance creates credit, but it is bare of any demand and spending effects in the economy. In the conventional American view, balance sheets of private households are in their very best shape because increases in asset values have vastly outpaced the sharp increases in debts. So Americans see no problem.
With such great optimism about the U.S. economy still prevailing, it is a safe assumption that lenders have been more than happy to capitalize unpaid interest rates as new loans, at least until recently. As widely reported, lending standards have been extremely lax for years. Nevertheless, there is bound to come a point where Ponzi lending stops.
US Recession: Debt Growth
The crucial difference is in the ghastly difference between runaway debt growth and nonexistant real disposable income growth as the income component from which debt service has to be paid. In 2000, consumer debt growth of 8.6% compared with real disposable income growth of 4.8%. During the first quarter of 2006, private household debt growth of 11.6%, annualized, compared with zero real disposable income growth.
These numbers suggest that, in the aggregate, all debt service occurs through Ponzi finance. Essentially, borrowing against existing assets is required to service debt. Another striking evidence of extensive Ponzi finance is the unusually large difference between rampant credit growth and much slower money growth. Capitalizing unpaid interest rates adds to outstanding credit and debt while adding nothing to bank deposits (money supply).
To get an idea of the actual extent of Ponzi finance, we make a simple calculation. Total outstanding debts in the United States amount to $41.8 trillion. Assuming an average interest rate of 5%, this implies an annual debt service of about $2 trillion. This compares with an increase in national income before taxes of $616 billion in 2005. Consumer incomes are even stagnant.
Under these conditions, the only question is the severity of the impending U.S. recession. In this respect, we are a great believer in the axiom of Austrian theory that every crisis is broadly proportionate to the size of the excesses and imbalances that have accumulated during the prior boom. Our basic assumption is that the American consumer is bankrupt when house prices fall 20 - 30%.
The most important thing to realize is that the spending and debt excesses that have accumulated in the U.S. economy and its financial system on the part of the consumer during the past 10 years are altogether of a size that vastly exceeds the potential for debt service from current income.
With stagnant real disposable income and double-digit debt growth, the American consumer is caught in a vicious debt trap. What, then, makes most people so optimistic of further economic growth? Apparently, there is a widespread view that households have sufficient equity cushions in their balance sheets to not only weather any storm ahead, but also to continue higher spending.
In our view, the most important thing to see is the fact that the consumer has accumulated debts at a level vastly exceeding his abilities of debt service from current income. Probably many never had any intention of such kind of debt service. The general idea, certainly, has been to settle debt and debt service problems simply by selling later to the highly appreciated greater fool. That is what most economists take for granted.
What all these people overlook is, first of all, the vicious dynamics of Ponzi finance through compound interest on unproductive indebtedness. During 2000, total financial and nonfinancial credit and debt growth amounted to $1,605.6 billion. In 2005, it had accelerated to $3,335.9 billion; and in the first quarter of 2006, it has run at an annual rate of $4,392.8 billion, and this now with zero income growth. Note that this debt explosion has happened with little change in GDP growth.
Given this precarious income situation on the one hand and the debt explosion on the other, it should be clear that at some point in the foreseeable future, there will be heavy selling of houses, with prices crashing for lack of buyers.
As to the level of asset prices in the United States, an additional comment is probably needed. Normally, the money for asset purchases comes from the savings out of current income. In the U.S. economy, with savings in negative territory, all asset purchases essentially depend on available domestic credit and capital inflows. Buying assets on credit used to be the exception. In America today, it is the rule. For good reasons, the Fed is fearful to make money truly tight; it would crush the markets.
A study by the International Monetary Fund published in 2003 under the title "When Bubbles Burst" examined the differences in economic effects between bursting equity bubbles and bursting housing bubbles. It left no doubt that the latter are the far more dangerous specimen:
Housing price crashes differ from equity price busts also in three other important dimensions. First, the price corrections during house price busts averaged 30%, reflecting the lower volatility of housing prices and the lower liquidity in housing markets. Second, housing price crashes lasted about four years, about 1 1/2 years longer than equity price busts. Third, the association between booms and busts was stronger for housing than for equity prices.
The situation today in the United States reminds us strongly of late December 2000. At its previous meeting in November, the Federal Open Market Committee directive had called future inflation the economy's greatest risk. But then, all of a sudden, the bottom fell out of the economy. At its next meeting, on December 19, the FOMC changed the bias, declaring that the risk of economic weakness was outweighing the risk of inflation.
Two weeks later, Jan. 3, 2001, shocked by worsening economic news, the Fed dropped its funds rate, through a conference call, by 0.5% - twice the usual rate.
As we have stressed many times, the U.S. economy today is incomparably more vulnerable than in 2000. All the growth-impairing imbalances in the economy - the trade deficit, the savings and incomes shortage and the debt levels - have dramatically worsened.
Very rapid interest rate cuts and prompt massive government deficit spending succeeded in containing the recession. The phony "wealth effects" derived from the escalating housing bubble became the key source of demand creation in the United States. But the unpleasant longer-term result of the new policies was an unusually weak and lopsided economic recovery, particularly seeing drastic shortfalls in employment and income growth.
Regards,
Dr. Kurt Richebächer
for The Daily Reckoning
Editor's Note: The Good Doctor has found the only five investments you'll need in 2006 - and one of them is a mighty hedge against the forces of dollar weakness and inevitable inflation. At the very least, it will help protect your money from the boneheaded inflationary policies and programs of the Federal Reserve - especially under new Fed Chief Ben "Printing Press" Bernanke.
To learn about the other three investments, see his new special report:
Former Fed Chairman Paul Volcker once said: "Sometimes I think that the job of central bankers is to prove Kurt Richebächer wrong." A regular contributor to The Wall Street Journal, Strategic Investment and several other respected financial publications, Dr. Richebächer's insightful analysis stems from the Austrian School of economics. France's Le Figaro magazine has done a feature story on him as "the man who predicted the Asian crisis."
August's unemployment numbers surged 84,000 to 6.1 percent, a five-year high. Rallying back the recessionary and doomsday economist. Coming out of the Fed's annual economic summit with dialogue that seemed certain to point to Fed rate increases at the September FOMC--the other shoe has dropped.
Misery Index

