


Regional Roundup

PERCENT OF PRIME MORTGAGES IN FORECLOSURE
3RP QUARTER 2009

Florida 9.63% Kentucky 1.88%

Nevada 7.53% District of Columbia 1.86%

Arizona 4.70% Mississippi 1.84%

California 4.48% Colorado 1.80%

Illinois 3.59% Louisiana 1.80%

New Jersey 3.46% lowa 1.78%

United States 3.20% Oklahoma 1.66%

Michigan 3.18% Pennsylvania 1.65%

Ohio 2.93% New Hampshire 1.60%

Idaho 2.72% Virginia 1.59%

Indiana 2.66% Washington 1.55%

Hawaii 2.62% West Virginia 1.54%

Rhode Island 2.56% Alabama 1.50%

Maryland 2.51% Vermont 1.50%

Georgia 2.49% Tennessee 1.47%

Maine 2.47% Kansas 1.46%

Minnesota 2.41% Missouri 1.41%

South Carolina 2.39% North Carolina 1.39%

Wisconsin 2.36% Nebraska 1.33%

50779 1o L50% New York 2.26% Arkansas 1.32%
O 1509 0 3 00% Utah 217%  Montana 1.19%
0% to 2.50% e Massachusetts 2.14% Texas 1.13%

B 2.50%t0 9.63% New Mexico 1.96%  South Dakota 1.08%
Connecticut 1.94% Alaska 1.06%

Source: Mortgage Bankers Association / Haver Analytics Oregon 1.89%  Wyoming 0.90%
Delaware 1.88% North Dakota 0.77%

NOTES:
* Foreclosure rates rose across the country in the third quarter, with subprime performance about five times worse than prime — but the ratio of
prime-to-subprime is the highest since 1998.

* The Great Plains, West South Central, and East South Central states tend to have significantly lower prime foreclosure rates than the rest of
the country.

 Subprime foreclosure rates are in double-digits in most of the country.

PERCENT OF SUBPRIME MORTGAGES IN FORECLOSURE
3RP QUARTER 2009

Florida 32.21% Michigan 11.05%

Nevada 24.56% South Carolina 10.97%

New Jersey 22.59% Indiana 10.96%

California 19.01% South Dakota 10.48%

Arizona 18.26% Georgia 10.43%

Hawaii 18.23% Washington 10.30%

Ilinois 17.96% Montana 10.24%

Maine 17.20% Colorado 10.01%

New York 16.54% New Hampshire 9.72%

Wisconsin 16.19% Virginia 9.67%

Connecticut 15.92% Pennsylvania 9.55%

Rhode Island 15.84% Louisiana 9.35%

Massachusetts 15.48% North Dakota 9.12%

District of Columbia 15.42% Oklahoma 9.11%

Vermont 15.39% Mississippi 8.37%

United States 15.35% Kansas 8.12%

Maryland 15.25% Nebraska 7.73%

Minnesota 15.13% Wyoming 7.64%

Idaho 13.65% North Carolina 7.40%

B 4.26%to 8.00% Delaware 13.44%  Missouri 7.19%

’ m ,500% to 12.00% Utah 1322%  Tennessee 7.19%
. ¥ 16.00% to 32.21% Ohio 12.88%  Alabama 7.03%
Oregon 12.48% West Virginia 6.95%

New Mexico 11.77% Texas 6.86%

Source: Mortgage Bankers Association / Haver Analytics Kentucky 11.18%  Arkansas 6.67%
lowa 11.17% Alaska 4.26%
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REGION IN FOCUS

*The Midwest region
includes IA, IL, IN, KS,
MI, MN, MO, ND, NE,
OH, SD, AND WI.

**All Region in Focus
graphs contain data
gathered from BLS, First
American CorelLogic,
LoanPerformance HPI,
and MBA.
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Region in Focus: The Midwest

The Midwest has been significantly affected by the “Great Recession” although the impact varies greatly from state
to state within the region. While unemployment rates are extremely high in heavily industrialized (especially auto)
states such as Michigan (15.1 percent), they are also low in other states such as North Dakota (4.2 percent). Some
states have suffered double-digit house price declines from their peaks, while house prices in other states have
barely declined at all. Despite these differences amongst the states in the region, per capita personal incomes in the
Midwest have fallen at the slowest rate of all four Census regions over the past year. Manufacturing seems to be on
the road to recovery, and even auto production is slowly increasing in the wake of low inventories and a modest
pickup in sales. The economic outlook for this region looks much less bleak than it did earlier this year.

