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2009:
a TERRIBLE year

2010:
a MEDIOCRE year




But, most likely the recession
will “technically” end In the
second half of 2009.



« Comparisons get easier
 Nothing declines forever
 Recovery is likely to be slow

e Some quarters could be strong
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U.S. Summary:

U vs. V?



U.S. Summary:

w

You are here.
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Economics vs. Psychology?

1900-
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"
Monetary Base
Percent Change Year Ago

1970 — 2009*
Source: Federal Reserve

Recession Periods
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*Data through June 2009
*Three-month moving average
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Liquidity Trap
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Liquidity or Solvency?

Banks are still worried about
covering their bad loans and
covering their reserve
requirements.

Credit will remain tight (for now).
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Short-term: deflation

Long-term: inflation

?



" O
Basic Story?
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" A
Basic Story

Consumer
m Too much debt
m Not enough traditional savings

m Poor stock market and housing
price performance

m Jobs and hours worked
declining
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The Result
Consumer
m Consumer spending
sgueezed
m Big cutsin spendingon ~e==°°/> AcO
\ L
d u I'ab I esS //Q( ““‘\$ oxeo\os

m Also cuts in non-durables
and services

i
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Consumer Spending on Durable Goods
Percent Change Year Ago
1971 — 2008+

Source: Bureau of Economic Analysis Recession Periods
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Consumer Spending on Non-Durable Goods & Services

Percent Change Year Ago
1971 — 2009+

Source: Bureau of Economic Analysis Recession Periods
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After Tax Income v. Consumer Spending

Source: Bureau of Economic Analysis
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JE—
Basic Story

Business
m Weakness in domestic spending

m \Weakness in rest of world will
hurt exports

m High excess capacity
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The Result

Business

m Business spending on plant &
equipment will be weak

m Trade deficit will improve, but
more slowly
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Basic Story

Housing
m Supply / demand imbalance continues

m No quick fix for credit markets
m Foreclosures to continue at high rates
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=
The Result

Housing

m Drag on economy from housing
will end because comparisons so
easy

m But drag on economy from
commercial will get worse
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"
Credit and housing are still
major problems.
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The aberration in credit was
2001 through 2007.



"
Anything left to shock us?

$200 FINE &

e Tramway Authority *
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The One Horsepower Economy:
Consumers and Businesses
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"
Real Personal Income
Percent Change Quarter Ago, Annualized

1971 — 2008~

Source: Bureau of Economic Analysis

Recession Periods

M * Data through first quarter 2009
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Real Retail Sales U.S.
Percent Change Year Ago
1973 — 2009*

Source: Federal Reserve

Recession Periods
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Maricopa County Retail and R&B Sales
Annual Growth 1982 — 2009*

Source: ADOR
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Maricopa County Retail and R&B Sales by Fiscal Year
Annual Growth FY 83 — FY 09*

Source: ADOR

20%

15%+

10%-

5046 2.8%m 279 3.5%

2.6%

O% - d 4 4 4d 4 4 4 4 4d 4 4 " 4d 4d 4d 4 4 4 4 ¥V I 4 4 4 4 &
-0.4%

* Fiscal year-to-date through April 2009

Recession Periods

M Elliott D. Pollack & Company



M Elliott D. Pollack & Company



"
What Will Happen to HH Net Worth?

In the 90s

Housing prices increased moderately,
but stock market boomed.

First half of 2000’s

Stock market was doing poorly,
but housing prices boomed.

Now

Declining housing prices AND
poor results in the stock market.
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Savings Rate
1973 — 2009*

Source: Federal Reserve

- Recession Periods
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Recap: Reduced Spending

e Paying for past purchases,

e Little equity left In homes,

e Stock prices way down from peak,
e« Having to save more,

e Feeling poor.

AlsO:

e TiIghter access to money,

e Fear,

e Higher gas prices,

 Higher mortgage rates.

i
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Business
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Corporations:
 Difficulty getting credit
e Little need to borrow.

