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Housing upturn proves elusive
WASHINGTON – Feb. 25, 2010 – The rest of the U.S. economy may be bouncing back, but for the battered housing sector, the hopes of economists and real estate experts are still modest.

“Recovery is probably too strong a word,” First American Funds Chief Economist Keith Hembre says of recent housing data. Call it “stabilization at a lower level.”

Home prices and buying activity are coming back, but only from a disastrous 2009. In the first quarter of 2009, for example, the Standard & Poor’s Case-Shiller National Home Price index dropped 19 percent from the year before. In the last quarter of 2009 – for which data were released on Feb. 23 – the index was down just 2.5 percent from the year before.

“We’re showing signs of the housing market bottoming,” says Michael Strauss, chief economist at Commonfund. “The bad news is we still have a long way to go.” The widely watched S&P Case-Shiller 20-City Composite Home Price index rose 0.3 percent from November to December. But the figure only increased when adjusted for the winter slowdown. Without a seasonal adjustment, home prices fell 0.2 percent from month to month.

Government support to end

Improvements have occurred only after extraordinary efforts by the U.S. government to prop up the housing market. To lower mortgage rates and heal financial markets, the U.S. Federal Reserve has been buying up to $1.25 trillion in mortgage-backed securities. To bring more buyers to market, Congress approved, and then extended, an $8,000 first-time homebuyer tax credit.

“Even with these dramatic efforts to bolster home sales, they’re still languishing at recessionary levels,” says David Rosenberg, chief global economist at investment manager Gluskin Sheff & Associates.

And now comes 2010’s big test for the housing market: The Fed’s mortgage buying will end at the end of March, and the homebuyer tax credit expires at the end of April. What happens without government support?

“I see no evidence that this is a sector that has the capacity to stand on its own two legs,” Rosenberg says. Real estate professionals are worried, too.

Earl Lee is president of Prudential (PRU) Real Estate, which has 2,000 franchised real estate offices in North America and employs 62,000 real estate agents. “The first half of the year will be strong,” Lee says. “The question is what will [the second half] look like.” Without government support, he adds, “the economy is still not strong enough.”

Bright spots

There are bright spots in the housing market, and they’re often in places hardest hit by the bursting of the real estate bubble. In December’s Case-Shiller data, only five cities did not see prices decline before adjusting for the season: San Diego, Las Vegas, Los Angeles, Phoenix, and Detroit. In the upscale Detroit suburb of Birmingham, M. Michael Cotter, a real estate broker at SKBK Sotheby’s International Realty, says he has seen a “rather substantial improvement” in the housing market in the last three months. After local giants General Motors and Chrysler declared bankruptcy last year, Detroit’s already weak real estate market fell into the doldrums.

Now, “there is optimism that we didn’t have a year ago,” Cotter says. Though conditions could be much better, he says, “the economy is starting to right itself.”

Crucial for the housing market in 2010 is the jobs picture and the amount of homes coming onto the market. “At 10 percent unemployment, it’s difficult to think Americans are going to be out there on the market for homes,” says Brian Levitt, an economist at OppenheimerFunds. The U.S. unemployment rate was 9.7 percent in January, and economists expect it to edge up to 9.8 percent in February.

Foreclosure supply

Another concern is how many foreclosed houses will be pushed onto the market in 2010, flooding markets with unwanted supply. “There is a fair amount of shadow supply waiting in the wings,” Hembre warns.

A Feb. 16 analysis by Standard & Poor’s estimated the number of troubled mortgages “will likely take about 33 months – or nearly three years – to clear at the current rate of liquidations.”

A recent slowdown in foreclosed homes is temporary, the report said. The state of the housing market has large ramifications for the rest of the economy. Home Depot (HD) Chairman and Chief Executive Francis Blake often notes the impact of residential real estate spending on his company’s business. After the No. 1 home-improvement retailer reported earnings on Feb. 23, Blake told analysts such spending “has stopped its dramatic and historic decline.” However, he added, “the housing industry remains at distress levels, mortgage defaults continue to increase, unemployment remains high, and our pro customers” – contractors who buy supplies at Home Depot – “are still under pressure.”

Sales of furniture, appliances, and electronics all are linked to housing, economists note. And home prices can weigh on consumer confidence, which unexpectedly fell on Feb. 23 to its lowest level since April.

“It will be very difficult to have a strong economy without housing kicking into gear,” Rosenberg says.

