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Commentary Summary

¤ Confidence measures mixed, reflecting uncertainty 
regarding sustainability

¤ Job losses in check and employment outlook improving

¤ Home prices stabilizing, with homes much more affordable

Expectations for 2nd half of 2010 include:

¤ Low mortgage volume and slight reduction in home prices

¤ Continued distressed sale activity

¤ Slow but steady hiring growth in the private sector

¤ Minimal impact of Oil Spill on existing mortgages

A r e  W e  I n  R e c o v e r y ?
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Focus

¤ Double-dip recession: recession begins within 12 months of prior 
recession ending (Deutsche Bank)

¤ Rare events: past double-dips last 150 years: 1913, 1920, 1981
¤ Severity and length of Great Recession prevent quick recovery
¤ All measures point to slow, choppy economic recovery
¤ If double-dip occurs, second recession will be less severe 
¤ Focus on specific aspects of economy instead of technical definition of 
ȰÄÏÕÂÌÅ-ÄÉÐȱȡ
ï Uncertainty resulting in mixed signals about confidence
ï Private employment  slowly improving
ï Home prices stabilizing, but mortgage volume to remain low

¤ High unemployment and weak housing demand make the current climate 
feel like the same recession, regardless of when the National Bureau of 
Economic Research decides the recession ends

A r e  W e  H e a d e d  F o r  a  D o u b l e-D i p  R e c e s s i o n ?
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Fluctuating Confidence Levels Signal Slow 
Recovery

¤ Growth in ECRI Leading Index is 
trending downward, following 
strong improvement in prior two 
quarters

¤ This downturn reflects 
expectations for a weaker 2nd

half of 2010 in terms of growth 
in GDP, manufacturing demand, 
and home prices

¤ The Michigan Consumer 
Sentiment Index has shown 
steady improvement since 1Q 
2009, but remains relatively low 
due to weak job/income growth

¤ The ISM Employment Index 
reflects a strong rebound in the 
manufacturing sector, as firms 
rebuilt inventory levels which 
had been cut excessively during 
the downturn

¤ Expect this ISM index to turn 
down in the coming months 
since inventory levels are now 
in-line with demand

0

20

40

60

80

100

120
Ju

n-
01

O
ct

-0
1

Fe
b-

02
Ju

n-
02

O
ct

-0
2

Fe
b-

03
Ju

n-
03

O
ct

-0
3

Fe
b-

04
Ju

n-
04

O
ct

-0
4

Fe
b-

05
Ju

n-
05

O
ct

-0
5

Fe
b-

06
Ju

n-
06

O
ct

-0
6

Fe
b-

07
Ju

n-
07

O
ct

-0
7

Fe
b-

08
Ju

n-
08

O
ct

-0
8

Fe
b-

09
Ju

n-
09

O
ct

-0
9

Fe
b-

10
Ju

n-
10

IS
M

 a
nd

 M
ic

hi
ga

n 
C

on
su

m
er

 S
en

tim
en

t I
nd

ex
National Confidence Measures

Sources: ISM, Moody's Economy.com, Reuters/Univ of Michigan

Michigan Consumer Sentiment Index, NSA
Michigan Sentiment Long-Run Average (1952-Present)
ISM Employment Index, SA
ISM Long-Run Average (1948-Present)

-30%

-20%

-10%

0%

10%

20%

30%

Ju
n-

01
O

ct
-0

1
Fe

b-0
2

Ju
n-

02
O

ct
-0

2
Fe

b-0
3

Ju
n-

03
O

ct
-0

3
Fe

b-
04

Ju
n-

04
O

ct
-0

4
Fe

b-0
5

Ju
n-

05
O

ct
-0

5
Fe

b-0
6

Ju
n-

06
O

ct
-0

6
Fe

b-
07

Ju
n-

07
O

ct
-0

7
Fe

b-0
8

Ju
n-

08
O

ct
-0

8
Fe

b-0
9

Ju
n-

09
O

ct
-0

9
Fe

b-
10

Ju
n-

10

Y/
Y

 G
ro

w
th

 in
 E

C
R

I L
ea

di
ng

 In
de

x

Y/Y Growth in ECRI Leading Index
Sources: ECRI, Moody's Economy.com

ECRI Leading Index, NSA

ECRI Long-Run Average (1968-Present)



