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Factors Effecting and Affecting Housing

The Economy:

Last year, our economy grew at a rate of 2.2% which created an $11.52 trillion dollar economy. Since 2003,
the U.S. has created over 5 million new businesses and almost 8.3 million new salaried jobs — employing 1.3
million more people over the past year. Add the 16 million self-employed and the 25 million part-time
workers, and you can see why the government has received a lot of extra tax revenue this last year. Last year
our government projected a deficit of $177 billion dollars. That would have been a 28.7% reduction from the
previous year’s budget. As the government’s fiscal year came to an end, the deficit was only $162.7 billion
dollars.

Since 1980, the Gross Domestic Product has risen 70% and helped to shrink our federal deficit. Today, our
national debt is less than 1.2% of the GDP, compared with 6.0% in the 1980s and 4.7% in the 1990s. This
current percentage level of 1.2% is below the 40 year average.

Forecast: GDP growth should be between 2% and 2.5% for 2008. This means the U.S. economy will
not see a recession this year,

Corporate Profits:

The 3™ quarter numbers showed that U.S. corporations are still doing very well. They now have 21 straight
quarters of double digit earnings, and corporate profits are running at an annual rate of $1.62 trillion dollars.
These profits have almost doubled during the past 5 years.

Forecast: Corporate profits will continue throughout the year. Corporations have very strong
balance sheets which will help them through an economic slowdown. This strength will
help to prevent a recession. In the past 6 recessions, corporations had weak balance sheets.

Financial Corporations:

The media only talks about their huge write-downs due to the sub-prime crisis, and fails to mention that the
majority of these financial companies still have surprisingly strong cash flows, and continue to pay big
dividends. Since the market has already driven down their share prices, they have very little to lose by writing
off any potentially bad loan. These write-offs include bad: business loans, credit cards, leasing contracts,
currency fluctuations, bond devaluations, collateralized debt obligations, structured investment vehicles,
mortgages, and failed mergers. If they hold these securities to maturity, they will likely get 98 cents on the
dollar.

During the 3" Qtr. of this year, banks took write-downs of $43 billion dollars, yet they still made a net profit of
$28.7 billion dollars — even after putting aside reserves (a 20 year high) for more potential loan losses. Here is a
look as some of the larger banks’ profit positions (in billions) from the 3" Quarter: $3.7; Morgan Stanley:
$1.54; and Goldman Saks: $2.85 billion dollars. Banks reporting in the 4™ Quarter: Citigroup: $ -9.8 billion;
Wells Fargo: $1.3 billion; JP Morgan: $2.97 billion and Bank of America made $12.67 billion for the year.

Forecast: Banks will have more write-downs in 2008 but at a much smaller rate, and will begin
showing some really big profits once again! Financial asset write-downs can easily
become gains if conditions reverse.

Source: Bureau of Labor Statistics, Bloomberg, Bureau of Economic Analysis, Federal Reserve
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Income Growth:

In 2006, the IRS reported that 'wage earners in the U.S. had their highest income growth in 5 years, and that
personal income grew more rapidly than spending in 2007. Since the housing slowdown began two years ago,
personal income has risen 7%, leading to a $1.35 trillion dollar rise in the nation’s income.

Forecast: With 4 million new jobs created since the housing downturn, the pent-up demand for
housing will fuel the next housing turn-around supported by growing personal incomes.

Employment:

December marked the 52™ consecutive month of job growth — this is the longest period of uninterrupted job
growth on record. Over the past year, 1.3 million new jobs were created and January’s unemployment rate was
4.9%. Since 3% of the population won’t work, even if you give them a job, we are near full employment. For
2007, the unemployment rate averaged 4.6%, the same as 2006.

Forecast: Even with a slowing economy, the unemployment rate should remain below 5.5% - a very
healthy number for an economy as large as ours.

Interest Rates:

Current conforming rates for mortgages are within 2% of a percent of historical lows. Last summer, rates rose
to 6.75%, but by the end of the year they had fallen into a range of 5.75%. Today, they are at 5.35% to 5.65%.

