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The Crisis Has Ended, So

Where’'s the Recovery?

= Goodbye to the “Global Financial Crisis” & the “Great
Recession”...

= Putting the GFC/GR in perspective

= Signs of financial & economic life

= ... Hello to economic recovery—?

= What to expect based on previous recoveries
= Why this time likely will be different

= The outlook for 2010 and beyond

= U.S. recovery driven by investment, exports?
= Our region remains economically challenged

Important Reminder

= These comments do not necessarily
reflect the views of the Federal Reserve
Bank of St. Louis or of the Federal
Reserve System.




How Serious Was The Great
Recession?

International Monetary Fund (IMF): The world economy
has experienced the deepest & most globally
synchronized downturn since end of World War II

= U.S. households are at the center of the storm
= Growth of employment & wage income have collapsed

$14 trillion loss of household wealth (only partially
recovered)

10 million families could face foreclosure, 2006-2011

Unemployment Has Increased By 9 Million
in 31 Months => 290,000 Per Month
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Midwest Unemployment
Tracks the Nation

St. Louis Unemployment Rate (%)
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St. Louis MSA Employment
Back to Its Early-1999 Level

St. Louis MSA Total Nonfarm Employment
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Wages & Salaries Are Shrinking *

Growth in Wages and Salaries, Adjusted for Inflation

Percent change from year ago
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Households Are Deleveraging

Change in Total Liabilties of Households & Nonprofit Organizations

[P Percent change from year ago

Source: Federal Reserve Board /Haver Analyics  Quarterly data through Q2.2009
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Household Net Worth Hit Hard

Household Net Worth
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Residential Delinquencies &
Foreclosures Still Rising Fast
Share of US First-Lien Mortgages 30+ Days Delinquent or in Foreclosure
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U.S. Foreclosure Starts Could
Total 10 Million During 2006-2011

Mortgage Foreclosures Started 2009: 3 mn?
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How Serious Was The Global
Financial Crisis of 2007-2009?

= Ben Bernanke (Aug. 21, 2009): “The most
severe financial crisis since the Great
Depression... [with] features of a classic panic.”

= Meltdown of the US financial sector
= Peak-to-trough 84-percent loss of equity value

= Effective collapse of 12 financial institutions,
each with assets over $100 billion

Financial-Sector Meltdown:
84-Percent Market-Value Decline
With Partial Recovery

Stock-Price Index For Financial Companies in the S&P 500
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12 Major Financial Casualties
of 2008 Totaled $10 Trillion in
Assets
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Signs of Financial and Economr&p_,
Life: Leading Indicators o

Conference Board Composite Index of 10 Leading Indicators
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Signs of Financial and Economr&p_,
Life: FOMC Projections

FOMC Projections of Real GDP Growth

Percent change in fourth quarter from year ago
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Signs of Financial and Economi&s:
Life: Stockmarket Recovery

Standard & Poor's 500 Stock-Price Index
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Economic Recovery?

= What to expect based on previous recoveries in the
St. Louis Fed'’s district

= Unemployment always lags in recovery

Recovery from the Great Recession in our district is
likely to be especially sluggish

= Why the recovery is likely to be weak

Households will be the “dragging anchor” on the
recovery as they deleverage & rebuild their balance-
sheet strength

= The financial sector likely to remain source of weakness,
rather than strength

Unemployment Always Lags
Recovery

Unemployment Rate in the 8th Federal Reserve District
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1990-91 Recession
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2001 Recession

Unemployment Rate in the 8th Federal Reserve District

Percent
Percent
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2007-09 Recession

Unemployment Rate in the 8th Federal Reserve District
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Why So Slow? Household

Wealth Crashed

Net Worth Relative to Disposable Personal Income of Households (incl. Nonprofits)

Percent Percent
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Consumer Confidence
Remains Low
Conference Board Consumer-Confidence Index
Percent Average level in 2006 equals 100
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Financial Firms Are Retrenchin
Rapidly

Total Employment in Private Financial Firms
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40% of Subprime Mortgages & 20% of
Prime ARMs Are Delinquent or in Foreclosuré

Share of Subprime Mortgages 30+ Days Delinquent or in Foreclosure
Percent

Share of Prime ARMs 30+ Days Delinquent or in Foreclosure (incl. ‘Option ARMs’)
Percent
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Source: Mortgage Bankers Association, Quarterly data through Q3.2009.

