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The Economy is Performing Well
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The Economic Impact of Katrina
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Housing is Through the Roof
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Mortgage Loan Quality is Strong...
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...Particularly Where Housing is Strongest
Change in subprime first mortgage $ foreclosure rate, 2005q2-2000q2, U.S. = 0.0
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Housing's Outsized Contribution to Growth
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The Home Has Become a Cash Machine
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Investor Share of Home Sales Soars...



Slide 14© 2005 Economy.com

0 5 10 15 20 25 30 35

Phoenix

Las Vegas

Tuscon

Orlando

Tampa

Miami

Fresno

Riverside

Dayona Beach

...Especially in These Markets
Investor Share of Home Sales, 2005q1, Source: LoanPerformance



Slide 15© 2005 Economy.com

-2

0

2

4

6

8

10

'00 '01 '02 '03 '04 '05 '06

Retail 
Sales

Employment

% change year ago
Sources: BEA, BLS

Slower, But Continued Growth
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...But Higher Prices Pose a Substantial Threat
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...in These Metro Areas
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Long-Term Housing Math
Annual averages over the next decade

Housing Demand = 1.90 Million

Household Formations = 1.30 Million
Second and Vacation Home = 0.20 Million
Obsolesence = 0.40 Million

Housing Supply = 1.90 Million

Single Family = 1.30 Million
MultiFamily = 0.35 Million
Manufacturing Housing = 0.25 Million
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House Price Declines Under a 7.5% Fixed Rate
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Outlook Summary

• The single-family housing market is booming.  Home sales, 
single family housing starts, and house price growth are 
robust.

• Single-family demand has been supported by 
extraordinarly low borrowing costs, falling transaction 
costs, aggressive lending, portfolio shifting, and nesting.

• Speculation is increasingly evident in housing markets in 
California, the Southwest, the Northeast corridor and 
Florida.

• Single-family demand and house prices will appreciably 
weaken with even a modest rise in mortgage rates. 

• Mortgage credit quality will erode despite an sturdy job 
market.


