FIVE YEARS …
“We are five years through a 10-year adjustment process,” said Fannie Mae chief economist Doug Duncan at the Five Star MPact Mortgage Banking Conference and Expo Tuesday morning 12/6/2011.   (Keep in mind that it took 10 years of adjustment starting in the Clinton Administration to destroy the market by 2006-2007.  The President and Congress opened the doors in an effort to stop a downturn in the economy in 1197-1998 for people who could not afford to buy homes, unscrupulous home buyers, unscrupulous investors and flippers, dishonest mortgage people and a government approved securitization of mortgages to expand the market and therefore the economy.  Obviously, efforts starting in 2001 to stop the ball from rolling into the septic tank failed).
According to Duncan, we have five years to go before we recover or ‘break-even’.

The Dodd-Frank Bill has 300 rules that must be implemented in the market. Half of these have been implemented, and the second half will be enacted over the next couple years unless repealed by a new President and a new Congress. 

The secondary market will not start to see regulatory changes until these rules are set in place, and it will take a couple years to implement these changes as well. 

In the upcoming year, the economy will see perhaps a 1.5 percent growth increase. However, this will not significantly affect employment, according to Duncan. 

While the market will recover, it will take time to adjust to new regulations. 

Every part of the mortgage market is directly affected by policy right now, Duncan said. With constantly changing policy, private capital holders cannot determine market risk and will not enter the market. 

Private capital will remain on the sidelines until there is stability in policy, Duncan said.

The economy has already begun to recover, but people are not seeing the benefits of this recovery. 

Output is somewhat back to pre-crisis levels, but the economy is functioning with 7 million fewer employees than it did prior to the crisis. Those who are employed have experienced decreases in benefits, hours, and wages.  These factors will impact the job market for many years.
The good news, according to Duncan, is that once we get through the next five years, “real estate is a good place to be.” 

The United States, he says, is one of four countries that will see growth in its labor force in the next several years. 

While some have worried that the aging Baby Boomer generation will leave a gap in the labor force as they retire, Duncan said immigrants (hopefully legal) will fill this gap. 

And, while homeownership rates have fallen among the younger demographic in recent years, it remains strong among upper age groups. 

The trend of homeownership is being delayed not diminished, according to Duncan. 

People are staying in college longer, entering the workforce later, delaying marriage, and putting off having children. However, this is countered by improving health, which leads to longer life spans. 

Homeowners will purchase homes later but will live in them longer into old age. 

The biggest problem for the housing market right now is excess inventory, especially among distressed homes, according to Duncan in his keynote address at MPact. 

Newly constructed homes for sale total about 60,000 right now, according to Duncan. He points out that this rate has not been this low since World War II when the population was half of what it is now. 

On the other hand, there are about 4.5 million delinquent homes, one-fourth of which are vacant, Duncan says. 

Regulations like HARP have been put in place to help homeowners, but this program in particular “ignores some of the reality facing the homeowners ,” Duncan says. 

A refinance on a 30-year mortgage generally extends a mortgage out again by 30 years. For underwater homeowners trying to get out of their mortgage, this extension does not appear as a relief (even if the interest rate and the monthly payments drop), Duncan says. 

Policy makers should attempt to address current problems in the market but should not over-extend under unrealistic attempts to address the market indefinitely. 

