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Unemployment:

A Unemployment for October came in at 10.2%, surpassing the market estimate of 9.9%. Most economists had,
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almost certainty that 10.3% unemployment will be surpassed by the end of the year. The unemployment
picture points to a jobless recovery, as the country us almost surely now at the beginning of a period of
recovery. (The NBER, the official arbiters of the dates of the business cycle, has yet to declare the end of the
current recession. But given that GDP grew in Q3, it seems like a foregone conclusion that the recession has
ended. Nevertheless, it will likely take the NBER 6 to 8 months to solidly declare and pinpoint a specific date
(year and month) that the recession ended.)

0 The number of weekly initial claims for unemployment benefits dropped to 512,000
o Nonfarm payroll employment fell by 190,000, more than had been expected by most economists
o On a positive note, temporary employment increased by 34,000. Temporary employment is a leading
indicator of fulltime employment; firms tend to hire temporary workers before committing to-full
time employees at the end of a recession when they are still uncertain of the strength of the recovery
0 U-6, the broadest measure of unemployment tracked by the BLS, registered 17.5%

A The highest post?WWII unemployment level (i.e. since the BLS began formally tracking this number) came in
November 1982 when it reached 10.8%. Most economists expect unemployment to grow through early 2010.
Thus the country faces a real chance of seeing unemployment reach a new record level, especially as more
workers are likely to reenter the work force as the economy shows prospects of growth. Thus, paradoxically, a
growing economy may result in higher unemployment because of more people formally looking for work.
However, the increase in unemployment in October is reflective of a weak economy rather than more workers
back in the search. (The number of persons working-piaré for economic reasons in October was 9.3 million.)

Crackdown on insider trading:
A After appearing asleep at the helm while the economy lumbered into the Great Recession, SEC officials have
recently started cracking down on abuses in the financial services sector. Most notably in the past few months
the SEC charged Galleon, the mbitiion dollar hedge fund, with insider trading. This past week they
announced another sting that nabbed 14 people. The new charges are linked with the charges against Galleon
0¢KS {9/ Qa ySgT2dzyR SyilKdzaAlay 62N G €Slrad GKS L
frauds date back several years) for nailing wrongdoing on Wall Street might come at an inopportune
time as this will likely hurt investor confidence (i.e. cause more investors to draw money out of
system, thus limiting the ability of businesses o tap investor cap#aleast in theory)

Carry trade:
A Gold reached a record price of just under $1,100 last week
0 Some have argued that the rise in the price of gold, as well as other commodities and precious
metals, is attributable to the carry trade taking place, whereby investors borrow cheaply in dollars
(the Fed funds rate is virtually 0%) to invesiimer alia, commodities and emerging market equities
0 The carry trade is also thought to be responsible for some of the depreciation in the dollar, since
investing into emerging market equities requires the purchase of emerging market currency with US
greenbacks (thus increasing the supply of US dollars in the foreign exchange market)

A Therise in US equities is also on questionable foundations. Record low interest rates are spurring investors to
use cheap money to make gambles on the stock market. Usually this is not a problem as low interest rates also
spur firms to undertake more investments (and lowering the hurdle for profitable investments for firms), thus
making firms more profitable and justifying higher valuations on the equity market. However, even with-record
low interest rates, firms have yet to make investments. The rise in equity prices seems driven more by investor
speculation, rather than by actual improvements in the lgegn health of companies
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Auto sales:
A October sales for retail light vehicles (SAAR) came in at 10.46 million, slightly lower than the level from the
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value of 9.22 million units
o Auto sales by manufacturer came in with mixed results. GM, Ford, Nissan and Volkswagen saw their
October sales rise in moderately in comparison with the same period last years. Hyundai, Subaru and
Kia (Korean car makers) posted gains over 40%. Toyota and Honda were more or less unchanged. The
big losers were Chrysler (down 30.4%), Mitsubishi (down 48.3%) and Suzuki (down 49.9%)
0 Year to date, retail auto sales (passenger cars and light trucks) are down 25.4%, in spite of the surge in
Fdzi2 &LISYRAY3A AY WdzZ & | yR | dz3 dza dor-dukkersiprogran & LIdzZNNS
o Ford posted a surprise profit of $1bn last week, giving a glimmer of hope to the domestic auto
industry (its peers, Chrysler and GM, are wards of the government)

The shape of the recovery:

A Last week the New York Times ran a contrarian article on the speed of the nascent recovery, arguing along the
optimist's viewpoint that the recovery will be much stronger than most economists are currently predicting,
citing the recovery of the early 1980s after the economy set a record for unemployment (at 10.8%). The
arguments, however, for a strong recovery are on weak foundations (To be fair, the author of the article, David
Leonhardt, takes the opposite view more on an argumentative role rather than his personal beliefs.)