The labor market in the Midwest has weakened in response to the recession. Regional job losses have been broad,
but construction and manufacturing have been hit the hardest. The region’s average unemployment rate rose to
10.0 percent in October, the second highest of all the four Census Regions, and up from 6.6 percent a year earlier.
For the nation as a whole, the unemployment rate increased to 10.2 percent from 6.6 percent over the same period.

The Midwest had the second largest home sales increase of the four regions over the past year. According to the
National Association of Realtors, third quarter existing single-family home sales in the Midwest increased by 6.5
percent from a year earlier — the first year-over-year gain since the first quarter of 2006. This increase resulted
from quarterly increases of 2.4 percent in the second quarter and 11.9 percent in the third. Prior to this, existing
single-family home sales declined for eight of the previous nine quarters. The median sales price of existing
single-family homes sold in the Midwest edged up to $150,100 in the third quarter, an increase of 2.5 percent from
the prior quarter — in part because of seasonal factors, but also because of the increase in sales. Over the past year,
existing home prices in the region were down by 5.6 percent, and by 14.2 percent from their quarterly peak.

Credit quality in the Midwest region has performed better than the national average. According to the Mortgage
Bankers Association (MBA), the rate of foreclosures started in the region rose to 1.25 percent (non-seasonally
adjusted, or NSA) during the third quarter of 2009. This compares with a national average of 1.42 percent.
Seriously delinquent loans (those 90-days or more past due plus foreclosures) climbed to 8.19 percent of the total,
but this was still below the national average of 8.85 percent. At the end of the third quarter, 5.31 percent of all
conventional prime mortgages and 27.02 percent of conventional subprime mortgages in the Midwest were
seriously delinquent. The national averages were 6.26 and 28.68 percent, respectively. The Midwest also had a
slightly better delinquency rate on all loans, at 9.89 percent, than the national average of 9.94 percent.

Michigan

Michigan has been hit hard by the recent economic  MetDiv, the state’s largest, the unemployment rate fell

downturn, although its economic performance began to
diverge negatively from the nation beginning in 2003.
The job market is still performing much worse than
even the poor national average. Payroll employment
continues to decline at a steady rate, and the
unemployment rate is the highest of any state in the
country. Home sales and prices in the state have both
risen recently, but the ongoing job market weakness
threatens to overwhelm this incipient housing
recovery. According to the Bureau of Economic
Analysis (BEA, a portion of the Commerce
Department), per capita personal income in the state
increased in the third quarter after a big drop in the
previous quarter, but is still down by 3.1 percent from
a year earlier. Credit quality continues to weaken and
is worse than the national average. Outmigration is
significant as a result of the state’s bleak economic
conditions — reducing potential housing demand and
increasing the supply of homes for sale, or abandoned.
On the positive side, unemployment rates dropped a bit
throughout the state in October and auto production
has increased recently.

Michigan’s unemployment rate generally increased
over the past three years. In October, however, the
unemployment rate slipped to 15.1 percent, although
that is still more than double its cyclical low of 6.5
percent in October 2006. The unemployment rates in
the state’s metropolitan statistical areas (MSASs) and
metropolitan divisions (MetDivs) all decreased in the
recent month. In the Warren-Troy-Farmington Hills

to 16.0 percent from 16.6 percent, although it ballooned
from 8.5 percent a year earlier. The unemployment rate
in the Detroit-Livonia-Dearborn MetDiv, the second
largest, dropped to 17.7 percent in October from 18.2
percent the prior month — but it was also higher than its
year-earlier level of 10.7 percent. Ann Arbor has been
the best performing MSA in the state, with the lowest
unemployment rate at 8.8 percent. For the state, there
have been 262,700 payroll job losses over the past year,
a decline of 6.4 percent compared with the national drop
of 3.9 percent. While many sectors have had steep job
losses, manufacturing suffered the most — largely due to
auto workforce reductions, down by 96,300 jobs (or
17.2 percent) over the past year. Manufacturing
employment has been in a long sustained decline, with
job losses of 446,500 jobs (or 49.1 percent) from its
peak in July 1999.

