
4/18/2014 % Wk Chg % Yr Chg

DJIA 16,408.54 2.38% -1.01%

S & P 500 1,864.85 2.71% 0.89%

Nasdaq 4,095.52 2.39% -1.94%

EAFE 1,916.29 1.27% 0.04%

Emerging Mkts 1,011.87 -0.35% 0.92%

Hang Seng 22,760.24 -1.06% -2.34%

NIKKEI 14,516.27 3.98% -10.90%

FTSE 6,625.25 0.97% -1.83%

CRB Index 311.46 0.67% 11.17%

Dow Jones Utility 543.00 1.62% 10.69%

TIPS Index 113.08 -0.01% 2.89%

VIX Index 13.36 -21.55% -2.62%

OIL 107.33 0.00% -3.13%

Gold 1,294.10 -1.84% 7.98%

Euro 1.38 -0.50% 0.39%

Yen 102.43 0.80% -2.79%

Sterling 1.68 0.36% 1.58%

High Yield 5.63% -0.35% -5.38%

Investment Grade 3.56% 1.14% -8.01%

2 Year Gov't 0.40% 11.11% 5.26%

5 Year Gov't 1.73% 2.98% -0.57%

10 Year Gov't 2.72% 3.82% -10.23%

30 year Gov't 3.52% 1.15% -11.34%

2 Year Muni 0.35% -12.50% 6.06%

5 Year Muni 1.18% -7.81% 2.61%

10 Year Muni 2.35% -3.69% -15.16%

30 Year Muni 3.54% -3.80% -16.31%

3m LIBOR 0.23% 0.00% -8.00%

Fed Funds 0.08% 0.00% 100.00%

Prime 3.25% 0.00% 0.00%

Money Market 0.48% 0.00% 20.00%

12m CD 0.68% 6.25% 1.49%

30 Year Mortgage 4.36% 2.83% -3.96%

15 Year Mortgage 3.39% 3.99% -4.51%
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The engine for sustainable growth has always been the ability to lend 
and to borrow money.  The banking crisis from the perspective of the 
market may be a rear-view mirror event, especially if seen through the 
lens of a fully recovered stock market, but the lending landscape in 
2014 remains markedly different to that of 2008.  While today there 
are dramatic differences in lending practices, the ability to obtain 
credit to grow a business still exist.  One area that has dramatically 
changed is the lending practice for residential developers and home 
builders. 
  
In 2007 developers who wanted to build homes had the pump primed 
with the one-two punch of buyers who could put nothing down in 
order to own the home of their dreams and banks that would lend a 
developer 100% of what they needed to build the home.  In those days 
a developer could go to a bank and borrow 80% of the sales price of 
the home.  Today the banks will only lend 80% of the cost of the 
home.  This new world of lending economics has vastly changed how 
developers are building homes.  Many of these home builders are still 
suffering from losses incurred in the 2009-2010 time period and don't 
have the necessary equity to do deals.  Now developers are having to 
look to new sources of equity in order to get the loans they need.  
Today capital providers are seeing high risk opportunities to earn 
returns greater than 20% but they have to be willing to front the 
money necessary for builders to qualify for loans from the banks.  
Capital is available but on significantly different terms for the 
borrower. 
  
Hard data shows just how much the lending market has changed.  The 
Federal Reserve collects and tracks thousands of bits of data on the 
banking system.  One weekly report that shows banks' balance sheets 
and the changing nature of their assets is the H8 report.  Looking at 
historical data usually puts me to sleep, however if many of your 
investment decisions are driven by the availability of capital in the 
way of loans, tracking banks' willingness to lend is important.  Just ask 
our struggling developer in the preceding paragraph.  A key date to 
remember for the change in lending is 9/15/2008, that was the day that 
Lehman Brothers filed for Chapter 11 bankruptcy and the financial 
world changed. 
  
The lending market prior to 9/15/2008 was about as loose as it could 
possibly be, borrowing was easy and the economy was good.  Loans 
outstanding on bank balance sheets had steadily grown.  In November 
2004 total U.S. bank loans was amounted to $4.8 trillion.  By October 
2008 bank loans peaked at $7.3 trillion.  Lehman hit the market and 
the lending stopped.  For 16 months bank loans contracted so that by 
February 2010 outstanding loans had dropped $700 billion and stood 
at $6.6 trillion.  Bank lending standards tightened and only the most 
qualified could get loans.  But time passed and the world didn't end 
and gradually banks have begun to grow their loan portfolios again. 
Since 2011 outstanding loans have gradually risen to the point that at 
the end of March 2014 total bank loans reached $7.5 trillion, 
surpassing the high of October 2008.  These were, however, 6 very 
long years of recovery!  As earnings are released by banks this quarter 
and in the quarters to come, notice the statements surrounding those 
earnings.  Look for good loan growth, improving credits, not as many 
past due loans.  That verbiage will signal that in fact the banks are 
back and that the lending spigot is getting turned on.  Businesses and 
the consumers may find that the money from the lending spigot is 
starting to flow once again. 
  
Carl Gambrell 
  
  


