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THIS WEEK IN THEONOMY

The dollar and commodities:
AThe US greenback took a drubbing last week on foreign exchange markets. The dollar flirted with
$1.50 to the euro last week, and fell below 90 yen against the Japanese currency. Against the Canadian
R2ff I N GKS 3INBSyol O]l ¥FStt (G2 2dzad bnodppz FfY2ali
ACrude oil is now back to about $2@till at just half the level of its alime high in 2007, but much
higher than its most recent nadir of $40. Crude stands to benefit from a global recovery
ACommensurate with the change in price for oil, retail gasoline has also soared in recent months, now
at about $2.40 per gallon, though still a far cry from its peak in July 2007 when it surpassed the $4 per
gallon threshold. Nevertheless, the price is still much higher than in December 2008 when it fell briefly
below $1.60, although it has ameliorated from its level in June when it was over $2.60 per gallon
o The retall price of gasoline in 1990 was $1.19, which adjusted for inflation is equivalent to
Pumoddpt Ay G(G2RI&Qa Y2ySeod hogdAazdzate (GKS INRSGK
general economy; changes in global supply have not kept up with changes in global demand
over the past several decades
AGold traded last week at an diine high, at well over $1,000, reflecting investor nervousness over a
weak dollar (gold, as are most commaodities, are priced in US dollars, so when the value of the US dollar
falls commaodity prices often increase to maintain the effective real price of a commodity). Despite its
high, gold is still a far cry from its inflati@djusted peak back in the early 1980s when it traded at
close to $2,000 in current dollar terms

Monetary policy:
AtKS wSASNIBS .yl 2F !'dzZAGNIfAl 6! dzAGNI £ AFQa OSyil
Reserve) raised interest rates last week. This came as a surprise as most central banks in industrialized
countries are still struggling with a sagging economy. The Fed has already made it clear that it does not
F2NBaSS NIrAaAy3d AdGa 0SYOKYIN] AyGaSNBadg NrXraGS odGKS
short) for a considerable amount of time (i.e. not until unemployment starts coming down, and all data
indicated that unemployment will not start decreasing until well into 2010)
o In contrast to the US and other bubble economies (such as Ireland, Spain and the UK),
ldza N AL Qa SO2y2Yeé NBYIFAYSR NBil GA@Ste &A0GNRYy
(as is Canada) is seen as a resodmased economy, and commodity prices have been rising,
which is one factor that might have spurred officials in Australia to raise rates (as well as the
fact that their economy may indeed be rebounding robusty dzi. R2y Qi SELISOG |
rebound in the US as there are major differences between the countries)
ARestoring normal monetary policy for the country will be one of the most challenging tasks for Ben
Bernanke. For the past 2 years the Fed has thrown everything but the kitchen sink at the economy
without much in helping it to revive the economy (although had those actions not been taken the
SOo2y2Ye YIeée KIFE@S | Olddzrtfte FlrettSy Ayid2 | RSLINBaaai:
after it made commitments to backstop ailing bargksevertheless, it has actually made a profit on
some of these transactions
Alnflation remains a cause for concern, given the vast amounts of liquidity that the Fed has pumped
into the economy, although a more pressing issue at the moment is deflation. Nevertheless, a key
concern will be at what speed to bring interest rates back to normal levels:

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
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information, assumptions, forwartboking statements, or results contained in this Analysis are made by any FG Entities.
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o Leave them low for too long and (as was the case in the last business cycle) it may induce
yet another asset/credit bubble

o Raise rates too quickly and risk plunging the economy into a dailipleecession or-L

shaped recovery (as was the case in Japan in itstpdsile economy)

Unemployment:
AUnemployment claims came in last week at 521,000 (better than expected). The figure is still very
elevated (prior to the start of the recession it was at 341,500/¢ék moving average)
Alnitial claims peaked in the last week of March when it reached 674,000. Continued claims (i.e. the
total number of people collecting unemployment insurance) looks to have peaked in June at 6,774,250
and in September fell to 6,144,250. Since the recession began the economy has shed over 7.6 million
jobs; a month before the recession (November 2007), continued unemployment claims were already
at 2.6 million. All told, the number of unemployed people nowmber 15.2 million

0 The average duration of unemployment in this recession is now 26.2 weeks (median

duration is 17.3 weeks), far higher than any other recession on record (thdlLl@&Ession

saw average unemploymenuration of approximately 2veeks)

0 The number of longerm unemployed workers (unemployed for over 26 weeks) stands at

5.4 million in September; total unemployed now stands at 15.3 million
AThe Senate announced last week that they had reached a deal to extend unemployment benefits by
14 weeks to all jobless workers in all 50 states

