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The housing recovery continues to support broader economic activity. Residential investment
rose at an annual rate of 15 percent in 2016Q1, contributing 0.5 percentage point to GDP
growth. Meanwhile, residential construction employment has continued to rise steadily.
Single-family housing starts appear to remain on a gradual uptrend, but multifamily starts have
pulled back somewhat from the strong levels seen in the first half of last year.

National home price appreciation has moderated—from a double-digit pace in late 2013 and
early 2014 to a more sustainable mid-single-digit pace now. That said, home price valuations
look to be somewhat elevated relative to pre-bubble norms. Housing affordability for the
typical family has diminished considerably because of the rebound in home prices but remains
high by historical standards because of very low mortgage rates.

Although some mortgage borrowers continue to struggle in the wake of the crisis, delinquency
and foreclosure rates are closing in on their pre-crisis ranges. The number of distressed sales
continues to drop, and the number of underwater borrowers is down by nearly two-thirds since
2011.

This month'’s dashboard includes a special topic that explores housing supply conditions in the
United States, including the availability of homes for sale and how supply conditions appear to
be affecting different geographies and market segments.



Housing Market Flash

May 2016

Housing Market Flash
Tuesday, May 17, 2016

Current level

(percent)

Pre-bubble versus pre-
norm Current 12-month bubble norm
(2000-2002 Current  average versus year- (2000-2002
average) Trough | level earlier value average)
Single-family homes
New 921 270 511 8.5% Improved -44.5%
Sales Feb-11 | Mar-16
(thousands) Existing 4,779 3,060 4,760 6.1% Improved -0.4%
Jul-10 | Mar-16
New 311 142 246 21 Imbroved -65
Inve.rtt?lrnyf holmes Jul-12 | Mar-16 thousands prov thousands
Z:lloils:n d:) or sale Existing 1,836 1,550 | 1,740 -47 Weakened -96
Dec-15 | Mar-16 thousands thousands
Housing starts 1,289 353 778 13.4% Improved -39.6%
Construction activity Mar-09 | Apr-16
(thousands) Building permits 1,257 337 736 9.9% Improved -41.5%
Jan-09 | Apr-16
CorelLogic HPI 115.7 137.3 | 190.0 5.4% 64.2%
Improved
Prices Nov-11 | Mar-16
(index, Jan 2000 = 100) Inflation-Adjusted 111.6 101.9 139.3 6.3% 24.8%
. Improved
CorelLogic HPI Nov-11 | Mar-16
Housing affordability 127 101.1 169.3 -2.6% 33.7%
(NAR, index=100 when median family income qualifies Jul-06 Mar-16 Weakened
for 80% LTV mortgage on a median priced home)
Sentiment
Homebuilder 59 8 58 5 -1
(NAHB, over 50 means majority view conditions Jan-09 | May-16 point(s) Improved point(s)
positively)
Home-buying conditions 152 117 156 3 4
(Reuters/Umich, index = good time - bad time + 100) Oct-08 May-16 poini(s) Bl point(s)
Demographics
. 1,113 100 541 -261 -572
HELEEND 6l e Elen 2008-Q4 |2016-Q1  thousands ~ Weakened,  thousands
(thousands)
. 67.7 63.5 63.6 -0.6 -4.1
Aol ey i 2015-Q2 {2016-Q1 percentage point(s) Weakened: percentage point(s)
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Since 2012, the inventory of unsold
single-family homes has been 9 to

13 percent below its pre-bubble average.
This shortfall mostly owes to fewer existing
homes for sale, which typically make up the
bulk of sales inventories. In 2015, the total
number of unsold homes sat at 1.8 million,
the second lowest it has been in 22 years.

The current low level of the inventory to
sales ratio is also suggestive of a low
supply of homes for sale. In a balanced
housing market, where the supply of homes
for sale is sufficient to meet the implied
demand for homes given by demographics
and demolitions, it typically takes six to
seven months to exhaust the available
inventory of homes for sale. During the
housing crisis, housing supply expanded
and sales volume declined, increasing the
inventory to sales ratio to a peak of 8.7 in
2008. By 2015, the ratio fell to 4.2, below its
pre-bubble average.

