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Consolidated Multiple Listing Service, Inc.
Economic and Market Watch Report

The Consolidated Multiple Listing Service, Inc. provides MLS service to over 5,000 real estate
professionals in southwestern (Greater Fairfield County) Connecticut. We are committed to providing
property information-based tools, resources and support services to enhance our member’s success.
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Trends

There’s More to it than Meets the Eye, Mr. Grasshopper

By Ken Fears, Economist

Atthe top of each county page in your local report is what we refer to as the buyer’s/seller’s market bar. Itis
a visual description of what we feel the current state of the housing market is at the county level. Over the last
few quarters, you may have noticed strange patterns in the buyer’s/seller’s market bar. In particular, you may
wonder why the bar could indicate that the market is in very good shape during the winter when sales are off
from the previous quarter. Or, you may wonder why the bar is indicating that the market is not showing a top
ranking when sales levels appear to be very strong.
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As the example graphed above shows, typically, sales tend to fluctuate over the course of a year. This pattern,
though not in absolute magnitude, is repeated each year. For instance, sales tend to dip during the fourth
quarter every year and then rise in the spring and summer. This pattern is called “seasonality” and is caused by
weather, social, and economic factors. More specifically, in the winter: fewer people look for homes when the
weather turns; there are many more social events in the fall (holidays, etc.); finally, there are other large expen-
ditures in the fall (bills go up, Holiday parties, gifts, holiday travel expenses, etc.). For all of these reasons,
home sales tend to drop off almost EVERY fourth quarter. Consequently, home sales in the fourth quarter are
almost ALWAY'S lower than in the third or second quarter. Sales in the area covered by Consolidated MLS
dropped 21.5% between the third and fourth quarters of 2002. Thus, comparing sales in the fourth and third
quarters is like comparing apples and oranges. A market may still be strong for a fourth quarter, but when
compared to the previous third quarter it looks weak. To this end, we should only compare fourth quarter
measures and as you can see from the example graph, the sales and prices in the fourth quarter of 2002 were
higher than any other fourth quarter (the fourth quarter data points are highlighted on both lines for the past four
years).
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Trends

Likewise, sales tend to rise during the summer because the weather allows for better shopping, jobs tend to
turnover this time of year, and the school year ends. This last rational is important. Families often wait until
the end of a school year to purchase a new home in order to minimize the strain of moving for their children.
This pattern also accounts for an interesting seasonal phenomenon in prices; home prices tend to rise in the
spring and summer and decline in the winter. Families with children require larger homes and more rooms,
which are higher priced. Thus, prices will follow the moving patterns of families, accounting for the lower
winter price levels when smaller homes tend to sell.
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The best way to tell whether sales are doing well in the area covered by Consolidated MLS is to look at the
trend in sales over time. The upward pattern in the trend line (the straight black line) suggests that sales
movements in the area covered by Consolidated MLS are doing well. Furthermore, this observation supports
our assessment of a strong “seller’s market” for most of the counties covered by Consolidated MLS.

Though an experienced Realtor® may have observed this seasonal pattern over time, a Realtor® who is new
to the industry, say a year and a half or less, might not recognize the natural fluctuation in sales during the fall and
winter. Like the ant in Aesop’s fable about the grasshopper and the ant, Realtors® must work hard in the
summer and plan ahead of time to reap the rewards of their labor and to weather the fall and winter when the
market regularly contracts.
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Chief Economist’s Commentary

Once More, With Feeling

by David Lereah, Chief Economist

Here we go again. Let me say it one more time so the people in the nose bleed seats can hear: a healthy housing market and rising
home prices are not incompatible.

Our nation’s housing sector continues to raise eyebrows as both home sales and home prices soar to record-breaking heights.
Existing homes sales and new homes sales are both on pace to shatter last year’s records of 5.56 million and 977,000 units,
respectively. Existing homes sold at a 5.85 million annualized pace for the first five months of this year, while new homes have been
selling at a 1.029 million annualized pace. Home price appreciation has hovered near the historically high seven percent range all
year.

But with success comes scrutiny. There are some housing academics and those in the media who are posing like prophets of doom,
with pronouncements suggesting recent home price increases will end in a bust just like that of the stock market three years ago.

