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First Quarter 2010 Narrative:
The economy grew at a 3.2% annualized pace in the first quarter, a decline from the 5.6% growth in the fourth quarter of 2009 but essentially in line with economists' estimates of 3.4% growth.  The consecutive quarters of growth were the best back-to-back performance since the second half of 2003.  This marked the third straight quarter of growth.  The economy grew at a 2.2% pace in the third quarter of 2009.

The economy has expanded at an average of 2.8% over the past 25 years, but it typically jumps to 7% to 10% growth after a deep recession, which has not happened, as economic growth has been restrained by a 9.7% unemployment rate and millions of jobless Americans.

The first quarter did see a boost in consumer spending, which makes up about 70% of the economy.  Consumer spending rose at a 3.6% annual rate, up from the 1.6% gain in the fourth quarter and topping expectations of a 3.3% gain.  It was the biggest increase since the first quarter of 2007.

Business spending on new equipment rose 13% in the first quarter, following a 19% jump in the fourth quarter.  Spending on structures, including office buildings and factories, fell at a 14% pace. ��Spending by state and local governments fell 3.8%, the biggest drop since 1981.

Fourth Quarter 2009 Narrative:
The increase in real GDP in the fourth quarter primarily reflected positive contributions from private inventory investment, exports, personal consumption expenditures (PCE), and nonresidential fixed investment.  Imports, which are a subtraction in the calculation of GDP, increased.

2009-Year Narrative:
Real GDP decreased 2.4 percent in 2009 (that is, from the 2008 annual level to the 2009 annual level), in contrast to an increase of 0.4 percent in 2008.  The decrease in real GDP in 2009 primarily reflected negative contributions from nonresidential fixed investment, exports, private inventory investment, residential fixed investment, and personal consumption expenditures (PCE) that were partly offset by a positive contribution from federal government spending.  Imports, which are a subtraction in the calculation of GDP, decreased.

The downturn in real GDP in 2009 primarily reflected downturns in nonresidential fixed investment and in exports and a larger decrease in private inventory investment that were partly offset by a larger decrease in imports and a smaller decrease in residential fixed investment.
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October 2009, 17.4%, was record.
Underemployment is defined as total unemployed, plus all persons marginally attached to the labor force, plus total employed part time for economic reasons, as a percent of the civilian labor force plus all persons marginally attached to the labor force.  Persons marginally attached to the labor force are those who currently are neither working nor looking for work but indicate that they want and are available for a job and have looked for work sometime in the past 12 months.  Discouraged workers, a subset of the marginally attached, have given a job-market related reason for not currently looking for work.  Persons employed part time for economic reasons are those who want and are available for full-time work but have had to settle for a part-time schedule.  Updated population controls are introduced annually with the release of January data. �
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February 2010
The 12-month increase in the index for all items less food and energy now stands at 1.3 percent, the lowest since February 2004.  The food index also edged up in February.  The food at home index rose slightly, the net result of the major grocery store food group indexes posting a mix of modest increases and decreases.  In contrast, the energy index declined in February. Decreases in the indexes for gasoline, electricity, and fuel oil more than offset an increase in the index for natural gas. 
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NEW AND EXISTING HOME SALES
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February 2010 Commentary:
The annual rates of decline of the 10-City and 20-City Composites improved in February compared to January 2010.  For the first time since December 2006, the annual rates of change for the two Composites are positive.  The 10-City Composite is up 1.4% from where it was in February 2009, and the 20-City Composite is up 0.6% versus the same time last year. However, 11 of 20 cities saw year-over-year declines.

Eighteen of the 20 metro areas and both Composites showed an improvement in their annual rates with this month’s readings compared to the January 2010 figures; with Dallas and Portland being the exceptions.

“Beginning last November, each report showed gains as fewer cities reported year-over-year declines
than in the previous month; those gains ended with this report. Further, in six cities prices were at their
lowest levels since the prices peaked three-to-four years ago. These data point to a risk that home prices
could decline further before experiencing any sustained gains. While the year-over-year data continued to
improve for 18 of the 20 MSAs and the two Composites, this simply confirms that the pace of decline is
less severe than a year ago. It is too early to say that the housing market is recovering” says David M.
Blitzer, Chairman of the Index Committee at Standard & Poor’s. “Nineteen of the 20 MSAs and both
Composites declined in February over January. Fourteen of the MSAs and both Composites have now
fallen for at least four consecutive months. In addition, prices reached recent new lows for six cities in
February – Charlotte, Las Vegas, New York, Portland, Seattle and Tampa – sending a more cautionary
message compared to the annual figures. While 14 MSAs and the two composites show improvement
over their trough values reached in the spring 2009, we are not completely out of the woods.
“Existing and new home sales, inventories and housing starts all show tremendous improvement in their
March statistics. The homebuyer tax credit, available until the end of April, is the likely cause for these
encouraging numbers and this may also flow through to some of our home price data in the next few
months. Amidst all the news, however, we should also pay heed to foreclosure activity, which have
reached their highest level in at least the last five years. As these homes are put up for sales, we may see
some further dampening in home prices.”

