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Unemployment:
ÁUnemployment in April increased to 9.9% (from 9.7%) in spite of the economy adding 290K (nonfarm 
payroll) jobs. This is the 4th consecutive month jobs have increased. Historically, the economy has 
produced 191K and 224K jobs/month in the first 2 and 3 years of a recovery, respectively. In past 2 
recoveries, average monthly jobs creation was just 71K and 118K over 2 and 3 year, respectively

o If the economy continues to create 290K jobs/month through December 2012 and the 
labour-force-population ratio returns to 50.5% (closer to its pre-recession level), then the 
jobless rate should fall to 7.1%. If the economy has a typical post-1970 recovery, then 
unemployment will fall to 7.6%. If the economy has a recovery like the past 2 (i.e. jobless), 
then unemployment will be unchanged in December 2012 from its current level   

ÁADP reported an increase in private sector employment in April. Nonfarm private employment 
(NFPE) increased by 32K. This is on top of a revision in the payroll data for March, which was adjusted 
upwards from a decline of 23K jobs to a gain of 19K. The revised February payroll data also showed a 
gain of 3K jobs in February, thus showing 3 consecutive months of NFPE growth

o¢ƘŜ !5tΩǎ ƴǳƳōŜǊǎ exclude government hiring, which of late has been growing due to the 
Census. Doubts about the ability of the private sector to produce jobs seem to be alleviated. 
Nevertheless, the job creation numbers have been modest, especially relative to the 
magnitude of job losses over the recession  (total employment level fell by over 8 million)

ÁInitial unemployment claims last week totaled 444K, still far above the 400K threshold which is 
typically associated with recessions. Continued claims amounted to 4.594 million

o The total unemployment grew to 15.260 million in April, so less than 1/3rd of those 
unemployed persons are insured (and many of whom will have their benefits expire soon)

Labour and households:
ÁLabour productivity rose by a seasonally-adjusted annualised rate of 3.6% in Q1. This was faster than 
market expectations, but a slowdown from the previous quarter. Labour productivity often increases 
in recessions as underproductive labour is typically shed, leaving a more efficient workforce 
ÁPersonal income in March grew by 0.3% in line with expectations. This compared with growth of 
0.1% in February. Though only a modest gain, the upward trend is reassuring as consumers are lagging 
the other components of GDP in this recovery. Indeed, consumers are now finally showing a rebound 
which has been evident for over 6 months in many of the other sectors of the economy (e.g. 
manufacturing). In March consumer spending increased by 0.6%
ÁHowever, the above interpretation of the data is both naïve and incorrect. Diving deeper into the 
data, what becomes apparent is that the robust consumption numbers are a result of government 
transfers (as well as reductions in savings), rather than from jobs and income growth

o Government unemployment benefits rose by $11.8bn in March, while old age and security 
benefits increased by $5.1bn. Other forms of government transfers increased by $7.8bn (all 
numbers seasonally adjusted and annualised). This was accompanied by a reduction in 
personal savings of $28.2bn. Altogether, the reduction in total savings and increase in transfer 
payments amounted to $52.9bn, while personal outlays increased by $60.6bn   
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Auto sales:
ÁAutos continued their rebound in April with all the major car manufacturers (with the exceptions of 
Mitsubishi and Saab), posting healthy gains in April relative to April 2009. Overall light vehicle sales 
were up 16.7%, although the high growth rate is an artifact of the low base in 2009. Sales are far below 
ǘƘŜ ƛƴŘǳǎǘǊȅΩǎ ǇǊŜ-recession level at 11.2 million units (SAAR), compared with 15 million pre-recession

