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Overview

« How strong of a recovery should we expect?

 QOutstanding risks to the economy

 Weak domestic demand
e Cautious consumer
» Risk-adverse businesses

« Ongoing correction in housing market
« Commercial real estate
* Energy prices

* Monetary & fiscal policy supporting growth

"

THE FEDERAL RESERVE BANK OF RICHMOND

RICHMOND = BALTIMORE = CHARLOTTE 3



Expectations for a modest recovery
Real GDP Growth

percent change
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Labor market improving but remains weak

Payroll Employment and Unemployment Rate

absolute change, thous. percent of labor force
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The November labor report was weaker than expected with a sizeable increase in the labor market and another sizeable drop in payroll employment.

Payroll employment fell 190k & previous months were revised upward by 91k – this was slightly worse than expected by Bloomberg survey (175k) and slightly better than the ADP report suggested.

Goods-producing industries lost 129k:
Manufacturing lost 61k jobs, construction fell 62k
--And within manufacturing the job losses were pretty widespread among industries (diffusion index at 18).
-- Among construction, not surprisingly, much of the weakness was in nonresidential.

Private-service providing industries fell 61k:
Retail fell 40k.
Leisure and hospitality fell 31k
Education & health increased 45k
Temp services rose about 34k for its third consecutive increase– one of the more encouraging parts of the report.
-- Temp services seen as a leading indicator as they will be the first to let go & the first to hire as firms would like to increase labor but hesitant to pull the trigger & hire full time workers.

In addition to the negative job numbers, the hours data continued to be weak – average weekly hours were unchanged at historical low of 33.
Average hourly earnings rose in October but are up just 2.4% over the past 12 months.



Job losses moderate and less widespread

Contributions to Change in Nonfarm Payroll Employment

absolute change, thousands
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Outlook for Baltimore

Region performing better than nation

Employment mix more favorable

Proximity to Federal government

Housing market hit hard
» High foreclosures & declining values

* But, does not have the inventory problems that other areas
have

« Commercial real estate will be weak (as with rest of
nation) but federal spending & BRAC should mitigate the
decline
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MD labor market outperforms nation

Payroll Employment Growth

percent change, year/year
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Things to note – MSA, MD, US track very closely.
MSA & MD doing much better than the nation.
Clearly, Baltimore has been going through adjustment process over the last 10 years.
Interestingly enough, payroll employment losses greater in 2001 recession in % terms.

Big question – why such weak growth in 2001 recession/recovery period & during previous expansion.

-- next chart.


Baltimore City employment detalil

Baltimore City Payroll Employment

12-month absolute change, thousands
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First thing note – where have had consistent expansion in jobs in the city?
-- Education & health
Outside the education & health section can see structural adjustments going on within the city.

Manufacturing loss
Interesting that the retail loss in 2001 much worse
Adjustment in info/finance
	-- what is the story here?
4) Prof. bus.
	-- interesting losses just before current recession & then more recently.




Unemployment rates may have peaked

Unemployment Rate
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Get UR in nearby counties (MSA)


Job losses widespread
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MSA – closer to national performance.
-- construction
-- retail
-- finance




Job losses widespread

Baltimore City Payroll Employment

12-month absolute change, thousands
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What is the info/finance story?
Details of prof. bus || leisure declines
What manufacturing is there & what is going?


Weak labor market impacts labor income

Wage & Salary Growth

percent change, year/year
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Consumer sector

* Retrenchment in consumer spending second half in 2008
» Accelerated job losses — loss of aggregate income
« Cumulative declines in household wealth
* Heightened economic uncertainty

* Flat in the first half of 2009 & picked up in Q3
« Consumers have responded to incentives for both the cash
for clunkers and first-time homebuyers programs
A shift in consumer sentiment?
* Decline In consumer credit
* Less demand for bank loans
* An increase Iin personal savings rate

m Tighter credit conditions
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Housing Sector

« Data on sales & construction have been positive in 2009
* Single-family starts & permits have bottomed & moved higher
 EXisting home sales & new home sales also higher YTD

* High inventory levels are beginning to decline despite
ongoing rise in foreclosures

« Home price declines are moderating
* Increases in home prices in recent months

* Delinquencies & foreclosures still rising rapidly without
Indication of peaking in the near term

« Combination of home price declines and rising unemployment

r
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There is considerable uncertainty regarding the near-term outlook for residential housing market due stimulus in the market – notably the first time homebuyer program that was just extended as well as purchases of agency MBS and debt.

Despite that uncertainty over the longer-term, we still continue to see positive signals.

Construction activity & sales are up so far this year.
Inventory levels are coming down – in particular for new homes
Easing in price declines.
In terms of affordability  -- many markets at historic lows.

However, still seeing an increase in foreclosures and although inventory levels have improved they remain high in many areas.




Construction activity at historic lows

Maryland Housing Starts & Permits

units, 3-month moving average
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Construction activity at historic lows

+Permits: New Pvt Housing Units, Maryland
3-nmonth MovingAverage  Units

Permits: New Pvt Housing Units, Baltimore-Towson MD -
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Home sales have improved in 2009
Total Existing Home Sales

thousands
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Price outlook improved in recent months

r
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Look at LP Balt-Towson forecast & latest #s


Sales Iin Baltimore have leveled off
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Inventory-sales ratios remain high
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Homeownership retreats to pre-boom levels

Homeownership Rate, Maryland

%
Homeownership Rate, Baltimore-Towson, MD
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Mortgage situation continues to deteriorate
Maryland Mortgage 90+ Day Delinquencies by Mortgage Type

percent
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Some improvement in foreclosure starts
Maryland Mortgage Foreclosures by Mortgage Type

percent
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Percentage of Owner-Occupied Homes with Mortgages
90+ Days Delinquent

Percent 90+
Days Delinquent

B 0.00-2.00
I 201-300
3.01-4.00
I 4.01-5.00
I 5.01-16.09
[] Baltimore City
I:l Data Unavailable

Source: Mortgage data estimates are from the Federal Reserve Bank of Richmond and based on Septembert 2009 data. Data is provided by McDash Analytics, LLC, a
wholly owned subsidiary of Lender Processing Services, Inc., and third quarter 2009 Mortgage Bankers Association data. Uncategonized zip codes have fewer than
one hundred loans or no available data.
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Percentage of Owner-Occupied Homes in Foreclosure or
Real Estate Owned (REO)

Percent in
Foreclosure or REQ
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[] Baltimore City
[ ] Data Unavailable

Source: Mortgage data estimates are from the Federal Resernve Bank of Richmond and based on Septembert 2009 data. Data is provided by McDash Analytics, LLC, a
wholly owred subsidiary of Lender Processing Services, Inc., and third quarter 2009 Mortgage Bankers Associafion data. Uncategorized zip codes have fewer than
one hundred loans or no available data.
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In Conclusion

« Although the recession has ended, questions remain
regarding the strength of the recovery

e Current expectations are for a moderate recovery
* Ongoing adjustment in real estate - residential & commercial
 Credit markets have improved but remain tight
 Potential for weak consumer spending

 What areas of the economy will lead us out?

 High-technology sectors & higher-skilled employment
(professional business services) to likely begin to expand first

 Retall, real estate, commercial real estate, financial services,
wholesale trade & other goods-producing industries likely to
experience weak job growth in the near term

r
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