Exports:
« Declining.
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=
U.S. Real Exports

as a Percent of Real GDP

1971 — 2009*

Source: Bureau of Economic Analysis
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Capacity Utilization Rate

1970 — 2009*

Source: The Conference Board

Recession Periods
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" JJ
Industrial Production
Percent Change Year Ago

1973 — 2009*
Source: The Conference Board

Recession Periods
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" J
Total Inventories — Total Manufacturing
Percent Change Year Ago

1993 — 2009*

Source: Bureau of Labor Statistics

Recession Periods
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" J
National Employment
Percent Change Month Ago, Annualized (S/A)
1981 — 2009*

Source: U.S. Bureau of Labor Statistics

Recession Periods
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U.S. Y/Y Job Losses - Recent Recessions

Duration in Months - BLS
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How tight
1S Credit?




" N
Net Percentage of Large U.S. Banks

Reporting Tougher Standards versus Eased Standards

on Residential Mortgage Loans
2008 — 2009q1

Source: Federal Reserve, Board of Governors

Prime Non-Traditional Sub-Prime
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" J
Percentage of Large U.S. Banks

Reporting Tougher Standards

on Business Loans
1997 — 2009*

Source: Federal Reserve, Board of Governors

Recession Periods
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" J
Percentage of Large U.S. Banks

Reporting Easier Standards

on Business Loans
1997 — 2009*

Source: Federal Reserve, Board of Governors

Recession Periods
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" JJ
High Yield Credit Spread
1997 — 2009*

Source: Bespoke Investment Group; Merrill Lynch Recession Periods
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U.S. Summary 20009:

First half was ugly.
During the second half the decline In
GDP might end, but the economy
will still be weak.
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Because....

In the first half, comparisons
are tough.
In the second half, comparisons
get easier.
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Arizona
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Arizona & U.S. Generally Move Together
(Nonfarm Employment Percent Change 1980 - 2009)
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" S
Job Growth 2006

Source: US BLS
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" S
Job Growth 2007

Source: US BLS
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Job Growth Update: Arizona Falls to 47t

5 2008
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" JEE—
Job Growth Update: Arizona Falls to 49th
- YTD May 09 v YTD May 08
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Arizona Employment Rank Among 50 States
1980 — 2008 Growth Over Previous Year

Source: Arizona State University

Recession Periods
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Greater Phoenix




" J
Phoenix-Mesa Employment Growth

(Ranking among all metro areas greater than 1,000,000)

Source: Arizona State University, U.S. Bureau of Labor Statistics

YEAR RANK # of MSAS
1991 <: 3 :> 20
1992 20
1993 20
1994 1 20
1995 1 21
1996 1 23
1997 2 23
1998 1 24
1999 3 26
2000 8 26
2001 28
2002 5 28
2003 3 29
2004 4 29
2005 1 30
2006 1 31
2007 10 32
2008 29 32

2009 May YTD 1 32
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Worst year
(relatively & absolutely)
on record



"
Phoenix-Mesa Employment

Source: Arizona Department of Commerce, Research Administration

May 09/ % of Apr 09/ % of
Sectors (+\-) M\&OZ Total Sectors (+/-) Apr 08% Total
Mining -16.2% 0.2% Health Services 0.3% 10.3%
Construction -28.71% 5.9%
Manufacturing -5.0% 7.1%
Trade -7.1% 16.9%
Transp. & Utilities -6.7% 3.6%
Information -5.0% 1.8%
Financial Activities -4.7% 8.1%
Prof. and Bus. -12.7% 15.6%
Services
Other Services -4.5% 4.0%
Educational Services -2.8% 2.0%
Leisure & hosp svcs -2.7% 10.5%
Government -2.1% 14.1%
ercent of Total 89.8% 10.3%
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Phoenix-Mesa MSA Employment*
Annual Percent Change 1975-2010**

Source: Department of Commerce, Research Administration

3.6% 2.59
2.6%

0%

*Non-agricultural wage & salary employment. Changed from SIC to NAICS reporting in 1990.

** 2009 & 2010 forecast is from Elliott D. Pollack & Co. P Recession Periods
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Greater Phoenix Y/Y Job Losses - Recent Recessions
Duration in Months - BLS
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" N
Greater Phoenix Population
Annual Percent Change 1976-2010*

Source: Arizona State University & Department of Commerce, Research Administration
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2007 and 2008 are estimates put out by ADES and may be subject to substantial revision.
* 2009 & 2010 forecast is from Elliott D. Pollack & Co. ~ Recession Periods
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APS: Slowest Growth in over 50 years
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" N

Why Is the local
economy performing
SO poorly at the
moment?