The combined effect of unemployment and inflation is reflected in the aptly named misery index, at 11.7 percent it is at the highest levels in 17 years.

This number also reflects the challenge of the Fed in assessing their rate guidance. At 2 percent it is unlikely to be decreased. However, with credit tightening and new record unemployment numbers it makes it highly unlikely for the Fed to give it the rate hike inflationary hawks want.

This leaves the current consensus on the Fed rate staying put at 2 percent.

Recession?

One thing is for certain, we are likely to get an official call on "recession" soon. A term no economist is comfortable in declaring, yet seems all but upon us.

Recession, classically defined as three quarters of declining GDP, is also challenging to declare because of unique GDP data. Whereas all of the classic economic indicators are pointing to recession a weakened dollar has surged exports--potentially artificially lifting GDP.

The only sure conclusion is that we are living in unique economic times.

Political Impact

The first effects of the new unemployment numbers might be on the political front. As Senator John McCain wraps up the Republican National Convention and Senator Barak Obama fights the traditional bounce of post-convention polls--the economy is likely to get increasing attention on the center stage of the campaigns.

President George Bush, potentially headed towards overseeing two recessions may drag on Republican hopes to convince voters they should lead them out of this one.

More Mortgage Disaster

Outside of Washington DC and back on main street the fear is that this will be another downward force in the mortgage vortex. Unemployment numbers are climbing faster than recovery measures can take effect.

The recent housing bill, passed in July and set to take effect in October may be too late to help these thousands of new unemployment applicants.

Unemployment is now coming in every industry. This continues to complicate the mortgage recovery process--sure to increase payment defaults. Challenging even the sharpest economist to come up with solutions to right a swamping economic boat.

More Top Stories »
End of Year Tax Planning, What to Do with that Bonus? 

