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THIS WEEK IN THEONOMY

Unemployment:
AEach week about 7,000 people have their unemployment benefits expire. Recently the House passed
a bill that would extend by 14 weeks the length of unemployment benefits. The bill extending
unemployment benefits is currently held up in the Senate, where it is awaiting approval
AAs of September, 15 states had doubligit unemployment, with Michigan leading the pack at
15.3%. The state with the lowest unemployment level in September was North Dakota at 4.2%
(followed by South Dakota at 4.8%)
0 The states with the lowest unemployment tend to be small (by population), rural states,
where unemployment is often masked (subsistence farming, the lack of jobs leading to a
smaller number of active searches, etc.). The states with the highest unemployment are the
larger states, and many are also states recovering from a real estate bubble
o Of the 51 states (plus DC) covered by the BLS, 23 saw unemployment rise from August to
September; 19 states saw unemployment decrease; 8 states saw no change in the level of
unemployment. This is a generally good siginaseaseutpaceddeclinesby just 4 states
(but theincreasersvere generally largestates decreasersvere generallysmaller states)
Al Lad 6SS1Qa 6SS1te AyAdGAart OtFAvya OFYS Ay Fid pon
weekly figure is highly volatile and theweek average is still on a generally downward trajectory
Recovery:
AThere has been much debate about the strength of the nascent recovery. There is a growing concern
amongst many economists that the economy is headed for a jobless recovery. There is considerable
academic and crossountry evidence, as well as from looking at the past two recoveries, that job
growth will be very lacklustre in the next phase of the business cycle
AQ3 GDP contracted in the UK. Most had expected slightly positive growth. This bodes poorly for the
US, which will release initial estimates of GDP this week (and where the consensus is also for a growth,
but with the UK experience there is now doubt that the economy will show expansion in Q3)
Aln spite of healthy profits being reported by corporate America (which is more a result of steep costs
cuts rather than increased revenues), companies have been reluctant to take on new workers. Given
the large excess capacity that firms have, there is little scope that the recovery will spur companies to
expand fixed asset investments. Similarly, given that workers are now working the fewest hours on
record, companies will simply increase employee hours before hiring additional staff. Because of the
huge slack in employee work hours and industrial capacity, all extra demand will likely be absorbed by
the existing infrastructure of employees and assets
o Firms may also be hesitant in hiring as there is a potential for a dalipleecession and the
apparent growth in recent months may just be a blip from inventories adjustment or because
of the fiscal stimulus (which will not carry into 2010)
AThe surge in the stock markets of late is typical of recoveries, i.e. that equity markets tend to
rebound before jobs (as stock prices are forward looking). Thus the current recession, which started as
a credit crisis on Wall Street and which then morphed into a Great Recession on Main Street, appears
to be curing first on Wall Street (or at least for those that have survived) and the recovery on Main
Street looks like if it will take some time before it takes hold. Nevertheless, manufacturing has
stabilized and grown in the past few months, thus just leaving workers on the sideline of the recovery
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Government and regulation:
AThe bifurcation between Wall Street and Main Street is exemplified by the announcement last week
by the pay czar (Kenneth Feinberg) to limit compensation at the companies that have since become
wards of the federal government (GM, Chrysler, AGA Citiand the financing arms of the
aforementioned automakers) to $500,000 and/or diminishing pay by about 90% for the top executives
Aln another case of unwanted attention for the hedge fund industry RRgartnam the founder of
Galleon (a multbillion dollar hedge fund) was accused by the SEC of insider trading, along with five
accomplices, whose background span consulting, finance and industry. The latest news of misdeeds at
hedge funds has already instigated a stampede of investor pullout from Galleon and will likely cause
other funds to face similar requests for redemption as confidence wanes
o The fact that the SEC is pursuing the Galleon case with such force (using wiretaps to gather
evidence of insider trading), is a response by the regulatory body to gain some credence again
after having abjectly failed in its oversight of Berai¢ R 2 FoRzisiheme
AThe proposed Consumer Financial Protection Agency (CFPA) took one step closer to becoming reality
last week when it cleared the House Financial Services Committee (by a vote of 39 to 29). The move is
a blow to the financial industry, which had lobbied vigorously against the law. Nevertheless, the bill
still needs to clear a few more hurdles before becoming law of the land
o The lobbying against the CFPA was not all for not, though. Lawmakers watered down some
parts of the bill. Auto finance companies were notable winners as they won exemption from
the proposed CFPA if and when it gets enacted
o The CFPA is an agency that would regulate financial services firms against abusive practices
on consumers. It is strongly backed by Democrats and has some support amongst Republicans

