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Lessons from the Housing Bust

Housing and economy joined at hip
Bubbles need the Fed’s attention
GSEs are a bad idea

Home lending needs regulation

Structured mortgage products need
caution



Housing and the economy are
Jjoined at the hip

Housing Is main component of wealth.

Housing Is the primary collateral for
consumer borrowing

Banks losses rise if home prices fall

Weak economy delays a housing bottom



The Good News

House prices are no longer over-valued
Mortgage rates are down
Housing affordabillity is at record high

Low housing construction helps work
down inventories



250

S&P/Case-Shiller Home Price Indices -
2-City
275 - Compasit o~ 1 225
/ \
.Ill X
II|' - L1
200 - / PO I". T 200
f R |.',I
/ r ‘Il'\_l"
i
175 1 . . [ * AR R
Boih indices are back to their ’ LI
autumn 20032 leels /; ¥ "-,I
- R I.l.‘l'l.l..l.
150 - ;”-- 150
UL
125 + 125
10 -City Composite
1040 4 < 100
75 4 + 75
E’I:I T T T T T T T T T
1887 1885 1991 1803 15835 2001 203 2005 2007
Source: Standard & Poor's and Fiserv

il



Mortgage Rates to Remain Focus of FOMC
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Affordability at Hecent Highs
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U.S. Residential Investment
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The Bad News

Housing inventories overhang market

Foreclosures are high and more households
have negative home equity

Temporary first-time tax incentive expires soon
Option-Arms reset

Unemployment is high and rising



7.0

Housing Vacancies
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Foreclosure crisis looms over U. 5. recovery
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Home Purchase Marketby Homebuyer Type
for April, May, June
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Monthly Mortgage Rate Resets

(First reset in billions of U.S. dollars)
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Unemployment and Under-employment as per cent
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Source: Atlanta Federal Reserve
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A fragile economic recovery

Wages could fall as unemployment rises
Households save to repair balance-sheets
Credit crunch continues

Commercial real estate Is imploding
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Household Debt to Personal Income Ratio US (Quarterly)
as of March 20009
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Mortgage Equity Extraction (Net Mortgage Equity Withdrawal, Trailing
12 Months) as of December 31, 2008
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Bank Loans Fall Further
Bank loans and leases, over 13 weeks, %o chg, SAAR
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The Bottom line

 Housing construction has bottomed
« Home prices will fall 10 percent more

* Further home price falls threaten double
dip for the US economy
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