While economic conditions in Michigan remain poor,
home sales have improved recently. According to
Moody’s Economy.com, existing single-family home
sales rose by 5.9 percent in the third quarter and were
up by 12.3 percent from a year earlier. The Detroit-
Livonia-Dearborn and Warren-Troy-Farmington Hills
MetDivs saw third quarter sales increases of 0.7 and 6.8
percent, respectively. Even with the recent gains in the
state, home sales were still down from a year earlier in
one-third of the MSAs. The worst performance was in
Battle Creek, with a drop of 47.2 percent.

(Continued on page 9)
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Region in Focus: The Midwest

I\/Iichigan (continued from page 8)

And while home sales in the state are up in the most
recent quarter and from a year earlier, they are still
significantly lower than they were two years ago.
According to NAR, third quarter total existing home
sales in Michigan were up by 11.0 percent over the
past year and down by 1.4 percent over the past two
years (and down by 21.8 percent from the peak in the
second quarter of 2004).

According to data from First American CoreLogic’s
LoanPerformance House Price Index (LP HPI), home
prices in Michigan declined by 3.2 percent for the 12
months ending in September 2009, slightly better than
the national decline of 3.5 percent. Twelve of the
state’s MSAs suffered house price declines over the
past year. The Monroe MSA had the largest decrease,
dropping by 7.4 percent over that 12 month period.
Warren-Troy-Farmington Hills had a price decline of
7.0 percent, while Detroit-Livonia-Dearborn,
performed better, but still had a price drop of 1.7
percent. The Muskegon-Norton Shores MSA was the
best performing, with home prices increasing by 4.1
percent.

In part because of significant job losses, credit quality
in Michigan is worse than the national average.

Minnesota

Minnesota has suffered from the recession, but its
economy finally appears to be improving. The
unemployment rate remains over 2.5 percentage points
below the national average, while payroll employment
has decreased at a slower rate recently. Credit
conditions continue to worsen, but credit behavior
remains better then the national average. Home prices
have declined over the past couple of years, but have
been up for the majority of this year. Home sales have
not followed the same path, however, and have
declined over the past two quarters. The state’s per
capita personal income, which has decreased for three
consecutive quarters, is now down by 3.1 percent over
the past year. Overall economic conditions are better
than in many states, but are still far from normal.

The unemployment rate in Minnesota has increased,
but at a slower pace than the national average. In
October, the state’s unemployment rate averaged 7.6
percent, down from its peak at 8.4 percent in June, and
below the national average of 10.2 percent. The largest
MSA, Minneapolis-St Paul, had an unemployment rate
of 7.1 percent. The Duluth-Superior MSA had the
highest unemployment rate in the state at 7.5 percent.
The MSA with the lowest unemployment rate was
Rochester, at 6.1 percent. There have been 109,600
payroll job losses in the state, a decline of 4.0 percent,
over the past year. While most sectors cut jobs,
educational and health services have added them. Over
the 12 months ending in October, nearly 12,000 jobs
have been generated in that sector, a 2.6 percent
increase. As in many states, construction and
manufacturing lead the way in job losses over the past
year, declining by 12.7 and 12.3 percent respectively.

20.0

@ Michigan
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According to the MBA, the delinquency rate on all
mortgages in the state was 12.64 percent (NSA) during
the third quarter of 2009, up by 107 basis points from
the prior quarter. This compares with a national
average of 9.94 percent. Seriously delinquent loans
were 10.42 percent, above the national average of 8.85
percent. At the end of the third quarter, 6.88 percent of
all conventional prime mortgages and 28.94 percent of
conventional subprime mortgages in Michigan were
seriously delinquent. The national averages were 6.26
and 28.68 percent, respectively. The state’s new
foreclosure rate is still high at 1.70 percent, compared
with the national average of 1.42 percent.

