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A Market
Frozen

By Fear

You have to wonder sometimes
what they’re smoking over there
at the National Association of
Realtors.

On Tuesday, the self -pro-

claimed “voice for
JOE real estate” released

NOCERA its “existing home

sales” figures for
July. They were

gf};‘mggs gruesome. Sales

were down 27 per-

. cent from the previous month,
and down 26 percent from a year
ago. Annualized, the July sales
figures would translate into few-
er than 3.9 million homes sold
this year — a staggeringly low
figure. (The record high occurred
in 2005, when more than seven
million houses were sold.)

The months-to-sale number
was depressingly high; the Real-
tors group reported that it now
takes more than a year to sella
typical house, compared with six
months in a normal market. The
amount of inventory is high.

Lest we forget, these awful
numbers are coming out at a time
when the financial incentive to
buy could hardly be stronger: the
fixed rate on a 30-year mortgage
is at an incredibly low 4.36 per-
cent, according to an authorita-
tive survey conducted by Freddie
Mac. )

Yet here was Lawrence Yun,
the association’s chief economist,
trying to turn lemons into lemon-
ade: “Given the rock-bottom
mortgage interest rates and his-
torically high housing affordabili-
ty conditions, the pace of a sales
recovery could pick up quickly,
provided the economy consis-
tently adds jobs,” he said in a
news release.

Mr. Yun went on to attribute
the weak July numbers to the ex-
piration of the Obama adminis-
tration’s tax credit for home buy-
ers. They had caused consumers
to “rationally” jump into the mar-
ket during the first half of the
year — at the expense of summer
sales, he said. The post-tax-credit
slump, he predicted, would be
over by the fall, and by the end of

. the year, five million existing
homes would be sold. (“To place
in perspective, annual sales aver-
aged 4.9 million in the past 20
years,” he said.)

Mr. Yun also predicted that
home values would not fall much
further, since they were “back in
line relative to income.” Inn other
words, the July numbers were a
mere blip.

Clearly, Mr. Yun needs to get
out a little more often. Specifical-
ly, he ought to talk to people on
the ground — like mortgage lend-
ers or prospective borrowers.
Talking to these people would

Continued on Page 5

It’s hard to read the headlines and not
conclude that becoming a homeowner is
aterrible idea.

This week, the National Association of
Realtors announced that existing-home

sales in July had fallen an as-

RON tounding 25.5 percent from the

UEBER previous year. Spre, there was a

federal tax credit in place last
summer. But with single-family
home sales at their lowest level
‘'since 1995 and unemployment
still stubbornly high, home prices may
fall further.

In the meantime, millions of home-
owners are still far underwater, and gov-
ernment programs to help them have
fallen well short of their goals. More fore-
closures are coming, casting a deeper
shadow over home prices. So it’s hardly
surprising that the conventional wisdom
says that home values will never again
rise faster than inflation.

But as with stocks and the weather, it
is dangerous to assume any certainty in
the housing market. And by wallowing
too much in the misery of others, people
looking for a new place to live run the
risk of thinking every home purchase
will end in regret, at least financially.

- Many still could, if they put little
money down in hard-hit areas where

YOUR
MONEY

prices could fall further. But most proba-
bly won’t.

A mortgage is still a form of long-term
forced savings, after all. This is more im-
portant than ever, since fewer people
have access to generous pensions than
they did during the last big housing
slump. A 401(k) or similar plan is no bar-
gain, either, with its erratic returns and
employer matches that come and go as

Even now, there are some
things that still make
ownership attractive.

the economic winds shift. Social Security
is also likely to be less generous, and
Medicare will probably cost more.

But owning a home isn’t just about
what shows up on a net worth statement
— something that bears repeating after
all the “investing” that people thought
they were doing when buying homes
over the last 10 or 15 years. Many of

‘these more qualitative factors, from liv-
ing free of a landlord’s whim to having
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Marke Hallowell and his fiancée, Allison Firmat, are in the market for a condo in southern Orange County, Calif.
Thinking About Buying a Home?
That's Not Such a Bad Thought

access to a good school district or retire-
ment community, haven’t changed and
probably never will.

It is possible, as a homeowner, to make
very little money but still buy plenty of
happiness. So before you swear off real
estate, reconsider a few of the basics.

WORST CASES Some buyers may rue the
day in 2010 they bought their homes.
They may end up like those who bought
in 2006 and have lost their jobs. Now
those people face the difficulty of moving
to pursue employment elsewhere be-
cause they owe much more than their
homes are worth.