0 The current downturn was precipitated by a financial crisis. Cross country comparisons have shown
that countries recovering from a recession induced by a financial crisis usually do so much more
slowly than from regular (inventosinduced) recessions

0 The country experienced a crash in the housing sector, which tends to produce slower recoveries.
Moreover, housing tends to be one of the key engines for recoveries, which will not happen for the
P{ A GKSNB NBYFAya | fFNBS 3Jfdzi 2F K2dz&AAy3d O0APS
anywhere high enough to spur significant growth)

0 The Fed has no room to maneuver to stimulate the economy. This is because the Fed has already set
its interest rate at zero (or near zero). In many recessions of the past, interest rates were raised to
prevent inflation, but which induced a recession. The Fed was then able to lower interest rates to
help the economy begin recovery once the Fed was satisfied that it had wringed out inflation from
the economy. This time the Fed faces a more real threat from deflation, and it lacks any fire power to
stimulate the economy besides cheerleading and moral suasion (both of which have not worked)

o Finally, the balance sheet of consumers (and businesses) are in such a bad state of disrepair that
household cannot freely spend or invest. Rather, they will need to pay down debt, rather than drive
consumption or investments

Miscellaneous:

A The Federal Reserve confirmed again last week its policy of keeping the Fed funds rate (which influences other
rates in the economy) low (near zero). Rates are not likely to start rising until unemployment starts falling
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was also an increase from the level in September by about 9%. Business bankruptcies increased by 7% from
September

A Congress voted last week to extend tax credit to homebuyers. Part of the resurgence in house prices (as seen in
the CaseShiller index) has been attributed to the tax credit. The worry, however, is that once the tax credit
expires that the improvements in housing prices will plunge again. But this concern is not totally relevant as
there is an immediate need to stimulate the economy. Its is thus hope that when the tax credit expires, the
economy will be buoyant enough without government aid which will keep the housing market at healthy levels
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Credit Cards

House votes to speed up credit card interest freeze |

A Last week the House voted to move up the effective date of key provisions of the new Credit CARD
1 OGx 6KAOK fAYAG OFNR A&3adzSNBERQ loAfAGE G2 NIAAS
A The 33192 vote comes in response to mounting consumer complaints about aggressive interest rate
hikes, which have threatened to undermine the effectiveness of some of the more important
consumer protections included in the new credit card law
A When Congress passed the law in May, it gave credit card companies nine month to comply with the
new law in order to make the necessary changes to their systems
A Lawmakers have been angered by the fact that card issuers instead appear to have used that time to
F20dza 2y KAQlAy3a OFNRK2fRSNEQ AyiSNBad NrasSaz RS
A The House vote moves the effective date of the new limitations on credit card interest increases up
to December 1, 2009
AtKS yS¢ LINRPGAAAZYa AyOfdzZRS Odz2Nba 2y OF NR A &aadzsSN
balances, and further protect consumers from higigger rate changes for small infractions like
sending in one late payment
Source: Credit Card Guide

Positive retail data charges up credit card companies

A Retail sales improved last month as the industry recorded its second consecutive month of sales
gains after more than a year of declines

A Analysts believe that the strong results were helped by a number of factors. The colder weather
forced many consumers to go shopping for boots, lstegved shirts, and other winter apparel

A The news is good for credit card issuers such as Visa, MasterCard and American Express as their
income is largely tied to transaction volume (through interchange fees)

A Meanwhile, credit card company have also been largely immune to the credit crisis, with the
exception of companies such as American Express (but which has rebounded strongly on equity
markets in 2009)

A These card issuers (Visa, MasterCard, etc.) shift most of the credit risk to issuing banks, which
enables them to generate rigkee income from transactions

A Some credit card issuers, such as MasterCard, have been benefiting from strong growth abroad.
According to many measures, international consumers are fairing much better than those living in
the United States

A This is especially true in Latin America and Eastern Europe where spending continues to rise and the
switch from cash to credit cards has even more momentum (but this brings to question whether
such countries are undergoing a credit bubble, as was the case in many Asian nations when credit
cards were first introduced)

Source: SumFolio.com
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Citigroup cuts 175 jobs in credit cards |