Minnesota’s large pickup in home sales during the first
quarter of this year has been followed by two
consecutive quarters of declining sales. According to
Moody’s Economy.com, existing single-family home
sales in the state decreased by 16.7 percent in the third
quarter from the prior quarter — although they were
only down by 3.6 percent from a year earlier,
compared with a national increase of 5.0 percent over
that period. Home sales decreased by 14.2 percent in
the Minneapolis-St Paul MSA, but fell the most in
Mankato-North Mankato (down by 34.5 percent).
Home sales dropped the least in Duluth, down by 6.1
percent. Unlike many states, home sales in Minnesota
have remained weak in the past couple of quarters.
According to the NAR, third quarter total existing
home sales in the state were down 15.7 percent from
the previous quarter and by 4.7 percent over the past
year.

While home sales in Minnesota have remained in a
downward spiral, home prices have increased in six
consecutive months, although they are still down
(barely) from a year ago. According to data from LP’s
HPI, home prices in Minnesota decreased by only 0.8
percent in the 12 months ending in September, better
than the national average decrease of 3.5 percent.
While Minneapolis-St. Paul-Bloomington and St.
Cloud had house price drops of 1.0 and 1.6 percent,
respectively, over the past year, the other three MSAs
in the state all had approximately the same house price
increases, rising by about 0.7 percent each.

(Continued on page 10)
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Minnesota (continued from page 8)

Credit quality in Minnesota is better than the national
average. According to the MBA, the rate of
foreclosures started in the state was 1.12 percent
(NSA) during the third quarter of 2009, increasing by
six basis points from the prior quarter. This compares
with a national average of 1.42 percent. The
delinquency rate on all mortgages in the state was 6.98
percent, less than the national average of 9.94 percent.
Seriously delinquent loans were 6.47 percent, also
below the national average of 8.85 percent. At the end
of the third quarter, 4.62 percent of all conventional
prime mortgages and 26.73 percent of conventional
subprime mortgages in Minnesota were seriously
delinquent. The national averages were 6.26 and 28.68
percent, respectively.

Nebraska

The recession did not affect Nebraska as much as many
other states, and there are a number of signs of
recovery in the state. The average unemployment rate
in Nebraska is less than half than for the U.S. Home
sales and prices did not suffer a steep decline since the
state didn’t have the bubble-like conditions that
covered much of the country from 2002-2007, and the
housing market is recovering more quickly than most
of the nation. Credit conditions continue to weaken, but
remain in better shape than the majority of the country.
Like Minnesota, Nebraska’s per capita personal
income, has decreased for three consecutive quarters,
and is now down by 2.9 percent over the past year.

Although the labor market in Nebraska continues to
weaken, as in most states, it is performing much better
than the national average.  The state’s payroll
employment has dropped by about 23,600, a 2.6
percent decrease since its peak in May 2008 — one of
the smallest declines in the nation. And unlike many
other states, construction employment dropped by only
3.0 percent over the past year. The
professional/business  services and manufacturing
sectors did not fare as well, however, losing 8.3 and
10.2 percent of their jobs in the past year, respectively.
In October, the state’s unemployment rate remained at
4.9 percent, higher than it’s year-ago rate of 3.6
percent, but much lower than the national average of
10.2 percent. The Omaha-Council Bluffs-Fremont
MSA had the highest unemployment rate in the state at
4.8 percent. The MSA with the lowest unemployment
rate was Lincoln, at 4.2 percent.

Single-family existing home sales in Nebraska have
performed much better over the past year. According to
Moody’s Economy.com, single-family home sales
increased by 21.6 percent during the year ending in the
third quarter 2009. Sales in the state saw more
improvement in the third quarter, up by 6.0 percent from
the second quarter. Home sales in the Omaha-Council
Bluffs MSA rose by 1.3 over the recent quarter and by
11.5 percent from a year earlier. Sales of existing homes
in the Lincoln MSA increased at an even faster rate, by
13.0 over the recent quarter and by 32.2 percent from
one year ago. According to NAR, third quarter total
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existing home sales in the state were up by 20.3 percent
from a year earlier, and have only dropped by 16.8
percent from their peak in the second quarter of 2004 —
one of the smallest declines in the nation.

