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THISWEEKN THEECONOMY

Manufacturing:
ACKS L{aQa YIydzFlI OlGdz2NAy3I AyRSE OFYS Ay (i pudd A
above 50) since January 2008. Comparable indices for other countries (Japan, Germany, France, etc.)
were also showing expansion. This is yet another sign that the (global) recession may be over
o0 The NBER considers the following factors when determining the timing of the business
cycle: (1) real GDP, (2) real income, (3) employment, (4), industrial production and (5)
wholesaleretail sales. Particular emphasis is placedipre@l personal income less transfer
payments, (ii) employment, (iii) industrial production and (iv) real volume of sales of the
manufacturing and wholesaldB G F Af ASOG2NARA P 0¢KS GSN)Y aNBIf ¢
price-adjusted levels.)
o A recovery is defined as a sustained growth in economic activity coming on the heels of a
recession (i.e. it is the expansionary part of the business cycle that come right after the
economy hits a trough). Positive economic growth is neither a sufficient nor necessary
condition for a recovery. Just like the date of a recession, the NBER usually-ttkesahiths
of hindsight to date a recovery (but evidence suggests that the recovery is nascent)

Labor productivity:
ALabor productivity was at its highest in 6 years. Labor productivity (which hinges much on
technological progress) is the single most important factor in determining the living standards of a
nation. Productivity measures the units of output that can be created from one unit of input
o Labor productivity rose last month by 6.6% (annualized), while labor costs fell 5.9%
(annualized). However, the gain in productivity may be not be all that it appears. Productivity
is measured byorker, so if the labor force shrinks the average labor productivity is
expressed for a smaller group of workers. Because firms lay off the least productive workers
when markets go down, the higher productivity may reflect the fact that the least productive
2Nl SNA INB y2 t2y3ISNIo6SAy3I O02dzyiSR Ay @K
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Auto sales:
AAuto sales were up sharply in August compared with July and, more positively, were up even
compared with its level last year (by 1%), although on a cumulative basis, sales in 2009 are down
27.9% compared with 2008. Passenger car sales were up 15.6% compared with the same period last
year, while light truck sales were down 13.8%. Vehicle sales are highly cyclical (as consumers tend to
extend the life of their cars during recessions)
0 The increase in auto sales, however, was definitely spurred, in part, by the cash for clunkers
program. Absent government intervention, the economy still appears fragile (and private
sector demand and consumption remains weak)

Unemployment:
AAugust unemployment was 9.7%, up 0.3% from July. The surge in unemployment pours water on the
hopes of those who felt that the job market would rebound with the same vigor as the manufacturing
sector (such hopes spurred after the unemployment rate dipped 0.1% in July). Bibgivle

unemployment seems almost a sure thing, even as other sectors of the economy have shown a
resurgence (e.g. manufacturing, vehicle sales and GDP)

