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Talking Points on the Mortgage Credit Crunch

I. Introduction – Perception is Far Worse Than Reality

· We all know that the credit crunch is for real and is creating turmoil in the housing industry.
· It has unsettled the confidence of investors on Wall Street and consumers on Main Street.
· And market analysts and the media have piled on, sounding a death knell for the housing industry by repeatedly putting out totally inaccurate information:  There’s no mortgage money, foreclosure rates are skyrocketing nationwide and home values are in a free-fall with no bottom in sight.
· I’ll set the record straight in a moment, but first I want to show why there is light at the end of the tunnel.
· Housing has always been a cyclical business and we’ve worked our way through tough times before.
· The right policy decisions by the Federal Reserve, Congress, the Administration and financial institution regulators can get us through this period as well.

II. Home Builders’ Call for Aggressive Actions Shows Positive Results

· Our local home builders, and the leadership at the National Association of Home Builders, are acutely aware of the breadth and increasing depth of the problems in the mortgage markets. Working together, we have taken steps on several fronts during the past few months to alleviate the mortgage credit crunch.
· At our Fall Board meeting in early September, NAHB adopted a major resolution calling on Washington policymakers from all branches of government to calm and stabilize financial markets, inject liquidity into the nation’s mortgage markets and to develop solutions to the subprime and foreclosure problems.
· Even before the board meeting, NAHB leaders and builders began laying the groundwork for success by meeting with top Washington policymakers and industry leaders – including Fed Chairman Ben Bernanke; top officials at the Treasury Department, HUD and the FHA; the CEOs of Fannie Mae and Freddie Mac; and major Wall Street investment firms and commercial banks.
· Since the NAHB board issued its policy directive in September to ease the credit crunch, we have seen results on several fronts:
1. The Fed has cut interest rates three times -- a cumulative total of 1 percent -- to stabilize financial markets and increase liquidity in the credit markets. Going forward, further cuts may still be needed, and we urge the Fed to continue monitoring the situation closely with this possibility in mind.
2. The President has signed into law a bill to eliminate taxes on forgiven mortgage debt and the House and Senate have each passed FHA reform. And in the spring, the House approved a measure to reform the oversight for Fannie Mae and Freddie Mac so that these institutions can do their part. Now, it is time for the Senate to pass a companion bill. Enacting FHA and Fannie-Freddie reform bills into law is vital to help the housing industry begin to recover.
3. The Bush Administration has taken an important step toward restoring health to the nation’s housing markets with its plan to work with mortgage lenders and investors to freeze interest rates on certain subprime loans for five years.
4. Federal regulators are providing Fannie Mae, Freddie Mac and the FHA more flexibility to address the subprime crisis.
· These are all important steps to address the current liquidity crisis, stabilize the marketplace and reassure consumers and investors. But we still have much work to do. 
III. Refuting the Inaccuracies

· If you believe the headlines, the sky is falling, and the housing market is down and out. But a careful examination of the facts reveals a far different story.
· First, regarding the credit crunch, there is no question that a major shakeout is occurring in the subprime market, creating turbulence in the broader financial markets.

IV. Conforming Markets Operating Normally

· But what the media is not reporting is that there is no credit crunch for qualified buyers taking out conventional loans for under $417,000. And this is where the bulk of all home loans are made.
· The reason why this market continues to operate normally is because loans up to this amount can be purchased by Fannie Mae and Freddie Mac and have the implicit guarantee of the federal government.
· While underwriting standards may have tightened for all loans, credit-worthy home buyers should have no problems finding conventional, conforming mortgages at very attractive rates.
· In fact, today’s mortgage rates remain near historic lows at just above 6 percent for fixed-rate, 30-year loans.
· Even though the jumbo loan market is still feeling the effects of the credit squeeze, there is still money available for credit-worthy borrowers. However, the rates on those loans are about 1 percent above conforming loan rates and down payment requirements are higher.
· Nonetheless, getting the word out that mortgage money is available at very attractive rates for credit-worthy borrowers is vital to boosting consumer confidence and traffic of prospective customers.

V. Foreclosures are High but Limited in Scope

· There is no question this is a serious problem. But again, a close examination of the facts shows that for a VAST MAJORITY of the country, there is no foreclosure crisis.
· While foreclosure rates have increased this year, almost all American home owners are making their mortgage payments on time.