By:

Bill Rice - MortgageLoan.com | December 29, 2008 

December brings holiday cheer and the end of the 2008 tax year. Not exactly "visions of sugar plums dancing," but certainly in the dreams of most adults as 2008 comes to a merciful close. How can you position yourself this month to maximize your 2008 tax savings?

Modified Mortgage Refinances Continue to Re-default 

By:

Bill Rice - MortgageLoan.com | December 26, 2008 

US bank regulators continue to report escalating re-default rates on mortgage loan modifications. Data being assembled by bank regulators is showing a steady trend of rising month-over-month loan work-outs falling back into delinquency within six months.

Protect your Finances from becoming another Recession Victim 

By:

Catherine Brock - MortgageLoan.com | December 24, 2008 

The first lesson of personal finance is to budget your income and spend wisely. The second lesson is to get even more conservative about your spending when recession is knocking at the door.

Pre-holiday Mortgage Reporting Unlikely to Bring Cheer 

By:

Bill Rice - MortgageLoan.com | December 23, 2008 

Today brings the release of existing home sales, new home sales, and housing price data. All mortgage news that is not expected to excite investors or economist about recovery in 2009. However, Wednesday's Mortgage Bankers Association's mortgage applications data is likely to be a ray of hope with mortgage rates trending downward.

Mortgage Refinance Applications Surge on Falling Mortgage Rates 

By:

Bill Rice - MortgageLoan.com | December 22, 2008 

Mortgage brokers and loan officers are reeling from a surge of mortgage applications that have challenged their dwindled numbers. Fighting nearly a two year battle just to survive mortgage companies and banks are scrambling to handle the work load. A very nice Christmas present for mortgage bankers as mortgage refinance applications jumped 6.5 percent over the previous week.

30-Year Mortgage Rate Hits 37 Year Low, Borrowers Rush to Refinance 

By:

Bill Rice - MortgageLoan.com | December 19, 2008 

The 30-year mortgage rate dropped for the seventh consecutive week, hitting its lowest level since 1971. This has hit mortgage brokers and lenders with a surge of homeowners and refinance applications looking for a Christmas bonus.

US recession set to deepen – report

THE "nasty" US recession will tighten its grip next year as unemployment rises and weak home and stock prices imperil consumers, finance firms and debt-laden businesses, a report released overnight said. 

Additionally, a sustained retreat in prices for goods and services is a very real possibility that would further drag on the economy, according to the UCLA Anderson Forecast report.

"Where only last quarter we were worried about inflation, we are now worried about its very rare opposite: deflation," the report said. Falling prices would cut demand and discourage employers from hiring.

"The record collapse in oil prices has brought with it welcome relief to motorists throughout the country and an effective tax cut of $US440 billion in the form of a lower oil import bill," the closely-watched report said.

"Nevertheless the swift fall in oil prices is now lowering the absolute level of consumer prices and bringing with it likely declines in nominal GDP over the next three quarters."

Where the forecasting unit in summer had projected a "subprime" outlook for the US economy through the end of next year with growth at just above 1 per cent, it now sees the economy facing a winter of discontent.

The news from the economy is bad," the report said. "The recession that we had previously hoped to avoid is now with us in full gale force."

The UCLA Anderson Forecast unit expects real GDP to shrink by 4.1 per cent this quarter and by another 3.4 per cent and 0.8 per cent in the first and second quarters of next year, respectively, as consumer and business spending weaken and as the foreign trade that had propped up growth much of this year sags.

"Because Europe and Japan are already in recession and China and India are suffering from a significant slowdown in growth, the export boom of the past few years will wane," the report said. "Make no mistake the global economy is in its first synchronised recession since the early 1990s."

By late 2009 the US unemployment rate will hit 8.5 per cent, compared with 6.7 per cent in November, as employers shed an additional two million jobs over the next year.

The historical long-term trend of 3 per cent growth will not resume until 2010, the report said.

The administration of President-elect Barack Obama and Congress should act quickly next year to pass an economic stimulus package, said David Shulman, the report's author.