Action Economics Chief Economist Michael Englund is not so gloomy. He says housing is “on a slow but steady recovery,” driven in part by the natural life cycle as people form families, move up, and retire and downsize their homes. After the rough conditions of 2009, “my assumption is we have nowhere to go but up from here,” he says.
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Read the fine print in a short sale
TAMPA, Fla. – Feb. 23, 2010 – With so many distressed homeowners owing more than their homes are worth, short sales have become lifelines.

These types of sales make up more than half of the homes on the market in the Tampa Bay area. Generally, this means the mortgage lender has agreed to allow the home to sell for market value. The lender writes off the rest of the debt, and the homeowner walks away.

But is it really this simple?

Lenders are increasingly adding language to the approval package, reserving the right to pursue the deficiency later – that is, the difference between what you owed on the house and what it sold for.

Some homeowners, so anxious to get out of a pending foreclosure, skip right over that part of the letter. Some understand but opt to take their chances, betting they won’t hear from the lender again.

For some lucky buyers, this has been the case – so far. They’ve sold their home as a short sale, moved on, and haven’t had any problems. But other lenders require the seller to agree upfront to pay back a set amount.

‘It seems fair’

Realtor Paul De La Torre, of Keller Williams, said lenders almost always ask his clients to agree to pay at least some of the debt back. Lenders’ requests, he said, range from 15 percent of the balance to agreeing to a payment plan – such as $80 a month for 15 years.

“It’s seems fair,” De La Torre said. “Some of these people are walking away from a huge amount. More folks need to consider it could be much worse if the lender comes back for the full deficiency later.”

Lenders don’t always go after short sale homeowners. But in Florida, lenders can wait up to five years to file for a court judgment to make the borrower pay. After the judgment is granted, the lender has 20 years to collect the cash.

This is particularly frightening because lenders could wait until the debtor is back on their feet to act. The homeowner could recover financially only to discover years later that they owe the bank tens of thousands of dollars.

Insurance companies

De La Torre said homeowners are even more likely to be required to pay a deficiency if they have mortgage insurance. (Borrowers who have less than 20 percent equity in their homes typically are required by their lenders to cover this insurance in case they default.)

Mortgage insurance companies “are getting pretty strict about short sales,” he said. “They have to sign off on the short sale, too, and many are not only asking for promissory notes but are ordering their own appraisals.”

Deficiency judgments aren’t only a problem in short sale cases. They can happen following a foreclosure, too.

A lender can take back the home, sell it and then come back after the borrower for the difference between that amount and the balance on the old mortgage. This is allowed in Florida and most other states.

So what can a homeowner do?

Not much, in the case of a foreclosure. But when negotiating a short sale, the homeowner must sign off on the paperwork, too, said Jim Davis, a real estate agent with Century 21 A&M Realty.

Borrowers can ask to be released from the debt, and sometimes that works. In the past three to six months, though, Davis said he’s seen many lenders require some form of payment.

That’s where negotiation can kick in.

Some lenders detail how much money they might come after later. Others don’t specify, and that may mean the full amount. Davis recommends anyone signing a short sale agreement insist the lenders be specific about deficiency plans. Read the fine print, he said, and ask lots of questions.

If they don’t, it may haunt them later.
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Gov’t to add consumer protections to mortgage plan
WASHINGTON – Feb. 23, 2010 – The Obama administration is soon expected to unveil additional protections to ensure homeowners are treated fairly and consistently under its mortgage relief program.

The policies, outlined in a draft Treasury Department document obtained by the Associated Press, would address long-standing complaints from housing counselors. They have cited cases of lenders continuing with foreclosures while homeowners were being evaluated for help. That practice would be banned under the new rules.

Government officials acknowledge treatment of homeowners has been a problem under the $75 billion mortgage relief effort.

Some lenders, for example, continue foreclosure proceedings while evaluating a borrower for help under the program. Under the new policies, mortgage companies would have to stop all legal action once a borrower enrolls in the program.

Borrowers rejected from the program would also have 30 days to appeal the decision. In that time, lenders could schedule a foreclosure sale but not conduct it.

And mortgage companies would be required to consider applications from homeowners in bankruptcy. That’s optional under the current rules.

Treasury spokeswoman Meg Reilly confirmed the document was authentic, but wrote in an e-mail that it “has not been approved and there are no immediate planned announcements on the issue.”

The $75 billion program is designed to lower borrowers’ monthly payments by reducing mortgage rates to as low as 2 percent for five years and extending loan terms to as long as 40 years.

