












The Forecast
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You've seen and heard the news:  home mortgage delinquencies and foreclosures are on the rise 
– in some areas to record levels.  And while I wish I could assure you that the bad news is over, 
mortgage delinquencies and foreclosures are likely to continue well into 2008.  That is almost 
guaranteed, given anticipated interest-rate resets on subprime adjustable loans.  Those overly 
aggressive -- and even reckless -- lenders who completely mispriced risk deservedly need to be 
weaned out of the market.  There is no such thing as high-yielding easy money.  There is no such 
thing as a free lunch.  High yields always come with dicey RISK!   
 
When will the housing market get back on its feet?  Imminently!  There is a large pent-up 
demand accumulating that will be unleashed in a short matter of time – our best estimate is early 
2008.  Consider this year’s conditions versus that in 2005, the peak housing year.  Home sales 
have already fallen by 1.5 million since 2005.  Even if all the 1.4 million subprime mortgage 
originations were to disappear -- which no one expects -- then the bottom has already been 
reached in terms of any impact from tightening credit standards.   In reality the level of subprime 
lending activity could be reduced by half at most, implying that the declines in home sales have 
been far greater than any tightening of lending availability.  The additional decline in home sales 
can be attributed to other factors outside of the subprime loan disruptions.  Is it jobs?  A 
resounding NO.  Is it due to lack of income and wealth?  Another resounding NO.  Is it due to 
higher home prices?  NO.  Is it due to higher mortgage rates?  Surely some impact, but the rates 
are only modestly higher. What's the explanation then?     
 
The primary reason seems to be a lack of confidence.  Constant reminders in the media of how 
“bad” the housing sector is has eaten into buyer confidence.  However, that decision to put off 
buying a home comes with an “opportunity cost”.  Apartment vacancy rates have been declining 
and rents have been rising by 4.5 percent in the second quarter of 2007, the highest increase in 
five years.  People have also been doubling-up by having additional roommates or moving back 
“home” with parents, as evidenced by a drastic slowing in household formation.  Familiarity will 
inevitably breed contempt in close living quarters. It is only a matter of time before people begin 
to form their own households.   
 

 
 
 
 
 
 
 
 
 

 
Locally, home sales are forecasted to rise 2% in 2007 and then rise another 5% in 2008.  Home 
prices will rise 6% in 2007 and then still increase by 4% in 2008.  With all the subprime 
problems out of the way by 2009, the momentum will inevitably strengthen further.      

 2005 2007 Difference 
Total Home Sales 8.4 million 6.9 million 1.5 million fewer 
Subprime Loans 1.4 million (est.) 700,000 (est.) 700,000 fewer 
Jobs 133.7 million 138.0 million 4.3 million more 
Wage and Salary 
Disbursement 

$5.7 trillion $6.4 trillion $700 billion more 

Household Wealth $52 trillion $57 trillion $5 trillion more 
Home Price $219,600 $219,300 No notable change  
Mortgage Rates 5.9% 6.5% Modestly higher 
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2006.3 2006.4 2007.1 2007.2 2007.3 2007.4 2008.1 2008.2 2008.3 2008.4 2006 2007 2008
U.S. Economy
Annual Growth Rate
Real GDP 1.1 2.1 0.6 3.4 2.3 2.5 2.8 2.8 3.0 3.0 2.9 1.9 2.8
Nonfarm Payroll Employment 1.6 1.5 1.5 1.3 1.2 1.3 1.3 1.2 1.4 1.7 1.9 1.4 1.3
Consumer Prices 3.1 -2.1 3.8 6.0 1.9 1.2 2.1 2.2 2.1 2.0 3.2 2.7 2.2
Real Disposable Income 1.7 6.2 5.9 -0.8 2.5 1.9 3.1 2.4 2.8 2.8 3.1 3.1 2.4
Consumer Confidence 104 107 110 109 109 108 107 108 109 110 106 109 109

Percent
Unemployment Rate 4.7 4.5 4.5 4.5 4.6 4.7 4.8 4.8 4.8 4.8 4.6 4.6 4.8

Interest Rates, Percent
Fed Funds Rate 5.3 5.2 5.3 5.3 5.3 5.3 5.0 4.8 4.8 4.8 5.0 5.3 4.9
3-Month T-Bill Rate 4.9 4.9 5.0 4.7 5.0 4.9 4.7 4.5 4.5 4.5 4.7 4.9 4.6
Prime Rate 8.3 8.3 8.3 8.3 8.3 8.3 8.0 7.8 7.8 7.8 8.0 8.3 7.9
Corporate Aaa Bond Yield 5.7 5.4 5.4 5.6 5.7 5.8 5.7 5.7 5.8 5.8 5.6 5.6 5.8
10-Year Government Bond 4.9 4.6 4.7 4.8 4.9 5.0 4.9 4.9 4.9 4.9 4.8 4.9 4.9
30-Year Government Bond 5.0 4.7 4.8 5.0 5.1 5.1 5.0 5.0 5.0 5.0 4.9 5.0 5.0