"They're talking a lot of infrastructure, which makes a lot of sense. They're talking a middle-class tax cut. I think when Congress gets through with this they'll be raining money on the economy," Dr Shulman said.

US Manufacturing Report Points To A Deepening Recession

Here’s something of a newsflash for you: The US economy is rapidly slowing down.

Of course, it only took the government about a year to figure out that the recession had started, but I guess by government standards that’s not too bad. According to the National Bureau of Economic Research today it’s official-the recession started in December 2007.
Gee thanks.

Meanwhile, the data out of the Institute for Supply Management today also showed that the end of the contraction was nowhere in sight. American manufacturing slipped again in November at the steepest rate in 26 years.

Here are the details within the report:

From the Institute for Supply Management entitled: November 2008 Manufacturing ISM Report On Business®
“Economic activity in the manufacturing sector failed to grow in November for the fourth consecutive month, and the overall economy contracted for the second consecutive month, say the nation’s supply executives in the latest Manufacturing ISM Report On Business®.

When comparing November to October, the PMI indicates a continuing rapid rate of contraction in manufacturing. New orders have contracted for 12 consecutive months, and are at the lowest level since June 1980 when the index registered 24.2 percent. Order backlogs have fallen to the lowest level since ISM began tracking the Backlog of Orders Index in January 1993. The Prices Index at 25.5 percent indicates that commodity prices continue to decline at a rapid rate. This is the lowest reading for the index since May 1949 when it registered 20.1 percent.”

Here’s the snap-shot from the report in the below.
	MANUFACTURING AT A GLANCE
NOVEMBER 2008

	Index
	Series
Index
November
	Series
Index
October
	Percentage
Point
Change
	Direction
	Rate
of
Change
	
Trend*
(Months)

	PMI
	36.2
	38.9
	-2.7
	Contracting
	Faster
	4

	New Orders
	27.9
	32.2
	-4.3
	Contracting
	Faster
	12

	Production
	31.5
	34.1
	-2.6
	Contracting
	Faster
	3

	Employment
	34.2
	34.6
	-0.4
	Contracting
	Faster
	4

	Supplier Deliveries
	48.4
	49.2
	-0.8
	Faster
	Faster
	2

	Inventories
	39.1
	44.3
	-5.2
	Contracting
	Faster
	5

	Customers’ Inventories
	55.0
	55.0
	0
	Too High
	Same
	4

	Prices
	25.5
	37.0
	-11.5
	Decreasing
	Faster
	2

	Backlog of Orders
	27.0
	29.5
	-2.5
	Contracting
	Faster
	7

	Exports
	41.0
	41.0
	0
	Contracting
	Same
	2

	Imports
	37.5
	41.0
	-3.5
	Contracting
	Faster
	10

	
	
	
	
	
	
	

	OVERALL ECONOMY
	Contracting
	Faster
	2

	Manufacturing Sector
	Contracting
	Faster
	4


Another day….another ugly report.

Fed Beige Book says economic activity weakened

WASHINGTON (Reuters) - Economic activity has weakened across the United States since early October, while price pressures have eased with declines in retail and energy prices, the Federal Reserve said on Wednesday.

The Fed's Beige Book summary portrayed declining conditions in most areas of the economy.

Labor markets weakened as firms in many districts reported accelerating layoffs. Wage pressures were largely subdued, the Fed said.

Consumer spending slumped, with retail sales decreasing and vehicle sales falling off sharply in most regions of the country.

The report was based on data collected before November 24.

Earlier this week, a panel of experts formally declared the U.S. economy in recession since December 2007. The Fed is expected to its lower benchmark interest rate target by a half-percentage point to 0.5 percent at its next scheduled policy meeting December 15-16.

Some analysts expect the Fed could bring rates down to zero by its following meeting at the end of January as it seeks reverse the economic contraction linked to the collapse of housing markets and a jump in home loan defaults.

Adding to the gloomy picture, the Beige Book described weak housing markets characterized by reduced selling prices in many regions. Sales were down in most districts, the Fed said.