© Copyright 2010 Republic Mortgage Insurance Company 6

Recent Surveys Suggest Improving Employment 
Outlook Despite Uncertainty

¤ Survey of 350 business execs: 
4 in 10 will hire more; 2 in 10 
will hire less; 3 in 4 expect 
revenue increases in next 12 
months (Ernst & Young)

¤ More companies expect  
growth in hiring than 
reducing payrolls in next 
quarter (Manpower 
Employment Outlook Survey)

¤ Wall Street and financial firms 
are expanding payrolls in 
anticipation of recovery (NYT)

¤ Credit extended to 
manufacturing and service 
sector businesses has steadily 
increased since early 2009 
ɉ.ÁÔȭÌ !ÓÓÏÃÉÁÔÉÏÎ ÏÆ #ÒÅÄÉÔ 
Managers)

¤ Small businesses still 
struggling to obtain credit, 
reluctant to hire personnel 
(National Federation of 
Independent Businesses)
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Valuesbelow 10% have been associated with recessions
Last 3 quarters show improving outlook, although value 
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Tax Incentives Pulled Forward Demand by 20%

¤ Initial deadline of Nov 2009 
pushed forward sales by 275k 
during Sept-Nov 2009

¤ Dec09-Feb10 activity sagged 
after Nov 2009 deadline 
passed, but sales remained 
85k above trend

¤ Second stimulus with April 
2010 deadline pushed 
forward demand by another 
205k

¤ Net impact of 2 incentives was 
to push forward sales by 565k

¤ Given current trend levels, 
expected 7-month sales from 
June-Dec 2010 are 2,565k

¤ However, the 565k pushed 
forward will reduce this 
amount to 2,000k
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Volume Projections Adjusted Downward

¤ Economists at FNMA, FHLMC, and MBA have reduced their industry volume projections 
as the result of tax incentives pulling forward demand and expectations that refinance 
activity has peaked 

¤ September 2009 expectations were for total 2010 volume of $1.5-2.0 Billion

¤ June 2010 expectations are for total 2010 volume of $1.3-1.5 Billion

¤ Economists believe 2nd half 2010 volume will be 15% lower than 1st half 2010 volume

Mortgage Originations, $ Billion, NSA

Includes Purchase & Refinance Transactions, 1-4 Family

Averages of FNMA, FHLMC, MBA Economists' Forecasts

Sep09 ProjectionsJun10 Projections $ Percent

Q1 10 $399 $335 ($64) -15%

Q2 10 $453 $431 ($22) -3%

Q3 10 $479 $356 ($122) -24%

Q4 10 $401 $294 ($107) -27%

Total 2010 $1,731 $1,416 ($315) -17%

Reduction in Projections
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Mid-2000s Sales Volume May Not Return Soon

¤ From 1968 to 1995, 
homeownership rates ranged 
from 63-65% in the US

¤ From 1995 to 2005, 
homeownership rates 
increased from 64% to 69%

¤ During this period, annual 
home sales rates increased as 
a percentage of total 
households from 4% to 7%

¤ This abnormal sales volume 
involved lowering standards 
for lending in terms of credit 
quality, down payments 
required, and documentation 
quality

¤ Along with other factors, this 
has resulted in a large 
increase in non-performing 
loans and losses for all 
industry participants
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Section 1

¤ Employment has shown improvement in recent months, 
driven mostly by temporary and Census hiring

¤ Private sector growth in temporary help typically leads 
growth in permanent payrolls

¤ This pattern suggests improvement ahead

¤ Job openings and new hires show signs of slow 
improvement

¤ The number of individuals receiving unemployment 
insurance benefits is declining

E m p l o y m e n t
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Great Recession Hit West Coast, Upper 
Midwest and Southeast Hardest

