Why Our View of Housing Still Remains “Guarded”
Despite Widespread Positive Signs There Is Still Reason To Worry
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The housing freefall has ended. After six long years, including a double dip housing recession, the market
(perhaps arguably) hit bottom a few months ago. It is now showing signs of slow but meaningful recovery.
Nearly every recent housing report has contained at least some positive news. Barring an economic fall
over the fiscal cliff early next year or some other currently unforeseen economic shock, we expect recovery
to continue; albeit it in an agonizingly slow, inconsistent and sometimes painful fashion. Clearly the economy has experienced a housing recession like none other since at least The Great Depression of the 1930s
some 75 years ago. Following that depression, it took housing 19 years to recover. There are still well defined weaknesses in the economic fundamentals that drive housing. Indeed, one or a combination of adverse events could derail or prolong housing recovery. Here are a few.
The Fiscal Cliff. While many consumers still appear oblivious to the personal consequences of the so-called
fiscal cliff, the possible impact is real and severe. The simultaneous impact of nearly $500 billion in tax
hikes and spending cuts would, according to the Congressional Budget Office (CBO), throw the U.S. economy into a relatively severe but possibly short lived recession in the first half of 2013. The CBO also reports
that such a recession could cost the economy some two million jobs next year and keep unemployment
above 8% through at least 2014. By extension, that may take a very large number of potential home buyers
out of the market and keep many of them out until they regain confidence (which is already fragile). Indeed, the unemployed don’t generally purchase homes and the concern over continued employment may
hold others back.
Employment continues to be a threat to both recovery of the broader economy and the housing market.
Aggregate job losses since the beginning of the down turn were deeper and broader than any recession
since at least World War II. In addition, the recovery has been longer and it is still unclear when or even if
the economy will recover all of the jobs that were lost since the last employment peak. The economy gained
only 114,000 new payroll jobs in September bringing the average for the year to about 146,000 per month.
That compares to an average of 153,000 per month for the full year 2011.
For illustration purposes, if the economy creates an average of 200,000 jobs per month, employment recovery (as measured by the pre-recession employment level) will be an August 2014 event. At 150,000 jobs
per month, recovery will be a July 2016 event. At a mere 50,000 jobs per month, recovery will be an April
2020 event. We acknowledge the weakness in the simplicity of this illustration and also the fact that neither
job creation nor recovery are precisely this linear. The point is that job recovery is still several years away.
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New jobs being created today are too often lower pay or part time. For example, a number of well known
service firms including Darden Restaurants, which operates Olive Garden, Red Lobster and a variety of
other chains announced it is considering moving some full time workers to part time to avoid the financial
obligation of health care. Other firms have already done that. Some have created two part time positions
out of one full time position. Indeed, there was a stunning increase of around 600,000 workers who moved
into the involuntary part time category reported by the Bureau of Labor Statistics in September. In addition
to part time wages, such moves have an adverse effect on innovation, employee loyalty and much more.
Employees who move from full time to part time wages will also find it difficult to purchase a home.
Additionally, wages have been stagnating for years. In addition to other evidence, a significant Pew Research study found that workers who lost a job early in the recession and who found new employment
often received compensation around 20% less than the job they lost.
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Long term unemployment. There is also growing evidence that
those who become unemployed often stay unemployed longer.
Indeed, long term unemployment (defined as 27 weeks or more)
has been hovering in the 40% range for months. In September, the
BLS reported that 40.1% of the 12.1 million unemployed workers,
some 4.8 million workers, had been employed long term. This
trend is expected to continue.
The nation’s unemployment rate has averaged 5.7% since 1948.
Recent research on the subject of the natural rate of unemployment by economist Edmund Phelps and others suggests that the
“new unemployment rate” could be 6.5% to 7.5%.

California (1 in 361) and Arizona (1 in 398).
Perhaps more worrisome is the number of homes in the shadow
inventory. These are homes where mortgages are 60 days or more
delinquent, in foreclosure or which have been repossessed by banks.
The research firm CoreLogic pegs that total at 2.245 million homes.
That is down 10.2 % from a year ago (July 2001—2012) but still a
daunting overhang. It is comprised of 1.0 million seriously delinquent mortgages, 900,000 in some stage of foreclosure and another
345,000 bank owned properties.

Delinquencies and Underwater Mortgages remain problematic.
At the end of June about 6.3% of home mortgages nationally were
The following chart graphically depicts job losses from each redelinquent according to the Mortgage Metrics Report published by
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the Office of Comptroller of the Currency (OCC). Delinquencies are
uneven around the country. In Florida, for example,
delinquencies soared to more than 15%, a level seen
in other states hardest hit by the real estate crisis and
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problematic in that the leading cause of foreclosure
today remains negative equity.

losses and illustrates the months to recovery, which for this purpose, is a return to peak pre-recession employment. The pattern is
revealing. In early recessions, most job losses were cyclical in that
after the economy recovered, jobs were quickly added. All but the
last three recoveries were “V” shaped which confirms that trend.
Starting with the recession of 1990, job losses were more structural and were not replaced as quickly. The most recent recession,
as depicted by the red line on the chart, is by far deeper, broader
and more prolonged than any other. That leads us to the conclusion that, at best, recovery will be a mid-2015 event. Clearly, there
are no employment indicators that bode well for housing by suggesting a quick or robust recovery.
Foreclosures have slowed over the last year but the problem has
not been resolved. According to RealtyTrac, a leading provider of
foreclosure information, there were about 1.5 million foreclosed
homes nationwide in September. About 180,400 of them were
newly foreclosed while around 80,800 others were sold during
the month. One in every 730 dwelling units received some sort of
foreclosure notice in September. The ratio is nearly double that in
several of the hardest hit states such as Florida (1 in 318),

As delinquent loans move to foreclosures (as most
will) and foreclosed homes move through the pipeline
and come back to market for sale, they will almost
certainly have an adverse effect on prices and values.
The National Association of Realtors recently reported
on existing home sales for September. About 24% of
the 4.75 million homes sold (1.14 million) were either foreclosures
or short sales and they sold at prices significantly less than otherwise comparable non distressed properties. Foreclosures sold for
13% less and short sales sold for 11% less.
Household Wealth has risen since the depths of the recession when
consumer balance sheets were crushed. Since the mid 2009 technical end of the recession, households have regained around 71% of
lost wealth. That is good but not good enough to support robust and
sustained spending. In aggregate, wealth remains about $4.7trillion
below its Q3 2007 peak.
Financing is still not available to a very large share of potential
home buyers, especially those who have less than sterling credit and
limited or no equity.
Add to these things a stunning loss in home equity as well as recession driven demographic changes, continuing fiscal, regulatory ands
tax uncertainty and the risks to robust and sustainable housing recovery continue to loom large. The recent sector good news is welcome but threats remain. Stay alert.
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