S
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AsSince the recession began, the economy has shed over 6.7 million jobs, and that number would be
SOSY KAIKSNI AT y20G F2NE Ay dSNI I tof hirlhg dorfe B thd 2 S NI Y S
public sector (e.g. hiring for the Census)
o If jobs recover as quick as they did after the last recession, it would7@kenonthsor
total jobs to return to its prerecession level. Even if job growth were very robust (recovering
at same pace as after the 1981(lll) recession), it would take the ecof6tyonths for total
jobs to recover to its preecession level. There is scant evidetita thisrecovery will be
anything but slow in terms of joprowth (especially with a growing population). Recovery
may be even slower than the latime; theLJK NI &S a220f Saa NBO2ISNERE A
AThe Department of Labor reported that unemployment insurance would run out for 1.3 million
Americans. This is bad news for consumer finance companies as households will run short on another
source of income to pay down their debts. Prospects for the-taingy unemployed (those
unemployed over 26 weeks) looks dismal as job recovery is not expected to be strong, and as these
people fall behind their employed peers in human capital and professional development. Those who
spend too long outside of the workforce may find their skills dulling and will face difficulties competing
re-entering the workforce later, especially if they have to compete against those who have retained
their working skills (i.e. were not previously out of the workforce for an extended period of time)
A16 states now have unemployment rates at doutlgit levels (July figure), with Alabama on the
cusp at 9.7. Given the 0.3% rise in unemployment from July to August it is likely that the number has
reached or surpassed 19
o Unemployment in California, Florida, and Nevada are especially worrisome as these states
are also suffering from massive real estate corrections, with house prices down over 40% in
0KSasS aidlrisSad aAOKAILY tSFRa GKS O2dzyiNE g A
real estate market has fallen just as hard as the other bubble cities, although in the case of
5SGNRBAG GKS RSOftAYyS Aa NBtFGSR (G2 G4KS RSYAAS
industry, the automotive industry (and even as the auto sector recovers, it is not likely that
Detroit will bounce back as foreign carmakers are not based in Detroit, but rather the US
south¢ Chrysler is now Italianwned, GM is now governmeiawned; only Ford remains as a
privately run, domestic automaker in Detroit)
ANonfarm payroll jobs declined by 216,000 in August. Totakfasm payroll employment was 131.2
million in August; including public sector jobs. A sobering reminder of the severity of the recession is
there are now fewer total private sector jobs than compared with 1999. Total jobs in the economy
since 1999 is up by just 691,00@ven though the population has grown by 30 million
o Much of the gains of the US economy over the past decade have been illusory. Median real
wage has fallen in the last decade, as has the share of the population employed, all the while
consumer debt has spiraled. The supposed gains over the last decade were fuelled by
borrowing against increasing home values (which have now gone bust) and a reliance on
cheap credit (which has now imploded through the subprime crisis)
o American consumerism this past decade has been financed by foreigners, namely China,
Japan and petroleum exporting countries, that have lent money to this country as Americans
vastlyundersaved Now it is time for American consumers to begin tightening their belts, but
a real question remains whether American households are disciplined enough to swallow
bitter medicine, or will they again succumb to impatient impulses and live off borrowed
money from foreigners?
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The Federal Reserve and monetary policy:

AThe Federal Reserve reported that its position from lending to troubled financial institutions has

actually earned it a profit of $14bn. The profits earned by the Fed are not risk adjusted, but the gains

are a good sign as originally many pundits were worried that the Fed would lose billions in its foray into

being a bailout lender
0¢KS CSRQ& LINBPTFTAGA 2dzEi(l LI2asSa GKS C5L/ Q& OdzNN
failures, has assumed billions of dollars in liabilities, of which analysts expect that the FDIC will
eventually be on the hook for $13 billion (as of last week the FDIC had committed to assume
$80bn in risky bank assets). Whether the FDIC is able to turn around and make a buck from its
oFOlat2LILAyYy3a FIAESR o0lyla Aa Ay R2dz Gz o0dzi (K
need not be money losing (although the ra#tjusted gains may be ndtattering)

Real estate:

ACommerciaimortgagebacked security (CMBS) delinquencies were 3.14% in Julyfoddsixcrease

from its level in 2008. According to a report by Deutsche Bank, $153bn of CMBS loans are coming due

by 2012, and upwards of $100bn will face difficulty being refinanced. Banks hold $1.7 trillion in

commercial mortgages and construction loans

AProblem mortgages (those delinquent or in the process of being repossessed) reached a level of 13%

nationwide, withFloridaleading the pack &23%.What was once a subprime crisis has now become a

widespread mortgage crisis, where problem mortgages now account for the majority of seriously

delinquent mortgages, albeit subprime mortgages represent a disproportionate number of