Consumer credit:
AConsumer credit fell in July (most recent data) to $2,472bn, down over $20bn from June and almost
$110bn from last year. It is likely that measures such as consumer credit will fall sharply in September,
coincident with the fall in auto sales, as programs such as cash for clunkers have likely propped up (or
moved forward demand) consumer expenditures. Of course there is nothing wrong with switching
consumption over time indeed consumption smoothing is generally regarded as favorable Retail
spending came in higher than expected in September, posting its first monationth gain since
August 2008. However, this should not be taken as sign that consumers have returned to their old
spending habits. There is evidence that part of the increase is likely due to a shift @bksadiool
spending from August to September, as well as pent up retail spending that was released after
consumers used their balances in earlier months to take advantage of thefaashinkers program
AThe CBO revised its August estimate on the size of federal deficit, with the most recent October
figures at $1.4 trillion, down significantly from $1.6 trillion. Despite the improvement, investors are still
GSNE ySNIW2dza | 62dzi G(KS O2dzyiNEQa FAaolt KSFHEOKZI |
dollar as international investors fret over the lotgrm health of the American economy
AThe fact that the economy is already drowning in red ink has made it difficult for the
government to tackle unemployment. But trying to be austere might not be the best remedy
for the economy at the moment. Recalling the simple (demand) equation for GDP=C +1+ G +
NX, it is clear that C, | and NX are all down. The only spending that is propping the economy is
thus G. Moreover, as Paul Krugman has often pointed out, the cost of G is not as high as some
assume because government spending would boost income and thus tax revenues, so the
burden of higher fiscal spending is not as onerous a prime facie perceived. Moreover, not
spending now may hamper the economy in the long run if it pulls back investing in areas such
as education and infrastructure (which are actually public investments)

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
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materially from the results in this Analysis. No expressed or implied representations or warranties with respect to theyacaampleteness of any
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SPECIALTMNANCEHEADLINES
Credit Cards

Wells Fargo raises creeiaird rates

A Wells Fargo is raising interest rates on most of its credit cards by up to 3 percentage points before a
new federal law (Credit CARD Act of 2009) limits such increases

A Wells Fargo, the parent company of Wachovia of Charlotte, cites continuing economic woes (i.e.
high loss rates due to elevated levels of unemployment) for the need to raise the cost of credit

A The rate hike, coupled with similar actions by JPMorgan and other large banks, is likely to place
additional stress on consumegsevolving consumer credit has contracted sharply in past year

A Charlottebased Bank of America said last week it would not raise rates and fees oraanetit
holders in good standing. The bank has been the subject of scrutiny in recent weeks for raising rates;
it is also one of the biggest recipients of government bailout money, so it would be a hot political
potato for them to be raising rates on consumers in advance of a government consumer protection
initiative

Source: Charlotte Business Journal

CARD Act delays credit card portfolio deals

A Once the regulations created by the CARD Act are implemented next February, card portfolios on
GKS 0f2012 &adzOK Fa D9Qa LINRAGI S -labdl car8 busireszawlly Sa a |
likely gain renewed interest from bargain hunters
AD9 Q& D9 az2ySeé dzyAl Nlzya 2yS 2F (GKS fINEBSA(G LINR DI
publicly since 2008 it would consider a sale or partnership for the business. Citigroup has also
indicated interest in selling parts of its card portfolios
A In addition, card portfolios not yet known to be on the market could also be up for grabs following
the implementation of the new regulations
A Citi holds its private label card portfolio within Citi Holdings, where the company retains around
$850bn worth of its norcore assets, including the retail brokerage, asset management and
consumer finance businesses it plans to sell or unwind. The larger remainder of the Giti bank
o0N} YRSR OFNRa YF{1S dzLJ I fFNEBS LINI 2F GKS bPmomi:
A Private label card businesses have been the most common card portfolio category up for sale
because it offers less opportunity for new growth but provides acquirers with a high annual
percentage rate performance relative to bank branded cards
A At the end of 2007, credit card portfolios were trading at around 21% above book value in off
market sales; last year they were trading at 16%, and this year credit card portfolios are valued
closer to 12%
A Deal volume too has dropped dramatically from approximately 50 to 60 transactions during the
course of the 2008 calendar year representing around $40bn to $50bn of assets, to approximately
$10bn worth of assets traded in eight transactions this year
Source: Financial Times
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SPECIALTMNANCEHEADLINES
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‘ Consumers keep paying off credit cards, building up savings

