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Continued From Page DI
gap has been widening,” says Barbara
Ryan, an associate director at the FDIC.
To be sure, housing prices could con-
tinue to climb, thanks in part to interest
“Arates that are still at historically low
Q) levels. In addition, how much impact
) declining affordability will have de-
pends in part on whether it’s offset by
3‘ shifting demographics and by rising em-
\\ployment—which creates rising in-
comes—says David Berson, chief econo-
mist of Fannie Mae. Another factor:
I\'what happens to demand from investors
who tend to focus more on total return
than on their monthly payments.

As affordability has declined, many -
borrowers have increased their buying
power by shifting to adjustable-rate
loans and interest-only mortgages,
which allow borrowers to pay interest
and no principal in the loan’s early
years. More recently, many have em-
braced option ARMs, which give borrow-
ers multiple payment choices. Borrowers
who elect to make the minimum payment
can see their loan balance rise, which is
known as “negative amortization.”

“We_postponed the inevitable with
these Interest-onlies and negative-amorti-
Zation” loans, says David Lereah, chief
ecOnomist of the National Association of
Realfors. "But you can't sustain double-

i Tice appreciation an
affordable.”

"Sotar, the steady upward apprecia-
tion in prices hasn't had much of an
impact on home sales. The NAR yester-
day boosted its forecast of existing-home
sales to show a rise of 2.8% to 6.97 mil-
lion this year, setting another record.

In California, where affordability is a
big problem, more-affordable areas arey

Mortgage Payments %
Hit the Walil

Mortgages aimed at boosting affordability
are starting to lose their punch. Below is
the average initial payment on new
mortgages taken out to buy homes. *
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*Data for jumbo mortgages, currently loans above $359,650
Source: Bear Stearns Cos.
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The Least-Affordable
Housing Markets

Here are some of the nation’s least-affordable
markets, based on how much of a median-priced
house can be bought by someone earning the
median income in that market.

4Q 2004 1Q 2005

METRO AREA

Visalia, Calif. 354

San Diego

Salinas, Calif.

Santa Barbara, Cal

731

West Paim Beach, Fla.

Notes: This affordability index measures the percentage of
the median-priced existing home that can be purchased by a

seeing bigger price gains. Home-price
growth in San Diego and Orange County,
two of California’s least affordable mar-
kets, has dropped to the single digits,
according to the California Association of
Realtors, while prices have climbed more
than 20% in less expensive areas, such as
Riverside-San Bernardino.

Overall, just 16% of households in Cali-
fornia can afford the median-priced
home, according to the California Associ-
ation of Realtors, the lowest level since
1989, when the average rate on a 30-year
fixed-rate mortgage was 10.33%. Rates
on 30-year fixed-rate loans currently aver-
age just 5.81%, according to HSH Assoc1—
ates in Pompton Plains, N.J.

Until recently, innovative moxtgage
products have made it easy for home buy-
ers to buy ever more expensive homes
while taking less out of their pockets.
Monthly payments on jumbo loans have
risen only once since 2002, according to
the Bear Stearns study. That climb came
when rates jumped in the third quarter of
2004 and was quickly reversed thanks
largely to the surging popularity of op-
tion ARMs. Option ARMs and interest-
only loans have accounted for 65% to 704
of jumbo-mortgage originations in recent
months, according to UBS AG.

The new data sugeest “the honging

market co rit weight,”
says Mark Zandi. chief economist of
Economy.com.

wws\mé%gﬂ a
fixed-rate mortgage to an or other
aﬁj@%ﬁy_pw_dw_hmbem_dam
ing as the Federal Reserve has boosted
short-term Interest rates and the yield
curve has flatt p

between short- and long-term interest
rates. Raies on ARMs that are fixed for

currently average mc
co ding to HSH Associates.
hi t_lev ince July 2002, and ust
1.11 percentage points lower than the

rate on a 30-year fixed-rate mortgage. As

recently as May 2004, borrowers could

cifthe rate on their loan by 2.41 percent-
age POINts by OPUIg JOT 4 one-year ARM

instead of a 30-year fixed-rate mortgage.