· Most foreclosures are concentrated in the once super-heated markets in four states: California, Florida, Arizona and Nevada. The Midwest is also experiencing problems as a result of continuing job losses in the manufacturing sector.
· Breaking down prime and subprime loans, 97 percent of prime borrowers –the bulk of the mortgage market -- are up-to-date on their payments.
· The problem is in the subprime market, where about 16 percent of borrowers are behind on their mortgage payments.
· But it’s also important to remember that 37 percent of all single-family homes are owned debt-free – without any mortgage – and that home owners nationwide have built up $11 trillion in equity that provides a good cushion against any decline in values.
· It’s also important to note that a high percentage of foreclosed loans to date – particularly in California, Arizona, Nevada and Florida – have been among speculators or investors who were looking for quick profits and just walked away from their investments when the housing market cooled.

· We are concerned about the 1.3 million subprime loans that are due to reset in 2008. Obviously, most of these loans will not go into foreclosure, but it’s still a major problem that needs to be addressed. 
VI. Bush Plan on Foreclosures a Good First Step

· And the Bush plan on foreclosures is an important start toward addressing the current situation. The plan is aimed at borrowers with loans that were originated between Jan. 1, 2005 and July 31, 2007, with rates that are scheduled to reset between Jan. 1, 2008, and July 31, 2010.
· Home owners with steady incomes who have been making timely payments on their mortgages, but who cannot afford the higher adjusted rate, could qualify for a freeze of up to five years on their current interest rate if they meet certain conditions.  

· They could also be placed on a fast-track approach that would enable them to refinance or modify their loans.

· To ensure that the break is not granted to real estate speculators or investors, the plan would only be available for owner-occupied homes.  

· The idea is that if borrowers are given a little breathing room, the number of foreclosures can be held down.

VII. All Housing Markets are Local

· As for the myth that home values around the country are in a free-fall, let’s stick to the facts.
· Except for about 30 or so high-flying metro markets where home values doubled in four or five years, the correction in home values has been relatively modest.
· Different economic and job-market conditions directly affect demand for new and existing homes in every market. 

· For example, nearly all the markets that posted the largest average decline in home prices during the past year – Las Vegas, Los Angeles, Miami, Phoenix, San Diego, Tampa and Washington, D.C. – have appreciated in value by more than 100 percent since January 2000, according to S&P/Case-Shiller home price statistics. 
· It makes sense that the most super-heated housing markets in California, Nevada, Arizona and Florida are now experiencing the most serious market corrections.
· Areas in the Midwest are also undergoing price corrections due to stagnant economic conditions.
· For the rest of the country, however, the price adjustments have been relatively modest, with prices still rising in a few markets, flattening out in a few others or declining slightly.
VIII. Home Values Will Stabilize and Then Move Upward

· But there is absolutely no question that over time, home values will stabilize and then move upward with the next recovery. 
· To argue that home values will continue to decline and never recover, somebody has to make a convincing case that it will cost less to build a new home five years from now than it does today. That’s not going to happen.
· Despite today’s housing slowdown, the price of bricks, mortar, lumber, copper and other products used in home building continues to go up due to worldwide demand and upward pressure on commodity prices generally.
· Look at anticipated population and household growth; consider the increasing scarcity of available land in metro markets where jobs are located and where people want to live. 
· And the costs of getting land entitled will continue to go up because of more and more restrictions and fees being added by local governments. 
· As inventories wind down, demand will rise and so will prices. Over time, all these factors will help drive up the cost of housing.
IX. Buyers Need to Know – Now Is a Good Time to Buy

· Prospective buyers need to know that everything is going to be okay. Housing markets, like all markets, inevitably have their ups and downs. But as a long-term investment, homeownership remains one of the best investments for individual households with a track record that is virtually unmatched by any other purchase in terms of its real benefits.
· The fact is, now is an exceptionally good time to shop for a new home. Buyers with good credit, a job and steady income, will find there is plenty of mortgage credit to be had at good rates.
· And with quite a bit of inventory on the market, home shoppers will find a variety of choice in all price ranges.
· With home builders appropriately cutting back on new supply to meet current market conditions, they are also offering great incentives to boost sales.
· This is a boon to home buyers. But six months or a year from now, as the supply-demand equation rebalances, builders may stop offering these incentives. 
· When it comes right down to it, Americans have only two options. They can rent a home or they can buy a home. 

· Most people prefer to own the place where they live and bring up their family. And for credit-worthy buyers, the option to purchase is still very viable and still makes a great deal of sense.
· The bottom line is this: If you are looking for a place to live and for a solid long-term investment, it’s a good time to buy a home.
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