Marke Hallowell and Allison Firmat,
who are getting married next month, are
well aware of the history. Yet they plan
to put 5 percent or less down, using a
fixed-rate mortgage backed by the Fed-
eral Housing Administration, once they
find a condominium in southern Orange
County, Calif. (They’ve already been out-
bid a few times.)

Ms. Firmat is not working, and Mr.
Hallowell is a Web developer. Does he
worry about mobility problems or mak-
ing the payments in the event of a job
loss, given that he’s the sole breadwin-
ner? “We’re getting such a good deal on

Continued on Page 5

U.S. Allows
2 Airlines
To Merge

By JAD MOUAWAD

The Justice Department sai
late Friday that it had cleared tt
planned $3 billion merger b
tween United Airlines and Cont
nental, lifting the biggest regul
tory hurdle to the creation of tt
world’s top airline.

The Justice Department said
had closed its review following
“thorough investigation” of tt
proposed merger after Contine;
tal agreed to lease 18 pairs -
takeoff and landing slots at Nex
ark Liberty International Airpo
to Southwest Airlines to resoly
competition concerns.

United and Continental, whic
announced the merger in Ma
said they now expected to con
plete it by Oct. 1 after a shar
holder vote on Sept. 17.

If the deal is completed, or
entity, called United Continent
Holding Inc., would operate tt
two companies as separate ai
lines for a year until the Feder
Aviation Administration issues
single operating certificate.

Although some analysts he
warned that the merger cou
raise antitrust concerns, parti
ularly in the New York are
where Continental has a hub :
Newark, the government a
proved the deal in record tim

" While few expected regulators

oppose the merger, the approv
surprised some analysts who he
expected the process to take un'
the end of the year.

“Given the size and tt
breadth of their networks, tl
concession to Southwest is a ve:
small price to pay to get the de
done,” said Hunter Keay, an ai
line analyst at Stifel, Nicolaus
Company.

The rapid timing is a victo:
for Continental’s chief executiv
Jeffery A. Smisek, who will rt
the merged company, and wt
has been pushing to complete tl

Continued on Page 4
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DREAMLINER SET BACK AGAIN

Boeing said the introduction,
of its new 787, already be-
hind by two years, would be
delayed again. Page 4.




Slump{zng Home Soles Ret)eal a Ma Ekét St‘ 1l ‘Frozeniz‘n Feaf

From Ftrst Bustness Page

probably glve hnn a more sober take on
‘the larger meamng of the ates sales

times, you see, lemons really can t b
turned lnto lemonade.
e

“In the f1nanc1a.l markets a lack of li-
qu1d1ty immediately leads to falling -
prices” said Lou Barnes; the founder of

Boulder West Financial Services. (Boul-

“der West was acquired last year by Pre--
mier Mortgage Group.) “Inthe real es-
‘tate market, something different hap- -

_pens,” he added. “Ilhquld real’estate

“markets freeze” That is what is happen- ‘

‘ing now. For months; the Obama tax
“credit had been the only grease inthe-
housing market. Now that it is gone, the

“buying and selling of houses is essentlal-' .

ly grmdmg toahalt. . ;
Why is this happening? Just as the :
subprtme bubble 0f-2006 and 2007 re-
quired one kind of perfect storm —
namely, incentives to throw un erwrrt
ing standards out the window — we are
now 11v1ng through the opposite kind of
~perfect storm. ‘Essentially, every parti
pant in the housing market has areas
to be afraid. And that fear is paralyzin
“The prospective buyer, for instance

‘has two good rationales to fear buying a -

- new home. One is the unemployment

rate. “A major psychological thing hap-
pens with high unemployment,” says
Dave Zitting, a veteran mortgage | bank-
er and founder of Prlmary Residential

: Mortgages. “Those with a jobworry
about whether they are going to keep

- that job” — which, in turn, prevents
themfrom takmg the plunge on a new.
‘home.

The second reason is that Mr. Yun

notwithstanding, most people Srmply dc

not believe that housing prices are even .

 close to hitting bottom. “In the Bay
Area, a house that was worth $300, 000
decade ago became a million-dollar
home” said Greg Fielding, a real estate

“broker and blogger. “Now it is listed a

-$800,000.” That price, he suggested, was !

still unrealistically high. The seller,
‘meanwhile, doesn’t want to face the fact
that his or her home is too rtchlyprlced :
‘and won't sell at a more realistic price —
which may well be below his or her
mortgage debt. :

‘Thereis also an immense amount of
inventory that has yet to hit the market. -
but will, sooner or later. People in the
real estate business have taken tocall- -
ing this “the shadow inventory.” It con-