The initial teaser
period for some
mortgage rates can be
as brief as a month.

Higher short-term rates are also re-
ducing the attractiveness of option
ARMs. Once the initial teaser period—
which can be as brief as a month—ends,
rates on these loans can jump to 5.5% or
more, not much lower than the rate on a
traditional 30-year fixed-rate mortgage.
Credit-rating services recently set
tougher standards for option ARMs be-
cause of fears that borrowers who hold
these loans will default at a higher rate.
That, says Dale Westhoff, a senior man-
aging director at Bear Stearns, “ulti-
mately makes it more expensive to origi-
nate these kinds of loans.”

A handful of lenders have tried cou-
pling option ARMs with 40-year mort-
gages, but coming up with additional
ways to reduce monthly payments is
likely to be difficult. Standard & Poor’s
Corp. says some proposed mortgage pro-
grams it’s been asked to evaluate re-
cently are aimed at fixing the low pay-
ment for a longer period. Others try to
manage the sharp increase in payments
a horrower can face when the interest-
only period ends or the option ARM re-
sets, so that the mortgage balance is paid
off during the remaining term. With
some lenders offering rock-bottom teaser

. rates, “I don’t know how much lower you
can get” when it comes to reducing the
initial monthly payment, says Standard

& Poor’s associate director Brian Grow.
Journal Link: Determine how
much house you can afford with

@ the Mortgage Tools, af

RealEstatelanrnal.com

ing of treasuries helped keep interest rates lower
rdinarily would be in economic recovery, allowing
o bid home prices up to ever higher levels.

Housing Gets Even Less Affordable
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" As home. prrcesvcontlnue to rise ac
-_to help buy h mes that they would

~$360,

‘Rlskmgr Affordablhty

ross the country. home buyers are turnlng to rlskrer adjustable-rate mortgages '
ot otherwrse be able to afford : : . -

mortg ,ge rate-is fixed for a
usually 3'to 10

_ e fixed or adjustable
ys only interest fora:

;~Typ|ca||y n adjustable -rate
mortgage where the rate adjusts
‘Each month, borrower has
of four different

5

the optid

: payments one based.on an

‘artificially low rate like 1.25%, one
nly on that month's rate,
one pringipal ‘plus mterest on a 30-
year schigdule and one principal

plus rnterest ona 15—year schedule.

ber of years, after which

incipa tany‘t|me without penalty.

. ay dprion'adtnstablesrétéimortgeéif' ok

As home prices rose, riskier
mortgag_e volume exploded

ircles on th .maps are srzed by the ercenta e of home lodns g reater than
That are interest-only loans. Does, not |nc|ude refrnancmg »
-Bym ropolrtan statrstrcal area. .

Payment amaunts dre guaranteed

quity gradually

Initial mortgage rate is Iower than
on frxed rate mortgages j N

: Inmal payments are much Iower than
they. would be if borrower were also

paying principal. Good for people

who expect big increases.in income.

Initi.al payments can be extremely
low. Good for people with variable
income who want flexibility.

“Source: LoanPerformance

d inflation.effectively. reduces ..
hem over time; borrower burlds up -

é:/é 05

PERCENTAGE ° Q .
OF LOANS . 10% 40% 70%

CONS -

'Bofrowers who plan
& quickly will have pai
i - fixed-rate loan:

lfratés go up when rate
“borrower could be hit with, much
higher ‘monthly payments.”

et

The sprke rn payrne C

onerous. if home prices falla .
borrower could Bild up no equrty A
despite years of- interest g
payments

If borrower makes only minimum
payments, the size of the debt wrll
actually grow. After five years,
borrowers must pay principal plus
interest on a 30-year schedule,
which could mean sharply
increased monthly payments. .
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AMERICAN

DEBT LEVELS sin g s

INCREASE\,
EM This will

Fed Reserve make you
Study finds:

Household
Income falls
(infl. Adj.)