Credit conditions remained tight and business and consumer lending activity slowed in most districts, the U.S. central bank said.

Manufacturing activity had declined "noticeably" since the last Beige Book in October, the Fed said.

"All twelve districts reported weaker manufacturing conditions, to varying extents," the Fed said.

(Reporting by Mark Felsenthal, Editing by Neil Stemple

Lehman bankruptcy filing wiped out billions: report

NEW YORK (Reuters) - Lehman Brothers Holdings Inc's emergency bankruptcy filing wiped out as much as $75 billion of potential value for creditors, The Wall Street Journal reported on Monday, citing an analysis by the bank's restructuring advisers.

A more planned and orderly filing would have allowed Lehman to sell some assets outside of bankruptcy court protection and would have given it time to unwind derivatives positions, according to the analysis by Alvarez & Marsal.

The Journal said it was too early to say how much money Lehman creditors would recover; it said unsecured creditors have asserted they are owed $200 billion.

Lehman filed for bankruptcy protection in September after the U.S. government declined to bail it out and a frantic weekend of negotiations to save the investment bank failed.

The Lehman meltdown touched of a stock market panic and credit crisis and was quickly followed by a government rescue of American International Group Inc, once the world's largest insurer.

Lehman's demise also ignited a wave of fire sales of other giant financial groups such as Wachovia Corp and Merrill Lynch & Co Inc.

Lehman executives were not immediately available to comment on the Journal report.

Recession confirmed by CSO report

Economic activity in Ireland contracted by almost 5% in the 12 months to the end of September, according to the latest quarterly national accounts from the CSO.

This is the largest contraction in economic activity recorded since quarterly records began.

The figures show that activity in the building and construction sector was down overall by 18.4%.

Advertisement

However, this masks a contraction of 33% in the building of new housing.

The figures also show that investment in the economy overall was down by almost 15% during the year.

However the manufacturing sector bucked the trend in the economy, with output up by 4.3% as a result of a strong performance by multi-national companies based here.

The figures also confirm that the economy has now contracted for a second consecutive quarter, which is considered by economists to be the technical definition of a recession.

However the CSO figures relate to the period before the collapse of the massive US financial institution Lehman Brothers in September and the consequent meltdown in global financial markets.

As a result, analysts are expecting the economic trends will worsen in the months ahead.

Peso falters on US recession report
The peso slipped back to the 49-per-dollar level Tuesday as news that the United States had long fallen into recession triggered a new wave of stock market sell-offs in Wall Street as well as across Asian emerging markets.

Taking a heavy beating from the bloodbath in the equities markets, the peso fell 0.54 to close at 49.50 to the dollar from Friday’s close of 48.96. Philippine financial markets reopened Tuesday after a long weekend break.

The local currency closed at the day’s low of 49.51 to the greenback on the currency spot market.

“The weekend surprise that the US is confirmed to be in recession since December 2007 plus the eight-percent drop of the Dow Jones [index] and other negative news bring back risk aversion in the driver seat albeit temporarily,” said Rizal Commercial Banking Corp. senior vice president Marcelo Ayes.

The string of negative news overwhelmed the favorable impact of money remittances from overseas Filipino workers ahead of the long Christmas holidays.

“The flows should prevail, as it is already increasing,” Ayes said.

He said the next barrier to the dollar’s ascent was at P49.60 per dollar. If this is breached, the exchange rate could revisit the year-low of P50.17 per dollar, he said.

The volume of trading amounted to $582 million Tuesday, down from Friday’s $616.9 million.

In Washington, the National Bureau of Economic Research, a leading think tank, declared that the world’s biggest economy had fallen into recession beginning December 2007. [Read story] Its report triggered selling in equity markets around the globe.

Offshore investors also dumped bonds issued by the Philippines and other Asian economies given the bleak outlook on the US economy. A recession refers to a contraction in economic output for two consecutive quarters.

