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Despite a few encouraging reports, the overall economic situation remains dire. The
current recession is the worst (both the longest and deepest) since the Great
Depression. That’s because recessions with credit crunches and housing busts are
always deeper and longer than other recession. Then, add a financial panic on top of
those two factors and you have the so called “Great Recession.” The typical postwar
recession lasts about 10 months. In contrast, this | expect this one to last about 22
months. Officially, U.S. GDP declined by 0.5% in the 3rd quarter of 2008 and by 6.2%
in the 4th quarter of 2008. | expect that GDP dropped by nearly 7% in the 1st quarter
and will drop by about 4% in the 2nd quarter. U.S. GDP will decline by 1 or 2 percent in
the 3rd quarter, before advancing by about 1% in the final quarter of the year. The
peak-to-trough drop in GDP will be about 5%, which is unprecedented in the postwar
era, but that is only half the 10% decline considered to be the mark of a depression. In
the Great Depression, US GDP fell between 25% and 30%. So, this is not the Great
Depression 2.0.

In terms of the timing of the recovery, Georgia’s, the Atlanta MSA’s, and the City of
Atlanta’s economic performance will roughly match that of the nation. This time, neither
Georgia nor Atlanta will find adequate shelter form the major headwinds confronting the
economy: the credit crisis, the housing recession, household wealth destruction, and the
deepening recession in nonresidential real estate.

| believe that the most likely scenario is that both Georgia’s and Atlanta’s economies,
like that of the nation, bottom out late in the 3rd quarter of 2009 and slowly begin to
grow in the final quarter of the year. The U.S., Georgia, and Atlanta are experiencing
relatively synchronized recessions and | believe that they will see relatively
synchronized recoveries. | expect the pace of GDP growth (locally and nationally) to
accelerate to about 2.5% by mid-2010, which is on par with the average rate of state
GDP growth over the last 10 years.
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Although the cycle of recession and recovery will be relatively synchronous, job loss
data suggests that both Georgia and the Atlanta MSA are getting hit slightly harder by
the recession than is the nation. For example, (as of February), the peak-to-trough
percentage declines in total non-farm employment were 4.5% for the State of Georgia (-
186,200 jobs) and 4.6% for the Atlanta MSA (-114,200 jobs). In contrast, the peak-to-
trough job loss reported for the nation was -3.5% (-4.8 million jobs). The good news is
that in terms of peak-to-trough jobs losses, the City of Atlanta appears to be more
closely tracking the performance of the nation rather than that of either the state or the
Atlanta MSA. For example, from its pre-recession peak, local area employment in the
City of Atlanta has dropped by 3.7 percent. But, the unemployment rate in the City of
Atlanta (10.0% in February) was higher than that of either the state (9.3%) or the nation
(8.1%).

| believe that the period of truly heavy job losses is nearly over, but slight to moderate
jobs losses will linger through the first quarter of 2010. The first full quarter of positive
net job growth therefore will not occur until the second quarter of 2010. From peak to
trough the nation will lose at least 7.2 million jobs (-5.2%) and Georgia will lose at least
225,000 jobs (-5.6%). When hiring resumes in 2010, job growth will be too anemic to
keep pace with the growth of the labor force. Georgia’s unemployment rate therefore
will continue to rise, easily breaching 11% by mid-2010. Because the hole is so deep, it
will be 2013 before the job counts in GA, the Atlanta MSA, or the nation recover to the
levels attained prior to the recession.

What am | counting on to get us out of this mess? | really do not see any powerful
engines of growth in the private sector. Consequently, the upturn will be gradual. That
lack of vigorous growth also means that initially we will have a relatively “joyless”
upswing. But, there are five headwinds that | believe will reverse, or at least become
much less intense, allowing GA’s economy to move forward in the final quarter of 2009.

+ First, the credit markets are slowly thawing.
* 2nd, housing sales and starts are close to a bottom.

+ 3rd, barring a major supply interruption, oil (energy) prices will be much lower in
2009-10 than they were throughout most of 2008.

* 4th, inflation will drop from 3.8% in 2008 to about -1.0 percent in 2009.
+ 5th, the cycle of household wealth destruction is coming to an end.

