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Will Recovery Be Experienced Equally Across States?

Economic indicators point toward modest economic growth during the third quarter.
Analysts will debate whether this marks the start of a fledging recovery, but the
consensus view is that the longest, deepest recession since the 1930s has passed. At
the national level things are looking better — but at a local level the story is mixed.

Examination of state-level economic data reveals regional differences in economic
performance, with some states likely to recover more quickly, and some slower, than
the nation as a whole. In particular, states may be clustered into three broad groups:
the “housing bubble” states of California, Nevada, Arizona and Florida, where house
prices increased well above the U.S. norm during 2004-2006; the industrial Midwest
area of lllinois, Indiana, Ohio and Michigan; and the rest of the country. Three
economic performance measures are of note: employment, housing starts, and home
sales.

The non-farm payroll employment numbers show that nearly all states fell into recession
in late 2007/early 2008 — employment was rising prior to then and has been falling
since. Four states differ markedly from this pattern, however — Alaska, Louisiana and
North Dakota have all added jobs or maintained the level from the fourth quarter of 2007
and Michigan has shed jobs each year since 2000. Nationally, job losses stand at over
7 million since the start of the recession, out of non-farm payroll employment that
peaked at 138 million in December 2007. But while most states show a similar time
pattern to job losses, the effects have not been proportionately distributed. The four
bubble and four industrial Midwest states employed one-third of all U.S. workers at the
start of the recession, but have absorbed half of the jobs lost. The reasons for the job
loss differs: In the bubble states it is attributable to the drop in home values and
construction, while in the industrial mid-west it has to do largely with manufacturing
layoffs.

Nationally, one-family housing starts hit a post-1945 nadir during the first quarter. The
trend is very consistent across all states — house construction peaked at the end of
2005 and has steadily fallen since then. Housing starts are 60 to 90 percent below their
mid-decade highs, based on state-level building estimates from Moody’s Economy.com.
All four “bubble” states and lllinois, Michigan and Ohio from the industrial Midwest are
among the ten states that saw declines in housing starts of at least 80 percent. A new
trend may be emerging, however, starting in the second quarter — one-family housing
starts rose in every state except Kentucky.

Home sales, too, seem to have hit a turning point — in all but three states, existing home
sales during the second quarter of this year are above their troughs, according to the

National Association of Realtors®. In most cases, sales bottomed out in either the third
or the fourth quarter of 2008, after having fallen 20 to 60 percent from peak levels. Here
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the bubble states markedly stand out from the rest in that the timing of their trough was

about a year earlier, and the subsequent upswing is on the order of 15 to 65 percentage
points — all other states range from zero to 13 percentage-point rebounds. Why are the
bubble states so different?

The connection may be in foreclosures and home prices. In these four states,
foreclosures that were first driven by subprime loans and later by alt-A loans hit both
harder and earlier than elsewhere in the country. Correspondingly, home prices have
fallen the fastest in these states, in some areas by more than 50 percent. With
mortgage rates at 50-year lows, homes selling at half price and the first-time homebuyer
tax credit, buyers are being lured off the fence in these markets. In California,
inventories of homes for sale have become tight for homes priced below $500,000,
where the months’ supply has fallen from 6 to 9 months in the summer of 2008 to about
3 to 4 months this past summer, encouraging would-be buyers to stop procrastinating
lest they lose out on potential bargains.

The backlog of loans in foreclosure has the potential to derail the momentum in the
housing markets if a large wave of properties transition through foreclosure faster than
buyers can absorb them. However, if buyer sentiment has truly changed, they may
simply view the new supply of distressed properties for sale as a great opportunity for
getting a bargain. An additional risk is the pending expiration of the first-time
homebuyer tax credit and what will happen to interest rates: The consensus view is that
fixed-rate mortgage rates could average one-quarter to one-half percentage points
above their current levels in 2010.
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Revised 10/8/2009 Major Economic Indicators
2008 2009 2010 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2005 2006 2007 2008 2009 2010
Real GDP (%) -0.7 15 -2.7 -5.4 -6.4 -0.7 2.5 3.0 3.0 3.0 3.5 35 2.7 2.4 2.5 -1.9 -0.4 3.3
Consumer Prices (%) a. 4.5 4.5 6.2 -8.3 -2.4 1.3 4.0 1.5 1.6 1.8 1.8 2.0 3.8 1.9 4.0 1.7 1.1 1.8
Unemployment Rate (%) b. 4.9 5.3 6.0 6.9 8.1 9.3 9.6 10.0 10.0 9.9 9.6 9.5 5.1 4.6 4.6 5.8 9.3 9.8
30-Year Fixed Mtg. Rate (%) b. 5.9 6.1 6.3 5.9 5.1 5.0 5.2 4.9 5.0 5.2 5.4 5.6 5.9 6.4 6.3 6.0 5.0 5.3
1-Year Treas. Indexed ARM Rate (%) b. 5.1 5.2 5.2 5.1 4.9 4.8 4.7 4.6 4.7 4.9 5.0 5.1 4.5 5.5 5.6 5.2 4.8 4.9
10-Year Const. Mat. Treas. Rate (%) b. 3.7 3.9 3.9 3.7 2.7 3.7 3.5 3.3 &5 3.7 3.9 4.1 4.3 4.9 4.6 3.8 3.3 3.8
1-Year Const. Mat. Treas. Rate (%) b. 2.1 2.1 2.1 1.0 0.6 0.5 0.5 0.4 0.5 0.6 0.8 0.9 3.6 4.9 4.5 1.8 0.5 0.7