Greek tragedy:
Á¢ƘŜ 9ǳǊƻǇŜŀƴ /ŜƴǘǊŀƭ .ŀƴƪ ό9/.ύ ǊŜƳŀǊƪŜŘ ƭŀǎǘ ǿŜŜƪ ǘƘŀǘ ƛǘ ǿƻǳƭŘ ǊŜǘŀƛƴ ŀ άƴǳŎƭŜŀǊ ƻǇǘƛƻƴέ ǘƻ ŘŜŀƭ 
with the chaos in Greece (i.e. ECB purchases of government bonds in the secondary market). The 
Greek economic crises sparked riots last week. Protestors are railing against austerity measures that 
the government is imposing as part of the conditions it needs to meet with its creditors and backers to 
help the country avert bankruptcy

o Although Greece is just a small country the problems there is real concern of contagion 
(especially with Portugal, Spain and Ireland). The crisis has the potential to destabilise global 
ƳŀǊƪŜǘǎ ŀǎ ŦƛƴŀƴŎƛŀƭ ǇŀƴƛŎ ǎǇǊŜŀŘǎΦ ¢Ƙƛǎ Ƙŀǎ ǇǊƻƳǇǘŜŘ DǊŜŜŎŜΩǎ ƴŜƛƎƘōƻǳǊǎ ǘƻ ǎǘŜǇ ƛƴ ǘƻ ƘŜƭǇ 
o The IMF and eurozone countries agreed to a $146bn bailout package. The troubles of 
Greece have some speculating on the demise of the euro, with Nobel laureate Paul Krugman
speculating that Greece may even leave the euro (after it repudiates its euro debts)

ISM report :
ÁThe Institute for Supply Management (ISM) reported its key indices last week (values above 50 are 
expansionary while values below 50 imply contraction): 

o The ISM manufacturing index rose to 60.4 in April, its highest level since June 2004 
o¢ƘŜ taLΩǎ ƴŜǿ ƻǊŘŜǊ ƛƴŘŜȄ ǿŀǎ ŀǘ срΦт ƛǘǎ ƘƛƎƘŜǎǘ ƭŜǾŜƭ ǎƛƴŎŜ !ǇǊƛƭ нллп
o The PMI employment index was at 58.5, suggesting a solid recovery manufacturing
o However, the PMI inventory index was at 49.4 (though this has weak correlation with the 
business cycle)

Housing problems persist:
ÁFreddie Mac, the former GSE which is now directly government supported, reported losses of $6.7bn 
in Q1 and is said to be seeking $10.6bn from the government. Despite the recovery (and because of 
the lags in problem loans relative to unemployment), losses at firms that lend or insure consumer 
borrowing remain high. However, the numbers are more benign than compared with last year when 
ǘƘŜ ŦƛǊƳ ƭƻǎǘ ϷфΦфтōƴ ƛƴ нллфvмΦ  bŜǾŜǊǘƘŜƭŜǎǎΣ vмΩǎ ƭƻǎǎ ǿŀǎ ŀƴ ƛƴŎǊŜŀǎŜ ŦǊƻƳ нллфvп ǿƘŜƴ ƭƻǎǎ ǿŀǎ 
$6.5bn. The pent-up wave of foreclosures (as they take an extended amount of time to process) is and 
will continue to drive losses at the likes of Freddie, Fannie
ÁMeredith Whitney made headlines last week when she announced that banks are not prepared for a 
double-dip in the housing market. Her remarks concern the recent rise of the housing prices as 
reflected by the Case-Shiller housing index (as well as other indices). Whitney argues that banks have 
not provisioned enough to offset the wave of losses that will come when house prices slump again. 
This point was also note by Robert Shiller, who recently speculated that low interest rates are 
responsible for what could possibly be a mini bubble in housing, as well as a mini bubble in the stock 
market (albeit that the crisis in Greece may be taking air out of the equity bubble) 
ÁConstruction spending improved in March by 0.2%, surprising markets as expectations were for a 
contraction in that sector. Construction spending has been relatively subdued in this recovery because 
of the glut of excess properties that were built during the bubble years
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Top left: Time series of light vehicle sales (3MRA). Figures still well below historic norms. Source: BEA. Top right: Manheim 
index reached an all-time high last month. Source: Manheim Consulting. Middle left: Light vehicle sales over last 13 
months split by cars and trucks. Source: Motor Intelligence Data (MID).Middle right: April 2010 auto sales by car-make 
versus one year ago. Source: MID. Bottom:IƛǎǘƻǊƛŎŀƭ D5t ƎǊƻǿǘƘ ŀƴŘ ǘƘŜ CŜŘΩǎ ǇǊƻƧŜŎǘŜŘ ǇŀǘƘ ƻŦ D5t ƎǊƻǿǘƘΦ bƻǘŜ ǘƘŀǘ 
ǘƘŜ CŜŘΩǎ ŀǎǎǳƳǇǘƛƻƴǎ ƻŦ D5t ƎǊƻǿǘƘ Řƻ ƴƻǘ ǎǉǳŀǊŜ ǿƛǘƘ ǘƘŜƛǊ ƻǿƴ ǳƴŜƳǇƭƻȅƳŜƴǘ ǇǊƻƧŜŎǘƛƻƴǎ όhƪǳƴΩǎLaw). Source: FRB.
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Top left: Jobs growth in the average post-1970 recovery transposed on current recovery (assumes recovery began Sep-
2009). Sources: BLS, FG Research. Top right: Projected employment growth if recovery resembles 2 most recent 
recoveries. Sources: BLS, FG Research.Middle left: Projected jobless rate assuming average post-1970 recovery. Sources: 
BLS, FG Research. Middle right: Unemployment rate assuming 2 most recent recoveries. Sources: BLS, FG Research.
Bottom: Time series of ISM index on manufacturing activity. Values above red line imply expansion. Sources: FRB, NBER.
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Bank of America plans to sell $750 million of card-backed bonds