With the benchmark 10-Year Treasury trading well below the 4% range, interest rates for home mortgages
should remain low. Buyers can not afford to sit on the fence too much longer with rates this low. Jumbo loans
will soon follow suit and begin dropping.

Forecast: Expect the Federal Reserve to continue to cut the discount rate a couple more times
before summer. These cuts, and the need for banks to get back into lending (big profit
source), will continue to put downward pressure on interest rates for mortgages.

Lending:

The financial markets have been in turmoil since summer. This was largely due to an over reaction in the sub-
prime market, whereby financial institutions had bundled all types of loans into mortgage-backed securities.
With investors not knowing exactly how much of their portfolio was sub-prime, they panicked and pulled the
plug on additional funds being available for mortgages. As the investors either put on hold or adjusted their
lending criteria, the whole landscape of lending changed.

Forecast: This is not the first time there has been a crisis in the banking world. The good news is
that it usually takes about 6 months for financial institutions to straighten out their mess.
In the very near future, money will begin to flow once again into home loans.

Why do I say there was on over-reaction to the sub-prime mess? Here is an analysis of what is
really happening in the mortgage market.

Source: Federal Reserve, U.S. Treasury, U.S. Bureau of Labor, IRS, Mortgage Bankers Association
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The Sub-Prime and Prime Loan Market

Today’s various media outlets play up bad economic news more than ever, which leads to misconceptions about
economic realty. In dealing with the news about sub-prime loans, they have greatly over-exaggerated the true
situation. David Wyss, chief economist at Standard & Poor’s in New York said on January 4, 2008: “You look
at the magnitude of the sub-prlme problem, and it’s just not that big relative to the size of the economy or

the financial market.” These 3" quarler numbers also register the full combined effects (including jumbo
loans) of the financial crisis.

[t may surprise you to know that including Alt-A loans (less than prime but better than sub-prime) with sub-
prime loans only makes up 13.1% of mortgage market.

Market Share of Loans: Sub-Prime: Prime Loans FHA/VA
Fixed ARMs Fixed ARMs
U.S. 6.3% 6.8% 63.1% 14.5% 9.3%
C.A. 15% 83% 2.0%

Delinquencies — 3rd Quarter Findings:

A delinquency in a mortgage payment occurs when just one monthly payment has been missed. In California.
21% of the loans that are delinquent are non-owner occupied home loans. The U.S. average is 13%.

Sub-prime: Fixed & ARMs Prime: Fixed & ARMs FHA VA Combined

U.S. 16.31% 3.12% 12.92%  6.58% 5.59%
CA. 12.6% 14.20% 1.00% 3.25% (2Q)

Notice that the combined rate of delinquencies for all loans in the U.S. is 5.59%. The media never asks, “What
was the all-time low delinquency rate?” The answer is 4.0%, which occurred in the 4™ Qtr. of 2005! Also

notice that 84% of sub-prime buyers have never missed a payment!

Notices of Default — 3rd Quarter Findings:

Notices of Default are filed when lenders’ loans have been delinquent for a specific period of time. This begins
the foreclosure process. Most of the rise in this process is due to Florida, Ohio, Michigan, and California loans.

Sub-prime: Fixed & ARMs Prime: Fixed & ARMs FHA VA Combined

US. 1.38% 4.72% 0.22% 1.02% 2.22% 1.03% 1.69%
CA. Figures for California could not be found

Although the four states of California, Florida, Nevada and Arizona currently have the largest amount of loans
in foreclosure, in the 1°* Qtr., 24 states saw a decline in foreclosure starts. By the 2" Otr., 36 states saw a
decline. California and Florida hold 28.1% of all sub-prime ARMs, yet 33.7% are in the foreclosure process.

The media will report that 81,550 notices of default were filed in the 4" quarter - a new record for California,
surpassing the 1™ quarter of 1996 with 61,541 filings. Nowhere do they say that since 1996, California has built
2 million more homes and condos. Today, California has 7.9 million homes and condos.

Source: Mortgage Bankers Association and DataQuick Information Systems
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