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While the National Bureau of Economic Research (NBER) has declined to declare the recession over,
absent some new shock, it is likely that they will eventually declare the recession ended in the second
half of 2009.So0, it seemtike a good time to consider how costly this recession has been in Oregon.

First though, we would do well to remember that the end of a recession is the low point in economic

activity, not when we reach previous levels of economic activity. That meahghitre is still much

Y2NBE LI Ay G2 06S SYRdd:INBRO® LG Aa tA1Ste dKFd hNB3I2
weak real estate markets lingering for years.

When thinking about how costly a recession has been, it helps to make compariséhdlE 6 S Qf f
compare Oregon to the UniteBtatesand to Oregon in previous recessions.

CANBGE fSGQa R2 GKS O2YLI NRAZ2Y ALK GKS ! yAGSR {dl
Oregon Gross Product growth since World War II:

This is interesting. Oregon saw about same economic decline as did the United States, but we all know
GKFG hNB3I2yQa dzySyLX 28YSyid SEOSSRSR K ®Partoftled SR { G|
explanation is that Oregon has higheremployment than the job losses would generate. The

unemployment rate includes unemployed immigrants looking for work. However, as the chart below
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Uncertainty and volatility are the key words to describe Oregon’s near-term economic future. Many
economists are forecasting a brisk and vigorous recovery. While we don’t believe that is the most likely
outcome, it certainly is a possible outcome, and the likelihood of such an outcome appears to be
climbing.

Perversely, the possibility of a significant new decline in economic activity is also increasing. Risk of
sovereign default in Europe, Japan, or even states such as California and lllinois is increasing. Given the
continued weakness of our financial institutions, a new credit crisis will have serious negative economic
impacts.

Thus, the most likely outcome is less likely than we would prefer. We expect a slow recovery for the
United States and Oregon. Oregon’s economy is closely tied to the construction industry and to
California’s economy. Construction will not recover within the forecast horizon. Kirk’s essay on real
estate provides the grim analysis of real estate markets. California’s weaknesses are well known, and
the ties between California’s and Oregon’s economies imply that California will be a drag on Oregon’s
recovery throughout the forecast horizon.

A slow recovery in a high-risk environment implies volatility in data, which will drive even higher
volatility in financial markets. The trick will be to separate volatility from trend. A slow and weak
recovery means that we will have some data releases that will appear to be very optimistic, while others
will appear to signal renewed decline. Given the risk of financial crises, and the weak condition of our
financial institutions, people’s perception of the recovery will also be volatile. Financial markets will
reflect both risk aversion and the weakness of our financial sector.

The good news is that our forecast for Oregon’s economy is for renewed economic and job growth, with
slowly declining unemployment. The magnitude of the expected growth is not so large, but the signs
are positive. That may not be as great as we would like, but it is the best forecast we’ve seen for over
two years.

Oregonians have endured a terrible recession, but as | show in another essay, this one has not been as
bad as some previous recessions. Economic diversification has worked. As we go forward, we finally see
the opportunity for real renewed economic growth.
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Real estate markets in Oregon, as in the rest of the country, remain turbulent. Home prices and
commercial rents are still falling. Foreclosures are increasing. Lending standards remain high,
preventing some would be home buyers from purchasing. Federal aid has come and gone,
providing little relief. As we enter the second half of 2010 real estate markets in Oregon have
yet to find solid ground.

High unemployment, tight lending standards, indebted consumers, and concerns about the
future will keep demand for housing subdued. Oregon’s 10.6 percent unemployment rate
certainly will not help the housing market. Banks, unable or unwilling to provide loans, are
turning away potential home buyers. Overleveraged consumers are paying down debt.
Prudent consumers are saving money. Neither consumer is likely to purchase a home. A weak
economic recovery is fueling concerns that the economy may slip back into a recession. To the
extent that this sentiment persists healthy consumers will remain on the sidelines.

Median home prices in Oregon fell again in the first quarter of 2010. This represents the tenth
consecutive quarter median home prices have fallen in Oregon. On the positive side, it does
appear that the decline in home prices is abating. During the depths of the recession home
prices were annually declining by double digits. Recently, the decline has slowed to 3.0 percent
per year.

Foreclosures remain a significant problem in Oregon. Not only is the foreclosure rate high, 3.1
percent of all homes, it is also increasing. High unemployment and longer periods of
unemployment are the primary cause of the increase. However, there is a new and growing
problem. The significant decline in home values has pushed a significant number of
homeowners underwater. A nontrivial number of these homeowners are walking away from
their mortgages, even when they can afford them. It is unfortunate, but rational.

Federal aid meant to stem the foreclosure crisis and stabilize residential markets has been
utterly ineffective, serving only to delay inevitable and necessary adjustments. The aid was
designed to lower monthly payments by lowering the effective interest rate. Unfortunately, we
did not have an interest rate problem, we had a principal problem. Lowering the interest rate
offered little to no help to underwater homeowners.

Tax relief that targeted demand was successful but short lived. The original $7,500 tax credit to
first time home buyers significantly increased home sales in the fourth quarter of 2009. The
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extend version that included an $8,000 tax credit to first time home buyers and a $6,500 tax
credit to repeat home buyers was marginally successful. Home sales in Q1 2010 exceed those
in Q1 2009 but were below the Q4 2009 numbers.

New home construction has declined significantly in the midst of the housing crisis. The
tremendous supply created by foreclosures, combined with the lack of demand, has essentially
eliminated the need for new housing construction. Numerous new developments throughout
Oregon have been put on hold or abandoned altogether. Many developers have gone
bankrupt, leaving some developments owned by banks and only partially built.

Even though the residential market is weak we believe the worst is over, in the sense that we
believe that we’ve seen most of the price decline. Home sales are slowly increasing. The
market is beginning to correct itself. With that said we must be cautious. Foreclosures remain
problematic and could cause a second recession in the housing market.

Commercial markets have not fared much better. Landlords are in a pitched battle to secure
new tenants and keep current tenants. This has driven lease rates down. Bankruptcies,
closings and relocations have caused vacancy rates to rise. This is true in all three markets,
retail, industrial, and office.

In the retail market there is a sliver of hope. Taxable sales in Oregon have risen for two
consecutive quarters. While taxable sales are still below their 2008 levels this is encouraging
news. On the flip side, brick and mortar retailers will continue to feel pressure from on-line
retailers.

Discount retailers have fared well. In tough economic times consumers substitute away from
high priced stores. We expect this trend to continue through 2010. High unemployment and
overleveraged consumers suggest that discount retailers will gain at the expense of high end

retailers.

A weak and slow economic recovery does not bode well for the office and industrial markets.
In order for these segments to improve, economic activity must pick up. Companies have to
start expanding instead of contracting. Jobs need to be created to fill office space. Industrial
activity needs to increase in order for companies to reopen dormant plants. We are seeing
some signs of increased activity but not enough to lead us to believe that these markets will
improve dramatically. In general, we expect the office and industrial markets to remain weak
through 2010.
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