To complete the process, homeowners need to make three payments and provide proof of their income, plus a letter documenting their financial hardship.

But experts warn that hundreds of thousands of borrowers will not be eligible or will not complete the process. So far, only 116,300 borrowers out 1 million enrolled have had the terms of their mortgages changed permanently.
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Fed shows ‘a bit more’ optimism in forecast
WASHINGTON – Feb. 18, 2010 – The Federal Reserve slightly upgraded its economic forecast in a report released Wednesday, with the quickening pace of growth prompting some policymakers to argue the central bank should soon take steps to drive up mortgage rates.

But while the minutes of its Jan. 26-27 meeting reveal that several policymakers want to move early to combat inflation, most appear to be aligned with Fed Chairman Ben Bernanke’s view that such a move could derail the economic recovery.

The Fed raised its forecast for economic growth this year to 2.8 percent to 3.5 percent, up from 2.5 percent to 3.5 percent in November. A better-than-expected report Wednesday on industrial production last month seemed to support a brighter outlook.

“They’re a bit more optimistic,” says economist James O’Sullivan of MF Global. The central bank largely cited businesses’ growing reluctance to draw down depleted inventories, a stance that’s forcing them to ratchet up production to meet demand.

Policymakers added that “economic growth had strengthened in the fourth quarter, that firms were reducing payrolls at a less rapid pace, and that downside risks to the outlook for economic growth had diminished a bit further.” At the same time, the Fed said economic and job growth would be “slow relative to past recoveries from deep recessions.” That’s largely because consumer spending, though stabilized after plummeting during the recession, has not taken off.

The central bank marginally raised its 2010 year-end unemployment outlook to 9.5 percent to 9.7 percent from 9.3 percent to 9.7 percent. The jobless rate is 9.7 percent. Its inflation forecast edged up to 1.1 percent to 1.7 percent, from 1 percent to 1.5 percent. The specter of inflation is prompting some policymakers to argue that the Fed should soon sell the $1.25 trillion in mortgage securities it is purchasing, a maneuver that has driven down borrowing costs for homebuyers.

“Several (policymakers) thought it important” to begin asset sales soon and conduct them “at a pace that would keep inflation contained,” the minutes said. Such securities sales, which likely would drive up mortgage rates, have been supported recently by two Fed policymakers, including Federal Reserve Bank of Philadelphia President Charles Plosser on Wednesday.

But “many were concerned” that the maneuver could have “adverse implications for the economic recovery,” the minutes said. That suggests most policymakers agree with Bernanke, who said last week that security sales would not take place until after the recovery is on firmer footing and the Fed raises short-term interest rates, says economist John Canally of LPL Financial.

The minutes also reveal why Federal Reserve Bank of Kansas City President Thomas Hoenig was the lone dissenter to the Fed policy statement last month. He opposed the majority view that interest rates likely would stay near zero “for an extended period.” Citing the improving economy and the inflation threat, he said the Fed instead should have said rates would be low “for some time.”

In a separate report, the Fed said industrial production rose a better-than-expected 0.9 percent in January from the previous month, with gains across a broad range of sectors. Auto production led the way with a 4.9 percent jump. But output also rose 0.8 percent for all goods excluding motor vehicles. For example, consumer goods were up 1.1 percent; business equipment, up 0.9 percent; and high-tech gear, up 1.9 percent.
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Homes worth more than owners think
SEATTLE – Feb. 18, 2010 – American homeowners’ confidence in their own homes’ value during the fourth quarter fell to its lowest level in seven quarters, with just one in five (20 percent) believing their own homes’ values increased during 2009, according to the Zillow Q4 Homeowner Confidence Survey.

However, the survey finds that 28 percent of homes increased in value during 2009. The disconnect between rising values and lower homeowner expectations led a Home Value Misperception Index of negative two (-2).

A Misperception Index of zero would mean homeowners’ perceptions were in line with their homes’ actual values. A positive index means homes are worth less than owners think; a negative index indicates that homeowners are overly cynical about their own homes’ value.

One year ago, nearly half (47 percent) of homeowners believed values in their local market would decrease in the next six months. However, when asked about their own home, fewer than one in three (30 percent) believed that their own home’s value would decrease.

Today 22 percent of homeowners believe their local market will lose value over the next six months and 14 percent believing their own home will lose value.