The number of homes for sale as a percent
of the number of households remains
below pre-bubble levels. During the late
1990s and early 2000s, there were around 2 to
2.5 homes for sale for every 100 households.
This figure increased to nearly 4 homes for
sale per 100 households during the housing
bubble. In more recent years, this figure has
dropped to below 2 homes per hundred
households.
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Housing Vacancies

Housing vacancies are down to ;()er,cent

1.9 percent, approaching their pre-

bubble average of 1.6 percent. The 257

vacancy rate measures the number of 20 | average 1990 - 2003
vacant homes for sale as a percent of the L = N~

housing stock that could be owner-
occupied. Lower rates of housing vacancies 10 -
indicate a tighter housing market, as there 05 |
are fewer homes on the market as a
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Source: Census Bureau

proportion of the total housing stock.

Housing vacancies vary considerably by state. Among those with low vacancies, shaded in light
blue, many are western states like Utah, South Dakota, and Wyoming that were less affected by the
housing crisis and have had consistently low vacancies over the past ten years. Other states with low
vacancies include North Dakota and Texas, where net migration has been positive due to the oil and
gas boom. States with high vacancy rates include New Jersey and Florida, where the foreclosure
inventory remains elevated due to delays in processing foreclosures.

Housing Vacancies by State, 2015Q4

Source: Census Bureau. AK vacancy rate 2.3, HI vacancy rate 1.4.
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Single Family Housing Completions by Square Feet
The size of newly built homes has changed in of Floor Area (Completions in thousands of units)
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homebuyers. Cumulative Price Growth Through January 2016
.. by Price Tier

Price increases have been strongest for homes y

Since January 2015
priced below the median, reflecting in part the 10% 50%
slowdown in new construction of starter homes. . 0
Since the recession, the least expensive homes (less
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than 25 percent of the median home price) have
seen prices rebound more than 50 percent (gray a% — 20%
bars) through January 2016, compared with just - | ow
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Housing’'s Importance to the Econom

Residential investment continues to
support GDP growth. Residential
investment rose at an annual rate of

15 percent in 2016Q1, adding

0.5 percentage point to real GDP growth,
surpassing the 0.3 percentage point
average contribution over the previous four
quarters. (The recent flatness in housing
starts will take some time to be reflected in
residential investment because of the lags
associated with construction.)

Employment in residential construction
continues to recover. Over the past year,
it has increased by 11,700 jobs per month,
compared with 12,500 jobs per month in
the year-earlier period. The level of
employment remains relatively low:
residential construction employment
totaled just under 2.6 million workers in
2016Q1, accounting for roughly 2.1 percent
of total private payroll employment,
compared with around 2.6 percent in the
early 2000s.

Housing wealth is nearing its earlier
peak. The value of household real estate
reached $22.0 trillion in 2015Q4, up from a
low of $16.2 trillion in 2011Q4. The current
level is close to its 2006Q4 peak, but the
sustainable level is higher than in 2006
because of population-driven growth in the
housing stock and overall inflation.

Residential Investment's Contribution to
Real GDP
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Employment in Residential Construction

May 2016
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Source: Bureau of Labor Statistics
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Housing Starts and Inventories

Since last summer, housing starts have
been about flat, as further increases in
single-family starts have about offset a
pullback in multifamily starts. Single-
family starts (light blue line) rebounded in
April, and appear to be on a gradual
uptrend. Multifamily starts (black line)
surged in the first half of 2015 but have
since moderated.

Builder confidence remained upbeat in
May. The National Association of
Homebuilders index has recorded readings
above 50 (meaning a majority of builders
view the market positively) for the last

23 months. All three of the index’s
components—sales expectations over the
next six months, current sales, and buyer
traffic—are above their 2014 averages.

