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An Economy In Severe Contraction
A mild recession in the first half of 2008

e Second half of 2008 the economy declined at a rapid pace
* Retrenchment in consumer spending
 Further pullback in business spending
* Reacceleration of the downturn in residential market
 State, local & municipal government spending hit
« Export sector hit by global downturn

e Conditions have improved in financial markets of late yet
credit conditions remain tight for businesses & households

e Currently, the economy is most likely in the most severe
part of the recession with a return to positive growth at
least several quarters away
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Presenter
Presentation Notes
Outlook for 2009 is quite uncertain – expectations are for continued contraction in the first half of 2009 to be followed by moderate positive growth in the second half of the year– the risks of course to these expectations are to the downside and are considerable


An Economy In Recovery

« How strong of a recovery should we expect?
* Diverse set of views

e Central issues going forward

 Strength of domestic demand
« Will consumers be more cautious?
e A sustained rebound in investment spending?

« Ongoing correction in housing market
« Commercial real estate
e Fiscal issues

e |Inflation remains moderate

* Monetary policy remains accommodative

"
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Expectations for a modest recovery
Real GDP Growth

percent change
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Presenter
Presentation Notes
As I mentioned previously, expectations are for a more modest recovery.  

Here we have [explain chart].

Normally robust recoveries following deep recessions (order 6-8% y/y).

Why expectations are that this time will be different?

Couple of reasons:  
(1) Labor Market dynamics – last 2 recoveries have been jobless recoveries.
(2) Credit market constraints
(3) Deleveraging – over-indebtedness in the economy by businesses & consumers

On the other hand…. normal recovery dynamics…..


Improvement in final demand modest so far
Contributions to Real GDP Growth
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Surveys continue to indicate improvement

Institute for Supply Management (ISM) Surveys
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Presenter
Presentation Notes
Despite a weak labor market, the incoming data continues to indicate that the economy is expanding albeit at a moderate rate.
The ISM survey is widely followed because it has been a very reliable indicator of recession.
Surveys are nice because….
This survey is a diffusion index, a value above 50 indicates expansion…..
Looking at the chart we see….

Very rapid recover in manufacturing sector from bottoms this time last year (black line – well above 50)
-- we were getting reports of factories shutting down due to no demand & idling for indefinite periods
Less of clear recovery in the service sector.

Why difference – inventory cycle.  
On manufacturing side, inventories have been depleted such that once you get a stabilization in activity & small pick up in demand then will have need to restock & production picks up.
	-- That should result in increases in hours worked, income – which should bolster growth
On the services side, less of a turnaround since future income prospects still mired in uncertainty.

In addition, some of subindexes – new orders & employment for manufacturing also very positive.

This results are broadly consistent with other Fed surveys from NY, Philadelphia & Chicago.

Together, with the data on orders for capital goods the data indicate some continued stabilization and modest recovery in manufacturing and capital spending.
However, the weak labor market and sluggish income growth implies continued sluggishness in final demand growth which would ultimately impact production and capital spending.  Will have to continue to wait & see whether a sustainable pickup in manufacturing activity is forthcoming.



Maryland survey indicates improvement
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The labor market:
What kind of jobs recovery should we expect?
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Turning to the housing sector….

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.
New home sales & construction activity flat over last 6 months.
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Labor market improving but remains weak

Payroll Employment and Unemployment Rate
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Trends in current recession – improvement
Concerns that recovery will be similar to previous recessions


More robust labor market recoveries in past
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Payroll Employment and Unemployment Rate
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Presentation Notes
Again, one of the primary reasons expectations are for a weaker recovery is the labor market which remains very weak.
Here we have chart showing monthly changes in payroll employment (in blue) & unemployment rate (in red).

What stands out, of course, is the pace of job loss far more severe in this recession versus 2001 recession.  Here we have the jobless recovery period following the 2001 recession (02-03) that is on everyone’s mind.

Of course, with greater job loss, UR much higher now – at 10% versus just over 6% last recession.

January employment report was weaker than anticipated.  
The previous report indicated that the economy had lost just 12k jobs in November– revised in Jan report to a small increase.
�As a result, there were hopes for a similar small decline or perhaps a small net gain.

Instead, economy lost 85k.

As I mentioned, need significant economic growth to fuel job growth.  Although we are seeing a stabilization in economic activity and a pickup in demand, firms are not going to pull the trigger and take on more workers until they are confident that the (a) the improvement is sustainable and (b) more importantly, will strengthen.

While there is ongoing uncertainty about future demand there will be less of desire by businesses to hire workers….


Businesses producing more with less labor

Contributions to Measured Productivity Growth
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Keep notes clear and simple for easy reference
Use as little text as possible
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Manufacturing jobs don’t come back
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Job loss slowing — indications of stabilizing

Contributions to Change in Nonfarm Payroll Employment
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Presentation Notes
This particular chart shows the breakdown of payroll losses over the course of the recession.

