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Overview

A The recession starting in December 2007
has been the worst in the postwar period

A Had its origins in the financial sector

A Financial problems comparable to those in
the Great Depression

A Unprecedented federal response,
especially by the Fed

A The bottom seems to have passed, but the
recovery is likely to be sluggish for a while
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Financial Contributors

A Excesses in the mortgage marketd most evident
In subprimesd and associated housing bubble

A Mistaken belief that home prices do not fall and
that financial engineering can greatly mitigate
risk

A Complex and opaque securities obscured risk

A Leveraging became the rage, compounding risk
profiles

A Securitization did not prevent a concentration of
risk in major financial institutions

Copyright© 2009



Other Contributors

A Public policy fostering home ownershipd
even for those of questionable ability to

repay
A Gaps in financial regulation

A Involvement of credit rating agencies and
Insurers
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Financial Collapse

A Reversal of real estate prices and mounting
concern over the value of complex securities led
to distress in critical funding markets

A Accompanied by massive losses at major
financial institutions and depleted capital

A Cutbacks in ability to finance spending caused a
credit crunch, | eadi ng |
| oopo

A Weakness in the economy became widespread
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Unprecedented Policy Response

A Proliferation of programs by the Fed to provide
replacement financing and support key credit
markets

A Support went beyond the banking system

A Fed slashed its monetary policy rate to zero

A TARP infused capital and aided price discovery
A Various foreclosure mitigation initiatives

A Fiscal stimulus package
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Downturn Has Been Pervasive
(percent change at annual rate)

60807608 |108-6lD | F
Real GDP 2.7 0.4 -3.8
Consumption 2.9 -0.3 -1.8
Housing 0.7 -22.0 -25.2
E&S 5.6 -2.8 -19.2
Non-Res 3.6 10.7 -17.1
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Unemployment Has Surged

A The rise in unemployment has exceeded that
Implied by other indicators

A Loss of employment and declining occupancy
rates adding to credit problems

01/99 01/00 01/01 01/02 01/03 01/04 01/05 01/06 01/07 01/08 01/09
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Signs of Financial Healing

A Federal policies to repair banks are bearing fruit

A Funding spreads have returned to more normal levels
(Oct. 2nd)

Eurodollar-Treasury Spread
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Healing (Cont.)

AFedds emergency | e
Commercial| Nonbank TAF
banks dealers

6-27-07 $5M - -

10-15-08 | $101,853M [$133,871M |$263,092M

0-30-09| $28,226M 0 $178,379M
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More on Healing

ABanksd interest spre
(in percent)

Interest Margin Charge-Offs

007 Q2 3.38 0.51

009 Q2 3.51 2.55

A Banks paying down TARP funds
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Economyos Gr ee

A Housing has bottomed

Mew Private Housing Units Authorized by Building Permit (PERMIT)
Source: U.S. Department of Commerce: Census Bureau
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More Green Shoots

A Growth in real consumption outlays
firming (in percent)

AYelql May June July August
-0.2 0.0 0.2 0.2 0.9

A Drag from inventory liquidation ending

A Durable goods orders imply smaller drop
In E&S
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More Green Shoots

A Weakening dollar helping the competitive
position of U.S. goods

Trade Weighted Exchange Index: Broad (TWEXE)
Source: Board of Governors of the Federal Reserve System
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Serious Headwinds Remain

A Fundamentals still hurting commercial
(nonres) real estate

A Real Private Nonresidential Fixed Investment, 1 Decimal (PNFIC1)
Source: U.S. Department of Commerce: Bureau of Economic Analysis
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Headwinds (Cont.)

A Commercial banks continuing to tighten

lending standards and terms
Net Percentage Tightening Standards

Loans to large and medium-sized firms
Loans to small firms
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Headwinds
(Cont.)

Arhe overhang of
unsold homes is
holding down prices

MBut to a lesser
extent

SA Home Supply (Ratio of Houses for
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Outlook

A The recovery, which probably has begun, is likely to be sluggish for
a while, with unemployment continuing to rise

A Financial problems will restrain recovery

Output Around Postwar Troughs

(Relative to Trough Level)

— Maximum
Minimum

Mean

T2 T1 Trough T+1 T+2 T+3 T+4

Quarters from Trough

A By mid-2010, growth should become fairly briskd aided by pent-up
demands and smaller drag from commercial real estated with
unemployment turning down
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Outlook (Cont.)

A Substantial slack in the economy will be
holding inflation down, possibly becoming
a concern

Consumer Price Index for All Urban Consumers: All I[tems Less Food & Energy (CPILFESL)
Source: WS, Department of Labor: Bureau of Labor Statistics
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More on the Outlook

A Key to inflation prospects will be inflation
expectations, which have been well anchored to

date

Inflation Expectations
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Concerns About the Outlook

A Even though the Fed has the tools to
remove excess liguidity and prevent
unwanted inflation, it could meet
Insurmountable political pressure

A Consternation in Congress about the
Fedo Ron Paul bill

AFedos power will be
debate on regulatory reform

‘ah}
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Source:UNC Charlotte North Carolina Economic Fore&egptember 1§,
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Year-End Seasonally Adjusted North
Carolina Unemployment Rates

Source:UNC Charlotte North Carolina Economic Fore&egptember 15,
20009.