As these five headwinds die down, organic growth will gradually get the upper hand.
After all, Georgia’s and Atlanta’s economies expand naturally due to long-term trends
such as above average population growth and increasing productivity. Plus, both
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Federal fiscal and monetary stimuli will be very strong, and should gain traction as the
credit markets heal. The combination of these positive forces and a reduction in the
headwinds will revive consumer spending in the 4th quarter of 2009. Initially, the
primary benefits of this increased spending will go to the business-to-consumer sector.
The upturn in B-to-B activity (which | suspect the City of Atlanta depends upon to a
greater extent that the state as a whole) will lag by a quarter or more.

Some economists argue for a vigorous upswing based on the theory that in the wake of
a deep recession there typically is a lot of pent up demand due to postponed purchases
and inventory liquidation, but | firmly believe that this upturn will be lacking in vigor
rather than vigorous. That’s partially because the wealth destruction of this recession
has not only been intense, but it has done much more damage to middle-income
households than the wealth destruction of previous recession. After all, this time, the
losses are in residential real estate, as well as in equities. So, middle-income
consumers are likely to come out of the starting gate much more slowly in the final
quarter of 2009 than they did in the wake of prior recessions. Also, still tight credit
almost ensures that growth in both consumers’ spending and hiring by businesses will
be modest.

What is the situation in the housing market? After all it will be difficult to stop the
adverse feedback loop between the credit markets and housing until both show signs of
stabilizing. The good news is that relative to the rest of the nation, home price declines
in Georgia and the Atlanta MSA have been, and will continue to be, modest in most
neighborhoods. We are not seeing a massive/dramatic home price correction in
Georgia because we had a supply bubble (which gradually pushes down prices), but we
did not have not a speculative price bubble (which leads to a free fall in prices). The
Federal Housing Finance Agency’s all-transactions home price index for GA shows
home prices in the final quarter of 2008 were down by about 3% from their peak (1st
quarter of 2008) levels. In the Atlanta MSA, home prices were down by about 4% from
their peak levels. Also, | expect the steep downturn in single-family home sales to
bottom out in either May or June. | also expect new home construction to bottom out by
July. Those are very positive developments, but any realistic upturn in either home
sales or home building will pale in comparison to recent plunges in activity. For
example, permits to build new homes in Georgia have dropped about 75% since their
peak in the 1st quarter of 2006. Even though | expect to see upturns in home sale and
new home construction, existing home prices will continue to decline through about mid-
2010. That's because there is still a large inventory of unsold homes that will keep a lid
on prices. And, shadow-inventory (property that normally would be on the market but is
not due to poor market conditions) is huge problem, especially in foreclosure ridden
markets.
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Several implications of the economic outlook for the City of Atlanta’s Revenues

Deep recessions often promote V-shaped recoveries, but this time it will
be different because tight credit and unprecedented wealth destruction will
restrain growth of consumer spending and will delay hiring thereby slowing
the recovery and limiting the ability of local governments to finance
services.

The consumer will lead the economic recovery, but consumer spending
will grow very slowly (potentially for several years), limiting the push to
sales and use tax collections.

B-to-B activity will lag the recovery in consumer spending by one or two
quarters, which could be a problem for the City of Atlanta to the extent that
it is more dependent on B-to-B spending that the state as a whole.

Home price declines will persist through mid-2010, eroding the residential
property tax base as well as creating difficulties in collections.

The downturns in non-residential real estate construction and commercial
property values will continue to lag the overall economic cycle by 3 to 4
quarters. So, non-residential real estate markets will get much worse
before bottoming. This will put severe pressure on commercial property
tax collections.

Although higher inflation is a definite long-term possibility, the primary
near-term risk remains deflation, which will restrain revenue collections in
both FY10 and FY11. More specifically, | expect consumer prices to
decline by 1.0 in 2009, to rise by 1.5% in 2010, and to rise by 2.5 in 2010.
Also, as noted previously, home prices will decline through mid-2010 (and
commercial property values are likely to decline through early 2011).
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