House'hold'
Gains tied -

are saving

More families
Deep in debt

- abunch, particularly as interest

prehensive
. state of American households. The

CHRIS lESIER

see red

ere are a few fresh takes
on debt, a topic sure to. .
get this Scotsman’s kilt in

rates trend A
We'll start on the home front.
'Every few years, the Federal
Reserve Board conducts a com-
survey on the financial

Fed’s “Survey of Consumer Fi-
nances came

out, and it unleashed a blur of -
interesting numbers.
~~Here are just a lewrends:

| A%% mﬂauon-a%usmd

ho income "3
percent during the 2001-2004
period. Tn'the previous three-year-
period, dverage household in-
come had jumped 17.3 percent.

M Despite the income
. average household net worth
increased 6.3 percent during the
2001-2004 period. That gain was
dmvn from 28.7 percent durmg
the previous-ths i

dences mcreased 28 l peroent
the 2001-2004 period.

during
Few families -Fmrra;[:gi;argnsz% .

that say they are saving money
declined 3.1 percentage points in
the recent 2001-2004 survey, to
56.1 percent.

M More families are in debt, and
deeper in debt The proportion of
families in debt climbed 1.3 per-
centage points, to 76.4 percent.
The overall debt load of those
families that are borrowing
jumped 33.9 percent from 2001 to .

Adnnttedly thal’satmncated

summary of a 38-page report.
packed with numbers, charts and_

analysis. You can read the whole - .- I ;'
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'STADIUM VOTE
\ DIDN'T PASS.

STAR*BUSINESS WEEKLY

Assistant Managing Editor — Business:
Chris Lester (816) 234-4424

How To Reach Us
3 Mail: Business Forum

By MARK SHAIKEN
Guest Columnist

n Oct. 17, 2005, life under the

new bankruptcy code be-
gan. One of the most impor-

tant changes made by the new law is -

restrictions placed on the role bank-
ruptcy judges will be permitted to
play in Chapter 11 reorganizations.

Business bankruptcy cases area
delicate balance of rights and protec-
tions given to debtors, power and
leverage given to creditors, and dis-
cretion given to bankruptcy judges to
oversee the process. With such a
balance, the parties in the case have
been given the incentive to resolve
their differences through business
solutions.

. Without appearing to give much

thought to the effect on this delicate
balance, enacted a number

debm:scmﬂdeuiusively.ﬁleapl.an '
rganization.

of reo

The new law limits the judge’s B
discretion to extend the exclusive :
plan filing deadlines to 18 months. As

- a result, Chapter 11 businesses will

1
have to move through the bank- ;
ruptcy process more quickly, and 1

parties may be encouraged to “hold
out"furﬂmee:q)u'auonofﬂ:e&ad-

not be a sufficient period of titne for
limbtmmstoslabﬂmeandabusi

ness plan to emerge
Ilhalmlemededshm
Similarly, when a business com-

merices a bankruptcy case, it previ-

I
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Housmg Bubble popped inearly 2006..
CLPRINTTHIS
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LALLE

California home sales drop 24% |n¢ﬁ;ary

Decline reflects rising mortgage interest rates and weakening consumer
confidence.

February 28, 2006: 7:26 PM EST

SAN FRANCISCO (Reuters) - California's housing market is slowing as analysts had predicted,
underscored by a slump in home sales in January, according to the California Association of Realtors.

Mass. home sales plummet 21% - The Boston Globe Page 1 of 2

:i- bOSton’mm THIS STORY HAS BEEN FORMATTED FOR EASY PRINTING
.;:‘i‘\Mass. home sales plummet 21% %U’M 4 % The Boston Globe

January prices also slip but condo deals climb }/lefﬁ
By Chris Reidy, Globe Staff | March 1, 2006 /
The number of sinéle-family homes sold statewide fell 21 percent in January, the largest year-to-year decrease in monthly

home sales since April 1995, and another sign that the once red-hot local real estate market is cooling, the Massachusetts
Association of Realtors reported yesterday.

Based on the supply of homes for sale, up sharply from a year ago, the real estate market favored the buyer in Januafy.