October Commentary:
The annual rate of decline of the 10-City and 20-City Composites improved in October 2009 compared to last month’s reading.  This marks approximately nine months of improved readings in these statistics, beginning in early 2009.  All 20 metro areas and both Composites showed an improvement in the annual rates of decline with October’s readings compared to September.

“The turn-around in home prices seen in the Spring and Summer has faded with only seven of the 20 cities seeing month-to-month gains, although all 20 continue to show improvements on a year-over-year basis.  All in all, this report should be described as flat.” says David M. Blitzer, Chairman of the Index Committee at Standard & Poor’s.  “Coming after a series of solid gains, these data are likely to spark worries that home prices are about to take a second dip.  Before jumping to conclusions, recognize that the one time that happened at the beginning of the 1980s, Fed policy saw dramatic reversals, which is very different from the stable and consistent Fed policy we have today.  Further, sales of existing homes – those included in the S&P/Case-Shiller Home Price Indices – have been very strong in recent months, working off the inventories of houses for sale.  At the same time, housing starts remain weak, fears that the market will be swamped by a wave of foreclosures are heard and government programs aimed at the housing market will expire in the first half of 2010.

Looking at the [August 2009] monthly data, the 10-City and 20-City Composites and 19 of the 20 metros areas increased in August.  These figures continue to support an indication of stabilization in national real estate values, but we do need to be cautious in coming months to assess whether the housing market will weather the expiration of the Federal First-Time Buyer’s Tax Credit in November, anticipated higher unemployment rates and a possible increase in foreclosures.” 

As of October 2009, average home prices across the United States are at similar levels to where they were in the autumn of 2003.  From the peak in the second quarter of 2006 through the trough in April 2009, the 10-City Composite is down 33.5% and the 20-City Composite is down 32.6%.  With the relative improvement of the past few months, the peak-to-date figures through October 2009 are -29.8% and -29.0%, respectively.

San Francisco has reported seven consecutive months of positive returns, San Diego has reported six, and Los Angeles and Phoenix are close behind with five.  While the two Composites were flat, seven of the MSAs reported positive monthly returns for October and two of those -- Phoenix and San Francisco -- were greater than +1.0%.  Looking at the annual statistics, both Minneapolis and Portland are no longer reporting double-digit declines.  Denver and Dallas are nearing positive territory with their annual figures at -0.1% and -0.6%, respectively.

Las Vegas remains the one market that has not seen a glimmer of hope so far this year.  Prices have declined for 38 consecutive months, with a peak-to-trough reading of -55.4%.  It is now barely 5% above its January 2000 level.  This compares to its peak in August 2006, when the average home price was 135% above that same level. 

Since the beginning of this recession in December 2007, the 10-City and 20-City Composites have each lost 21.5% in value and four metropolitan real estate markets have lost more than 30% in value:
Las Vegas, down 47%
Phoenix, down 42%
Miami, down 36%
Tampa, down 30%



RESIDENTIAL VS. COMMERCIAL PROPERTY PRICES 
As of February 2010

Sources:  S&P / Case-Shiller Home Price Indices and Moody’s / MIT
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Residential vs. Commercial Real Estate Prices
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Residential vs. Commercial Real Estate Price Growth Rates
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Source:  Moody’s / MIT
Office of Thrift Supervision / May 2010 8

COMMERCIAL PROPERTY PRICE GROWTH RATES BY SECTOR 
As of Fourth Quarter 2009
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Source:  First American Loan Performance database of over 45 million active mortgage loans.
Data are provided monthly by participating US mortgage lenders of all types.
Troubled mortgage loans include mortgage loans 90 days or more past due or in nonaccrual status and repossessed assets.
Office of Thrift Supervision / May 2010
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TROUBLED RESIDENTIAL FIRST MORTGAGE LOANS
As of February 2010
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TREASURY YIELD CURVES

Treasury Constant Maturity Yield

Sources:  Federal Reserve, Bloomberg
Office of Thrift Supervision / May 2010
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