Poppycock. There are no signs of home prices declining nationwide anytime soon, let alone portents of a price bubble bursting.
Existing home prices have risen at a healthy seven percent growth rate so far this year, and prices across the nation continue to
climb, not decline. The latest metropolitan area price data from NAR (first quarter of 2003) show 109 metro areas posted price gains
from a year earlier; 31 of them registered double-digit gains, and 72 of them experienced price increases that were at least two
percentage points above the rate of inflation. Only eight metro areas experienced price drops. It is not an overstatement to say
housing markets are healthy—both home sales and home price appreciation.

But those prophets of doom still rail against housing’s fate. Provocatively titled books and headlines suggest that the housing
markets will come tumbling down — and they mislead the public into thinking that there is something inherently wrong with our
nation’s housing sector. There isn’t. So before this escalates into “Godzilla Meets Housing” let’s confront our current assailants.

Many detractors make the case that an increasingly large number of metropolitan areas are beginning to experience serious home
price declines. Upon closer inspection, the price declines are only within a 6-month time period, ending March 31, 2003. Any
experienced housing analyst would reject 6-month price changes and tell you that home prices can only be meaningfully compared
on a year ago basis. Why? Because home price data are not adjusted for seasonal variations, which skews the numbers. For
example, bigger homes are usually sold in the summer because families with children prefer moving in the summer prior to the new
school year. Thus, home price changes from the summer to the winter months may show a decline due to the seasonality of
homebuying behavior.

This is borne out by the historical price data. During the past 11 years, home price changes from the third quarter (July-September)
to the first quarter of the next year (January-March) have been negative in every year except one, which had no change. The
average decline for the 1992 to 2002 period was a negative 1.3 percent. In fact, home prices, on a year over- year basis, have not
declined nationwide since the Great Depression. The closest our nation has come was in 1989 when home prices nationwide grew
by only 0.5 percent. And that was a time when the housing markets were contracting (i.e., in recession) and there was an over-
supply of homes on the market. The inventory of homes was over a 9 months’ supply in 1989, compared with today’s relatively lean,
4.7 months’ supply.

Here’s why some of our nation’s metropolitan areas are experiencing such healthy home price increases. For example, over the past
several years, Nassau-Suffolk (i.e., Long Island, NY), Bergen-Passaic (i.e., upper New Jersey), San Francisco, San Diego, and
Washington, DC, have all experienced double-digit home price increases. A cursory glance shows that each of those areas
experienced significant housing shortages during the past decade. The ratio of new jobs to new homes for each of these areas
highlights this point. The ratio of new jobs to new homes for the nation has averaged 1.6 from 1993 to 2002. In contrast, the new job/
new home ratio for the Nassau-Suffok/Bergen-Passaic areas was almost 16! The new job/new home ratios for San Francisco, San
Diego and Washington DC were 12.5, 4.5 and 2.5, respectively. It is clear that most of the fast-appreciating home price markets in
the U.S. are a result of housing shortages. Housing inventories have not kept pace with jobs created, creating excess demand for
the existing homes on the market. Something has to give when demand exceeds supply and it is usually prices.

Today’s above-norm home price appreciation is driven by fundamentals of strong demand and tight supply. The inventory of
homes are at historical lows, household income growth has kept pace with home price growth over the past two decades, and the
mortgage debt service cost is at cyclical lows due to historic lows in mortgage rates. It is not surprising that the metropolitan areas
with the sharpest price increases in the nation are associated with local housing shortages relative to demand. The laws of supply
and demand have not been revoked. And so — one more time — a healthy housing market and rising home prices are compatible,
at least for the next year or two.
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The Forecast
By Lawrence Yun, Senior Research Forecaster

A rising standard of living depends critically on techno-
logical advances and rising worker productivity. A larger
pie from a given set of resources is surely a good thing.
At the turn of the 20™ century, it was not uncommon for
people to work 60 hours a week and the life expectancy
was 47 years.

Good news/bad news

Though technological advances and the accompanying
increase in worker productivity are definitively good in
the long haul, they can, nonetheless, impose short-term
costs. Productivity advanced 4.8% in 2002 — the high-
estrate of increase in over 50 years. It implies one of
two things: that the economy grew robustly by 4.8% with
the same number of workers, or that the same output
can be achieved with fewer workers.

The data suggest the latter — that the country produced
justa little bit more but with a lot fewer workers. Since
the employment peak in February 2001, 2.6 million
workers have lost their jobs, pushing the unemployment
rate to 6.4%. That’s the highest level in nine years. The
manufacturing sector took the brunt of it, accounting for
about 90% of those job cuts. It’s true that job losses in
the manufacturing sector have been occurring for quite a
while (believe it or not, since way back in 1979). But
they seem more visible today since these job losses are
not being picked up by other sectors of the economy, as
would be the norm during a non-recession year. There
were 19.4 million workers employed in the manufactur-
ing sector in 1979 compared to 14.7 million currently.
In fact, in 1979 manufacturing jobs represented one out
of every five jobs. Now, the ratio is roughly one out of
ten.