Most of the losses have been goods-producing sector (impact of downturn in the housing market)
	-- manufacturing
	-- construction	
	-- retail trade
2) Pace of recession – spread to other sectors 

3) Improvement in recent months
	-- increase in temporary workers (lt blue)



Job loss greatest in housing-related sectors

Maryland Payroll Employment
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Keep notes clear and simple for easy reference
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Are we near the peak in unemployment?

Unemployment Rate

percent
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Keep notes clear and simple for easy reference
Use as little text as possible


Labor market downturn varies across state
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Keep notes clear and simple for easy reference
Use as little text as possible


cConsumer sector

» Clearly, strength of recovery in labor market will have a
large impact on consumer spending

e Other issues:

» A shift in consumer sentiment?
« An increase in personal savings rate
» Decline in consumer credit

» Debt concerns
e Tighter credit conditions

« Gradual improvement in labor market should stabilize
aggregate income & strengthen future income prospects

"

THE FEDERAL RESERVE BANK OF RICHMOND

RICHMOND = BALTIMORE = CHARLOTTE 18


Presenter
Presentation Notes
Of course, what happens with the consumer sector is critically important for economy.
Consumer spending is roughly 70% of real GDP.

Read chart.


Sales have leveled but remain very weak
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Presentation Notes
In addition to the more solid spending numbers over the past two months – light vehicle sales bounced back in October more than expected after the September payback from cash for clunkers.  The October rate increased by 1.3 million units (9.2) to 10.4.






Housing Sector

« Underlying path of housing sector difficult to ascertain
* First-time homebuyer tax credit & other policy support
» Existing home sales fall after spiking last fall
 New home sales dropped after increasing in first half of 2009
« Construction activity still lagging

* 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 still climbing while rate of new foreclosures
has moderated in recent quarters

m « Home price declines and unemployment impacting market
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Presenter
Presentation Notes
Turning to the housing sector….

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.
New home sales & construction activity flat over last 6 months.




Home sales retreat in December & January
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On the more positive side, sales of existing homes continues to take off.  Shooting up in recent months as a result of first-time homebuyers credit, lower mortgage rates & buyers taking advantage of lower prices in distressed sales.  

Going forward, should we expect a payback? It does not seem likely that we will continue to see sales at this pace going forward.

Some are anticipating another leg down in the housing market – that there is little underlying momentum in the market & that sales will fall off considerably once stimulus is removed.
	-- both fiscal & monetary to be removed in March/April

Will the market have legs late spring & into summer?  Always a big question.

-- credit extended to purchase agreement April 30 / close June 30.
--expands coverage to those who have owned a home for at least 5 years – these people eligible for credit up to $6500.
--income limits increased to 125k for singles and 225k for married couples



Underwater homeowners a significant problem

According to First American CorelLogic:

* 11.3 million (24%) of all residential properties with mortgages, were in
negative equity at the end of Q42009 - up from 10.7 million (23%) at end of Q3

« 2.3 million mortgages were approaching negative equity (4.9%)
* Both negative and near-negative total 29%

For Maryland:

 Maryland out of 1,359,820 outstanding mortgages in the state:

» 311,321 were estimated to be underwater (22.9%)

* 66,045 were estimated to be approaching negative equity (within 5%)

"
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Turning to the housing sector….

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.
New home sales & construction activity flat over last 6 months.




Problems in the mortgage market continue

Maryland Mortgage 90+ Day Delinquencies by Mortgage Type

percent
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Percentage of Total Owner-Occupied Homes with

Mortgages 90+ Days Dellnquent
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Problems in the mortgage market continue

Maryland Mortgage Foreclosures by Mortgage Type
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Inflation Outlook & Monetary Policy

r
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Turning to the housing sector….

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.
New home sales & construction activity flat over last 6 months.




Inflation remains moderate

PCE Price Index

percent change, year/year
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Monetary Policy Instruments
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Federal Reserve System Assets
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The Fed’s balance sheet since March of this year has been characterized by sizable declines in
short-term lending to financials and nonbank credit markets. These declines have largely been
offset by increases in holdings of Treasuries, MBS, and agency debt which has resulted in
relatively little change to the total size of the balance sheet. Now that the Fed’s Treasury
purchase program has reached its allotted $300 billion, further increases in directly purchased
assets will stem from increases in MBS and agency debt.


Assets: Lending to nonbanks—TALF, CPFF, AMLF, and MMIFF; Short-term lending to financials—discount window, TAF, currency swaps, PDCF, and repos;
Misc.—Maiden Lanes I, II, and III, credit to AIG, and other Fed assets. Liabilities: Other—Reverse repos, Treasury cash holdings, and deposits with Federal
Reserve Banks other than reserve balances and excluding the Supplementary Financing Program.


In Conclusion
« Questions remain regarding the strength of the recovery

e Current expectations are for a moderate recovery
* Weak income growth could potentially restrain consumer spending
* Ongoing adjustment in real estate - residential & commercial
 Credit markets have improved but remain tight

 Historically the more severe the recession the stronger the
economic recovery that follows

e Increases in inflation have been modest with stable
Inflation expectations

« FOMC has indicated that “conditions are likely to warrant
exceptionally low levels of the federal funds rate for an
extended period”
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