Housing and Mortgage Markets

2008 2009 2010 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2005 2006 2007 2008 2009 2010
Housing Starts c. 1.06 1.02 0.87 0.66 0.53 0.54 0.59 0.60 0.65 0.75 0.85 0.95 2.07 1.80 1.36 0.91 0.57 0.80
Total Home Sales d. 4.93 4.84 4.89 4.62 4.46 4.61 4.97 5.25 5.25 5.50 5.70 5.95 7.46 6.73 5.72 4.84 4.82 5.60
Conventional Mtg. Home Price Index (%) e. -1.9 -7.6  -10.3 -0.8 3.7 -9.8 -5.0 -2.0 -2.5 -1.5 -1.5 -0.5 12.3 5.4 -0.2 -5.2 -3.3 -1.5
S&P/Case-Shiller® Home Price Index (%) f. -23.8 -85 -133 -26.5[ -265 12.0 -8.0 -7.0 -5.0 -3.0 -3.0 -1.0 14.7 -0.3 -8.5 -18.4 7.4 -3.0
1-4 Family Mortgage Originations g.

Conventional $440 $480 $280 $210| $369 $476 $460 $410| $339 $388 $453  $370 $3,167 $2,858 $2,312 $1,410 $1,715 $1,550

FHA & VA $46 $70 $90 $84 $96 $125 $125 $104| $105 $110 $130 $105 $90 $80 $120 $290 $450 $450

Total $486  $550 $370 $294| $465 $601 $585  $514| $444  $498  $583  $475 $3,257 $2,938 $2,432  $1,700 $2,165 $2,000
ARM Share (%) h. 8 8 8 3 1 3 4 4 4 4 5! 6 31 21 10 7 8 5
Refinancing Share - Applications (%) i. 49 47 39 56 78 70 57 55 52 51 47 46 44 43 42 48 65 49
Refinancing Share - Originations (%) j. 54 52 43 58 80 74 64 62 60 58 55 52 48 47 49 52 70 56
Residential Mortgage Debt (%) k. 2.7 01 -12 29/ -03 -3.8 20 -1.0 0.0 1.0 2.0 3.0 13.3 11.1 7.0 0.3 -1.8 15

Note: Quarterly and annual forecasts (or estimates) are shown in shaded areas; totals may not add due to rounding; quarterly data expressed as annual rates.
Annual forecast data are averages of quarterly values; annual historical data are reported as Q4 over Q4.
a. Calculations based on quarterly average of monthly index levels; index levels based on the seasonally-adjusted, all-urban consumer price g. Billions of dollars (not seasonally-adjusted).

index. h. Federal Housing Finance Board (FHFB); quarterly averages of monthly shares of conventional, home-

b. Quarterly average of monthly unemployment rates (seasonally-adjusted); Quarterly average of monthly interest rates purchase mortgage closings (not seasonally-adjusted).

(not seasonally-adjusted). i. Primary Mortgage Market Survey®; quarterly averages of monthly shares of all single-family mortgage

c. Millions of housing units; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate). applications (not seasonally-adjusted).

d. Millions of housing units; total sales are the sum of new and existing detached single-family homes;quarterly averages of monthly, j. Home Mortgage Disclosure Act for all single-family mortgages (not seasonally-adjusted); Annual share is dollar-
seasonally-adjusted levels (reported at an annual rate). weighted average of quarterly shares.

e. Annualized growth rate of Freddie Mac's Conventional Mortgage Home Price Index (CMHPI); not seasonally-adjusted k. Federal Reserve Board; growth rate of residential mortgage debt, the sum of single-family and multifamily

f. National composite index (annualized growth rate), not seasonally-adjusted mortgages(not seasonally-adjusted, annual rate)
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