A Consumers continued to retrench in August, with borrowers reducing their credit card debt for the
11th consecutive month, according to figures released by the Fed last week (note, however, that
chargedoff debt is no longer counted in credit card debt balances tracked by the Fed)

A Revolving credit debt, mostly through credit cards with balances that are not paid off immediately,
dropped by an annual rate of 13.1% in August to $899.4bn

A Nonrevolving credit debt, such as auto loans (boosted in recent months by thef@ashunkers
program) and student loans, dropped slightly by an annual rate of 1.6% to about $1.56tn

A Consumer advocates and industry experts attribute the drop in credit card debt to uncertainly over
jobs and rising interest rates. Many card companies have increased interest rates in anticipation of a
new law that takes effect in February that will limit their ability to raise rates and fees

A The personal savings rate climbed to 4.2% in July, according to government data, up from the near
zero levels of just a few years ago, but still far shy of its-tanchistorical mean (of about 9%)

Source: The Washington Post

Some credit card companies rush to act before new law

A JPMorgan (JPM), théd3argest card issuer by purchases, is likely to emerge as a winner from the
overhaul of the card industry, given its conservative expansion strategy and low default rates
A That could be threaten American Express's dominance among wealthy customers and companies
A JPM is trying to identify attractive customers including the more affluent and small businesses
6!'a9- - Qa yAOKSUOI 6KSNB GKSNB Aa LRidSyidAralrtte fSaa
A JPM could also use the muscle of its nationwide presence, its nearly 5,500 retail branches, and
cheap funding resources to squeeze rival American Express
Source: Reuters

Auto Finance

GM to kill Saturn after promising deal falls apart

A In a surprise development, GM said it would kill its Saturn brand after a deal to sell it to an auto
dealership chain fell through at the eleventh hour; Penske had planned to buy the Saturn brand but
reneged, saying it was unable to strike a pact with a manufacturer to build Saturns in the future

A GM had hoped the sale would keep the brand alive for its 350 dealerships, 13,000 workers and
millions of Saturn owners

A Saturn has been a slow seller as of kajast 57,223 were sold through August, down 60% from a
year earlier

Source: LA Times

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
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information, assumptions, forwartboking statements, or results contained in this Analysis are made by any FG Entities.
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Student Loans

Obama aims to boost funding for Pell grants by $40bn

A After three years of major increases in federal Pell grants for needy college students, President
Obama aims to boost the aid further with $40 billion in funding over the next decade

A In the late 1970s, the maximum Pell award covered more thanthirds of tuition and fees for a
public fouryear university. In the 1980s, it covered roughly half of such expenses. In the last school
yeatr, it covered about a third. Many private student loan companies have left the market

A US Rep George Miller{DA), chairman of the Education and Labor Committee, said that a student
aid bill the House passed last month would strengthen the Pell program with $40bn in additional
funding, indexing it for the first time to inflation, but that it would not erase questions about
spiraling tuition and fees

A This school year, according to the Obama administration, about 7 million students freraridw
moderateincome households will qualify for the grants through the Free Application for Federal
Student Aid. The average award will be $3,611, and the maximum, $5,350. The total federal outlay:
$25bn

A The maximum Pell award has jumped since 2006 after it was frozen for several years at $4,050

A To fund the increase, the bill would end subsidies to private student loan providers and establish the
government as the direct lender for the entire federal student loan market as of July 1. The
nonpartisan Congressional Budget Office projects that the lending overhaul would save $80bn over
a decade. About half of that would be channeled into Pell grants

Source: Washington Post

Defaulted student loans fuel growth of ConServe

A Continental Service Group which operates as ConServe, has expanded in the past five years from
fewer than 100 workers to 340. And the thipairty debt collection company, which specializes in
student loan defaults, plans by November to open a call center in the Buffalo suburb of Depew with
a capacity for 100 workers (Buffalo is a popular location for debt collection agencies)

A According to the state Labor Department, 16 debt collection companies operate in the Rochester
region, employing a total of 1,500 people at an average annual wage of almost $39,000. Debt is an
even bigger business in the Buffalo area, with 90 companies employing almost 6,000

A Private companies collected $376mm in defaulted federal student loan debts in fiscal 2008 for the
US Education Department. The average student loan account balance handled by these companies is
$4,233, according to the Association of Credit and Collection Professionals

A ConServe began in 1985 serving a variety of colleges and universities. Today its client base ranges
from the US Education Department to institutions such as the University of Rochester, Rochester
Institute of Technology, Harvard University and Southern Methodist University. Roughly 10% of the
nation's higher education institutions use ConServe as one of the debt collection agencies with
which they work

