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Overview

Core Iinflation has moderated this year to a level consistent
with some definitions of price stability.

Data released in July and August suggested that the
economy was regaining forward momentum after about a
year of below potential growth.

Through August inventories of unsold homes continued to
rise while year-over-year changes in nominal and real home
prices moved Into negative territory.

Over the past few months there has been a significant
tightening of credit conditions that threatens to exacerbate
the downturn in housing and could possibly spill over into
consumer and business credit conditions.

Fed has taken several measures, including a 50 basis point
cut in the federal funds rate, to improve liquidity and lessen
the downside risk to the economy.
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Source: Bureau of Labor Statistics Note: Shading represents NBER recessions.



Real GDP
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Source: Bureau of Economic Analysis Note: Shading represents NBER recessions.



Labor Market Overview

Unemployment and Participation Rates
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Personal Income and Consumption - Real PCE and DPI
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Manufacturing Output and ISM Index
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Real Imports and Exports
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Source: Bureau of Economic Analysis Note: Shading represents NBER recessions.
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Single-Family Housing Starts
(Series Set to 1.0 at Housing Start Peak)
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Home Price Indices Comparison
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New Home Inventories and Real Price Change

% Change — Year to Year Ratio
12 — 12
10 ¢

g L (\f 1 10
6 | Monthly Supply of
Unsold New Homes
(Right Axis) 1 8
4 L
| |
1 6
0
2 | |
4 t Real Constant-Quality
New Home Price
(Left Axis)
_6 1 | 1 | 1 | 2
1964 1973 1982 1991 2000

11
Source: Census Bureau and Bureau of Economic Analysis



Mortgage Originations by Loan Type

(billions of dollars)

2001 2002 2003 2004 2005 2006 2007Q1 2007Q2
Conventional Conforming 1280 1711 2460 1210 1090 990 260 310
percent 614 630 66.0 472 396 38.8 44.4 49.6
FHA/VA 175 176 220 130 90 80 18 24
percent 8.4 6.5 5.9 5.1 3.3 3.1 3.1 3.8
Jumbo 450 576 650 510 570 480 107 135
percent 216 212 174 199 20.7 18.8 18.3 21.6
Alt A 60 67 85 185 380 400 105 100
percent 2.9 2.5 2.3 7.2 13.8 15.7 17.9 16.0
Subprime 120 185 310 530 625 600 95 56
percent 5.8 6.8 8.3 20.7 22.7 23.5 16.2 9.0
Total 2085 2715 3725 2565 2755 2550 585 625

Source: Inside Mortgage Finance

12



Overview of Subprime Mortgage Issues
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Housing Starts Per Capita
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Serious Delinquencies : Prime Vs Nonprime, SA
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Overview of Subprime Mortgage Issues

Subprime Delinquencies
60+ days by vintage (ARM)
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Subprime 60+ Day Delinquency and Unemployment Rate (%)
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National Average Offered Rates, 30 Yr FRM
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Downward Spiral Risk
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Downward Spiral Risk
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Federal Reserve Policy Actions

On August 10, FOMC issued a statement indicating that it was providing
liquidity to facilitate the orderly functioning of financial markets.

— Provided a generous amount of reserves

FOMC issued a statement on August 17 indicating that the Committee is
“prepared to act?

Al so on August 17, reduced the discol
basis points and made adjustments to the discount window program to

facilitate borrowing for up to 30 days, renewable at the request of the

borrower.

Granted exemptions from 23A limitations on transactions between banks and
nonbank affiliates for a few banking organizations.

Clarified the acceptability of ABCP as discount window collateral.

The Open Market Desk lowered the minimum fee for borrowing securities from
SOMA.

On September 18, lowered the federal funds target rate by 50 basis points. 5;



Reference Charts
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Mortgage Loans by Type of Loan
as of 2007 Q1

Percent Total FRM ARM
with first mortgages 100.00 38,898,755 29,306,779 9,591,976
Percent of total 75 25
Serious delinquency 2.23
Loans in foreclosure 1.28
Prime 76.54 29,774,711 23,694,888 6,079,823
Percent of total 80 20
Serious delinquency 0.86 0.66 1.66
Loans in foreclosure 0.52 0.38 1.09
Nonprime 12.94 5,031,954 2,130,443 2,901,511
Percent of Total 42 58
Serious delinquency 8.33 5.89 10.13
Loans in foreclosure 5.12 3.29 6.46
FHA 7.67 2,981,809 2,371,167 610,642
Percent of total 80 20
Serious delinquency 5.26 4.78 6.53
Loans in foreclosure 2.19 1.85 2.73
VA 2.85 1,110,281 1,110,281 0
Percent of total 100 0
Serious delinquency 2.45
Loans in foreclosure 1.05

Source: Mortgage Bankers Association of America
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Holders of Mortgage Debt on 1-4 Family Properties

2007 Q1
1-4 Family Whole Agency & GSE-Backed Ultimate Holders
Mortgage Loans Securities*
$ billions percent $ billions percent $ billions percent
Total 10426.3 100.0 6743.9 100.0 11986.0 100.0
Agency- and GSE-backed securities 3929.6 37.7
GSE Portfolios 355.9 3.4 817.7 12.1
ABS Issuers 1962.7 18.8 705.0 10.5 2667.7 22.3
Commercial Banks 2030.1 19.5 1125.4 16.7 3155.5 26.3
Savings Institutions 911.5 8.7 171.1 25 1082.6 9.0
Credit Unions 279.8 2.7 106.5 1.6 386.3 3.2
Finance Companies 527.9 5.1 527.9 4.4
Rest of World 1223.0 18.1 1223.0 10.2
Official 537.4 8.0 537.4 4.5
Private 685.6 10.2 685.6 5.7
Other 428.7 4.1 2595.3 38.5 2943.0 24.6
Mutual Funds 516.3 7.7 516.3 4.3
State and Local Governments 77.2 0.7 396.4 5.9 473.6 4.0
Households 126.1 1.2 257.2 3.8 383.3 3.2
Life Insurance Cos. 6.7 0.1 373.6 5.5 380.3 3.2
State & Local Govt. Retirement Funds 8.0 0.1 304.6 4.5 312.6 2.6
Private Pension Funds 1.3 0.0 257.5 3.8 258.8 2.2
REITs 128.4 1.2 80.8 1.2 209.2 1.7
Security Brokers and Dealers 140.4 2.1 140.4 1.2
Property and Casualty Insurance Companies 126.4 1.9 126.4 1.1
Money Market Mutual Funds 121.8 1.8 121.8 1.0
Nonfinancial Corporate Business 15.6 0.2 15.6 0.1
Federal Government Retirement Funds 4.8 0.1 4.8 0.0

* Included non 1-4 family mortgage assets held by the GSEs. 24