L o O D . 7 S o T T - e ey U L N e e < R e e I T e e 20 | E Y N Ly

<div id="articlebox"> <div id="margin-left"> <div id="mainpicture"> <a href="javascript:NewWindow... Page 1 of 3

This is a printer friendly version of an article from www.heraldtribune.com
To print this article open the file menu and choose Print.

N\
Article published Mar 1,2006 - F Lo gLy
48% home sales drop leads state /

One theory: Many well-off sellers await the 'right offer

By Stephen Frater and Michael Pollick L)
STAFF WRITERS 4

The high season peaked in mid-February but so far there is little evidence of a long-awaited and often-
predicted real estate recovery.

In fact, the Sarasota-Bradenton market had the dubious distinction of being the Florida market with the
biggest decline in sales during January: a precipitous 48 percent drop when compared with the same
month a year ago -- more than double the state's 19 percent declme

The Charlotte County-North Port market saw its sales drop 18 percent during the same time frame the
Florida Association of Realtors reported Tuesday.
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Housing glut reaches levels

of the late '80’s collapse:

CHAKI 11
Consumers Losing Confidence
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The combination of deteriorating housing activity
and worries about energy (and the effect this is
having on electricity rates) is eating into consumer
sentiment. The preliminary University of Michigan
poll of consumer confidence showed a sharp drop
in May (top panel, Chart 11). Consumption growth
has slowed in fits and starts since January, but not
yet by enough to confirm that a period of trend or
below-trend growth is underway. However, such an

outcome looms in the coming months.

The boom in energy and commodity prices
started the inflation scare back in late 2004. How-
ever, prices further down the supply chain failed
to ignite. Finished goods producers have had
great difficulty increasing selling prices because
retailers face strong resistance from consumers.
In fact, the PPl report last week showed that the
core finished goods inflation rate has been drift-
ing mildly lower. The same pattern is true for core

CPI goods prices.

The sharp rise in gold prices in recent months has
heightened inflation worries. Memories of the
1970s — when energy and gold prices soared in
tandem as the dollar sank - have revived. How-
ever, the link between gold and inflation is tenu-
ous at best. The “relationship” between gold *
prices and headline and/or core inflation that pre-
vailed in the 1970s has long since broken down
(Chart 12). In fact, the few times CPI has re-
bounded since the mid-1980s have not coincided
with, or been led by, bull markets in gold prices
(shown as the shaded areas in Chart 12). Soaring
gold prices do not herald a revival in global infla-
tion, but are part of the commodity stampede

and reflect growing anti-dollar sentiment.

editor@BCAresearch.com B TEL 514.499.9550 ® FAX 514.843.1763 m waCAresearch com Copyright ® 2006 BCA Publlubuns Ltd. All Rights Reserved. Refer 1:2{ ast page.
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ECRI - Economic Cycle Research Institute Page 2 of 2

Mr Bernanke is counting on a "soft-landing" for the housing boom, the central pillar of the US consumer economy.

It provided $600bn of spending last year from home equity withdrawals - ie, from ever-bigger mortgages entailing ever-more

debt.

This rosy assumption is looking shakier by the day. The inventory of unsold new houses is now at the highest level in a

decade, rising by 1m properties to 4m over the last year.

The Philadelphia index of US construction equities has crashed 23.3pc since early May, pointing to an immediate wave of
_lay-offs.

Some 32pc of the 4.22m jobs created by the US economy since the expansion began in 2001 have been in the housing

sector, more than four times the usual ratio, according to a study by Merrill Lynch. HSBC warns that US property has aiready

tipped into a downturn, with the likelihood of outright price declines in the overheated markets of the East and West coast.

lan Morris, the bank's chief US economist, said the combined cost of mortgage payments and house insurance for new

buyers in California takes up 70pc of pre-tax income.

"Affordability is now worse than in 1981 when mortgage rates were 16pc. This is pretty scary stuff,” he said, predicting a

property slump lasting four to five years.

The Federal Reserve's blunder was to hold interest rates at aimost free-money levels of 1pc until the summer of 2004, yet

blowing fresh asset bubbles at home and abroad, and stealing prosperity from the future by pushing spending to the reckless

level of 107pc of GDP.

