2010 The Year in Review
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As the first decade of the new millennium closes, we can look back and say,”Whew!” A modest list of past 2010 events might include: The Federal Reserve continued its attempts to jump start the lagging economy, the greatest number of bank failures since the Savings & Loan crisis of the 1990’s, increasing public displeasure with the Federal Government reflected in the coalescence of the Tea Party movement and mid-year elections of several candidates they supported, public outcry regarding more invasive Transportation Safety Administration inspections at the nation’s airports, and historic low interest rates coupled with increasing commodity prices and a rising stock market. 

--------------
In the last few years, the Federal Reserve has been uncharacteristically obvious in its activity in the markets in a stated attempt to fight the financial crisis and lift the country out of recession.  It has bought $1.4 trillion of mortgage-backed securities and mortgage debt as well as up to $300 billion worth of government debt. The Fed obtained this money, not from Congress since it is not a government entity, thru loans from its member banks. The member banks got the money from their reserve accounts at the Fed. The Fed LITERALLY simply tacked on zero’s to the balances of the member banks’ accounts to create this money.

Federal Reserve Chairman Ben Bernanke signaled in August that he was prepared to pump an additional $600 billion dollars into the banking system by buying Treasury securities. His stated goal was to push down borrowing rates to stimulate the economy through what's come to be known as a "quantitative easing" strategy. Just one year prior, on June 3rd, 2009 Mr. Bernanke testified before Congress that he would not “monetize the debt” ~ or print more money. But that is exactly what he has done. In addition, Texas Congressman Ron Paul reported on his weekly blog that it has been revealed that 55% of the loans by the Federal Reserve under their largest bailout program – the Term Auction Facility – went to foreign banks.
--------------
Interest rates fluctuated in 2010, as the Fed’s open-market actions fought to keep Treasury yields near historic lows. The yield on the 10-year Treasury note rose to a yearly high of just under 4 percent in April and then plunged as low as 2.38 percent in October, ending the year at 3.29%. Rates on 30yr fixed-rate mortgages plummeted in tandem with Treasuries, to a low of 4.17% in early November, rates not seen since the 1950s. Although these rates rose at the end of the year, savers have yet to see any significant rise in savings rates. According to Bankrate.com average yields on five-year CDs stood at 1.56 percent at year's end while money market rates have been stuck at 0.19 percent for the last five weeks of the year.

	FDIC Bank Failures

	Year
	No. of Failed Banks
	Total Assets of Failed Banks
	Loss to FDIC's DIF
	Troubled Banks

	2007
	3
	$2,602,500,000
	$113,000,000
	30

	2008
	25
	$373,588,780,000
	$15,708,200,000
	252

	2009
	140
	$170,867,000,000
	$36,432,500,000
	702

	2010
	157
	$96,514,000,000
	$22,355,300,000
	860

	Total
	325
	$644,321,380,000
	$74,714,900,000
	---


The banking industry continued its consolidation. While 2009 had seen 140 institutions being taken over by the FDIC, banking failures for 2010 were at the highest level since 1992 as 157 financial institutions collapsed - caused by poor lending decisions exacerbated by collapsing real estate prices, high unemployment and a continued weak economy. Smaller banks with under $1 billion in assets were by far the most vulnerable as they were unable to raise additional capital, faced stiffer restrictions on their lending and had increasing loan losses. 133 of the 157 bank failures were smaller banks. A total of 325 banks with over $634 billion in assets have failed since 2007. In this fragile economy, the FDIC’s Problem Bank List has grown to 860, and is now the largest number since March of 1993 when there were 928. They now account for over 11% of all banking institutions. If the economy does not recover and real estate values continue to depreciate, another wave of banking failures will force the FDIC to access its now unlimited line of credit with the US Treasury. In this environment more bank consolidation is likely, as is further investment in banks by businesses outside the financial services industry.
--------------
The Transportation Safety Administration was in the news as public ire grew at what is being seen as a growing invasion of privacy. In an effort to combat terrorism, screening equipment at many national airports is now providing revealing, close to nude, images of passengers. On multiple occasions the US government has promised that these images are not being saved or catalogued. Additional measures, such as removing shoes and all loose items have also lent to the public irritation. 
--------------
Stock Market performance

By year-end the markets had settled higher. The S&P 500 rose 12.8 percent with the Dow and NASDAQ up 11% and 17% respectively. However, it was no smooth path. The markets were roiled during the year by the following events;
In February European nations with the most severe debt problems, dubbed the “PIIGS” (Portugal, Italy, Ireland, Greece and Spain) begin affecting international markets as Greece was on the brink of default. 
In April, an explosion on British Petroleum’s Deepwater Horizon platform in the Gulf of Mexico killed 11 workers and spilled 4.9 million barrels of oil. It would take five months to seal the leaking well.