“Homeowners are finally succumbing to the notion that, in most areas, declining home values over the past year are no longer the exception, they are the rule,” said Dr. Stan Humphries, Zillow chief economist. “Almost three times as many people believe their home’s value will increase over the next six months as believe it will decrease in value, a level of optimism that is likely to outpace actual performance in the near-term. Given recent news about the stabilization of home values in some markets, I can see why homeowners are so optimistic. However, home values in many markets are still under substantial downward pressure from high levels of foreclosures, and we don’t believe we’ll see a definitive bottom nationally until the second quarter of this year.”

Top read the complete survey, visit Zillow’s website. 
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4 reasons to sell now
ORLANDO, Fla. – Feb. 9, 2010 – Selling a property in this tough market can seem like a challenge. Here are four factors that actually make this a good time to post a For-Sale sign:

• Sell low and buy low. Because all property values are down, the loss on the property a homeowner sells is really only a paper loss because the next property he buys also will be a bargain. If he buys smartly, when prices come back up in a few years, he’ll be in better shape.

• Downpayment help is widely available. While nothing-down loans have disappeared, it’s easy to find downpayment assistance for lower-income and first-time homebuyers. Programs vary all over the country, but one good way to find them is to search online for “downpayment assistance programs” and the name of your region.

• Your Uncle Sam has money to share. Besides the $8,000 first-time homebuyer tax credit and the $6,500 move-up credit, there are an array of energy tax credits that can make home improvements pay off in cash.

• Good help is available. Really talented real estate practitioners, contractors and designers are available and eager for business.

Source: McClatchy Tribune, Kate Forgach (02/07/2010)
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Top 7 credit score mistakes
NEW YORK – Feb. 8, 2010 – Everyone makes mistakes, but mistakes that damage a credit score can hang around for seven years or more and cost a borrower big-time. All it takes is a small drop in a credit rating before lenders charge higher interest rates, lower credit limits and deny future applications for credit.

For example, a solid credit score of 700 could get a homebuyer a 5.99-percent interest rate when applying for a mortgage. Let that score drop one point to 699, however, and the buyer may get stuck with 6.27-percent rate, adding substantially to the interest paid over the life of the loan.

Avoid the following seven mistakes to have a credit rating loan officers will find irresistible.

1. Missing payments
It’s just common sense that missing payments is going to damage your credit rating. Three factors, however, figure into the impact on your credit report: The frequency with which you made late payments; how recently you made a late payment; and the severity of your late payments. Even if you’ve gotten far behind in payments, it’s in your best interest to bring them up to date as quickly as possible, or at least make regular, good-faith payments towards the total owed.

2. Closing credit card accounts
The reason you close out an account is irrelevant to loaning agencies. I closed one card because their customer-service department was impossible and I got fed up. I later learned closing out that one account damaged my credit rating because my many years of regular payments fell off my credit report within seven years. An open account counts towards a good score, particularly if you keep the account active by using the card every few months and paying the balance off the following month.

3. Maxing out cards
A spending spree can damage your credit score because the ratio of debt to available credit accounts for one-third of your score. Optimally, you want to maintain a balance of around 10 percent of your available credit and never owe more than 30 percent. An even better option is to pay your balance down before the statement cycle ends.

4. Holding too many cards
It can be tempting when a cashier offers 20 percent off a purchase if you apply for a store credit card, but that’s a bad idea. Holding too many store cards is even more detrimental to your credit score than having too many bank cards. Opening just one card can temporarily drop your score by several points. The effect is exponential with each card you add. Lenders like to see a mix of credit, such as cards, mortgage, car loans, etc.

5. Settling with lenders
Settling means the lender has accepted less than the amount you owe on an account. This may seem like a good idea but the lender still reports the remaining amount to credit bureaus as a deficiency balance, which is considered a negative. If you must settle with a lender, try and arrange a deal so they won’t report the deficiency balance.

6. Not understanding your rights
The Fair Credit Reporting Act governs lenders and credit-reporting agencies. Learn your rights under the FCRA and make sure lenders follow them. Most importantly, you have the right to a free copy of all three credit reports (Equifax, Experian and TransUnion) either annually or each time a negative item is placed on your report. Make sure you request copies from AnnualCreditReport.com and not a Web site that tries to lure you in with a cute musician. AnnualCreditReport.com is the only non-profit agency providing reports and they will not try to sell you other products.

7. Misunderstanding introductory rates
Introductory rates are designed to draw you into charging up a card before the loaning agency increases the interest, leaving you paying more in interest than you are in actual debt. It’s not unusual for a card’s interest rate to go from 0 percent to 18 or 20 percent after the introductory period expires.
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Homebuyer job No. 1: Check credit report
TALLAHASSEE, Fla. – Feb. 4, 2010 – Federal law allows Americans to obtain one free credit report annually from each of the three major credit reporting agencies. Anyone who needs a mortgage to buy a home should consider ordering the reports first – before they start a home search.