Credit Cards
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May 3rdςMay 10th, 2010 (Week 18)

ÁAs consumers started spending more in the first quarter, they were not hesitant to use their credit 
cards as suggested by Visa and MasterCard earnings. Both payment processers reported better-
than-anticipated profits and higher transactions volume
ÁMasterCard reported first quarter earnings of $455 million, or $3.67 a share, compared with $367 

million, or $2.80 a share a year ago. Net revenue was $1.3 billion, a 13.1% increase versus a year ago
ÁVisa, the larger of the two payment networks, last week reported a profit of $713 million, or $0.96 

per share, for its fiscal second quarter 2010, ended March 31. Net revenue was at $2 billion, a 19% 
jump over the prior year
ÁMasterCard and Visa results may also signal a possible bottoming of a prolonged reduction in 

consumer loan balances since the onset of the financial crisis. The Federal Reserve said revolving 
credit ςmostly credit card debt - fell 13.1% to $858.1 billion in February, the 16th decrease in 17 
months. Revolving consumer credit has contracted more sharply than other forms of consumer 
credit since the recession because of the ability of creditors to play with existing credit lines
ÁVisa reported total processed transactions, which represent transactions processed by VisaNet, of 
ϷмлΦс ōƛƭƭƛƻƴΣ ŀ мп҈ ƛƴŎǊŜŀǎŜ ƻǾŜǊ ǘƘŜ ǇǊƛƻǊ ȅŜŀǊΦ ±ƛǎŀΩǎ ǇŀȅƳŜƴǘǎ ǾƻƭǳƳŜ ƎǊƻǿǘƘΣ ƻƴ ŀ Ŏƻƴǎǘŀƴǘ 
dollar basis, was 13% over the prior year at $745 billion