International economics:
AThere are strong signs that recovery in Asia, and especially Chirshap®d. Growth in China will be
GSNE ONHzOALFE F2NJGKS !'{ F2NJ YlLye& NBlFaz2yay om0 / K,
largest economy (it already is the second largest when measured by PPP, but by nominal GDP China
gAft SOfALIAS WHLIY o6& GKS SYyR 2F HAMAOT O0HO [/ KAY|
trading partner (currently the US imports more from Canada than China, but China as an export
YIEN]SG F2NJ!'{ 3I22Ra Aa adAtft YdzOK t26SNI GKIyYy [yl
for US Treasuries that the dollar has not collapsed and that the Fed has been able to pursue a policy of
guantitative easing (the Chinese are the largest holders of US Treasuries and without their demand for
these products, interest rates would need to rise, choking off any hopes for a recovery)
o However, PauKrugmansuggests that having the Chinese divest out of US Treasuries
(selling them and plowing their money into yens andos for example) would actually be
good, as this is, in essence, a classic case of monetary sterilization for the economy (which
g2dz2 R Ay SFFSOGZI 3IABS Y2NB LRGSyode G2 GKS C
AThe persistent US trade deficit prompted Ben Bernanke last week to speak of the need for Asian
nations (with whom the US has large trade gaps), to help restore global balances (i.e. to stop the flow
of US dollars abroad by revaluing these currencies against the greenback)
o The fall in the US dollar in recent times (hardly a collapse of the currency, but a substantial
depreciation nevertheless) will help (in a small way) to restore part of the global imbalance
by steering demand towards domestic goods and also prompting foreigners to buy American
goods

N>
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Topleft: Recovery rates (&onth rolling average, 3MRA) for several major card master trusts; recovery rates have fallen
steeply in the last 3 yearsSourceABSNetTop right Time series of payment rate for 7 large card master tridtairce:
ABSNet, NBERliddle left: Time series of yield for 7 large master trusts; yield is reboun&iogrce ABSNet, NBER.

Middle right: Spread betweem\aaand Baa corporate debt over 3@ar TreasuriesSource: FRBottom: Time series of
cumulative trade deficit since 1992 along with the yeaeryear growth in imports and exportSource: CB, BLS, NBER.
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Top left The composition of revolving credit by consumer credit quality. Note that the share of subprime is expected to
decreaseSource FRB, GSopright: Card revenues attributable to: (1) penalty fees, (2) annual fee, (3) interchange.
SourceUS GAO, American Banker, Eigldle left: Top 5 card issuers in the prime card marl&aurce: G3Jiddle right:.
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by state unemployment in September; 15 states had dowlidgt unemployment in SeptembegourceBLS.
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SPECIALTMNANCEHEADLINES
Credit Cards

‘ Bernanke: Speeding up credit card rules could hurt consumers

A Federal Reserve Chairman Ben Bernanke warned Congress last week about efforts to move up the
effective date of tough new rules for credit card companies, saying such action could hurt
consumers as much or more than help them

A While the new deadline could benefit consumers by providing protections earlier than scheduled, it
also would force the Federal Reserve to implement the new rules without giving the public and the
ONBRAG OFNR AYyRdzZAGNE GAYS FT2NJ O02YYSyidz aosKAOK O

Al 2y3aNBaa Ay aleé& LI aaSR asSSLAyYy3a ONBRAG OIF NR NBT:
L26SNB GKIFIG OdzZNbad ONBRAG OFNR O2YLI yASaQ FoAt Al
penalties on consumers

A House Financial Services Committee Chairman Barney FrarR)MApset that some credit card
companies pushed through rate increases ahead of the new rules

A Opponents of moving the date to December 1 fear that credit card companies would push the costs
of complying the laws earlier than expected on to consumers

A.SNYIFyl1S aFAR GKFd GKS CSRSNIf wSasSN®BS O yQid LINJ
affect the availability of credit and rates on credit cards

Aa/ NBRAG2NB Ydzad YIF1S SEGSyaagsS OKIFy3asa G2 GKSANI
with the new rules, Mr. Bernanke said

Source: Boston Herald
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A Annualized writeoffs dropped to 10.72% from 11.49% in August

A Loans at least 30 days delinquent, a signal of future losses, rose to 5.97% from 5.8%. Loans 30 to 59
RFea 20SNREBEISHNI BSENYBdzSYOASas NBRAS (G2 wmdccz FI

Al YSNAOIY 9ELINB&aasz GKS oA33Said OFNR A&adzSNJ oé Lz
post a September rise in delinquencies

A Capital One, the thirdbiggest issuer of Visa credit cards, logged higher September defaults and
overdue loans