The inventory of homes for sale remains
well below historical averages. The stock
of existing homes for sale (dark blue line)
was at 1.98 million units at the end of
March, up from 1.76 million in December,
which was the lowest level since December
1999. The stock of new homes for sale
(light blue line) was at a 7¥2-year high of
246,000. At the current sales pace, there is
4.5-month supply of existing homes
available for sale; for new homes, the
available inventory is equivalent to a
5.8-month supply.
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Underpinnings of Housing Demand May 2016

Interest Rate of 30 Year Fixed-Rate Mortgages

. . Percent
Mortgage interest rates remain very low S r

by historical standards. The average
interest rate on new 30-year fixed-rate
conventional mortgages settled at a three-
year low of 3.57 percent in the week ending
May 12. The current rate is only 26 basis

points higher than the lowest rate recorded

in 2012. 4
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Home Affordability

The National Association of Realtors Index
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considerably since 2013 as home prices have 180 1
risen, but has stabilized recently due to 160 r
relatively low mortgage rates. (Note thatthe % L ]‘\'Ikv//\/l'\
index assumes a 20 percent down payment; 120 'V Vv\‘,\/\/ Historic Average/
interest rates would be higher and 100 1 (data since 1971)
affordability would be lower for a family that & | |

‘00 '02 '04 '06 '08 '10 12 '14 '16

made a smaller down payment).

Source: National Association of Realtors

Attitudes Towards Buying

Households remain positive about home  Index (Good minus Bad plus 100)
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Senior loan officers at banks report
easing mortgage lending standards in
recent quarters. The last seven quarters
mark the first period of sustained easing
since the period of dramatic tightening
during the financial crisis. (Note that the
level of the line shown corresponds to the
change in lending standards, with values
below 0 representing an easing of lending
standards and values above 0 representing a
tightening).

Despite the easing, lending is still
restrained, and riskier borrowers continue
to have very limited access to mortgage
credit. Mortgage originations have risen, on
net, over the past year, but the pick-up has
been driven largely by borrowers with credit
scores above 780. Originations by
borrowers with credits scores below 780 are
well below pre-crisis levels. Almost no
mortgages are being extended to borrower
with FICO scores below 660.

The median FICO score of newly originated
mortgages has fallen slightly in recent
quarters to around 750, but is still up
from roughly 700 in the early 2000s. At
the 10th percentile, the FICO score for new
mortgages was down to 642 by the end of
2015, compared with less than 600 in the
early 2000s.

FRB Senior Loan Officer Opinion Survey
on Mortgage Lending
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Household Formation May 2016

Household formation fell sharply over
the last two quarters. In the year ending
in March, just 538,000 households were
formed. The explanation for the decline
over the past six months is unclear.
Between mid-2006 and 2014Q3, the rate of
household formation averaged roughly half
its historical average of 1.2 million per year.
Household formation surged at the end of
2014 and remained above its historical
average through 2015Q3.

The proportion of young adults who are
working has seen a partial recovery. The
employment-to-population ratio for
individuals ages 25-34 has reversed more
than half of the decline that occurred during
the recession. The strengthening labor
market should support household formation
going forward.

Higher rents are an obstacle to young
adults establishing their own households.
The supply of rental housing appears to
have not risen as fast as demand and, as a
result, rents have been increasing rapidly.
They outpaced overall inflation by

2.6 percentage points over the year ending
in April.
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Homeownership May 2016

The homeownership rate slipped in
2016Q1. The homeownership rate was 63.6
percent in 2016Q1, down from 63.7 in the
previous quarter, and just marginally higher
than the four-decade low of 63.5 percent in
2015Q2. The homeownership rate may
stagnate in coming quarters as household
formation continues to recover because
newly formed households are more likely to
rent before purchasing a home.

First-time home buyers account for
around half of purchase mortgage
originations. The share of newly originated
mortgages going to first-time buyers was
52.1 percent in March, higher than the 51.4
percent recorded a year ago.

87 percent of households headed by
young adults that are renting say that
they would prefer to own if they could
afford it. Of those households, the most
commonly cited reasons for not owning are
lack of downpayment (59 percent) and not
being able to qualify for a mortgage to buy
a home (35 percent).