L o




Even the Prime-Quality Mortgage :
Market is Breaking Down

Share of US Prime FRMs 30+ Days Delinquent or in Foreclosure
Percent

Share of MO Prime FRMs 30+ Days Delinquent or in Foreclosure
Percent
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Source: Mortgage Bankers Association Quarterly through Q3.2009

Even the Prime-Quality Mortgage
Market is Breaking Down

Share of US Prime FRMs 30+ Days Delinquent or in Foreclosure
Percent

Share of IL Prime FRMs 30+ Days Delinquent or in Foreclosure
Percent

Source: Mortgage Bankers Association. Quarterly through Q3.2009

The Outlook for 2010 & Beyond

= The likely shape of the U.S. recovery
» Lead by business investment and exports?

» Consumer & government spending will be sluggish
— the payback for many years of rapid growth.

= St. Louis Fed District economy faces special
challenges
» Industry mix remains tilted toward manufacturing
» Hard-hit by weak housing markets
» Weak demographics




Optimistic Forecast Calls For
Greater Business Investment &
More Exports

Growth n Fixed Investment (real percent change from year ago)
Growth in Exports (real percent change from year ago)
Growth in Consumer Expenditures (real percent change from year ago)
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Percent of All First Liens Seriously Delinguent by County — April 2009

Scurce: Lender Processing Senvices (LPS)

Percent of All First Liens Seriously Delinquent by County — July 2009
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Source: Lender Processing Services (LPS)

[llinois & Missouri Foreclosures = ?,
Still Rising in 2009

Missouri Foreclosure Starts
Mortgage Bankers Association estimate llinois in
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In Previous Downturns, Most
Households Could Recover After
Missing a Payment

Early Stage: US Mortgages Delinquent Less Than 90 Days
Percent of firstien loans

Late Stage: US Morigages More Than 90 Days Delinquent or in Foreclosure
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Falling House Prices Wiped Out
Homeowners* Equity, Triggering
the Foreclosure Crisis

US National Home-Price Index: S&P/Case-Shiller
Average levelin 1990 equals 4
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[llinois Foreclosure Rate
Increased When House Prices
Decelerated

FHFA House-Price Index for Ilinois (Purchase Only)
Percent change from year ago

Percent
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change Annualized percent of first-ien mortgages
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Missouri Foreclosure Rate
Increased When House Prices
Decelerated

FHFA House-Price Index for Missouri (Purchase Only)
Percent change from year ago
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Underlying (& Continuing) Cause of
the Foreclosure Crisis: Negative Equity “«

Negative equity: Fraction of

mortgaged homeowners with mortgage 29.4% 25.6% 32.2%

debt greater than the current market Candidates for
value of their house 2010 foreclosures
Estimated number of mortgaged 550,000 250,000 15.7 mn.

homeowners with negative equity

Near-negative equity: Fraction of

homeowners with mortgage debt 6.1% 6.5% 5.4%
below, but within 5%, of the current

market value of their house

Estimated number of homeowners with 115,000 65,000 2.6 mn.
near-negative equity

Source: First American Core Logic,
L 0Equity final_081309.pdf; and own

using US Census data.
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Caution Required: CRE Values
Following House Prices With
Short Delay

S&P/Case-Shiller Home-Price Index: U.S. National
Average level in 2000 equals 100

I Com'l Real Estate Transaction-Based Price Index: All US Properties
index Average level in 2000 equals 100
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In Sum: The Crisis Has Ended, :qus
But Recovery is Likely to be
Weak

= The “Global Financial Crisis” & the “Great
Recession” have ended

= Recovery is underway, albeit a slow one

= The underlying problems that caused crash
will not be resolved overnight

= The Midwest economy faces special
challenges to achieve long-term growth
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