A Citigroup eliminated 175 jobs as it reorganizes crediid and wealtimanagement units to reflect
shifts in regulations and business strategies
A The creditcard unit cut about 100 positions concentrated in marketing, finance and support
functions
A The wealthmanagement business cut about 75 financial advisers based in bank branches, mostly in
New York and California
A CEO Vikram Pandit has eliminated about 100,000 jobs since he joined in late 2007, reducing the New
Yorko SR o0lyl1Qa KSIFIRO2dzyd o6& wce: a 2F SYR 2F Hn
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Source: Wall Street Journal

New consumer site provides registry of fair practice credit union cards

A Credit unions are being offered a chance become part of a nationwide movement against unfair
bankcard practices by registering their card programs on a new consumer website

A The consumer site, which goes live on December 1, 2009, will provide visitors with an easy method
to locate credit union card programs that have been approved through the registry effort

A Ondine Irving, founder of Card Analysis Solutions, is the driving force in this program, which it is
hoped will take the guess work when consumers seek fair credit cards

Source: Reuters

Auto Finance

Financing step up for credit unions

A In the latest boon for credit unions, Chrysler agreed to offer pricing incentives directly to credit
dzyA2yaz Fa LINI 2F GKS aLy@Said Ay ' YSNAROIé RAAO
offers credit unions incentives

A Credit union members will receive preferred pricing on all 2009 Chrysler, Jeep, Dodge and Ram
Truck vehicles and select 2010 vehicles, the discounts are available regardless of where members
gain financing

Aa2NB GKIY WwZnnn ONBRAUG dzyA2ya Ay FEf pn adlridsSa
driving members back to domestic automakers

A The preferred pricing for credit union members will be 1% below the dealer invoice price. The
program is said to "bring savings" to 90 million credit union members, to sweeten the deal, there
are credit unions that offer short term balloon financing

Source: Auto Finance News
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‘ GMAC reports thirgjuarter loss tied to loan defaults |

A GMAC, the auto and mortgage lender negotiating a third round of government aid, reported a third
quarter loss tied to mortgage defaults

ADa!/ Qa ySi t2aa é¢la PrcTYYT GKS | dzi2z FAylIyOS dzyf.
posted a smaller deficit

A GM, its former parent, and Chrysler Group LLC rely on the firm to finance their vehicle buyers

A The auto finance unit earned $395mm before taxes on continuing operations, compared with a
$379mm loss a year earlier

AhNRIAYFGAZ2Yya 6SNB 2SN GKIYy AY vo 2F Hnny FyR |
the cashfor-clunkers incentive program and an increase in business from Chrysler

Source: Bloomberg

Student Loans

Federal government takeover of college loan pool in works

A Measures being taken by the government would end the Federal Family Education Loan program
that has dominated the federal student loan pool for more than 40 years

A Banks and other private sources would be cut out of the process by the Student Aid and Fiscal
Responsibility Act, passed in September by the US House. The measure still must be considered by
the Senate before being enacted

A Colleges that once kept a long list of lenders are converting to the Direct Loan Program, in which
student loans come directly from the government

AIn the last two years, students already were relying more on federal loans. The volume of loans from
private sources fell by 52% in the 2608 school year, according to a recent report by the College
Board

Source: Chicago Tribune

Fitch affirms two classes from Mississippi HE Assistance Corp, 1993 master trusit

A Fitch Ratings has affirmed the senior student loan notes of the Mississippi Higher Education
Assistance Corporation (MHEAC) 1993 master trust. The trust has been producing positive excess
spread, and the parity for the senior notes is at 140.56% as of September 30, 2009

A The existence of auction rate securities has not had a significantimpact on the trust performance

ACAGOK |aaA3dySR GKS (NdHzadG F a{dlFrotS hdzif221¢ 06S0O
notes, the ratings are expected to remain stable for the next two years

ACKS adzo2NRAYIGS adGdzRSyid t2ly y2GS8Sa oKAOK | NB Of
separately upon the completion of the updated basis risk analysis

Source: Reuters
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Rough road ahead for financial reform in Senate |

A Senator Richard Shelby opposes the Obama administration's proposed Consumer Financial
Protection Agency (CFPA), which would strip existing regulators, such as the Federal Reserve, of
consumer protection duties and centralize them

A Shelby also wants more debate in the Senate on derivatives regulation, systemic risk, and bank
supervision

A More than a dozen proposals on these and other issues have been sent to Congress by the
administration in recent months, with most meeting stiff resistance from lobbyists for banks and
financial services firms, as well as Republicans

A Investor advocates and financial planners' groups on Monday expressed concern about
amendments to the House bill that they said could weaken its attempt to raise the duty of care that
brokers and planners alike must follow when advising clients

