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Outline 
(with apologies to Mr. Dickens)

•A Tale of Two Economies

•Best of Times

•Worst of Times

•Forecast

Best of Times
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Mortgage Rates Are Low
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House Prices Returned to Normal
House Price-to-Income Ratio
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Most States Returning to Normal House Prices 
House Price-to-Income Ratio Relative to the Long-term Average*

Legend

House Price-to-Income Ratio

Relative to the LT Average

Less than
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* LT average is the average house price-

to-income ratio for each state between 

first quarter 1980 and fourth quarter 2000.
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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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New Home Inventory Very Low
New and Existing Homes For-Sale
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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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Most States Under Producing
Underlying Demographics Calls For More Production

Legend

Supply

Deficit greater than 1 year‟s supply

Deficit Less than 1 year‟s supply

Still in Surplus

Worst of Times

Single-Family Starts
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Multifamily Housing Starts
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Large Home Builder Net Sales
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Employment Level
Total Non-farm Employment

100

110

120

130

140

150

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11

Million (SA)

Forecast

New and Existing Single-Family Home Sales

0

1

2

3

4

5

6

7

8

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12

Million

Existing (R)

New (L)

Million



4/26/2011

9

Single-Family Starts
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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

Questions?

Answers: 

www.housingeconomics.com

eyeonhousing.wordpress.com

Righting the Wrongs
MARK ZANDI, CHIEF ECONOMIST
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One More Year of House Price Declines1
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Sources: Equifax, Moody’s Analytics

The Foreclosure Crisis is Not Over…

Strategic defaults, in which the 

homeowner can reasonably afford their 

mortgage payment but defaults anyway, 

are now over 20% of defaults.
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…But the Downside is Limited…

Sources: PPR, BEA, BOC, Fiserv, Moody’s Analytics

% over or under valued

Based on house price-to-income and house 

price-to-effective rent ratios.  Equally 

weighted.
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…As Many Distressed Markets are Undervalued

Sources: Fiserv Case Shiller, Moody’s Analytics
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Construction Will Ramp Up in Earnest 
Starting in „122
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Housing Is Awash In Excess Inventories…

Excess inventories are concentrated in 

Arizona, Central Valley of California, 

Florida, Georgia, and parts of the Midwest. 
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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                 

38

The Tenure Choice Will Steadily Shift 
Towards Renting Over the Next Decade3
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Sources: BLS, Federal Reserve, Moody’s Analytics

Real homeowners’ equity per household, thousands 2010$

After-inflation, homeowners’ equity  has 

changed little over the past fifty years.
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…Age Composition Provides a Rental Tailwind…

Sources: Census, Moody’s Analytics

Change in population by age cohort, millions

…and Reduced Govt Subsidies for SF Housing

Source: Moody’s Analytics

Gfee,  Assumptions: 80% LTV, full doc, 750 FICO, 31% DTI, 3% loss limit, 4% 

government return, 25% private ROE, 10 bp liquidity premium. 25 bp system risk 

premium
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Robert Denk 

Assistant Vice President

Forecasting and Analysis

April 27, 2011

Spring 2011 Construction Forecast Conference

Progress of Housing Market Recovery

A. Housing Market Conditions

Production

Prices

Foreclosures

B. Economic Conditions Matter

C. Regional Variation in the Forecast
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Single Family Housing Starts, Quarterly
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Single Family Housing Starts, Monthly
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Measures of House Prices for US
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US Housing Market Conditions

Prices and Income – Current and Trend
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Price Change - 2010Q3 to Q4
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Foreclosure Rates - Good, Bad And Ugly
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Foreclosures Concentration
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Production Relative To “Normal” By End Of 2011 And 2012
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The Long Road Back to Normal

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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