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Mortgage Rates Are Low
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Most States Returning to Normal House Prices
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Affordability Very Good

NAHB/Wells Fargo Housing Opportunity Index
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Vacancy Rates are Improving

Homeowner and Rental Vacancy Rates
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Very Low New Home Inventory —
Inventory of New Single-Family Homes For-Sale
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Pent Up Household Demand Awaiting Recovery
Up to 2 Million Unformed Households
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Single-Family Production Well Under Trend

Single-Family Permits: Actual and Trend
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Most States Under Producing
Underlying Demographics Calls For More Production
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Worst of Times

Single-Family Starts
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Multifamily Housing Starts
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MBA Mortgage Purchase Applications
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Measures of House Prices
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Employment Level
Total Non-farm Employment
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Forecast

National Association of Home Builders.
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Single-Family Starts
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Multifamily Housing Starts
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Residential Remodeling
Owner-Occupied Improvements

Billions 2005, SAAR
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Assumptions

« House prices will remain weak with some continued deterioration in 2011 due
to the high volume of distressed in concentrated areas

« The Fed maintains fed funds rate until early 2012 and QE2 is completed mid-
2011 and there will be no QE3

* GSE reform will not take place until 2013
« Crude oil prices will continue to fluctuate but average near current range
« The dollar will remain weak but within ranges in the current market

« A high degree of uncertainty will continue
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Questions?

Answers:
www.housingeconomics.com
eyeonhousing.wordpress.com
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Righting the Wrongs

MARK ZANDI, CHIEF ECONOMIST
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One More Year of House Price Declines
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The Foreclosure Crisis is Not Over...
First mortgage loans, thousands
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...But the Downside is Limited...
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...As Many Distressed Markets are Undervalued
Single family housing valuation as of 2010Q4
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Construction Will Ramp Up in Earnest

Starting in ‘12
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Housing Is Awash In Excess Inventories...
Vacant homes for sale, for rent and held off market, thousands
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...But They are Being Worked Off
Thousands of units

Current Next Decade

Housing supply = 600,000 1,775,000
Single-family = 425,000 1,250,000
Multifamily = 125,000 425,000
Manufactured = 50,000 100,000
Housing demand = 1,225,000 1,775,000
HH formations = 750,000 1,200,000
Obsolescence = 300,000 350,000
Second homes = 175,000 225,000
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The Tenure Choice Will Steadily Shift

Towards Renting Over the Next Decade
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Changing Views on Housing as an Investment...
Real homeowners’ equity per household, thousands 2010$
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...Age Composition Provides a Rental Tailwind...
Change in population by age cohort, millions
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...and Reduced Govt Subsidies for SF Housing

Gfee, Assumptions: 80% LTV, full doc, 750 FICO, 31% DTI, 3% loss limit, 4%
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Progress of Housing Market Recovery
A. Housing Market Conditions

Production

Prices

Foreclosures
B. Economic Conditions Matter

C. Regional Variation in the Forecast

Natianal Asuaistion of Mame Buiders
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Single Family Housing Starts, Quarterly

Million Units, SAAR
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Single Family Housing Starts, Monthly

Million Units, SAAR
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Trough and Current Level of Production Relative To “Normal”

15 Housing Stars / Average 2000-03 Starts
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National Average bottomed out at 27% in 2009Q1,

12 recovered to 39% in April 2010, fell back to 31% in 2011Q1
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Measures of House Prices for US
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US Housing Market Conditions
Prices and Income — Current and Trend

Median House Price / Median Income Income and Prices, Thousands
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House Prices and Income — Trend, Peak and Current
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Price Change - 2010Q3 to Q4

Percentage Points
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Foreclosure Rates - Good, Bad And Ugly

Al Loans, Foreclosure Started Rate - Percent
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Foreclosures Started - US and Selected States
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70%

Foreclosures Concentration

Share of US Foreclosures

US Foreclosures, Thousands
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Unemployment Rate Increases and Job Losses
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Production Relative To “Normal” By End Of 2011 And 2012

Q4 Housing Starts / Average 2000-03 Starts

National Average bottomed out at 27% in 2009Q1, Currently = 31%

National Average: 2011Q4 = 41%, 2012Q4 = 60%
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The Long Road Back to Normal

Rank Q4 2012

= MBottom 20%  <55%
E20%-40% 56% - 61%
‘ Cla0%-60%  62% - 71%
E60%-80%  72% - 82%

MTop20%  82%<
This map shows how the states rank in the return to more normal levels of housing production.
By the end of 2012, the top 20% will be above 82% of normal production.
The bottom 20% will still be below 55% of normal production.
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