foreclosures

Miscellaneous:
AConsumer spending in July increased 0.2% from its level in June, thanks in part to tHerelash
Of dzy 1 SNA LINRPIANI Y® / 2y adzyYSNJ aLISYRAYy3I 060402y adzyLiaz2:
AcCerberus is facing a wave of withdrawals from its investors. The private equity shop made big, bold
bets on Chrysler and GMAC, both of which have turned out to be mims@yg investments for the
company. This has prompted the fund to raise the gates (i.e. bar withdrawals) by investors
o The era of cheap debt fuelled the private equity (and hedge fund) frenzy, but now as banks
have tightened credit amidst recoftigh delinquencies investments fuelled by cheap credit
are facing financial difficulty
AcCredit card delinquencies appear to have stabilized in the past month after having skyrocketed in the
first half of this year. This phenomenon seems more a factor of card companies aggressively managing
their portfolio, rather than consumers being better able to manage their debts amidst rising
unemployment
o Auto delinquencies have also been mild (and in this recession mortgages have been the
lowest priority form of credit for consumers, with autos and especially cards having been
shown greater priority). This has sparked a mini revival in debts backed by autos and cards
ASustainability: There has been a lot of positive indicators for the global economy, but the real
guestion is whether the global recovery can keep steam. Although talks of a ddiphlecession seem
to have receded, a Whaped recovery seems very plausible in the US as many of the fundamentals of
GKS SO2y2Ye KI@S y2i &SiG 6SSy O2NNBOGSR o6So3od 02
overburdened by high debt, and lawmakers have yet to seriously revamp the architecture of the
financial landscape even after it proved highly vulnerable throughout the recession)
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Top left: The total number of jobs lost in this recession has surpassed all modern recessions in absolute terms; in rejative
terms it is the worst since WWHBource: BLS, NBHRp right: The economy has shrunk in real terms by close to 3% sin¢e
the recession begarsource: BEA, NBBddle left: Cumulative job losses of modern recessiddsurce: BLS, NBER.
Middle right: Cumulative job losses as % of total employm&aurce: BLS, NBE®ttom: Job creation and destruction
since 1939, along with total (neflarm payroll) employmentSource: BLS, NBER.
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Top left: Monthly change in net payroll as a % of total employment; this value has yet to return to positive territory gince
the recession begarsource: BLS, NBHRp right:Auto sales (SAAR) over the past year; August was a strong month.
Source: Motor Intelligence Data (MIMiddle left: August light vehicle sales by manufactur@ource: MIDMiddle right:
Manheim used vehicle index was up in July at a level not seen since the recessiorSoegee: Manheim Consulting.
Bottom: Job creation and destruction as % of employment, along with % of people empByecte: BLS, NBER.
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Credit Cards

‘ Fitch: credit card chargeffs on the decline

A A Fitch report finds that the charggff rate (the percentage of credit card balances companies
expect to never collect) fell to 10.55% in July, a 24 basis point drop from June

A While this may be a sign that consumers' finances are improving (or more likely that card companies
are better managing their portfolios), there still is a way to go before default rates return to levels
seen before the economic downturn

A According to Fitch, chargaffs have risen 45% between February and July and now stand 63% higher
than they were one year ago
Source: Credit.com

Citisells $1.3 billion in credit card assets |

A Citisaid it sold its entire ownership interest in three North American partner credit card portfolios
representing approximately $1.3bn in managed assets

A Terms of the deals and the acquirer weren't disclosed
SourceMarketWatch

‘ US credit card satisfaction falls on fees, ragssirvey |

A US customers are less satisfied with their credit cards than they were a year ago, mostly because of
displeasure over fees and rates, according to markediata company JD Power and Associates
(thus confirming the concerns that card companies would reinstate fees in anticipation of the Credit
CARD Actof2009{ SS CDQa NBLRZ NI 2 ywwi.fgcBmpanmeEdem/publitatiopss | O
A Satisfaction in the 2009 survey was 703 on a 1880t scale, the lowest rating since the survey
began two years ago
A Of the 6 factors examined to determine customer satisfaction, the metric on fees and rates had the
lowest score, a major contributor to the overall drop. 20% of credit card users saw their interest rate
increase, compared with just 10% a year earlier. Jpatgment fees were also more frequent
Source: CNN Money

Credit card issuers seek TALF funding before deadline

A Credit card issuers have until Septemb&t8 line up special financing under the Term Asset
Backed Securities Loan Facility (TALF)

A Several credit card companies have already announced their participation in TALF, including Alliance
Data Systems, American Express, Bank of America and Discover Financial Services

A Government officials have been urging banks to quickly convert those funds into new accounts and
extensions of existing credit lines (evidence suggests that credit remains tight for consumers)
SourceCardRatings
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‘ NCB introduces Visa platinum credit card

A National Commercial Bank has launched a shar@hpliant Visa Platinum credit card, hoping to tap
the Muslim market (where religious laws restrict certain financial practices)
Source: US SABC

Auto Finance

'‘Clunkers' a boost, but consumers still strapped

A The caskor-clunkers program injected $3bn into the economy, providing a boost to consumer
spending, which increased 0.2 percent in July according to the Commerce Department

A "Cash for clunkers" helped to elevate vehicle sales in July to an 11.2 million seasonally adjusted
annual rate (SAAR). Household spending for durable goods last month was also up (by 1.3%) as
consumers real purchasing power increased through the clunkers rebates

A But spending on nondurable goods, such as clothing, food and gasoline, declined 0.3% last month,
reflecting the reluctance of households to spend money without being offered incentives
Source: Washington Times