The time for tough love was then, not now, sixteen rate rises later - with delayed effects only just starting to exact their toll. If

Ben Bernanke had guts, he would now be holding the ground he staked out to Congress in April, explaining patiently that
inflation lags the cycle. Are the bond markets telling us he has failed his first test of nerves?

more ECRI press quotes

Unusually high percentage of the American
workforce is tied to housing... 32% of jobs,

4X the normal level.

Inventories of unsold homes reach the
highest levels in a decade.

/

ECRI - Economic Cycle Research Institute Page 1 of 1

ABOUT ECRI

In the Press é:;f!/c’%!éﬂ Z 7/@51/’//7 05(/4{? /<

Euro Zone Inflation Pressures Up / 5 / ﬂy/@@ V) 2(‘7 vy

06/02/2006

LONDON, June 2 (Reuters) - Inflation pressure struck a 5-1/2 igh i i i i i
LON \ -1/2 year high in Europe in April and is steadily becoming a f
life in Japan after many years when deflation was the problem, the ECRI institute said on Friday. Y ming atactol

Increasing inflation in Germany and France pushed underlying price pressures in the euro zone to 5-1/2 year highs, an index

from the Economic Cycle Research Institute showed.



L}74

SAWI] JI0L MaN ay],

(o

pjosun pue jexsew uo sjuswitede do-0o pue
swiniuwiopuoo Bujisixe Jo-iequinu jo ebeieAe
Buinow c‘EDE x1s ur'ebueyo k.mm& -18A0 gmmx :

{3 8YIVAY SINSWIHYAY

sjusLede do-00 pue
- wnuiwopuoo Burisixe jo sejes Jo ebelane
Buipowr uoLw-xis uj.ebueya seak-1ano- gmmx

i 3 mm.._d_m ._.zm._s_._.mdmc.

@.nomlr

5002 “_o _oocmq owes ey Eot moow e} stjjuows xa EE J0J S8[BS UI mm:mco

i
w._oto 21y SO\ m:m_z "

CTGE

i ATIAYS TTONIS -

SOIAIBUY JGABH BIA SIO)BSY JO cn.:maommw ﬁm:om.mz..,.up.som.

pjosun pue E%wE uo saLoly
%E&.Qmsm Bupsixs jo saquinu jo ebelsne
Buinow wuow-xis uf abueyo 1eak-1eno-resy,

y\ o]

2 s
.A *\2\ i Q‘ sawoy %E& mh.mca

QQ. Q. Buysixe jo sejes jo ebeiane Bunoul

. Zo_mwm_om_m ;
mm_._dm m_m_-.o_._

SdO0D ANY |
; moozou

L sssioN T

wmw>>¢mm+ :
'S3TYS TYNOIDIH

Rl n._m mm_mm oEo_._ md

LuoLW-x1s Ul mm:mco L.mmi -18A0 B84

Mear
mEEoomn Afreury are mummu J1et) 1 Suriep

(-UoM 3¢ Isnu 3[qqnq SuISnoy © Jo paurem -
. OUmdsoy} ‘BUISLI SAIOY S[(RIBAR JOT1oq -
- -wunu mE uﬁ wEammmma mm_ﬁ M Ing

. 's1aq
-y ESE@E%@ s.Teak 1se 01 pared

00 uaym AU JeaM YOO[ JBY) S[oAd[JB

wm:_nﬁw T1TM IS BT 3] 18y} S[qBATOOU0D ST

/31 'S[RAS] YS1Y w0} SUTUIOd 918 SOUI[Oap Y} -
pUe ‘SPI0291 Udaq SARY P[noM saangiy esoyy

i Joyjoq ‘oSe sreak maj e A[UQ "p[os d1om

. SOWIOY M3U T[T 'T pUe sawoy Sunst

%o A[rare)-a1Surs UOIIUI § U]} SIOUT Sunp
USNOIY) SYIUOUI ZT 91 JOAO ‘9ins 8q O,

| "BTWIOJI[ED PUE BPLIOL] ‘SUOISaI 0M]