Source: Reuters

Kucinich: OCC must protect consumer credit scores

A Congressman Dennis Kucinich sent a letter Comptroller of the Currency, Mr. John Dugan, requesting
an investigation of the effect on consumer credit scores of some bank practices in advance of the
enactment of the Credit CARD Act of 2009

A Kucinich is concerned that some practices, such as charging "inactivity fees" for unused credit, have
the potential to damage consumer credit scores

A "Consumers who have worked hard to maintain a healthy credit score will be faced with an unfair
choice: they can either pay a new annual fee to maintain available credit levels and the healthy
credit score that comes along with it, or cancel unused cards, lose their creditworthiness, and pay
higher interest rates on loans," writes Kucinich

Source: Trading Markets

az2NIli3r3S Y2RAFTAOIGAZ2Y A wxyéxayxwxél-;*ag {

A Restructuring plans on a mortgage, whether in the form a forbearance, modification or short sale,
KFE@dS | NBftlFiGAGSte AyairAayAFAOLyld STFSOU 2y (G(KS O
of VantageScore, at the Loan Modifications Conference

Azl yGl3S{02NB YSIadaNBa G(KS ISYySNAO O2yadzySNna ON
90-plus day delinquencies on a scale of 501 to 990. Three of the top 10 loan originators and eight of
the top 25 financial institutions in the industry use VantageScore

ALT I aSNIBAOSNI NBRdzOS&a I+ O2yadzySNRa 2NAIAYFE 21
score is only increased by 3 to 18 points

A Borrowers in the top tier of credit scores, averaging an 862, receive onpom8increase. Lower
tier borrowers, in the 625 range, can receive arpbint jump

Source: Housing Wire
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Business bankruptcy filings increased 7% in October |

A Business bankruptcy filings jumped in October, reversing two consecutive months of declining
commercial filings and indicating that bankruptcies could continue to rise as unemployment keeps
creeping up and the economy fails to create new jobs

A Last month, 7,771 businesses filed for bankruptcy protection, compared to 7,271 that sought shelter
from creditors in September, according to data from Automated Access to Court Electronic Records

A The already tight credit markets since 2008 was exacerbated last week by the announcement of
smaltbusiness lender CIT filing for bankruptcy

A The hardeshit industries continue to be real estate and retail, but weakness in those sectors
trickles down to a number of other areas, including home building and manufacturing

Source: Wall Street Journal

Fannie Mae to allow borrowers to lease homes

A Some homeowners who face foreclosure may be able to stay as tenants in their houses for the time
being, even if they forfeit ownership, under a program announced on last week by Fannie Mae
Al YRSNI GKS LINRPINIYZ OFffSR a5SSR F2NJ[SFaSesx (K2
their residences by signing a lease voluntarily transferring the property deed back to the lender
A The program could help thousands of defaulting homeowners stay in their houses for at another 12+
Y2YyGKad ! 62dzi nonp: 2F CLYyyAS al SQa 02NNRoSNER 4
A The homeowners who benefit from the new program would have to give up the deed for their
houses, but would be able to rent the property at a market rate for at least the next year
A Fannie officials said they did not know how much the new program would cost or how many

homeowners would be eligible
Source: NY Times

Retailers report healthy sales increases

AtKS ylriAz2yQa ait2NBa LRAGSR || aSO02yR 02yasSOdziA@s
AYRAzZAGNBR QA 060Said LISNF2NXIyYyOS Ay Y2NB GKFYy | &SIk N
A Results at chains as varied as Costco and Saks were clearly helped by easy comparisons to the dismal

NBadz 6a 2F +F &@SFN 323 odzi Fftaz2 o6& hOl20SNRa 02

A Retailing analysts said sales might also have been driven byupedgmand

A The industry reported a 1.8% increase at stores open at least a year. Retailers have not reported a
alrfSa AyONBlIasS (dKIFIG fFNBS aiAyOS WdzyS HnnyI @gKSy

A{rtSa G . wQa 2K2ftSalftS /fdzw RSOt A-yvBrigeamShles: = (K2
at Target also decreased slightly, by 0.1%, yet its sstore sales of clothing were slightly stronger
¢ a possible indication that consumers are beginning to spend some discretionary dollars

Source: NY Times

Disclaimer: This analysis ("Analysis") was created by an affiliate of FG Companies, LLC. FG Companies, LLC an¢HG Efiiiid¢s") do not
assume responsibility for the accuracy or completeness of the information in this Analysis normogumt of such informatio thereof. Certain
results in this Analysis are forwalabking. These forwartboking results are subject to risks and uncertainties that mageagtual results to differ

materially from the results in this Analysis. No expressed or implied representations or warranties with respect to theyacoampleteness of any
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