Home prices in Nebraska have remained more stable
than in many of the other states in the U.S., mostly
reflecting the lack of a huge run-up in prices earlier this
decade. According to data from LP’s HPI, home prices
have increased by 1.2 percent in the 12 months ending
in August, much better than the national average
decline of 3.5 percent. The state is now only down 2.5
percent from its peak in June 2006. Over the most
recent 12-month period, the Omaha-Council Bluffs
MSA had house price gains of 1.7 percent. Lincoln,
however, had house price losses of 1.0 percent

As in Minnesota, credit quality in Nebraska is better
than the national average. According to the MBA, the
rate of foreclosures started in the state was 0.73 percent
(NSA) during the third quarter of 2009, up by 8 basis
points from the prior quarter. This compares with a
national average of 1.42 percent. The delinquency rate
on all mortgages in the state was 6.41 percent, below
the national average of 9.94 percent. The share of
seriously delinquent loans in Nebraska was only 4.13
percent, less than half the national average of 8.85
percent. At the end of the third quarter, 2.73 percent of
all conventional prime mortgages and 17.22 percent of
conventional subprime mortgages in Nebraska were
seriously delinquent. The national averages were 6.26
and 28.68 percent, respectively.

@ Nebraska 102 8.85
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= House Price Appreciation
M Unemployment Rate* Annualized Quarterly Rate Housing Vacancy Rate
. m State MSA Oct-09 Sep-09 3rd Qtr 09 2nd Qtr 08 3rd Qtr 09 2nd Qtr 09
_ © Illinois 11.0 10.5 17.73 4.60 1.80 2.30
— m Chicago-Naperville-Joliet 10.4 10.1 16.08 -0.81 2.50 2.10
(V) Lake County-Kenosha County 10.2 9.9 15.70 -6.82 - -
L O Peoria 1.7 111 15.52 0.44 - -
W m Indiana 9.7 9.8 -1.57 -2.44 1.80 2.70
© o) Evansville 7.9 77 -1.45 -0.19 - -
-— c Fort Wayne 10.3 9.5 -2.97 -3.66 - -
M @) Gary 9.2 9.2 -5.37 -3.90 - -
v O Indianapolis-Carmel 8.1 7.9 -1.29 -2.39 2.90 3.20
c E lowa 6.7 6.6 3.94 14.08 1.70 1.20
T ~ Des Moines-West Des Moines 5.7 6.1 5.53 15.05 - -
N o)) Kansas 6.8 6.9 -1.35 -0.35 2.70 2.80
0" cC Witchita 7.9 8.5 -0.07 0.61 - -
- R Michigan 15.1 15.3 5.80 8.38 3.20 3.60
Q X Ann Arbor 8.8 9.3 9.75 11.25 - -
_lﬂm o Detroit-Livornia-Dearborn 17.7 18.2 8.35 6.36 3.30 3.00
H Flint 15.2 15.8 -8.49 5.74 - -
c Grand Rapids-Wyoming 11.4 11.9 15.72 11.92 6.20 3.50
N © Lansing-East Lansing 10.6 11.0 10.01 13.13 - -
c ._n_l.__u Warren-Troy-Farmington Hills 16.0 16.6 -0.28 -3.12 3.30 3.00
© TS Minnesota 7.6 7.4 27.25 9.64 2.10 2.40
o) O Minneapolis-St. Paul-Bloomington 7.1 7.4 26.28 9.47 2.20 1.80
(¢D) d Missouri 9.3 9.5 -0.75 -3.02 2.60 2.00
0 ouvn Kansas City 8.4 8.9 -1.79 -0.81 4.30 3.60
St. Louis 9.8 9.9 18.24 29.48 1.50 1.50
Springfield 8.0 8.3 -1.24 -1.82 - -
Nebraska 49 49 6.97 17.97 1.60 1.50
Omaha-Council Bluffs 48 4.9 5.57 17.27 2.10 1.50
North Dakota 4.2 4.1 13.63 -1.42 2.90 2.00
Ohio 10.5 10.1 38.03 14.16 3.60 2.70
Akron 9.7 9.5 29.72 28.24 3.40 2.50
Cincinnati-Middletown 9.7 9.4 -1.81 -1.60 4.50 2.80
Cleveland-Elyria-Mentor 8.6 8.3 35.26 -5.28 3.60 2.30
Columbus 8.4 8.2 31.15 20.64 2.80 1.20
Dayton 11.0 10.7 31.91 10.85 5.40 1.20
\ Toledo 114 111 37.86 9.67 3.50 3.90
I~ u.ﬂ. Youngstown-Warren-Boardman 125 12.3 8.49 -4.90 - -
— South Dakota 5.0 438 -0.14 -0.52 1.60 2.00
= Wisconsin 8.4 8.4 13.10 20.66 2.50 1.60
Lid Madison 55 5.6 3.38 6.31 - -
= ~ Milwaukee-Waukesha-West Allis 8.2 8.5 22.87 2.19 1.40 1.80
= b
o) ib) e
D <L United States 10.2 9.8 6.71 14.29 2.60 2.50
— (D) Ll
— L4
= _rzﬁ w,,.. Source: Bureau of Labor Statistics / First American CoreLogic, LoanPerformance HPI / U.S. Census Bureau / Haver Analytics
r|m — f_,,. *State, Regions, and U.S. unemployment rates are seasonally adjusted. MSA unemployment rates are not seasonally adjusted
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The Fed’s addition of liquidity to the economy
has been truly historic, as shown in figure 1. The
monetary base tends to grow at a relatively slow
and stable rate over time in normal periods.
Careful inspection of the data reveals a bump in
2000, related to Y2K, as the Fed attempted to
ensure that the economy had sufficient liquidity
in case computers and related devices (e.g.,
ATMs) had problems. What seemed like a surge
of liquidity at the time, however, pales in
comparison with the flood of liquidity that the
Fed has unleashed during the recent financial
crisis.

