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Timely Quote Questions to Ponder

U What is the rate of tradeoff of economic growth for
macroeconomic risk reduction?

“We Californians have learned something. And that is

that home prices can't just go up forever—they have to

be supported by something. Never again will

Californians make this mistake.”

U Are consumers making a sustained shift away from
consumption based on access to credit and toward
saving at historical levels?

U Do economies with concentrated bank-centric financial
systems outperform diversified financial services
-LA Times, 1886, after the 1885 LA housing bubble systems in the long run?

U Can leverage be managed counter cyclically?
O What is the sustainable homeownership rate?
0 What is the fundamental price level for housing?
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Deepest Recession Our Workforce Industrial Production Still In Decline
Has Ever Experienced
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Real Manufacturing and Trade Sales Still In Decline Unemployment Rate Not Near the Depression
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Real Personal Income Less Transfer Payments Declines Consumer Financial Obligations Still Need To Come Down
(SAAR, Bi.Chn 20008) (SA, %)
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Household Savings Rate Rises

(Quarterly SAAR, %)
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Nominal Single Family Mortgage Debt Outstanding
Declined And Is Expected To Be Flat
($Bil, NSA)
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What Homeownership Rate Is Sustainable?
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Consumer Credit Demand Flat To Declining
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Federal Reserve Balance Sheet Declines, Temporarily
— Reserve Balance Condition Term auction credit
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Many Households Have More Than One Mortgage
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Home Prices Are Still Deflating As Affordability Is Rising

Case-Shiller Index Housing Affordability Index (HAI)
10 w

T O O
Sources: Case-Schiller Index, Economy.com, National Association of Realtors
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Thousands New Home Supply Is Declining Months, NSA
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Sales of New and Existing Homes
Have Shown Signs of Bottoming
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Banks Are Still Tightening
Mortgage Standards For Individuals
wvetshare; %) (Banks Tightening Standards Minus Banks Loosening Standards)
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Existing Home Supply Is Declining
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Share Of Existing Home Sales That Are Foreclosures

O Normal
m Short Sales

o Foreclosure Sales
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Source: National Association of Realtors
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No Clear Evidence That Foreclosures Are Peaking
SA, Percent (New Foreclosure Starts)
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Federal Reserve Dominates Securitized Purchases
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How Many Refinances at 4.5% Interest Rates?

Factors preventing refinance
= CLTV or expected CLTV
= Borrower credit
= Employment issues
= Upfront cost
= Ml problems

Factors delaying refinance
= Origination capacity
= Warehouse funding
= Expected better conditions

Factors leading to borrowers choosing not to refinance
Loan seasoning

Mobility

Yield curve

Jumbo pricing

Inertia
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Rate Spreads Remain Wide Historically
30-Year FRM Commitment Rates and Fannie Mae CC MBS: Spreads Over 10-Year Treasury
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MBA Purchase & Refinance Applications Indexes
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Conclusions
U The economy may have passed the worst in the 1st
quarter.
{1 One data point doesn’t make a trend line ...
O ... but multiple similar data points are encouraging.

U We are rapidly transferring the excessive leverage from
the private to the public balance sheet.

O No inflation now but prudent fears of it ahead.
1 What is the fundamental price level for housing?

U With the foreclosure moratorium we do not know if
foreclosures have turned.
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