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The Economy is Performing Well
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The Economic Impact of Katrina

The Econamics of Disasters

Billions 20054
Ecanomic Aid
Impacted Ecanomic Loss Ecanomic Aid 35 a Share of
Dizaster Regian Date Destruction Lost Cutput Total Loss Ingurance  Government Ald Total Aid | Economic Lass
Hurricane Katrina Gulf of Mexico. August 2005 1000 Pl 150 il H0 600 430
Hurricang lvan Gulf of Mexica September 2004 72 BA 137 7.3 b3 138 9.3
911 Entire Nation  September 2001 A7 616 B7.4 02 B7.3 B7.4 %9
Los Angeles Northridge Cluake Los Angeles  January 1994 2B 125 h1 16.1 155 316 875
Midwest Flonds MMto MO Summer 1993 B.1 9.4 155 13 71 5.4 519
Hurricane Andrew Miami, FL. August 1992 H7 115 454 213 108 321 BB.3
Loma Prieta Guake Bay Area, CA Octaber 1989 10k 54 1.0 16 7h 97 1.3
Hurricane Huga Chatleston, 5C September 1989 144 47 142 bh 31 87 504
Notes:

Lost output assaciated with the Midwest flaods includes $5 billion in crop losses

The Bay Area includes the metra areas of San Francisco, Oakland, San Jose and Santa Cruz
11 insurance includes anly praperty coverage

Lost output due to Katrina does not include the impact of higher energy prices

Sources: [50, Insurance Information Institute, Economy.com
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Housing is Through the Roof
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Real house price growth
% chg yr ago, 4-qrt moving average
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Mortgage Loan Quality is Strong...
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...Particularly Where Housing is Strongest

Change in subprime first mortgage $ foreclosure rate, 2005q2-2000g2, U.S. = 0.0
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Businesses Are Flush...
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..Prompting Them to Expand
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Housing's Outsized Contribution to Growth

Percentage point contribution to real GDP growth, Source: Economy.com
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The Home Has Become a Cash Machine
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Exotic Mortgage Lending Is Surging...
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...Especially in These Markets

IO ARM share of Orginations, 2004, Source: LoanPerformance
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Investor Share of Home Sales Soars...
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Source: Loan Performance
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...Especially in These Markets

Investor Share of Home Sales, 2005q1, Source: LoanPerformance
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Slower, But Continued Growth
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Oil Prices Are Expected to Moderate...
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Foreign Investors Will Turn More Circumspect
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Housing is Increasingly Overvalued...
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...In These Metro Areas
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Overbuilding...
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Long-Term Housing Math

Annual averages over the next decade

Housing Demand
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Supply-Price Balance in the Top 150 Metro Areas
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Weakening House Price Growth, Credit Quality
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House Price Declines Under a 7.5% Fixed Rate

% of metro areas where house prices decline on a year-over-year basis
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Outlook Summary

« The single-family housing market is booming. Home sales,
single family housing starts, and house price growth are
robust.

e Single-family demand has been supported by
extraordinarly low borrowing costs, falling transaction
costs, aggressive lending, portfolio shifting, and nesting.

e Speculation is increasingly evident in housing markets in
California, the Southwest, the Northeast corridor and
Florida.

« Single-family demand and house prices will appreciably
weaken with even a modest rise in mortgage rates.

 Mortgage credit quality will erode despite an sturdy job
market.
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