‘.l-y“[ 2F | YSNRAOI G2 &aStt |dziz t2¢Iy cslyF‘eé

A Bank of America plans to sell bonds backed by auto loans that are eligible for a Federal Reserve

program to jumpstart lending
Source: Bloomberg

‘ Rate of past due auto loans rises I Quarter |

A The rate at which people were late making auto loan payments rose in the second quarter as
consumers struggled amid rising job losses (although delinquencies on auto loans are still not nearly
as relatively bad as for mortgages and cards)

A For the period ending Q2, the national rate of auto loans that were 60 days past due was up 7.35%,
according to credit reporting agendyansUnionWhile still a relatively low (at 0.73%), the rate rose
from 0.68 percent at the same time a year ago and may explode if consumers are unable to tap
other income sources to pay down their car loans in the face of declining home values and rising
unemployment

A However, auto loan delinquencies did improve in the second quarter compared with the first
quarter of 2009, when the rate was 0.83%

Source: Associated Press
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‘ 'Clunkers' program gives biggest boost to foreign carmakers

A Auto sales in August were the highest in more than a year, according to industry figures released
last week. Carmakers sold more than 1.2 million cars and trucks, up 1% from the same month last
year and the first yeaoveryear sales gain since August 2007

A Foreign automakers dominated sales under the clunkers program, accounting for 61.4% of the
nearly 700,000 vehicles sold under the program. Japanese makers grabbed the biggest share, with
47% of the total, thanks to popular gas sippers such as the T&atsand the Honda Fit

A Hyundai reported a 47% increase in August sales, while corporate cousin Kia reported a 60% jump
Source: LA Times

ChargedOff Debt Buyers

Debt buyers feeling economic pinch more than collection agencies

A Debt purchasers have been hit with a tougher operating environment than their contingency
collection cousins, with more than 27% of debt buyers reporting a significant or moderate decrease
in purchase volume, while only 14% of collection agencies reported decreases in placements. This
may reflect the fact that many owners of chargeff portfolios are unwilling to sell their assets at
the current market prices as they believe that collections will improve (more than what is priced into
RSoiG 0dz2SNBQ LINAROSa0 a4 GKS SO2y2Yé o0S3aiya NBO:

A More than 63% of collection agencies reported moderate or significant increases compared to 48%
of debt buyers

A More than 41% of debt buying respondents said that they had laid off workers in the second quarter
of 2009. In addition, more than 24% expect more layoffs over the course of this year
SourceinsideARM

Ohio attorney general fires warning shot at debt collectors over complaints

A Onhio attorney general Richaf@ordraysaid his office has received a plethora of complaints against
debt collectors, and the number of complaints is on pace to set a new record

Aln apress release stateme@ordrayg & f Saa G(GKFy FtFdGSNAy3d G2 GKS
Ohio, we have received 2,067 complaints about debt collection in 2009tg€dfcte which is on
LI O0S G2 0SS Ftyvyz2ald R2dzotS GKS ydzYoSNI 2F O2YLX I Ay

Aa! fAYyS Ydzad 6S RNIgy (2 1SSLJ RSoi cmaatysram;ow\zy T
G/ 2yadzYySNE KIF @S (GKS NARIKG G2 0SS GNBFGSR 6AGK NB
YI1TAy3 GKNBIFGEA YR NBLSEFGSR LK2yS OFLtftazs I NB y2
SourceinsideARM
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results in this Analysis are forwaloboking. These forwartboking results are subject to risks and uncertainties that mageaatual results to differ

materially from the results in this Analysis. No expressed or implied representations or warranties with respect to theyacaampleteness of any
information, assumptions, forwartboking statements, or results contained in this Analysis are made by any FG Entities.




FGADVISORS: INVESTMENT BANKING SERVICES
FGSOLUTIONS: STRATEGIC CONSULTING SERVICES

Weekly Specialty Finance Industry Review

COMPANIES

August 3%t ¢ September &, 2009 (Week36)

SPECIALTMNANCEHEADLINES
Chargedh ¥ ¥ 5S60 . d2SNER 002yl QRO

‘ North Carolina legislation targets asset buyers, impacts debt collectors

A North Carolina recently enacted a piece of legislation that could prove to be a game changer for
accounts receivable management companies in the state, especially debt buyers. A new law (SB 974)
deems it an unfair practice for a debt buyer or collection agency on behalf of a debt buyer to bring
suit, initiate arbitration, or otherwise attempt to collect a debt when the debt buyer or agency
knows or reasonably should know such collection is barred by the applicable statute of limitations
SourcelnsideARM