Homeownership Rate
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Home Sales May 2016

New-Single Family Home Sales

New single-family home sales remain on
a very gradual uptrend. At an annual rate
of 511,000 in March, they were 1.6 percent
higher than their average level in 2015.

New single-family home sales averaged
503,000 units for all of 2015, the best annual
performance since 2007. Still, the current
pace of sales is only about half the level
seen prior to the boom in the early 2000s.

Sales of existing single-family homes
have been moving sideways in recent
months at a level that is only a little
below that seen in the early 2000s.
Existing single-family home sales
rebounded in March following a sharp drop
in the previous month. Existing home sales
also showed sharp swings last fall because
of new mortgage disclosure regulations that
reportedly delayed contract signings by a
few days.

The National Association of Realtors
index of pending sales of existing homes
rose to a ten-month high in March. The
index is a leading indicator of existing
home sales, which are recorded at the
closing of the sale. The National
Association of Realtors is projecting that
existing home sales will rise 2.4 percent in
2016.
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Home Prices May 2016

Changes in Home Prices
24127-month percent change

After rising at a high single-digit to
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Mortgage Originations May 2016
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near the top of their historical range.
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Delinquencies, Foreclosures and Distressed Sales May 2016

Mortgage foreclosure and delinquency
rates continue to normalize. The share of
homes in foreclosure declined to 1.6 percent
of outstanding loans in 2016Q1. The rate of
mortgages in default (90+ days delinquent
or in foreclosure) fell to 3.3 percent in
2016Q1, compared with a pre-crisis average
of around 2 percent.

Re-default rates for borrowers who have
received a mortgage modification have
run significantly lower for mortgages that
were modified more recently. Mortgages
that were modified in 2013 (24 months ago)
had re-default rates that were between 32
and 55 percentage points lower than those
modified in 2008.

The share of sales represented by REO
sales has trended down over the past 3
years. In February 2016, REO sales stayed
around 8 percent of total sales. The share
associated with short sales remained
relatively constant at around 3 percent in
recent months.
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Negative Equity May 2016

Rising home prices have greatly reduced
the number of underwater borrowers.

The share of mortgage loans with negative
equity was 8.6 percent in 2015Q4, down
from 10.3 percent in 2015Q1. The number of
homes now underwater stands at

4.3 million, a 64 percent drop since the 2011
peak. Mortgages that are very underwater,
with negative equity exceeding 25 percent,
have declined and are now 37 percent of all
underwater mortgages.

The aggregate amount of negative
equity has fallen significantly. Since
2010Q1, aggregate negative equity has
fallen from more than $800 billion to
around $300 billion in 2015Q4.

Negative equity rates are still very high
in some states. Around 20 percent of
mortgaged residential properties in Nevada
and Florida still have negative equity.
However, these rates have fallen by more
than half in these two states since the
beginning of 2013.
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Serious delinquencies have fallen across Serious Delinquencies for 25 Highest-Rate States:

the country but the degree of Percent, since Q1 2000 Q1 2016

improvement Varies by state. They remain 2007 - Q12016 value ®m Minimum since Q1 2000 = Maximum since Q1 2000
near peak levels in some states, particularly 2000 |

in judicial foreclosure states such as New

Jersey and New York. However, serious 15.00 -

delinquencies are down more than 75

percent from their peak in Florida, a judicial 10.00 7

state that passed a law in June 2013 500 | I I
speeding up the foreclosure process. } } E } 1 I
Serious delinquencies have also fallen 0.00 s uowmLYlos e s ras<zxEe oy
markedly in hard-hit areas with flexible Source: ortnge e, B0 SEoLERER

foreclosure laws, such as Nevada.

Foreclosure Inventory by State

Foreclosure inventories have declined in
many states but remain relatively high in G @

others. Judicial foreclosure is an important m
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factor: 15 of 25 states that employ the @
practice have noticeably elevated rates (two m m
darkest shades). Other states with high @ @

inventories, like Nevada, are still struggling m
economically.

Source: CoreLogic Market Pulse, data as of February 2016
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