During normal economic periods, a surge of
liquidity of this magnitude would result in a spike
in economic activity, a jump in inflation, or both

(not to mention the potential for asset bubbles to
be generated). In the current period, however, the
added liquidity has not had a big impact as
depository institutions have cut back on lending
even more rapidly than the Fed has increased
liquidity. This can be seen in figure 2, which
shows excess reserves held by banks. Normally
banks try to keep excess reserves to a minimum,
as they earn no income on them, but in the
current period banks have allowed them to soar in
response to credit concerns. As a result, the
exceptional increase in liquidity has resulted in
neither a surge in economic growth nor a rise in
inflation (although there are growing concerns
that bubbles, especially in commodity markets,
are being created).

(Continued on pg. 13)

Figure 1: The Monetary Base has Skyrocketed
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Source: Federal Reserve Board / Haver Analytics
Figure 2: Excess Reserves have Soared
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S peC i a.l TO p i C (Continued from page 12)

As the economy continues to grow, however,
banks will become less risk averse and will begin
to increase lending. If they still have the record
amounts of excess reserves at their disposal, the
concerns about too rapid economic growth and
soaring inflation would be more meaningful at
that time. It is clear, then, that the Fed will need
to reduce those excess reserves so that these
concerns are not realized — but not so quickly that
the young economic recovery is stunted or
reversed.

When to begin tightening monetary policy is a
decision that the Fed faces at the early stages of
every economic recovery, although the magnitude
of the liquidity the Fed has added makes the costs
of a misstep larger this time. The Fed’s past
actions in this regard may provide some insight
about when it will begin to tighten in this episode.
Table 1 shows the relationship between the
trough of the business cycle, the peak in the
unemployment rate, and the first increase in the
federal funds rate. (Note that a figure of +2, for
example, with the unemployment rate means that
its peak occurred two months after the end of the
recession, while a figure of +1 for the federal
funds rate means that the first tightening occurred
one month after the peak in the unemployment
rate, not one month after the end of the
recession.)

In every economic recovery since Fed policy has
been independent from the Treasury, the first
tightening move by the Fed has come after the
unemployment rate has peaked. In several
instances the first tightening by the Fed was as
soon as the month following the peak in the

unemployment rate — and in the past two
recoveries it was more than a year after the peak.

Our projections assume that this cycle’s
unemployment peak will occur around mid-year
2010. If we assume that the peak is in July, it
would be 12 months after our estimate of the
recession’s end. Of course, if it matched the
1990-91 recession then the unemployment rate
would peak in October 2010 and if it matched the
2001 recession then the unemployment rate
wouldn’t peak until January 2011. In most
recoveries, the Fed began tightening 1-2 months
after the unemployment peak — which suggests
that the Fed would begin to tighten in August or
September 2010 if the July unemployment peak
is correct. The three times the Fed delayed
tightening (1970, 1991, and 2001), however, were
the three recoveries in which the unemployment
peak occurred later than normal — as it appears is
happening in the current cycle. This might
suggest that the Fed’s first tightening move will
occur later than 1-2 months after this period’s
unemployment peak. Because the Fed has been
criticized by many analysts for moving too
slowly in the last recovery, however (thereby
helping to create the asset bubbles that
contributed to the Great Recession), it may be
more willing to move sooner this time.