'__
Because:

1) A decade’s worth of housing
was produced from 2001
through 2006.

2) The national recession is
Impacting all sectors.

[ Ao
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i

The recession is
Impacting the ability of
people to move as well as
Job creation.
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I vt

Now we are paying the piper
for the overbuilding.

This will dampen an already
weak economic recovery.

attitd Filiott D. Pollack & Company



" JEE
Greater Phoenix v. U.S.
Ratio of Employment Growth Rates

Source: Bureau of Labor Statistics
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Housing Market

| |
' Foreclosure

‘ NEXT EXIT N

N
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" N

(Millions) Source: Census Bureau

2.0
1.8+
1.6-
1.4-
1.2-
1.0-
0.8+
0.6
0.4+
0.2+

0.0-

Bl Elliott D. Pollack & Company

U.S. Single-Family Starts
1978-2009Y

%

RN

- Recession Periods

Over-
> supply

/
LTA: 1.2

Under-
> supply

1/ Through May 2009



2000 — 2009*
Source: U.S. Census Bureau

U.S. Number of Vacant Homes for Sale
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United States Home Sales
Months Supply — Single Family New Homes
2000 — 2009*

Source: U.S. Census Bureau

Recession Periods
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Median Price of Resale Homes — U.S.
Percent Change Year Ago

2003 — 2009*

Source: National Association of Realtors _ _
Recession Period
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Tighter lending standards
and a weak economy
have acted as a drag on the
housing market.



Greater Phoenix Listings

January 2002 — May 2009
Source: AMLS
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Percent of resales that were foreclosures
In Greater Phoenix:

During 2008 & 42.8%
First qtr 2009 = 42.9%

Source: ASU Realty Studies

i
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Properties in the Foreclosure Process
Maricopa County 2002 — 2009

Source: The Information Market
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Greater Phoenix Median Price of Single Family Homes - Resale
1982 — 2009*

Source: Realty Studies

Recession Periods
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Greater Phoenix long-term
demographics call for
roughly 35,000

single family units each year.

(It will be less In the
next 2-3 years though)

i
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Between 2003 and 2006:

- If “normal” demand is 40,000 units per year, then
Greater Phoenix overbuilt 55,000 units.

Elliott D. Pollack & Company



2012-2014

Assuming

another
shoe

doesn’t
drop!

THE OWER SHOE DRoPS...

(We will grow from 5,000 permits back to a

normal 35,000 permits)
e
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The Result



" A
Greater Phoenix S&P/Case-Schiller Home Price Index**
Percent Change Year Ago

1990 — 2009*

Source: Macro Markets, LLC
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*Data through April 2009
**Measures changes in existing single family home prices given a constant level of quality.
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How
will 1t
turn out?
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Look for a:

o_»

Not a: v
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Home Prices Indices
2000 — 2010

Source: Macro Markets, LLC; AMLS

Recession Periods
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The bottom of the housing market
may occur in 2009,
but a full recovery

will probably take multiple years.

Elliott D. Pollack & Company



Any positives?



Affordability



"
Greater Phoenix
Housing Opportunity Index

Source: NAHB
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'_
Commercial
Real Estate
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i

The economic downturn has
rippled into the commercial
sectors.

Elliott D. Pollack & Company



Multi-Family
Market



"
Multi-Family Year-End Vacancy Rates
Maricopa County 1986-2010*

Source: ASU Realty Studies &5 Recession Periods

18% v
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\ . 13.0%am13.4%

12%
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*2009 -20010 are forecasts from CB Richard Ellis
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"
Multi-Family
Construction Activity

Source: PMHS

Absorption Chg in Inventory*
2004 9,230 3,980
2005 4,756 (5,169)
2006 (4,653) (3,828)
2007 (5,846) 4,979
2008 (4,4606) 3,234
2009-g1 1,731 3,927

*There were 19,949 condo conversion in the Greater Phoenix area from gl 2005 through g1 2009.
Elliott D. Pollack & Company
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There are currently
7,583 multi-family units under
construction (g1 09).