“sists of homes for which the owners

have stopped paying the mortgage but S

the banks haven’t foreclosed onyet,
foreclosed properties that have not yet -

been put up for sale, homes with modi- -

fied mortgages that the owners still

can't afford and will soon default on and o k

so on.
- Mr. Barnes descrlbes the shadow in-
ventory as akinto “ranks of Napoleomc
~infantry, rows deep, hidden in the fog.”
~This inventory, estimated by Rick Shar-
“ga of RealtyTrac to be between three

million and four million homes, is almost

certain to drag down home prices for the
foreseeable future. “The disinterest of
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H zdden in the shadows,

'plenty,more bad news
"for houszng

- that may be the lowest ever, is strr ing,”:
‘Mr. Barnes said. But, he added, it makes

perfect sense. Since 2007, houstng prices

~ havebeen in a deflationary spiral, and -

nobody can say whenitwillend. “It

doesn’t matter if interest rates go down
© to 2 percent,” Mr. Barnes said — buyers :

won’t reappear in big numbers until’
they can's ee the light at the end of the

tunnel.

So thatis what 1t looks llke for the pro—

 spective borrower. Now look at it from
“thelender’s perspeéctive. Chastened by

the excesses of the bubble, mortgage

- lenders have swunghard in the other di-

rection; becoming excessively, almost
msanely, conservative. They demarid:

' high FICO scores. They won’tlend to -
~anyone who i is recently self—employed ek
-evenifthe potent1al borrower has

socked away a lot of money in the bank,
or is making a good i income. They won’t

. count income from capital gains.
- “Thave wonderful people inmy office
every day who would have qualified for -

aloan prior to the bubble” but now can’ t

. get one, Mr. Zitting said. Mr. Barnes
. said: “Underwrrtmg standards are vast— :

ly tighter than any time in my hfetrme It

- is choking off buyers” :
- Here’sthe strangest part, though 1t1s
really not the lenders themselves who '

are imposing the most draconian of

_ these tlght new underwriting: standards.

Rather; it is the federal government.

- That’s right, the government.

At the same time that the admrmstra-

~ tion was offering a hefty tax credit to.
“spur home sales, the government’s -
wholly owned subsidiaries, Fannie Mae a2

. and Freddie Mac, were imposing rules

~ that made it increasingly difficult to buy:

a home. And Fanme and Freddle has :

 the ultimate say these days because

wrth’ at thelr guarantee Wall Street

,“ Alpert;a managmg dtrector of West-

Cap’tal And grven the enormous

- inno mood to take risks, not evenon
_ borrowers who are normally consrdered

y are sayingnoa -

. lot more than they used to— even:

though this is having a terrxble ‘eft'ect on !

the housing market.

© It’s even become nearly unpossrble

for well-heeled investors to buy rental
“properties. This is no small matter. At
~ the peak of the bubble, the rate of home-
-ownership approached 70 percent. Now
t is falling toward 65 percent — which is -

ore or less where it was before all the
g madness of the last decade.
‘hat means that rmlhons of Amerrcans

‘WhO were briefly h

\,Yet absurdly, government rules have

made it exceedingly difficult tomake

'loans to investors who want to buy up

perties. Thts only adds to the
shadow inventory.
Afew week ago, some of the better .

 known financial bloggers had aback-
_ground briefing at the Treasury Depart-

ment with officials who included Treas
ury Secretary Tlmothy F. Geithner. In

their blog posts aft r the meeting, they 8

did not, alas, describe a government
strategy that called for loosemng Fan-

- nie’sand Freddie’

standards — the obvrous short-term so-
lution. Instead they described a Treas-"

* ury housing strategy that was essent1al- .
-1y a play-for time.

‘The tax credit for home buyers the

‘willingness tolook the other way as "
" banks refused to foreclose, pretendmg
- that the owners still planned to pay
" their mortgage; the half-baked govern- -

ment mortgage modification programs

- — they were all aimed at buying time:
_until the economy recovered and em- -
‘ployment picked up. At which point,

they hoped, the housing market would
have achieved enough lift that it could :

take off on its own.

At the end of June, though the tax -
credit disappeared — and that’s when
time ran out: On Friday, the new G.D.P.
numbers came out, conflrmmg what ev-

erybody already knew. The economy.

has not recovered — not even close. If

- the housing market is like an airplane. .

on a runway, it is far more likely to
crash at this point ‘than it is to take off.
That is why the July numbers are so
scary tothose in the housing business.
On the ground, they don’t look like a

‘blip. Theylook like a very pamful fu-
- ture.
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