9 Ul s9)e]s )Sad.ae] 9y Ul SarI0juaAuL Sur

' =M0J3 JO UONEDIDUT Ue 3 P[NOD YITYM 9SoM

PUE (IN0S 3y} UT }S3¥eaM e sjuatrede

Sui)sTxa Jo s9[es Ing "Paledo| ale sjuau |
~ -)rede pue sawoy P[OSUN 9} 219YM BIep
+. I3 WOy Tea]o jou SI 31 0s ‘UorSar £q £10]

-UDAUT UMOP }Ba.( JOU Op SI0J[eay oYL,
‘sa[es ur sureS prdea 3sour ay) Surmoys
Sem 1S9 M 213 ‘08e saeak Jo o1dnod v '0fe
Ieak B s[eAa] mo[aquadiad g1 Je Suruunt

-+ axe sawoy Arurej-a(Surs SUTISTXa Jo Safes .

‘2J9yM ‘sale)s uIslsa M ) ur-A[pide jsow
wE:E 2q 0} muwmnam }0O[INO SATES AL,
*SO[ES UT SaUT[D

i -ap JaSier uﬁm bﬁngﬁ ut sasealour prdeu
¥ 2J0UI U9AD MOUS SaInS1] as0y} Ing "SIIerd

91[) UT UMOYS JOU I pUe “Ja%Irew ay) jo jared
- Jo[rews yonw € dn d3yew sawIoy MoN
. 19 IB T

SR a1} JJo Um__sn mﬁwn mmEo: Jojo1 @ yIIm JO

: dzw 01 Sun.rels saorId YIIM pus OSTe PMod

- J1Inq ‘SuruIngal s194ng YIImM pua p[nod -

bwunﬁm B ong ‘sadlad Ind o1 jueionial are
m.qo.:om omym ‘dn Surkip bnmuu:m meon .8«

ar ud.m_uhoz pAojq 193N my@.mmw&mwﬁmm. #

P ...m_.:oc\Eou.vasmc\

uﬁEwc EE Emum_mnou staamaideyr
JUSD

-1ad 19 m: SI9[es.10J mEmEﬁmam aAneIado
=00 pUB STNIUTIIOPUOD JO JAQUINU Y I, "2[es

J0J s9UO0Y Ut 9seaIour ajqeredurod ou moys
‘€861 01 3[oeq Surog ‘sI10j[eay Jo uoneId

" -0SSY [BUOITEN 9 WO} SaInSr,] ‘AeM ouIes

oY} paInseau ‘Teak-19A0-1ea4 Juadad
¢£¢ dn s1 193.1RW a1} U0 Sowoy A[iures-a[8:

oS mﬁumﬁm JO JaqUINU 8y} ‘STYMUBIA

- -porrad |
ey ut Burmoys um,SB mﬁ s11em mq ‘6661 01
Jorq qereAt A[uo a1e sefes juaurrede uo
mosmzﬂm uadiad 9°g JJo sofes JustIede
. Pue ‘GegT 2ours dip 1sadaey o) qusdiad’

7§ UMOP SOy ATIUIe]-9[SUTS JO SI[ES MOYS

.| sain3iy 3saje] AU L ‘suonenion(y Afyuour
./ INo yjoours 0] SoFrIdAE SUTAOW YJUOWI-XIS
.. Bursn ‘sjusunlrede pue sawioy Ajrure]-o[s

. -urs SUr)SIXa Jo Saes ur sagueyd I1eak-10A0

-Teak moys sireyo Surdueduodse ayy,
- *s1ae)s SuISnoy ur auroap I981e] yonw -
B 0] pea] pue aanssaid Japum awod 0] Sur
-08 axe soorxd Jey) uSis e aq p[noa 1 ‘Suoais
Afreuoseas A[fensn a1e sa[es usym ‘Iawl