Source: Marketwatch.com

MasterCard, Visa profits signal credit buying upswing

ÁBank of America, the largest US bank, plans to sell $750 million of bonds backed by credit- card 
ǇŀȅƳŜƴǘǎΦ ¢Ƙƛǎ ŘŜŀƭ ŎƻƳŜǎ ŀŦǘŜǊ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ¢![C ǇǊƻƎǊŀƳ Ƙŀǎ ŜȄǇƛǊŜŘ
ÁThe credit card loan-backed deal, dubbed BACCT 2010 A1, is the first the bank has offered this year
ÁThe top-rated portion of the debt matures in about 2.92 years. The Charlotte, North Carolina-based 

lender last issued asset-backed securities tied to credit cards in May 2009
ÁSales of bonds backed by credit-card payments have fallen as banks increasingly rely on deposits to 

fund consumer credit (especially as recent legislation has favoured this path). The volume of such 
bonds have dropped to $2 billion this year, down from $13.7 billion over the same period in 2009
ÁTop-rated debt backed by credit-card payments yields about 62 basis point more than Treasuries, 

compared with 0.88 percentage point at the start of the year, according to a Bank of America Merrill 
Lynch index.  (Though one must recall that there is no such thing as a free lunch ςsuch debt cannot 
have the same credit quality as Treasuries.) The debt yielded 2.92 percentage points more than 
benchmarks a year ago
ÁLast week, American Express sold a $911.8 million credit card loan-backed bond. Demand for that 

bond, which was increased in size, was driven by several factors, including lack of supply in the credit 
card loan-backed market and investors' improved comfort with the stabilization of consumer credit 
trends

Source: BusinessWeek
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SPECIALTYFINANCEHEADLINES

/ǊŜŘƛǘ /ŀǊŘǎ όŎƻƴǘΩŘύ

Zale talking with Citi to renew card deal past 2011

Auto Finance

ÁHyundai Auto Receivables Trust is in the market with a $960.85 million bond
ÁThe bond, dubbed HART 2010-A, has four tranches, of which three are triple-A rated. Joint lead 

managers on the bond are JPMorgan, Royal Bank of Scotland and SocieteGenerale
ÁThe first tranche of $219 million notes, maturing in 0.28 years, will be sold at a spread of 1 to 2 basis 

points, while the second tranche of $238 million notes, maturing in one year, will be sold at a spread 
of 17 to 20 basis points
ÁThe third tranche of $317 million notes, maturing in 2.15 years, will be sold at a spread of 17 to 20 

basis points, while the fourth tranche of $186.8 million notes, maturing in 3.8 year, will be sold at a 
spread of 25 basis points
ÁThe auto sector of the securitization market has been the most active so far this year. More than 

half the consumer loan-backed bonds issued have been backed by auto loans
ÁBonds issued by Toyota Motor Credit Corporation and Ally Master Owner Trust were increased in 

size as eager buyers come forward to purchase them. Toyota's bond was increased to $1.25 billion 
from an original $775 million. Ally's bond was increased to $703 million from $350 million
ÁInvestors have, in general, been pleased with the performance of auto loan-backed deals. Despite 

the still shaky economy, the sales of cars have steadied and issuers are tapping the securitization 
market as part of their diversification strategy

Source: Wall Street Journal

Hyundai's $960.85 million bond to price

May 3rdςMay 10th, 2010 (Week 18)

ÁZale, the jewelry retailer, entered into exclusive talks with Citibank to renew their private-label 
credit-card arrangement after it expires next year, and has won an extra month from Citibank to pay 
a penalty for low sales made on the cards
ÁCiti, which issues the cards used for 40 percent of Zale's US sales, told the struggling jewelry chain 

operator in December that it would not renew that agreement when it expires in March 2011
ÁCiti has also agreed to give Zale until May 31, while they negotiate, to decide whether to pay a $6 

million penalty designed to compensate Citi for a sales shortfall
Á In March, Citibank, a unit of Citigroup, warned Zale that their private-label, credit-card arrangement 

would end in September, six months early, if Zale failed to pay
ÁUnder their current agreement, Zale guarantees Citibank a certain amount of return on the credit 

cards based on sales. Any shortfall must be made up for in penalties
ÁCiti originally set a deadline of April 1 for the $6 million payment, and Zale won an initial one-month 

reprieve in late March
Source: Reuters
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Student Loans

May 3rdςMay 10th, 2010 (Week 18)