All of this suggests that the earliest the Fed will
start to tighten monetary policy is the second half
of 2010, and perhaps not until late in the year.
When the unemployment rate actually peaks may
be the key determinant of the Fed’s tightening —
as long as the Fed responds similarly this time as
it did in prior recovery periods.

Table 1: Fed tightening and recession ends/unemployment peaks
Recession End Unem?rlr?g/nrmsr;t Peak Fed( r'rl;lognij[';]esr;mg
July 2009? ? ?
November 2001 +19 +12
March 1991 +15 +20
November 1982 0 +4
July 1980 0 +1
March 1975 +2 +1
November 1970 +9 +7
February 1961 +3 +2
April 1958 +3 +1

Source: Bureau of Labor Statistics Department of Labor / Haver Analytics



2008 2009 2010
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Economic Outlook

Real GDP Growth , -07 15 -27 54| -64 -07 28 37120 22 31 33]-19 -03 26 38
Consumer Price Inflation , 45 45 62 -83 ] -24 13 3.6 2.0 1.1 15 1.7 1.9 38 -04 18 1.9
Civilian Unemployment Rate 49 54 61 69|81 93 96 101] 102 103 101 98| 58 93 101 90

Interest Rates

30-year Fixed Rate Mortgage (%) 587 6.09 631 587|506 503 516 489|495 540 535 575|604 504 536 6.15
1-year Adjustable Rate Mortgage (%) 514 519 521 516 | 488 484 475 441|445 470 485 510) 518 472 478 580
10-year Treasury Note (%) 367 388 386 325|275 330 353 342|360 370 390 4.10] 367 325 383 480

Housing Market
Existing Sales (Thousands of Units) 4927 4900 5007 4740 | 4583 4757 5290 5750 | 5400 5600 5475 5700 | 4913 5095 5544 5990
New Sales (Thousands of Units) 564 510 460 391 | 338 372 413 440 | 445 475 520 580 | 485 391 505 615
Median Existing Home Price Change (%) 5 -43 48 31 -103] -7.3 41 22 50| -20 50 20 -35| -90 -126 -00 10

Mortgage Market
Single Family Originations (Billions of $) 470 490 350 290 | 395 590 560 465 | 380 530 490 330 | 1600 2010 1730 1650
Refinancing Share (%) 58 52 40 57 72 69 55 64 60 55 43 40 52 65 50 36
ARM Share (%) 10 8 8 2 3 3 5 6 7 8 9 10 7 4 8 13

All forecasted values are in bold
1 Quarterly = annualized percent change ; Annual = Q4 / Q4
2 Quarterly = annualized percent change ; Annual = Year Avg. / Year Avg.

3 Quarterly = percent change ; Annual = Year Avg. / Year Avg.

Cautionary Statement:

Statements in this document that are not historical facts, or that relate to future plans, events or performance are "forward-looking™ statements within the meaning of the
Private Securities Litigation Reform Act of 1995. These forward-looking statements include our expectations with respect to the economy, employment trends, interest
rates, governmental policy, and the housing, financial, and mortgage markets. Readers are cautioned that forward-looking statements by their nature involve risk and
uncertainty because they relate to events and depend on circumstances that will occur in the future. Many factors could cause actual results and developments to differ
materially from those expressed or implied by forward-looking statements. Such factors include, among others, national or regional recessions, credit market disruptions,
changes in interest rates, housing prices and employment rates, foreclosure trends, financial and mortgage market performance, and regulatory and legislative developments.
Other risks and uncertainties are discussed in our SEC filings, including our Annual Report Form 10-K for the year ended December 31, 2008 (in Item 1A) and our
quarterly report on Form 10-Q for the quarter ended September 30, 2009, filed November 9, 2009. We undertake no obligation to update forward-looking statements.
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