A Rising delinquencies and an expectation of higher unemployment suggestcaeditvrite-offs will
NAaS Ay O2YAy3 Y2yiKa IHibhsank Rill BlaiR Wd Rrecadt gefadit@villi a WS-
peak at 12 to 13 percent in mi2010

Source: Wall Street Journal
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US judge okays $336mm credit card fee settlement

A A US federal judge gave final approval last week to a $336mm settlement of a lawsuit accusing
banks and credit card groups of conspiring to overcharge consumers on currency transactions

A The classction settlement won preliminary approval in N0@; it covered holders of UiSsued
MasterCard or Visa credit cards and Diners Club credit cards who made foreign transactions
between 1996 and 2006. The case also required card companies to improve their fee disclosures

A Cardholders believed that $1.1bn of fees were at issue; there was a strong chance cardholders

would recover little or nothing had they gone to trial
Source: Reuters

Weekly credit card rate report

A Annual percentage rates (APRs) on new credit card offers stayed flat for the second straight week
after a spate of recent rate hikes

A The national average credit card APR is calculated using about 95 of the most popular credit cards in
the country, including cards from dozens of leading US issuers representing every card category. This
week, it rose slightly to 12.61% due to some reconfiguration of card offers in the database.
Introductory (teaser) rates are not included in the calculation

A Among the average APRs in nine card categories, one increased, one decreased and seven were
unchanged

Source: Reuters

Auto Finance

Sacramento watchdog urges Congress to pass auto finance reform

A The nonprofit Consumers for Auto Reliability and Safety (CARS) along with other groups held a
conference call last week urging the US House of Representatives' Financial Services Committee to
include monitoring of dealer financing in the proposed Consumer Financial Protection Agency

A Proposed by Barney Frank (MDY, the chair of the House committee, the new agency would
BLINRGSOG O2yadzySNAR F3IFAyad dzyFlF AN LN OGAOSa oeé

A But CARS and about 30 other advocacy graupsluding Consumers Union, the Consumer
Federation of America and Public Citizewvant car dealers also to fall under the federal umbrella
(they were successful, as the version of the CFPA that passed the House last week exempted car
dealerships)

A SusarWeinstock director of CFA's financial reform campaign, said monitoring unfair or deceptive
dealer financing practices would be a natural byproduct of an agency designed to watch over credit
card companies and other lenders

Source: Sacbee.com
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‘ Top execs at rescued auto firms to get 25% pay cut

A Chrysler's top executives will lose nearly a fourth of their total compensation as part of the

I32PSNYYSyidQa FGGSYLIWh G2 Odz2Nd O2YLISyaldazy |G O3
Kenneth Feinberg was assigned as the pay czar to rein in spending that is not in the interest of
taxpayers

A At GM, a proposal to push cash salaries as high as $1.8 million was rejected. Top company
executives face an overall pay cut of just under 25%. CEO Fritz Henderson, stands to make more
than before, an increase over his 2008 salary of $1.7 million, but less than then#fifod total
compensation package he had in 2007

A Feinberg was appointed to make sure senior executives at the seven companies receiving the most
money under the Troubled Asset Relief Program, or TARP, didn't spend taxpayer money on
excessive salaries

A The automakers and the finance companies have received more than $80bn in TARP financing

Source: Freep.com

Student Loans

More colleges turn to Uncle Sam for student loans

A In the last 10 months of 2008, $8bn worth of student loans dried up, as some of the nation's biggest
banks and state guarantors of student loans either scaled down or stopped making loans altogether

A In the past year, more than 500 colleges have made the switch to the direct lending program run by
the US Department of Education

A For students, little has changed. The financial aid office certifies a student's eligibility for federal aid
online, processes the application and sends it to the Department of Education via a secure system
online

Source: NPR News

SLM shares soar; company sees loan defaults improving

A Shares of Sallie Mae (NYSE: SLM), the student lender, rallied last Wednesday after the company said
it thinks chargeoffs on student loans peaked in the third quarter and that improving credit markets
may allow it to make more money on loans
A Chargeoffs, rose to $443mm in the Jureptember period from $352mm in the second quarter,
but the outlook is brightening as the profile of its borrowers improves
A Defaults likely peaked in the third quarter, with rates likely improving from July to September
A{FtftAS al $Q&a /9h Ffa2 alAR GKS O2YLIlyeé KIFR LJX I
originator of federal student loans in the future
Source: Forbes
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eBay rolls ouBill Me Lateto eBay, PayPal sites

A eBay said on last Monday that Bill Me Latedeferred payment option would now be available for
both eBay and PayPal, just in time for the holiday selling season