Elliott D. Pollack & Company



Office
Market



" N
Office Space Year-End Vacancy Rates
Maricopa County 1986-2010*

Source: CB Richard Ellis 44 Recession Periods
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h"”‘l Elliott D. Pollack & Company *2009 -2010 are forecasts from CB Richard Ellis



Greater Phoenix Office Market
Construction Activity*

Source: CB Richard Ellis

Absorption Chg in Inventory
2003 1,245,156 sf 326,117 sf
2004 2,222,880 sf 1,620,860 sf
2005 3,119,293 sf 7,987 sf
2006 3,245,888 sf 2,320,302 sf**
2007 1,500,704 sf 4,905,374 sf
2008 (603,112) sf 3,402,646 sf
2009 1= narr (253,029) sf 485,078 sf

*Only includes multi-tenant space greater than 10,000 SF
** A number of buildings in downtown and mid-town are being converted to office condos.

i
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There are currently
2.2 million square feet of office
space under construction (q2 09).

I vt
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"
Office Sales: Price per Square Foot
Maricopa County 1982-2009*

Source: Kammrath & Associates
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*Data through 1Q 09
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Retall
Market



" N
Retail Space Vacancy Rates
Maricopa County 1985-2010*

Source: CB Richard Ellis**
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* 2009 -2010 are forecasts fom CB Richard Ellis
** Data prior to 1992 is from Grubb & Ellis
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" A
Greater Phoenix Retall Market
Construction Activity

Source: CB Richard Ellis

Absorption Chg in Inventory
2003 4,118,612 sf 5,013,109 sf
2004 6,664,812 sf 5,501,706 sf
2005 6,708,155 sf 6,248,789 sf
2006 5,244,600 sf 4,582,618 sf
2007 9,424,600 sf 11,104,865 sf
2008 3,395,986 sf 6,229,205 sf
2009 1shar (174,276) sf 876,307 sf

“'”l Elliott D. Pollack & Company
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There are currently
800,000 thousand square feet of
retail space
under construction (q2 09).
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"
Shopping Center Sales: Price per Square Foot
Maricopa County 1982-2009*

Source: Kammrath & Associates
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Industrial
Market



" N
Industrial Space Vacancy Rates

Maricopa County 1980 — 2010*
Source: CB Richard Ellis
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Greater Phoenix Industrial Market
Construction Activity

Source: CB Richard Ellis

Absorption Chg in Inventory
2003 4,406,646 sf 4,801,910 sf
2004 6,273,847 sf 7,402,396 sf
2005 12,339,591 sf 7,071,477 sf
2006 6,032,175 sf 7,829,959 sf
2007 8,359,835 sf 13,914,612 sf
2008 2,297,084 sf 13,467,215 sf
20091t hat (1,576,208) sf 2,470,792 sf

“'”l Elliott D. Pollack & Company
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There are currently
2.4 million square feet of
iIndustrial space
under construction (g2 09).

attitd Filiott D. Pollack & Company



"
Industrial Sales: Price per Square Foot
Maricopa County 1980-2009*

Source: Kammrath & Associates
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Maricopa County

2009 - 2010

I vt

attid Elliott D. Pollack & Company




Maricopa County Forecast

FY 2009 — FY 2010

Source: Elliott D. Pollack & Company, Pessimistic Scenario

“'”l Elliott D. Pollack & Company

Population 1.6% 1.8%
Employment -5.5% 0.0%
Retail Sales -14.0% -6.0%
Building Permits -60.0% 10.0%




Revenue Outlook Remains Weak

2 Retall sales are still weak
a Car sales improving, but only slightly
a Construction in the residential market might
pick up, but it is still only a fraction from the
peak.
0 Commercial construction will remain weak
this year and next.
a Property values are down.
Q State shared revenues will remain down (due
to both weak sales and budget crisis).

e
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So, even though the recession

IS ending, don’t look for a big

rebound In revenues over the
next year.

I vt
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Things are bad now,
but remember...

Elliott D. Pollack & Company



Greater Phoenix economic
fundamentals have not really
changed.

The long term economic outlook
remains favorable.
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ELLIOTT D. POLLACK

=
& Company
Economic and Real Estate Consulting

WWW.ARIZONAECONOMY.COM

INFO @ EDPCO.COM

7505 East Sixth Avenue, Suite 100 Scottsdale, Arizona 85251
480-423-9200 P 480-423-5942 F WWWw.arizonaeconomy.com
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