Since the start of the year, the peso has fallen 16.6 percent against the dollar. The sharp depreciation started in March this year, first due to fears over rising inflation that were eventually replaced by jitters over the US-centered global financial turmoil. With editin
Growth Report Signals US Recession
As many analysts expected, the U.S. gross domestic product, or GDP - the value of goods and services produced in the United States - experienced negative growth during the third quarter of this year. The Commerce Department says economic activity contracted at a 0.3 percent annual rate. VOA's Barry Wood has more.

Economists say it is a sign that the U.S. economy is headed toward recession. Consumer spending fell sharply in September as people worried about their jobs, savings and value of their homes, contributing to negative economic growth - a sharp contrast to nearly three percent annualized GDP growth during the second quarter.

On Thursday, Nouriel Roubini from New York University told the U.S. Congress Joint Economic Committee that recession - officially defined as at least two consecutive quarters of negative economic growth - is looming.

"Everybody out there feels it is a recession," said Roubini. "It is obviously a recession. The only debate at this point is how severe, how long and how protracted, in my view."

A three percent drop in consumer spending was the first decline since 1991 and the biggest drop since 1980. The cut back had a particularly adverse effect on auto sales. Consumer confidence fell as the global credit squeeze and stock market decline intensified.

Former International Monetary Fund chief, economist Simon Johnson told the Joint Economic Committee that the U.S. government needs to boost spending to avert a catastrophic downturn.

"We should consider a fiscal stimulus on the order of $450 billion, roughly three percent of U.S. GDP, which would be an extraordinary step to take under any circumstances unless you think we are entering into a potentially serious and prolonged recession," he said.

An earlier stimulus plan approved by Congress in February totaled only $150 billion.

Economist Nouriel Roubini, who predicted the fall in home prices, says Congress needs to turn from supporting financial institutions on Wall Street to helping struggling consumers.

"Unless we also support Main Street by making sure that aggregate demand is not going to collapse, six months from now everything we've done to backstop the banks is going to be undone by collapse in aggregate demand," he said. 

Roubini says the government has already committed $3 trillion to recapitalize the banking system. Massive increases in government spending have already pushed the federal deficit to near record levels.

Morgan Stanley issues full US recession alert

Morgan Stanley has issued a full recession alert for the US economy, warning of a sharp slowdown in business investment and a "perfect storm" for consumers as the housing slump spreads.

· Read City experts on the financial outlook for 2008 
· Banks 'acted to prevent major slump', says Tucker 
· Comment: Banks have $100bn, but no magic wand 
In a report "Recession Coming" released today, the bank's US team said the credit crunch had started to inflict serious damage on US companies.

"Slipping sales and tightening credit are pushing companies into liquidation mode, especially in motor vehicles," it said. 

"Three-month dollar Libor spreads have jumped by 60 to 80 basis points over the last month. High yield spreads have widened even more significantly. The absolute cost of borrowing is higher than in June." 

"As delinquencies and defaults soar, lenders are tightening credit for commercial, credit card and auto lending, as well as for all mortgage borrowers," said the report, written by the bank's chief US economist Dick Berner. He said the foreclosure rate on residential mortgages had reached a 19-year high of 5.59pc in the third quarter while the glut of unsold properties would lead to a 40pc crash in housing construction.

"We think overall housing starts will run below one million units in each of the next two years -- a level not seen in the history of the modern data since 1959," he said.

Although the US job market has apparently held up well, an average monthly fall of 138,000 in the number of self-employed workers over the last quarter suggests it may now be buckling. "Consumers face what could be a perfect storm," said Mr Berner.

The partial freeze on subprime mortgage rates announced last week by US treasury secretary Hank Paulson may help cushion the blow for some banks, but it could equally backfire by adding a "risk premium" that drives even more lenders out of the mortgage market.

Like Goldman Sachs, and Lehman Brothers, the bank no longer believes Asia and Europe will come to the rescue as America slows.

It has slashed its 2008 growth forecast for Japan from 1.9pc to 0.9pc, and warned that credit stress will weigh heavily on the eurozone.