But other non-manufacturing job cuts had been masked
by job gains elsewhere, particularly in the service sec-
tors providing education, health care, management con-
sulting, information, and financial activities. The flexibil-
ity of the U.S. labor market has provided ample job
creation opportunities. The U.S. economy has created
40 million net new jobs since 1979 —the year when the
manufacturing jobs began to slip. The net transitional
effect over these years has improved lives for those who
view today’s standard of living as better than what it was
back then.

Outlook

The job market conditions in the U.S. are likely to im-
prove in the near future. The aggregate demand is set to
pick up solidly from the third quarter, at which point
hirings in both manufacturing and non-manufacturing sec-
tors will begin to increase. Tax cuts, lower oil prices,
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restocking of depleted business inventories, positive
wealth effect from rising stock and home prices, turn-
around in corporate profits — another beneficial
byproduct of rising productivity— and rising export
orders resulting from the weaker dollar will all add
to the overall demand for good and services and
demand for workers. The forecast calls for close to
three million net new jobs over the next two years.
The exact composition between manufacturing and
non-manufacturing is hard to say. But, one thing is
sure, most will view it as a better life than before.

A turnaround in the economy will also be good news
for the housing sector. Housing needs a new set of
homebuyers wrought from job creations. Low mort-
gage rates have done wonders in lifting housing-re-
lated indicators, including sales, prices, refinancings,
home improvement spending, and real-estate-related
jobs.

But the bottoming of mortgage rates is likely to have
already occurred. Rising mortgage rates are not
housing’s friend. Luckily, any rise in rates is pro-
jected to be very modest. This is because techno-
logical advancement put downward pressure on
prices, thus keeping inflation in check. The current
low inflation rate and the low future inflation expec-
tations, as evidenced by low long-term interest rates,
are yet other tangible byproducts of strong produc-
tivity gains.

Local Market

The manufacturing sector comprises 6.2% of the
region’s job market, much lower than the national
average. Nonetheless, Norwalk region has suffered
significant job losses in the past two years. Fur-
thermore, the number of people on the unemploy-
ment line continued its upswing in 2003. A solid
turnaround in the job market is not expected occur
until 2004. Therefore, the expected rising mortgage
rates will hurt home sales in the region. The fastly
rising home price will also work against home buy-
ing activity. Meanwhile, new single-family home
construction has risen by 16% in the first quarter.
This implies that enough supply of homes will be hit-
ting the market, thereby continuing to moderating
home price increase. Home sales are expected to
decline in 2003 and in 2004. But, home prices will
likely increase 9% in 2003 and then under 5% in
2004.



