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Macro trends in unemployment (February 2014)’

See pages 6-7 for long-term macro unemployment trends

A Unemployment rate remains unchanged at 6.7% in February.

A Unemployed persons remains relatively unchanged at 10.5 million.

The national unemployment rate and the number of unemployed persons remained relatively
unchanged in February 2014 at 6.7% and 10.5 million people, respectively. Both have moved
little since December 2013. However, the number of long-term unemployed (individuals who
have been without a job for 27 weeks or more) increased by 203,000 in February to 3.8 million.

Non-farm payroll increased by 175,000 in February 2014. The majority of these gains were
made in the professional & business services and wholesale trade, whereas jobs were lost in
the information sector.

U-6 unemployment, which measures all persons marginally attached to the labor force, plus
total employed part time for economic reasons, was 12.6%, representing a 0.1% decline from
the January 2014 level of 12.7%.

The civilian labor force rose by 264,000 in February, as the labor force participation rate
remained unchanged at 63.0%.

MOOCs threaten competitiveness of business schools?

A Dean of UC Berkeley's Haas School of Business predicts that half of business schools
in the U.S. could be out of business in 5-10 years.

A The industry’s competitive dynamics are shifting rapidly due to the development of
Massive Open Online Courses, or MOOCs.

Richard Lyons, the Haas School of Business’ dean, predicted that: “Half of the business schools in
this country could be out of business in 10 years - or five.” Lyons cites increased online
competition contributing to a fundamental structural shift in the business education industry as
the primary catalyst.

Historically, business schools cater to different types of groups and individuals. Full time MBA
students usually have prior work experience and are consciously taking a break to either brand
their resume with a well-known business school or make the necessary investment to move their
career forward. They've reached a wall, and an MBA helps them break through it. Critically,
however, is the ability for full time MBA students to take time off and focus completely on
developing new skills and acquiring broader networks. What's key is business schools tend to
award at least some financial aid to many full time students. Obviously, full time students are
also required to move to wherever the school is located.

1. Source: U.S. Bureau of Labor Statistics.
2. Source: BusinessWeek.
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MOOCs to threaten competitiveness of business schools (Cont'd)

Part-time and executive MBA (“EMBA”) programs,
on the other hand, are catered towards people
who are not able to take 2 years off from work.
These programs allow students to attend night
classes for 3+ years to obtain their MBA while
continuing to work.

It is easy to imagine the situation of a single
parent working in a city that does not have a top
tier business school. In times past, this parent
would likely have been restricted to enrolling in a
local EMBA program to complete while
continuing work and caring for their children.
Regardless of that individual’s qualifications,
Stanford or Wharton would be out of the question for geographical reasons. Business schools
recognize that EMBA students usually receive constant cash flow (from their ongoing
occupation), and as a result these programs generally receive little to no financial aid. In
essence, EMBA and part-time business school students help subsidize the education of full time
students who are able to receive financial aid.

Business school lectures: Coming to a
web browser (very) near you.

This system, however, is changing. While only a handful of top MBA schools offer online courses,
a number of other business schools do. The elite schools are slowly catching on to this trend and
recognizing that they can tap an entire new demographic of qualified students who, in the past,
would have been restricted from applying due to geographical considerations. As these part
time programs move online, potential EMBA students may begin to look increasingly towards
exclusive schools knowing that they will not need to relocate to receive a top-tier education.

Attracting a greater number of top-tier candidates, of course, would be a boon for the elite
business schools. However, it is likely to pressure the local schools who have historically
benefited from a strong local candidate pool who now will find themselves asking the question
“How far are we willing to lower our qualification requirements?”

To be sure, this trend isn't happening yet. Michael Desiderio, the executive director of the
Executive MBA council, mentioned that, “We're not saying it's a threat or this is the end of the
EMBA space. It's stimulating a discussion: How do we adapt to continue to serve a population
that has changing needs?"’

1. Source: BusinessWeek.
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Citigroup fails 2" stress test in 3 years’
A Failure of stress tests prevents Citi from following through with planned dividend increase.
A Citi will be allowed to carry out existing capital plan through the first quarter of 2015.

Citigroup failed the Federal Reserve's stress test for the 2" time in 3 years. These tests are
implemented to ensure that banks have sufficient capital adequacy to withstand future
economic slumps so that they can continue lending if a serious economic crisis were to occur
again.

Failing stress tests can result in the prohibition or cancellation of banks’ previously approved
capital return programs. In Citi's case, they had intended to raise their quarterly dividend from
a penny to 5 cents, and continue to buy back $6.4 billion in shares. According to the Federal
Reserve - which remains purposefully vague as to the stress test’s criteria in order to prevent
banks’ from learning about the guidelines beforehand - Citigroup would have had sufficient
capital cushion to approve the dividend raise. However, the Fed objected to the bank’s plans
on “qualitative” grounds, which is the first time that the Fed governors have voted on any
qualitative objections to a bank’s capital plan. This came as a strong blow to Citi CEO, Michael
Corbat, who replaced the prior chief Vikram Pandit after a similar stress-test failure resulted in
the C-level vacancy that he subsequently filled.

Rumors abound as to the true subtext of the Federal Reserve’s “qualitative” objection. Some
say the Fed is punishing Citigroup for a costly fraud last month that occurred in its Mexican
unit. Others say that the Fed believes Citigroup has simply become too large and is pushing
for its breakup. Regardless of the underlying cause, investors appeared concerned: Citi stock
fell nearly 6% the day that this failure was announced.

Increased investor activism puts downward pressure on CEO pay?

A Median CEO pay grows only modestly, from $9.0 million to $9.8 million.

A Despite certain CEOs receiving large increases, many saw their pay decline by as much as
half due to poor stock performance, resulting in slow average growth.

Investor activism is beginning to put pressure on CEO compensation growth. This is not to say
that CEOs aren't still making good money - they are — but corporate chiefs’ pay increased only
slightly, on average, in 2013 and most remained closely tied to their company’s stock
performance.

Several CEOs did still see noticeable paycheck gains. Others, however, saw significant
decreases as their company’s results didnt measure up, and this offsetting decline hampered
the average for the group. Median CEO pay was $9.8 million, up from $9 million the previous
year.

1. Source: Wall Street Journal, The Economist, Dealbook.
2. Source: Wall Street Journal.
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