General Consumer Finance

More college grads bank future on private student loans

A As the cost of higher education is skyrocketing, so is the debt carried by young Americans

A An increasing number of college students are turning to private Iqamse of the riskiest ways to
pay for schooling, according to an education organization that compared them to-carditdebt

A Private student loans carry variable interest rates that are higher for those least able to afford them,
up to 18 percent in 2008, according to The Project on Student Debt. A new report by the group
found that the proportion of all undergraduates who took out such loans increased significantly
from 5 percent in 20084 to 14 percent in 20008
Source: CNN

US mortgage applications slip, loan rates dip

A US mortgage applications slid last week even as mortgage rates edged lower, with requests for loans
to buy homes declining for the first time since early July

A The Mortgage Bankers Association's applications index fell by a seasonally adjusted 2.2% in the week
ended August 28, as demand for both purchase and refinance loans slipped

A Fixed 36year mortgage rates averaged 5.15% last week, down 0.09 percentage point. This was still
above the record low of 4.61% set in March yet a year ago this borrowing cost was 6.39%
Source: Reuters

US consumer bankruptcies rose 24 percent in August

A US consumer bankruptcy filings rose 24 percent in August from the previous year to 119,874,
according to the American Bankruptcy Institute and National Bankruptcy Research Center.

A2 KAtS GKS 1 dzadzad FAIANE st a Iy AYONBIFasS 20SN GK:
126,434, the groups said in a statement.
Source: Bloomberg

Disclaimer: This analysis ("Analysis") was created by an affiliate of FG Companies, LLC. FG Companies, LLC an¢H¢ Efiiiitds") do not
assume responsibility for the accuracy or completeness of the information in this Analysis nor@ogist of such informatio thereof. Certain
results in this Analysis are forwaloboking. These forwartboking results are subject to risks and uncertainties that mageaatual results to differ

materially from the results in this Analysis. No expressed or implied representations or warranties with respect to theyacaampleteness of any
information, assumptions, forwartboking statements, or results contained in this Analysis are made by any FG Entities.

10



FGADVISORS: INVESTMENT BANKING SERVICES
FGSOLUTIONS: STRATEGIC CONSULTING SERVICES

Weekly Specialty Finance Industry Review

COMPANIES

August 3%t ¢ September &, 2009 (Week36)

SPECIALTMNANCEHEADLINES
DSYSNIt [/ 2yadzYSNI CAYylyO0S 602yl Ql

Students borrow more than ever for college |

A New numbers from the US Education Department show that federal stddentdisbursements in
the 200809 academic year grew about 25% over the previous year, to $75.1bn

A Last year far surpassed past increases, which ranged from as low as 1.7% in 96 38880l year
to almost 17% in 19945

A Today, twethirds of college students borrow to pay for college, and their average debt load is
$23,186 by the time they graduate

A Only a dozen years earlier, according to the study, 58% of students borrowed to pay for college, and
the average amount borrowed was $13,172
Source: Wall Street Journal

Mliscellaneons

2Sffa CIFINH2 (G2 NBLI @& ¢! wt WYakKz2NIfeQllra f

A Wells Fargo president and CEO told Bloomberg that the bank is earning capital very quickly and
AyGSyRa G2 LIe oFl0O1 AGa TNWEYyReySéEeddzi Ay || aal
A The pace of repayment will be in such a way to not dilute existing shareholders
A The bank, ranked number one among US home lenders this year, generated $14.2bn in the second
quarter to satisfy demands for new capital. Assets no longer collecting interest in the quarter
climbed 45 percent to $18.3bn from the first quarter
Source: Bloomberg

Fed opens facility to give loans for consumer kbacked deals

A[ ald ¢KdzZNARFIe& ¢l a (GKS aS@SyidK f 2| yBackedBécuites G A2y |
Loan Facility (TALF), through which it provides cheap funds to purchase bonds backed by credit card,
auto and other loans

A The program, launched in March, has boosted the securitization market and helped ease the flow of
credit and has been one of the more successful initiatives of the government in unclogging the
credit markets

A Ahead of last Thursday's deadline, 14 deals worth about $16bn were priced. Issuers included Nissan
with a $1.025bn bond, Bank of America with a $3.021bn deal and American Express with a $1.25bn
bond. Ford had a $2.074bn deal and Discover sold a $1.3bn bond
Source: Dow Jones
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