U.S. Economic Outlook: September 2003

Forecast

2002 2003 2004

11 v 1 11 111 v 1 11 11 v 2001 2002 2003 2004
U.S. Economy
Annual Growth Rate
Real GDP 4.0 14 14 24 3.7 38 43 39 39 37 0.3 24 2.1 3.8
Nonfarm Payroll Employment -0.5 03 -0.3 -0.5 13 1.9 22 2.0 2.0 22 0.0 -1.1 0.1 L8
Consumer Prices 22 2.0 39 0.7 1.1 1.9 1.6 1.6 2.0 22 2.8 1.6 22 L6
Real Disposable Income 1.8 14 2.1 2.0 84 13 73 0.1 14 33 1.8 4.2 2.7 35
Consumer Confidence 95 82 68 83 93 95 9 102 103 106 107 97 8 102
Percent
Unemployment 58 59 5.8 6.1 6.1 6.0 5.8 5.7 5.6 5.5 4.8 5.8 6.0 57
Interest Rates, Percent
Fed Funds Rate 1.7 14 1.3 1.2 1.0 1.0 1.0 1.3 1.8 20 39 1.7 L1 L5
3-Month T-Bill Rate 1.6 1.3 12 1.0 0.8 1.0 1.1 1.4 1.9 22 34 1.6 L0 L6
Prime Rate 4.8 44 43 42 4.0 4.0 4.0 43 4.8 50 6.9 4.7 4.1 4.5
Discount Rate 1.3 0.9 0.8 0.7 0.5 0.5 0.5 0.8 13 1.5 34 1.2 0.6 1.0
Corporate Aaa Bond Yield 6.3 6.3 6.0 53 54 54 5.5 55 5.6 57 7.1 6.5 55 5.6
30-Year Government Bond 52 5.1 5.0 4.7 4.7 4.8 4.8 48 49 50 55 5.4 4.8 49
Mortgage Rates, percent
30-Year Fixed Rate 6.3 6.1 58 55 6.0 6.2 6.4 6.4 6.5 6.6 7.0 6.5 5.9 6.5
1-Year Adjustable 44 42 39 3.7 35 3.6 3.7 39 43 45 5.8 4.6 3.7 4.1
Housing Indicators
Thousands
Existing Single-Family Sales 5400 5773 5830 5,860 5,621 5,595 5,574 5,503 5,521 5541 5296 5,566 5,726 5,535
New Single-Family Sales 1,014 1,026 987 1,057 985 978 963 961 970 969 909 972 1,002 966
Housing Starts 1,702 1,743 1,737 1,701 1,721 1,696 1,677 1,687 1,695 1,688 1,603 1,705 1,714 1,687
Single-Family Units 1,342 1410 1,405 1,385 1,396 1,387 1,364 1,372 1,369 1,362 1,273 1,359 1,393 1,367
Multifamily Units 360 332 332 317 325 309 312 315 326 327 330 347 321 320
Residential Construction® 387 396 406 401 401 402 401 401 403 404 373 388 402 402
Percent Change -- Year Ago
Existing Single-Family Sales 2.1 9.3 2.0 6.6 4.1 -3.1 44 -6.1 -1.8 -1.0 2.8 51 29 33
New Single-Family Sales 17.0 10.7 8.0 11.0 2.8 4.6 24 9.0 -1.5 -0.9 3.6 6.9 3.1 3.6
Housing Starts 6.4 11.0 1.2 1.1 1.1 2.7 34 -0.8 -1.5 -04 22 6.4 0.5 -1.6
Single-Family Units 52 123 32 32 4.0 -1.7 29 -0.9 2.0 -1.8 34 6.8 2.5 -1.9
Multifamily Units 11.0 6.0 -6.7 =73 9.8 -7.0 -59 -0.5 0.5 57 24 53 -1.7 0.1
Residential Construction 34 6.7 57 4.0 35 1.5 -1.2 -0.2 04 0.5 0.3 4.1 3.7 0.1
Median Home Prices
Thousands of Dollars
Existing Home Prices 1614 161.0 161.2 168.2 170.5 169.3 169.1 1753 178.8 176.3 147.8 158.2 167.8 1754
New Home Prices 177.3 189.3 184.1 196.1 193.8 200.8 198.5 204.1 204.1 209.8 1752 187.6 194.7 204.4
Percent Change - Year Ago
Existing Home Prices 7.0 84 6.8 6.6 5.6 52 49 42 49 4.1 6.3 7.0 6.1 45
New Home Prices 33 93 -1.7 53 9.3 6.1 7.8 4.1 53 4.5 3.7 7.1 3.8 5.0
Local Region
Jobs (in thousands) 183.5 183.9 184.1 183.6 180.9 183.3 184.8 184.7 182.6 185.5 191.2 186.2 183.0 184.4
Home Sales 3285 2579 1898 2816 2881 2192 1742 2619 2705 2098 10353 11307 9787 9164
Hormre Prices (in thousand $) 500.3 4704 470.9 512.7 543.8 501.4 494.4 536.8 566.7 5220 | 4247 469.2 511.2 534.2
Percent Change -- Year Ago
Jobs -2.8% -1.6% -0.7% 31% -14% -0.3% 0.4% 0.6% 0.9% 1.2% | -3.9% 2.7% -1.7% 0.8%
Home Sales 1.0% 9.7% -109%  -15.0% -123%  -15.0% -8.2% -7.0% -6.1% 4.3% n/a 9.2% -134%  -64%
Home Prices 13.2% 13.5% 8.5% 8.6% 8.7% 6.6% 5.0% 4.7% 4.2% 4.1% n/a 10.5% 9.0% 4.5%

National quarterly figures are seasonally adjusted annual rates.
Some data for the second quarter 2003 are actuals while others are estimates

Source: Forecast produced using Macroeconomic Advisers quarterly model of the U.S. economy.
Assumptions and simulations by Dr. David Lereah and Dr. Lawrence Yun.
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