Mortgage Rates, percent
30-Year Fixed Rate 6.6 6.3 6.2 6.3 6.6 6.7 6.6 6.5 6.5 6.5 6.4 6.5 6.5
1-Year Adjustable 5.7 5.5 5.5 5.5 5.6 5.5 5.3 5.1 5.1 5.1 5.5 5.5 5.2

National Housing Indicators
Thousands
Existing Single-Family Sales 6,287 6,263 6,423 5,913 5,853 6,081 6,275 6,351 6,398 6,483 6,478 6,039 6,376
New Single-Family Sales 994 986 853 880 842 831 836 839 855 862 1,051 852 848
Housing Starts 1,704 1,555 1,460 1,462 1,403 1,400 1,397 1,395 1,403 1,415 1,801 1,431 1,402
Single-Family Units 1,393 1,232 1,172 1,166 1,094 1,080 1,071 1,062 1,069 1,078 1,465 1,128 1,070
Multifamily Units 311 323 288 296 310 320 325 333 334 338 336 303 333
Residential Construction* 555 529 506 494 493 486 484 484 486 490 570 495 486

Percent Change -- Year Ago
Existing Single-Family Sales -12.4 -10.1 -6.4 -10.8 -6.9 -2.9 -2.3 7.4 9.3 6.6 -8.5 -6.8 5.6
New Single-Family Sales -23.3 -21.9 -24.6 -19.0 -15.3 -15.7 -2.0 -4.7 1.5 3.7 -18.1 -19.0 -0.5
Housing Starts -18.8 -24.8 -31.4 -21.5 -17.7 -10.0 -4.4 -4.6 0.0 1.1 -12.9 -20.5 -2.0
Single-Family Units -20.2 -28.6 -33.1 -23.3 -21.5 -12.3 -8.6 -9.0 -2.3 -0.2 -14.6 -23.0 -5.1
Multifamily Units -11.9 -5.9 -23.3 -13.3 -0.5 -0.9 12.9 12.7 7.8 5.5 -4.5 -9.7 9.6
Residential Construction -8.5 -12.8 -16.5 -15.9 -11.1 -8.2 -4.4 -2.0 -1.4 0.9 -4.6 -13.1 -1.8

National Home Prices
Thousands of Dollars
Existing Home Prices 225.0 219.3 214.0 224.2 220.1 217.1 215.3 227.1 225.4 224.7 221.9 219.3 223.6
New Home Prices 236.2 245.1 255.9 239.7 229.9 239.9 248.2 245.5 243.2 248.8 246.5 240.8 246.3

Percent Change -- Year Ago
Existing Home Prices -1.1 -2.7 -1.4 -1.1 -2.2 -1.0 0.6 1.3 2.4 3.5 1.0 -1.2 2.0
New Home Prices -0.1 2.1 4.5 -2.6 -2.7 -2.1 -3.0 2.4 5.8 3.7 2.3 -2.3 2.3

Local Region
Payroll Jobs (in thousands) 416.6 421.4 413.7 424.8 422.4 426.5 419.1 430.7 428.3 432.9 416.4 421.8 427.8
Home Sales 2867 2267 1946 2920 2801 2369 2030 3051 2936 2492 9870 10036 10509
Home Prices (in thousand $) 664.3 605.4 678.2 743.5 688.2 629.0 705.3 774.7 719.2 659.8 650.9 688.4 718.5

Percent Change -- Year Ago
Jobs 1.1% 1.3% 1.2% 1.4% 1.4% 1.2% 1.3% 1.4% 1.4% 1.5% 1.3% 1.3% 1.4%
Home Sales -23.4% -9.4% 1.6% 3.5% -2.3% 4.5% 4.3% 4.5% 4.8% 5.2% -15.0% 1.7% 4.7%
Home Prices -4.4% -3.5% 3.1% 11.1% 3.6% 3.9% 4.0% 4.2% 4.5% 4.9% -0.3% 5.8% 4.4%

Quarterly figures are seasonally adjusted annual rates.
* Billion dollars
Source: Forecast produced using Macroeconomic Advisers quarterly model of the U.S. economy.
Assumptions and simulations by Dr. Lawrence Yun.
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