Mr Berner said US demand is likely to contract by 1pc each quarter for the first nine months of 2008, but the picture could be far worse if the Federal Reserve fails to slash rates fast enough. It is betting on a quarter point cut this week, with three more cuts by the middle of next year. "We expect the Fed to insure against the worst outcome," he said.

Morgan Stanley is the first major Wall Street bank to warn that it is may now be too late to stop a recession, though most have shifted to an ultra-cautious stance in recent weeks.

· Sovereign funds scoop up crisis victims 
· America faces day of reckoning 
The bank at first treated the August crunch as a "mid-cycle correction", much like the financial storm after Russia's default in 1998. But the collapse of the US commercial paper market has now continued for seventeen weeks, suggesting a "fundamental deleveraging of the banking system."

Mr Berner - known at Morgan Stanley as the "resident bull"- is one of the most closely watched analysts on Wall Street. While he began to turn bearish last April as the credit markets turned nasty, the latest report is written in tones that may is rattle the fast-diminishing band of optimists.
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2008 Massachusetts Health Insurance Survey Methodology Report (Research Report)
Sharon K. Long, Timothy Triplett
The Urban Institute, along with its subcontractor, International Communications Research, conducted the 2008 Massachusetts Health Insurance Survey (HIS) for the Massachusetts Division of Health Care Finance and Policy to obtain information on health insurance coverage and access to and use of health care for the non-institutionalized population in Massachusetts. This report provides information about the methods used to collect and analyze the 2008 HIS data.

Posted to Web: December 26, 2008
Publication Date: December 18, 2008

Health Insurance Coverage in Massachusetts (Research Report)
Sharon K. Long, Allison Cook, Karen Stockley
The Urban Institute, along with its subcontractor, International Communications Research, conducted the 2008 Massachusetts Health Insurance Survey (HIS) for the Massachusetts Division of Health Care Finance and Policy to obtain information on health insurance coverage and access to and use of health care for the non-institutionalized population in Massachusetts. This report summarizes the results of that new survey, including the finding that more than more than 97 percent of Massachusetts residents have health insurance, with only 2.6 percent of state residents remaining uninsured. 

Posted to Web: December 26, 2008
Publication Date: December 18, 2008

An Analysis of Federally Prosecuted Commercial Sexual Exploitation of Children (CSEC) Cases since the Passage of the Victims of Trafficking and Violence Protection Act of 2000 (Research Report)
Kevonne M. Small, William Adams, Colleen Owens, Kevin Roland
This study examined the prosecution of the commercial sexual exploitation of children and youth (CSEC) in the United States. The research took the form of a national analysis of federal prosecutions since the passage of the Trafficking Victims Protection Act (TVPA) in 2000, answering the following research questions: (1) Is the United States enforcing existing federal laws related to CSEC? (2) What are the key features of successfully prosecuted CSEC cases? (3) Have the U.S. courts increased penalties associated with sexual crimes against children? (4) What are the effects of CSEC legislation on service providers who work with victims? This assessment provides policy makers with a means of assessing the effects of legislation aimed at combating CSEC. 
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Unemployment and Income in a Recession (Series/Recession and Recovery )
Gregory Acs
This brief, part of the Urban Institute's "Recession and Recover" series, assesses how unemployment and household income changes as the economy moves through a recession and into recovery. 

Posted to Web: December 22, 2008
Publication Date: December 22, 2008

Unemployment Insurance during a Recession (Series/Recession and Recovery )
Margaret Simms, Daniel Kuehn
This brief, part of the Urban Institute's "Recession and Recover" series, examines how the Unemployment Insurance program responds during a recession and how that response may differ in the current recession from its response in the past.

Posted to Web: December 22, 2008
Publication Date: December 22, 2008

The Role of Welfare during a Recession (Series/Recession and Recovery )
Sheila R. Zedlewski
This brief, part of the Urban Institute's "Recession and Recover" series, examines how the TANF program (formerly AFDC) responds during a recession and how that response may differ in the current recession from its response in the past.