Source: Democrat and Chronicle

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
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SPECIALTMNANCEHEADLINES
General Consumer Finance

‘ '‘Binding arbitration': Consumers find frustration fighting financial fine print

A The practice known as "mandatory binding arbitration" was created by a lawsaity corporate
America to bypass the costly courtroom. It diverts unhappy customers into a process in which they
settle their disputes through an arbitrator paid for, and often chosen by, the company they're at
odds with

A The Arbitration Fairness Act of 2009, which would bar companies from forcing prospective
customers to waive their legal rights and submit to arbitration first, is gaining momentum in
Congress. Companion bills are moving forward in both the House of Representatives and Senate

A A big industry player, the National Arbitration Forum (NAF), stopped doing consumecaltsattion
arbitration in July after Minnesota authorities accused it of deceptive business practices and serving
as a pawn for debtollection companies

A The NAF ruled for companies in 94% of its cases during géamperiod, according to a 2007 study
by Public Citizen, a Washington,-B&ed consumeadvocacy group

A Bank of America and JPMorgan say they will eliminate mandatory arbitration from their-ceedit
agreements. And the American Arbitration Association has dropped itsaileictionresolution
practice

Source: Orlando Sentinel

Obama would create consumer protection agency

A The president illustrated his call for a consumer finance agency by showcasing five unwitting
borrowers and bank customers whose troubles ranged from massive overdraft fees to unwanted
interest-only mortgages

A Critics of the proposed consumer protection agency, such as the Chamber of Commerce, have said
the consumer agency is unnecessary and would impose restrictions even on retailers

A House Financial Services Committee Chairman Barney Frank, who met Friday with Obama in the
White House, has called a meeting of his committee Wednesday to take up the creation of a
Consumer Finance Protection Agency (CFPA) as well as new regulations on complex instruments
known as derivatives

A The effort, especially the proposal for a consumer agency, has met with stiff resistance from banks
and from the chamber, which has run radio and television ads against the president's consumer
effort, and from community banks that have been buttonholing members of Congress in their home
districts to weaken the plan

Source: Chron.com

Disclaimer: This analysis ("Analysis") was created by an affiliate of FG Companies, LLC. FG Companies, LLC an¢H¢ Efiiiitds") do not
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SPECIALTMNANCEHEADLINES
Miscellaneous

Goldman to be paid $1bn if CIT fails

A Goldman Sachs stands to receive a payment of §lwhile US taxpayers would lose $2.3bif
embattled commercial lender CIT files for Chapter 11 bankruptcy protection

A The payment stems from the structure of a $3bn rescue finance package that Goldman extended to
CIT on Junet®2008, about five months before the Treasury bought $2.3bn in CIT preferred shares
to prop it up at the height of the crisis

AD2f RYlFY &l ARY da¢KS ONBRAUGU RSTlLdz (G &¢l LJa D2t RYIY
F34a20AF0GSR 6AGK GKS /L¢ FAYLIYOAY3I INB y28G I RANJ
F3FrAyald GKS LlRaaroAiAftAiide 2F | LINBOALAG2dza RSOf Ay

Source: Financial Times

Société Générale to raise funds to repay bailout

A Société Générale (SG), the French bank, said last Tuesday that it aimed ¢d &tise or $7.1bn,
by issuing new shares in order to pay back aid received from the French government and to buy the
20 percent of Credit du Nord that it does not already own. (French banks are also under fire to repay
government bailout money, just as is the case with American banks that tapped TARP.)

A SG said it would repay the8.4bn it owes the state, half in subordinated debt and half preferred
stock. The move is something of a turnabout for Société Générale, given that the bank in August
reportedel.7bn in writedowns for the second quarter (many more writedowns are expected for
the industry in the remainder of 2009 and in 2010)

A Banks throughout Europe are more leveraged than their US counterparts, and many have
announced, or are said to be planning stock offers to raise funds while market conditions are
conducive (i.e. while equity markets are bubbly on prices for financials)

A BNP Paribas, the largest bank in France, said last week that it would repefy.tha it owed the
French government by selling new shares to investors. UniCredit, the biggest Italian bank, also
announced plans for edbn share issue last week

A Capitalraising would serve three purposes: (1) repaying the government; (2) acquiring the rest of
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guidelines laid out at the G20 summit in Pittsburgh
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ability to sustain future losses (regulator often remark that if an asset does not have the ability to
absorb a loss then it is not capital)

Source: NY Times
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