A eBay has spent the past year integratii) Me Lateywhich it hopes will lure buyers who need
immediate credit

A The service, which the company purchased last fall, offerstiome deferred payment options to
consumers

A ltis carried by such major retailers as Toys R Us, Zappo$etroand WaiMart

A The San Jose, Califoriased company has always planned to incorpoBiteMe Latemwith eBay,
which offers fixegprice and auctiortype sales, and with its fagirowing online payments service
PayPal

A Last fall, eBay said that tigill Me Lateoption would generate some $150mm of revenue this year

A The company reported thirduarter results last Wednesday

Source: Reuters

Icahn offers to underwrite $6bn loan to CIT

A Billionaire investor Carl Icahn offered to underwrite a $6bn loan to CIT last Monday, complaining
that a proposed solution hammered out by the cagthapped centuryold commercial lender and its
largest creditors is too expensive and detrimental to CIT's smaller bondholders

A Icahn¢ who refers to himself as CIT's largest credgsaid the company is "shamelessly" offering to
asStft OSNIIAY tFINBS 02yRK2f RSNARA Pcoy 2F aSOdz2NBR

A Icahn offered to underwrite the $6bn loan that he said would save the company as much as
$150mm in fees to prospective lenders under the company's proposed financing

A Icahn said in a statement that his offer wouldn't force bondholders to vote for CIT's current
restructuring plan, which he claims would "entrench current board members and give them releases
F2NJ I Nry3IS 2F LI ad | Otaa

A In exchange for committing to and funding the new term loan under the company's plan, CIT would
pay lenders a total of 5% in commitment and funding fees

A This would cost CIT $300mm in addition to an interest rate of at least 9.5%. CIT originally received a
$3bn rescue loan from a steering committee of six of its largest bondholders in July

A New Yorkbased CIT will increase the amount of equity offered to holders of its subordinated debt
and include bonds that mature after 2018 that previously weren't part of the exchange offer or
reorganization plan that was announced October 1

A The company is also proposing that maturities on new notes issued as part of the exchange will be
shortened by six months. It will also increase the interest on new debt offered to holders of bonds
sold by a Canadian unit of CIT, the firm said on Oct. 16

Source: Wall Street Journal
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Bernanke calls for action on global imbalances

A Ben Bernanke warned that Asian exppromotion policies and US budget deficits could refuel
global economic imbalances and put efforts to achieve more durable growth at risk if not curbed

A He said that while trade imbalances had started to narrow, as US households ramped up saving in
response to a deep recession that ate at their wealth, they still pose arlonthreat to the US
global economy if they persist too long

A US officials have long pressed China to allow its currency to appreciate, which would lessen any price
advantage Chinese goods may have in global markets

A The performance of the US economy and the dollar, which has fallen 7 percent against a basket of
currencies this year, will depend on the government's success in controlling its budget deficit

Fed confirms reverse repo tests

A The Federal Reserve confirmed it had been testing reverse repurchase agreements with primary
dealers and said it had broadened the use of these monetary pollcy tools to mclmintylrepos
AGeorgeGoncalves KSFR 2F AydSNBad NI dS adNras3e +Ha /Hyi:
Fd t€tSrad 0SS OASESR GKIFG GKS 3INYRdzkf NBY2@Lf | yR
A The eventual use of reverse repos will enable the central bank to drain cash from the financial
system, when it decides to start tightening monetary policy
AtKS CSRQa &adzZlLI2NI 2F (GKS FAYylFIyOAlLft agaitsSy aayos
excess reserves of more than $1,000bn, which are held by the banks
A In December last year, when the central bank established a target range for the Federal funds rate
of 0.00 to 0.25 per cent, it stopped conducting reverse repos to influence rates
Source: Financial Times

Housing trade groups urge Obama administration to back tax credit

A Three major US trade groups are urging the Obama administration to back an extension of the
$8,000 firsttime homebuyer tax credit set to expire November 30, 2009

A Lawmakers, including Senate majority leader Harry Reid, are pushing for an extension of the tax
credit. House and Senate panels held hearings addressing the tax credit issue last week

A The large price tag for prolonging the tax credit is likely to put off many woeisupporters,
including many on Capitol Hill concerned about the widening budget gap

A The cost of a Senate measure to extend the tax credit through June 30, 2010, and broaden it to
cover all buyers of a principal residence, not just insters, would cost $16.7bn

A Critics of extending the tax credit say it is an inefficient way of boosting the economy because it
helps many people who would have bought a home anyway

A The realtors group estimates the tax creditevamped early this year as part of the economic
stimulus package has generated about 355,000 home sales that wouldn't have otherwise occurred

Source: NY Times
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