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Typical Recession

e Centered on housing and auto
* And their financiers

* True except for 2001 recession



Housing + Auto Sectors

Normally accounts for 5% of GDP directly
Another 10% of GDP spillover

Home equity as a key wealth driver
Consumer confidence

50% drop wipes out all normal GDP growth

Triggers losses of 1.5 million — 2 million jobs



Super Recessions of 1973-1973,
1980-1982, 2008-2009

Extreme retrenchment of housing and auto
Political uncertainty
Panic

Destroyed Housing Finance System



Recent Quarterly US GDP Growth

Quarter-to-Quarter GDP Change
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“The Worst Ever”

U.S. Super-Recessions Over the Past 40 Years
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What About The 19 Million
Vacant Units?

4 million are rental (1,600,000 above norm)
5 million are seasonal

8 million are abandoned

2 million single-family vacancy 1s 625,000 above norm
— 260,000 held by homebuilders (versus 300,000 norm)

— 665,000 were flippers now held by lenders (versus
50,000 norm)

Very concentrated geographically
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Job Recovery Dynamics

Declining sectors bottom and rebound
Profits bottom and rise
Consumer confidence grows

Doubling up ceases and 3.2 million households form
in the next 2 years
— 800,000 pent-up households

— Plus 2.4 million typical new households over next 2 years



“Two Years Later”

7.5, Post-Recession 2-Year Growth Periods
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2007 $ Billions

Retail Sales By Stores

U.S. Real Retail Sales
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Commercial Construction Feet
Permitted
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Real Estate Underpricing

Real Estate (Under) Over Pricing Using:
CAPM  ===BBB Yi|d Benchmark
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Monetary Base

1,800
1,600
1,400
v 1,200
1,000
800
600

400
200

0
1959 1964 1969 1974 1979 1984 1989 1994 1999 2004 2009

$ Billion



Recent Bank Excess Reserves

e 1,077

995

844 765 860

725 751733
643

1,000 824
767 198

oo
)
o

600 559

$ Billions

400 268

200
60
2 28

0
Jun-08 Aug-08 Oct-08 Dec-08 Feb-09 Apr-09 Jun-09 Aug-09 Oct-09



Percent

AN o N

~ O oo

1984 1989

—Core CPI

Inflation

Consumer Price Index
Year-Over-Year Percent Change

1994 1999

CPI for Services

2004

E—CPI - All Items

2009



Outlook For 2010-2012

3%+ real GDP growth
3 — 3.5 mllion jobs per year
Rapid recovery of housing sector

Budget deficit struggles



Show Changers

Iran goes nuclear
Fed mismanages monetary policy

Trade War

A confidence collapse event