.- -wuns sy} dn 3o1d Jou op sefes I ‘SpIepue)s

Teor103sIy £q [9AS] YSTY € J8 Urewal Ing ey
01 Suryae)s aae syrels SUISNOH "T9AD [9A3]
1591311 Y} e ST SalI0y p[osun JO Iaquinu
oY) pue Sui[[e] a.Je safes auloy mouing -

* .. uedaq UOISS303I 3] UaYM JJO J00)

sy} pue ‘wInjuMop ayj moysnoay) Sursi
1day] so[es awoy "PIItl pue 1I0ys :.SE%% :
ay) 1day Jey) JexIew uisnoy N
a1} JoISua)s o) Sem 11 ‘oSe
' sIe9k 9AIJ UOISS3IAI OJUT T[] |
mEonouo uedLIaWyY wﬁ Zm:._

mEENomQ m:\ m:m@EsZ mecm. ﬁE\

E«SE m.é rm uo m‘;& mmEom a:cSN .

.. mr:oZ _u\nc_m

m._.zd_._o JHL h_.._o



HO_I_’EFUL: Sales may rebound, but starts still uneven...

Home Sales Bode Well for Big Picture

Second Consecutive Rise
Points to Limited Fallout
From Market Slump in 2007

By CHRISTOPHER CONKEY

WASHINGTON—Sales of existing
homes rose for the second consecutive
month in November, a sign of rebound-
ing demand that suggests the economic
fallout from the housing market’s slump
will be limited next year.

The National Association of Realtors
said sales of existing homes last month in-
creased 0.6% from October to an annual
rate of 6.28 million units, down 10.7% from
a year earlier. Spurred by Jower Interest
Tates and home prices, sales have now in-

creased in back-to-back n__Emths for the

Well Stocked

The drop in sales has leveled off, but there are still many houses on the market

Existing-home sales
Year-to-year percentage change: monthly
data, seasonally-adjusted annual rate

0

2005
Source: National Association of Realtors

Housing inventory
Months supply at the current sales pace

2005

2006

first time in more than a year.

Together with a recent upturn in the
rate of new-home sales, the modest rise
in existing-home sales indicates that
home-buying activity may be stabilizing
after a yearlong downturn.

“The change was small, but the re-

sults were encouraging nonetheless be-
cause they suggested activity is_begin- .
Tiing to Torm a bottom_said Michael ﬁo-
ran, chiet economist at Daiwa Securities
America Inc.

If the housing slump is indeed bot-
toming out and starts to reverse itself
in the months ahead, it would gradually
lift a great weight off the broader econ-
omy. Housing-related industries have
been shedding thousands of jobs in re-
cent months, and builders have been
forced to scale back construction to
match waning demand. That has been a
major factor behind the slowing econ-
omy this year, and many economists
say growth—now running at an infla-
tion-adjusted annual rate of about
2.0%—won’t fully bounce back until the
housing correction has run its course.

Of course, it is far from certain that

the housing slump is over. Inventories of

to 109.in December from 105.3 in No-

unsold homes remained large in Novem-  vember.

ber, with a 7.3-month supply on the mar-
ket at current sales rates, according to

NAR data, up from a five-month supply a
year earlier. That suggests builders will
continue to cut production until supply is
better aligned with demand. In the mean-.
time, large inventories will continue to
put downward pressure on prices.

Last month’ i ice—
the price at which half of homes sol

for more and half sold for less—was

down 3.1% from a year earlier. Novem-
ber was the fourth month in a row that
median home prices were down from a
year earlier. NAR President Pat Vrede-
voogd Combs described current condi-

tions as a “window for buyers” to re-en-

ter the market. :
Additional support for a rebound is
coming from the competitive labor mar-
ket, which is producing solid wage
gains and lifting consumer sentiment.
Yesterday, the Conference Board, a pri-

- yate research group in New York, said

its gauge of consumer confidence rose

As with the recent data on housing,
which generated more relief than enthu-
siasm among economists, the improved
sentiment reading was due more to a
moderation in pessimism than any

_surge in optimism. Indeed, the propar-.

tion of those surveyed who said eco-
nomic conditions are “good” fell slightly
to 27.2% this month from 27.5% in No-
vember, but that was more than offset
by a sharper decline—to 14.6% from
16.2% in November—in the number who
said the climate is “bad.”