Source: BLS, Moodyôs Economy.com
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Job Openings and New Hires Showing Some Signs 
of Improvement

¤ Layoffs have fallen to pre-
recession levels, with 
separations now at the lowest 
levels since these data have been 
collected (2001)

¤ Job openings have steadily 
improved since July 2009

¤ New hires have also risen, 
although much of this is 
attributable to Census hiring , 
while private sector growth has 
been limited

¤ Hiring has improved the most in 
the South and Midwest regions, 
driven by manufacturing gains

¤ 357K private sector jobs were 
gained from March to June; 75K 
of these were temporary hires

¤ Despite recent improvement, the 
official unemployment rate 
remains at 9.5%, with many 
additional workers under-
employed and many potential 
workers not actively seeking 
employment
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Net Employment Growth Continues to Improve 
In Many Areas of the Country

Source: BLS, Moodyôs Economy.com

Employment Growth

<= (6%)

>(6%) - (4%)

>(4%) - 1%

>1% - 4%

>4%

1 Year Ago 9 Months Ago

3 Months Ago Current
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Growth in Temporary Help Services: Leading 
Indicator of Permanent Hiring in Private Sector

¤ During recovery following a 
stress period, businesses 
typically hire temporary 
employees first before adding 
permanent employees

¤ Over the last 20 years, trends 
in temporary hires led trends 
in permanent hiring in the 
private sector by 6-12 months

¤ 12-month growth in 
temporary help services 
turned negative at the end of 
2006, while 12-month growth 
in permanent hires turned 
negative at the end of 2007

¤ 12-month growth in 
temporary help services 
turned positive in 4th quarter 
2009, which suggests 12-
month growth in permanent 
jobs should turn positive soon
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Will Growth in Temporary Hires Translate into 
Sustained Private Employment Growth?

¤ The number of employees 
hired for temporary positions 
has significantly improved 
since September 2009

¤ On average, temporary 
payrolls have grown by 30K 
employees per month in 2010

¤ The number of permanent 
full -time positions has also 
increased in 2010, but gains 
have been small and 
inconsistent

¤ Uncertainty about the 
stability of the economic 
recovery, constrained credit 
availability, and increased 
capital needs  may lead to a 
longer lag time between 
temporary hiring and growth 
in permanent workers
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Unemployment Benefits Steadily Falling 

¤ Many have exhausted 
eligibility for extended 
benefits and emergency 
unemployment compensation

¤ 8.9 million were receiving 
paid benefits (CC + EB + EUC) 
as of end June, down from 
11.7 million in March

¤ Continued claims have fallen 
from 6.45 million in March to 
4.29 million in June 

¤ The number receiving EUC is 
down from 5.9 million in 
March to 4.1 million in June, 
in part due to the delayed 
extension of Emergency 
unemployment compensation 
(EUC) benefits, which nears 
approval

¤ 6.8 million have been 
unemployed for more than 6 
months, representing a record 
4.4% of the total workforce
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Section 2

¤ Home prices appear to have stabilized in most areas over 
the last 12 months

¤ Mortgage payments are now in-line with income after 
accounting for the low cost of financing

¤ However, rental prices appear too high relative to income

¤ Expectation: 5% drop in national home prices through 
2010 or early 2011 due to weak housing demand, 
increased foreclosure and short sale activity, inventory for 
rent and for sale, and high unemployment 

H o m e  P r i c e s  &  A f f o r d a b i l i t y
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Home Prices Are Stabilizing in Most Areas 

Source: CoreLogic Home Price Index

1 Year Ago 9 Months Ago

3 Months Ago Current
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Sand States: Home Prices In-Line with Rents; 
Interest Rates Drive Affordability

¤ The significant gap between 
home prices and income/rent 
levels during the 2000s was 
primarily driven by the 
extreme home price growth 
in the Sand States

¤ Since late 2005, home prices 
have fallen dramatically in 
the Sand States, but remain 
well above income levels