Posted to Web: December 22, 2008
Publication Date: December 22, 2008

SNAP and the Recession (Series/Recession and Recovery )
Kenneth Finegold
This brief, part of the Urban Institute's "Recession and Recover" series, examines how the SNAP program (formerly food stamps) responds during a recession and how that response may differ in the current recession from its response in the past.

Posted to Web: December 22, 2008
Publication Date: December 22, 2008

The Recession and the Earned Income Tax Credit (Series/Recession and Recovery )
Roberton Williams, Elaine Maag
This brief, part of the Urban Institute's "Recession and Recover" series, assesses the extent to which the Earned Income Tax Credit can help families hit by job losses and falling incomes during a recession.

Posted to Web: December 22, 2008
Publication Date: December 22, 2008

Health Coverage in a Recession (Series/Recession and Recovery )
Stan Dorn
This brief, part of the Urban Institute's "Recession and Recover" series, examines how the Medicaid and SCHIP programs respond during a recession and how that response may differ in the current recession from their responses in the past. It also assesses the extent to which health insurance coverage may decline as unemployment rises.
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Job slump latest omen of recession

WASHINGTON -- Hopes that the economy could shake off the sub-prime mortgage mess and dodge recession grew fainter Friday as the Labor Department reported that U.S. employers last month added the smallest number of new jobs in more than four years -- driving the unemployment rate to a two-year high of 5%.

Word that payrolls grew by only 18,000 jobs in December extended a string of negative economic news in recent weeks. Oil briefly touched $100 a barrel. Auto sales slipped to their lowest annual count in a decade. And an influential survey of U.S. manufacturing posted its weakest results in nearly five years.
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· Recession fears whack stocks
Latest Recession in US Economy

Is "Recession" really going on in US economy? Is US currently in the state of recession? Are US citizens face-to-face with recession? Are people living under the fear of ending up with loss of their jobs, losing into stack markets, going bankrupt, heading to ever highest inflation in the economy, huge downfall in property rates and a lot more.....

Recession is a state when country's GDP or Gross Domestic Product descents for two sequential quarters. Recession in an economy focuses on negative growth of GDP over two consecutive quarters. This negative growth during recession is more seeable in people's income, bank balances, payroll systems, lowering employment opportunities, reducing retail sales, lower investment returns and various others.

As per experts, the normal period of recession in an economy is about 1-2 years. The whole economy slows down during recession which leads to panic in the country. The hard time of downfall causes lot of stress in the economy. People point out the root of recession towards government. On the other hand, it is important to know that recession is somehow deflation. If the government tries to improve on economy's GDP, it has to invest in a lot more money in order to improve liquidity. But this causes an increase in inflation and ultimately stagflation. Hence, government has to make a choice whether to increase liquidity or reduce increase rate.

The U.S. GDP was down 0.2% in the third quarter of 2008, with U.S. economists forecasting a 0.8% fall in the fourth quarter. International Monetary Fund experts forecast the U.S. economy's growth at 1.6% for 2008. However, they say, in 2009 the U.S. GDP is expected to increase by only 0.1%. Recession has lead to a reduction in global economic growth in U.S., from this year's 3.9% to 3% in 2009, according to IMF experts. Each quarterly GDP report gets three releases..... In their Q3 2008 GDP report, the preliminary report showed a slowdown of .5%, slightly more than the advance estimate of .3% while advance report showed a downfall in growth by .3%, the second time in a year.

During the rough sledding of recession, with all the above mentioned consequences, people certainly look for options to successfully deal with the alarming situation and emerge out of it without getting much affected. But since we survive in this economy, we can't get rid of such a national downfall when every other citizen is suffering. Certainly there are ways to beat the recession in the economy and come out as a more confident one. Lowering down interest rates is one of the major steps that government can take to slightly correct the situation. Everyone in the economy has to be focused towards what they do best. Spend less on luxuries, stick to the necessities, save money
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are the best steps one can do in their general lives. People should not lose hope and confidence as these are the best remedies to success. After all, this is not the end of the world.