More than anything, the data suggest
the nation’s economy will be able to main-
tain its current pace of slow-to-moderate
growth as the housing imbalance is cor-
rected. “There’s nothing signaling a se-
vere downturn or a severe upturn,” said
Lynn Franco, who oversees the Confer-
ence Board survey.

Meanwhile, the number of people fil-
ing initial claims for unemployment bene-
fits rose slightly, to 317,000 last week
from 316,000 the week before. The figures
naint tn afeady job gTOW'th.

Jan. 18 tBlunmhérg] — The U.S. economy is rebounding from
last year’s slowdoun without stoking inflation, government

Dec. Starts are up
based on 42% surge
in apartments and a
26% jump in very
overbuilt Northeast.

The increase in starts was led by a 26 percent jump in the
Northeast. Construction in the West rose 12 percent and

?ncreased 1.8 percent in the Midwest. Starts dropped 2 percent
in the South.

i i j howed today.
reports on housing, consumer prices and jobs S
Home starts unexpectedly climbed 4.5_p9ijcent lgst month
from November, the Commerce Department said in @aghlngton.
Construction of single-family homes fell 4.1 percent last
month to a 1.23 million rate, today’s report showed. Work on

multifamily homes, such as townhouses and apartment buildings,
_sur*ged 42 percent to an annual rate of 412,000,

Regional Differences
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Economy has survived housing bubbles without recession, but only
when Fed accommodates. [Similar to stocks & declining EPS growth!

-
e e i - neutral overall allocation ' CHART 10 ' T
Housing Slump, But No

to MBS, we recommend investors favor long du- Overall Recession
ration and less negatively convexity sectors: 30- Ann% — —— Ann%
.. Chg —FREA [RESIDENTIAL INVESTMENT (LS) JdChg
year fixed, and discount securities. Long reset ok B
‘ - |
hybrid ARMs are also attractive. : 8
. s 1.
40
. ECONOMY AND INFLATION \ )
_ 2o |\ W\ § 4 2
The economy continues to grow at a decent o \ &
pace, probably only slightly below its long-run 0 0
potential, but fears of a deeper and/or lasting 20 e
slowdown are building in view of some of the B -
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ugly housing data. The key question is: can the chg C B 16 Chg
economy avoid a recession if housing slumps? ‘T 14
There are only two periods since 1960 when hous-
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ing and economic recessions did not occur in tan-

dem. In both of these periods (1967 and 1995),

residential investment contracted, yet real GDP 0 5
growth stayed positive (Chart 10). Importantly, ¢ 8 :

during both of these episodes, liquidity condi- (quidd

tions remained supportive, as real borrowing e BeaBommoWng o
rates never moved into restrictive territory. A ; 4

similar picture exists today. Real residential in- s # § b ; 16

vestment has already started to contract, yet an-
nual real GDP growth is in the 2-3% area. The fall
in residential real estate will be a sizable drag on
the economy, via lower consumption growth and
investment. However, a full-blown recession 0
should be avoided because the monetary back-

drop will not become restrictive and bond yields

have recently melted. Importantly, monetary -
policy has the latitude to ease if growth stays 30
sluggish. Also, non-residential construction is 2
booming, capital spending orders are holding up
and net exports should become supportive as im-

— Ann%
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port growth slows.

Unlike previous recessions, non-housing hiring
plans are proving resilient and are unlikely to
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- lI.J(;nger-terr_n bright spots: 70 Million more units needed as
y popu_latlon grows by 100 Million persons in 30 years
eanwhile, Housing Price Futures may have bottomed....
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Microcosm of U.S. growth: A painting crew works ata construction site in north Charlotte. The city's pc
can tion has nearly doubled since 1980 to about 611,000.It's projected to reachalmost 1 million by 2030.
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Housing Futures price rallies as open
1‘ In?er_est falls. Has price bottomed or is
this just short covering in a downtrend? =%
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