¤ However, historically low 
interest rates have reduced 
monthly mortgage payments, 
which are now reasonable 
compared to income levels

¤ These graphs assume rents, 
home prices, income, and 
inflation were roughly in 
balance around 1997, prior 
to  build-up of the credit 
bubble and the tremendous 
rise in home ownership rates
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Non-Sand States: Home Price Declines Less 
Severe, Rents Still Too High

¤ Non-Sand States also saw 
substantial growth in home 
prices, although not to the 
extent of the Sand States

¤ Home prices remain high 
relative to income, but low 
interest rates serve as an 
offset, making home 
ownership an affordable 
option in most areas

¤ Like the Sand States, rental 
prices in Non-Sand States 
appear to be too high; 
expect rental prices to fall 
which may also put 
pressure on home prices
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Section 3

¤ Sales Rate and Inventory Levels Very Low for New Single 
Family Homes

¤ Inventory of existing homes for sale remains high

¤ Shadow inventory will continue to be added to the market, 
so existing home inventory likely to remain elevated for a 
prolonged period

H o u s i n g  I n v e n t o r y
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New Homes: Sales Rate, Inventory For Sale, New 
Construction at Historically Low Levels

¤ Sales of new one family 
homes fell from a peak of 1.4 
million per year in July 2005 
to 300,000 per year in May 
2010

¤ This is the lowest sales rate 
since data recording began 
(1963)

¤ Low sales activity results in 
volatility in the number of 
months of inventory for sale

¤ Only 213K new one family 
homes are for sale now, the 
lowest level since 1970

¤ Very low volume of new 
construction, and builders 
holding new homes off the 
market are the primary 
reasons for the low number of 
new homes for sale
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Existing Homes: Inventory Remains High

¤ Existing home inventory has 
remained near an 8 month 
supply over the last 12 
months, with 3.2 million 
single-family properties 
currently for sale

¤ The number of existing SF 
homes sold increased to an 
annualized rate of 4.9 million 
in May, up from a low of 4.0 
million in January 2009 

¤ The increases in late 2009 and 
early 2010 were driven by 
homebuyer tax credit 
incentives

¤ Shadow inventory will 
continue to be added to the 
market, so material drops in 
inventory are unlikely in the 
next few quarters
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Section 4

¤ Sand States, Illinois, and New Jersey will continue to see 
high foreclosure sales activity

¤ Sand States and Northeast have many foreclosures not yet 
up for sale

¤ Sand States, Southeast, and Midwest will see high 
distressed sales activity after 2010

W h e r e  w i l l  d i s t r e s s e d  s a l e s  r e m a i n  h i g h ?
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1 in 3 Properties For Sale Are in Foreclosure in 
California, Nevada, Arizona, New Jersey and Illinois

¤ Foreclosure sales will put the most pressure on home prices in the Sand States, Illinois, and New Jersey 

¤ Upper Midwest states and western states Oregon, Idaho, and Utah will also see many foreclosure sales in the coming months

Proportion of For Sale Properties Currently In Foreclosure

(Foreclosure For Sale / Total For Sale)
Sources: RMIC, Zillow.com
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Potential Distressed Sales Will Limit Home Price 
Growth in Sand States, Midwest, MS, GA, NJ, RI

¤ 2010: Sand States, IL, NJ, ID, Midwest states will see many foreclosure sales

¤ Late 2010-Early 2011: Sand States, Northeast will see many foreclosures added to for sale listings

¤ 2011-2013: Sand States, Southeast, Midwest may see more distressed sales unless modification programs 
prove effective and job markets show substantial improvement

Illinois 3.8%

New Jersey 3.7%

Florida 3.4%

Arizona 2.3%

Nevada 2.1%

Michigan 1.9%

Wisconsin 1.8%

California 1.7%

Idaho 1.4%

Oregon 1.1%

Ohio 1.1%

Tennessee 1.0%

Utah 1.0%

New York 0.8%

North Carolina 0.8%

United States 1.3%

(Distressed Now)

In Foreclosure and

For Sale