In May, the stock market endured the “Flash Crash”. In less than an hour, computer-aided sell programs sent the Dow plunging over 1000 points before it recovered to close with a 348-point loss.
In July, President Obama signed a largely symbolic Financial Reform Bill, which did not address the colossal collapses at Fannie Mae and Freddie Mac, the largest government-backed mortgage lenders in the world. The new law further expanded government by creating the Consumer Financial Protection Bureau. 
In August, Federal Reserve Chairman Ben Bernanke hinted that a second round of monetary stimulus may be necessary. Quantative Easing or “QE2” begins in November 2010.
In the November mid-term elections, an obviously agitated American public sends Republicans back into the majority in the House of Representatives along with a number of Tea Party candidates. 

Finally, in December, in recognition of the Democratic defeat in the mid-term elections and wishing to promote bi-partisan politics, President Obama signs a bill to extend the Bush-era tax cuts for another two years. Some new wrinkles added were a 2% reduction in social security payroll taxes for one year and an addition of 13-months to jobless benefits (to a maximum of nearly 2 years).

--------------
Commodities across the board finished 2010 at or close to their highest levels in years.

Gold closed 2010 at $1,421.40 an ounce, up roughly 31 percent for the year. It traditionally has been viewed as a classic shelter investment, often used as a hedge against inflation. However, it has increased steadily over the last decade as financial instability grew.  Silver roared up for an 83 percent gain on the year, as investors sought the white metal as an alternative to gold and hit a 30-year peak of $30.92 on the last trading day of 2010. Many silver pundits are looking for additional gains as the historical 16-to-1 ratio of gold-to-silver would put its price over $80 per ounce.
Other metals also participated in significant price increases - Copper surged more than 40% closing at $4.4470 a pound. Palladium, used in automobile emission systems, up 95.6% to $803.30 per ounce, and Platinum up 21% to $1773.30 an ounce.
Some investment professionals speculate commodity price increases were due to people looking to get out of the dollar. “…stocks have run up so much that commodities are looking like a good alternative," said Spencer Patton, founder and chief investment officer for hedge fund Steel Vine Investments LLC. This is a claim that the inflation of these prices is directly related to Fed’s policy of monetary expansion. Others argue increased demand from developing nations has pushed prices higher.
Food commodities also rose: Corn increased 52%, Wheat up 45% and Soybeans up 33% in the past year. The United Nations Food and Agriculture Organization (FAO) announced on January 12 that its food price index rose 4.3% in November - its sixth straight rising month – to its highest level ever. [The FAO index is based on a basket of commodities, including meat, dairy, cereals, oils and sugar.] The USDA claims 2010 was one of the most profitable years ever for farmers in the U.S. Midwest. It predicts that net farm income for 2010 will be $81.6 billion, up 31 percent from 2009 and about 26 percent higher than the annual average over the past decade. Farm incomes are likely to keep growing in 2011 on strong commodity prices and export demand, according to a report released in early January by the Kansas City Federal Reserve Bank.
Energy prices also climbed with oil surpassing $90 a barrel in December 2010 this month and close the year at $91.38 a barrel.

--------------
Another indication of inflationary pressures was college tuition costs, which rose by 4.4% in the 2009-2010 school year to an average of $26,273 per year. The National Inflation Association reported college students borrowed a record $106 billion in total student loans for the 2009-2010 school year. Total student loan debt in the U.S. currently stands at $830 billion and now exceeds all credit card debt.

--------------
Although the long term may not be predictable, 2011 may bring some certainties. There is mounting evidence for higher commodity prices. Increased consumption demand from emerging markets populations as well as the desire for dollar holders to hold more substantive investments will continue. A newly attentive American voting citizen will closely watch the recently elected Congress. Will their candidates stay true to their campaign vows, or fall back into the typical political track? The Federal Reserve may continue it’s QE2 policy, but indications of inflation may allow them to curb their actions. Mr. Bernanke has been reluctant to speak clearly on his plan to ‘soak up the excess liquidity’ which would be necessary if inflation accelerates. Whatever occurs, we’ll be paying attention.
Mr. Starshak is an investment advisor with Trust Wisconsin, LLC an investment management and trust services company with offices in Berlin and Kewaskum, WI. He has over 20yrs experience in financial services including asset management, banking, life insurance, mortgage finance and business retirement plans. For further information visit: www.trustwisconsin.com
Michael F. Starshak


Financial Advisor


Trust Wisconsin




















