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Housing and the U.S. Economy are joined at the hip

• Housing is the major component of U.S. 

household wealth

• Further mortgage loan losses will aggravate • Further mortgage loan losses will aggravate 

the credit crunch

• A weak economy and rising unemployment 

undermine the housing market
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Comparison of Financial Crises
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The Good News in the Housing Market

• Mortgage rates have declined for conforming 

loans

• Housing prices are down 27 per cent from their • Housing prices are down 27 per cent from their 

peak

• Housing affordability has improved to its best 

level

• Housing construction is at record lows
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Mortgage Rates
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Housing Affordability
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Residential Investment and Housing Starts



The Bad News Still Dominates

• The labor market is rapidly deteriorating

• Excess inventories still overhang market• Excess inventories still overhang market

• Foreclosures continue to mount

• Negative equity is a real problem

• Option ARM resets are large in 2009 and 201013







Excess stock of vacant homes
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Policies Needed to Stabilize the Economy

• A front-loaded and well designed fiscal 

stimulus packagestimulus package

• A coherent plan to get credit flowing again

• Policies to stabilize the housing market
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The New Administration is Failing to Deliver

• Fiscal stimulus is back-loaded and does not get 

bang for the buck

• Financial rescue plan looks like the improvisation 

of TARP I

• Foreclosure mitigation appears too modest
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Housing will not bottom in 2009

• The economy will not recover till 2010

• Unemployment will rise to over 9 percent

• Any economic recovery will be anemic

• Futures prices suggest a 14 percent decline in 
home prices over the next year



House Prices
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