!ǳǘƻ CƛƴŀƴŎŜ όŎƻƴǘΩŘύ

Toyota, Ally auto ABS deals meet solid demand

ÁUnderwriters for Toyota Auto and Ally Master Owner Trust asset-backed offerings last Thursday 
priced larger-than-expected auto sales at tighter spread levels as investors chased supply
ÁToyota Auto Owner Trust's $1.25 billion auto ABS deal was increased from a $775 million size as 

interest grew in the offering. The deal's AAA-rated one-year notes were priced at a leaner spread of 
13 basis points over Eurodollar swap futures, compared with earlier price guidance of 15 to 20 basis 
points
Á Its AAA-rated two-year notes were priced at a narrower spread of 15 basis points over Eurodollar 

swap futures, versus earlier guidance of 18 to 20 basis points, while its 2.86-year AAA-rated notes 
were sold at a tighter spread of 18 basis points over interpolated swaps, compared with earlier 
guidance of 20 to 25 basis points
ÁAmong other offerings sold, Ally Master Owner Trust was selling a larger $703 million issue of auto 

securities that grew from an initial size of $350 million, given the solid demand from investors
ÁThe deal's largest $450 million AAA-rated 2.94-year tranche was priced at a narrower spread of 115 

basis points over interpolated swaps, compared with earlier guidance of 125 basis points, market 
sources said. Ally's offering included smaller AA-rated, A-rated and BBB-rated issues that priced at 
spreads of 175 basis points, 215 basis points and 275 basis points over interpolated swaps

Source: Reuters

ÁFitch Ratings affirmed the senior student loan notes of the Wachovia Student Loan Trust Series 
2006-1, issued under the 2006 Trust Indenture, dated June 1, 2006. CƛǘŎƘ ŀǎǎƛƎƴŜŘ ŀ άǎǘŀōƭŜέ ǊŀǘƛƴƎ 
outlook for the debt. The trust has sufficient credit enhancement for the senior notes with senior 
parity at 104.05% as of April 26, 2010 and increasing
ÁFitch's Global Structured Finance Rating Criteria were used to review the ratings, and the affirmation 

is based on the performance of the trust in line with the expectations outlined therein 
ÁThe ratings outlook remained stable because, with the buildup of parity for the senior notes, the 

ratings are expected to remain stable for the next two years. The subordinate student loan note will 
be reviewed separately upon the completion of the updated basis risk analysis
ÁThe collateral supporting the WSLT 2006-1 notes consists entirely of federally guaranteed student 

loans originated under the Federal Family Education Loan Program (FFELP). FFELP loans are 
guaranteed at least 97% of principal and accrued interest, depending on the loan origination date. 
The loans are serviced by the Wachovia Education Finances, ACS Education Services, and American 
Education Services

Source: Detnews.com

Fitch affirms Wachovia Student Loan Trust Series 2006-1 senior notes
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SPECIALTYFINANCEHEADLINES

Other Consumer Finance

May 3rdςMay 10th, 2010 (Week 18)

ÁProviding greater insight into the health of the US economy, Standard & Poor's, and Experian, have 
announced that they are joining forces to launch a series of consumer credit default indices in the 
United States. The S&P/Experian Consumer Credit Default Indices, to be launched on May 18, 2010, 
will seek to measure the balance-weighted proportion of consumer credit accounts that go into 
default for the first time each month
ÁUnlike other publicly released metrics that recount previously defaulted loans or that measure 

delinquency rates only on securitized loans, the S&P/Experian Consumer Credit Default Indices are 
based on a broad cross-section of the entire US consumer credit population
ÁThe S&P/Experian Consumer Credit Default Indices will consist of four headline indices as 

determined by loan type, and a composite index: S&P/Experian Auto Default Index, S&P/Experian 
First Mortgage Default Index, S&P/Experian Second Mortgage Default Index, S&P/Experian Bankcard 
Default Index, and S&P/Experian Consumer Credit Default Composite Index. The balance-weighted 
Composite Index will measure default rates across all four loan types

Source: PRnewswire.com

S&P and Experian team up to launch consumer credit default indices