“People who got caught up in the hectic pace of holiday shopping may not have taken steps to protect their personal information,” says Florida Agriculture and Consumer Services Commissioner Charles Bronson. “Most credit card bills are now coming due, so it’s the perfect time to make sure there are no unauthorized charges on their accounts or other fraudulent activity that could impact their credit.”

It’s been nearly five years since a change was made to the Fair Credit Reporting Act that requires the credit reporting agencies to provide a free report to consumers who request one. The change was made to encourage consumers to identify potential identity theft quickly.

A credit report contains information about a consumer’s credit history, including a listing of all credit cards, loans, bill payment history and bankruptcies. Major consumer reporting agencies sell the information to credit card companies and other creditors, insurers, employers and businesses that review it when consumers apply for credit, insurance, loans and employment. A poor credit history can result in rejection of credit or higher interest rates on a loan or credit card.

Bronson recommends that people not get all three credit reports at once; they should space them out over twelve months as a way to monitor their credit throughout the year. The credit reporting agencies usually have similar information, so checking one report every three months would allow them to quickly spot mistakes or fraudulent activity. 

The three major credit reporting agencies are Equifax, Experian and Trans Union. To obtain a free copy of reports from these agencies, go to: http://www.annualcreditreport.com/cra/index.jsp. Consumers can also order their reports by calling toll‐free 877‐322‐8228.

Important note: Many websites charge a fee for credit reports, and consumers should be wary.
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Ten inexpensive ways to wow buyers
WASHINGTON – Feb. 3, 2010 – Now is the time for homeowners contemplating a sale to spruce up their properties for what Mike Larson of Weiss Research calls a potentially vibrant home-selling season.

10 cheap (mostly) ways to make a property more attractive to shoppers:

1. Improve first impressions. Touch up the paint on the front door and other areas that buyers see first.

2. Clean up the landscaping. Trim hedges and trees, and plant some annuals in the flowerbeds.

3. Paint the interior. A coat of light yellow or cream with contrasting white woodwork looks fresh and clean.

4. Refurbish the floors. Buff the hardwoods. Install new carpets – or at least get them professionally cleaned.

5. Take care of the big problems. If the house needs a roof or the front stoop is crumbling, get them fixed.

6. Buy warranties. Putting appliances under warranty gives homebuyers a secure feeling.

7. Improve energy efficiency. New windows or improved insulation tell a potential buyer that the seller is on top of things – plus they come with tax benefits.

8. Replace light fixtures. Updated fixtures, especially at the entrance way and in the foyer, create a good first impression.

9. Buy a stove. Homeowners whose kitchen isn’t top of the line can jazz it up for a few hundred dollars by buying a new stove, which gives the room a fresh feel.

10. Tidy up the bathrooms. Get rid of mildew, recaulk and replace stained sinks.

Source: U.S. News & World Report, Luke Mullins (01/21/2010)
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10 features homebuyers want
LAS VEGAS – Feb. 2, 2010 – Home designers and builders speaking at the recent International Builders Show in Las Vegas say that buyers are seeking cost-effective features and rejecting things that don’t have lasting value.

“It’s all about family togetherness – casual living, entertaining and flexible spaces,” says Carol Lavender, president of the Lavender Design Group in San Antonio.

Paul Cardis, CEO of Avid Ratings, which conducts an annual survey of buyer preferences, identified these must-haves in new homes:

• Large kitchens with islands

• Energy efficiency, including energy-efficient appliances, super insulation, and high-efficiency windows

• Home offices

• Main-floor master suite

• Outdoor living space

• Ceiling fans

• Soaking tub in the master suite and/or an oversize shower with a seating area

• Stone and brick exteriors rather than stucco or vinyl

• Community walking paths and playgrounds

• Two-car garages, but three-car garages are even more desirable

Source: MarketWatch, Steve Kerch (01/30/2010)


4 demographic trends that affect housing
WASHINGTON – Feb. 1, 2010 – A new report from the Urban Land Institute predicts two major changes in the U.S. housing market as we began a new decade.

Home appreciation will slow considerably to about 1 percent to 2 percent annually. The current U.S. homeownership rate, now at 67 percent (which is down from a record high of 69 percent), will fall further to about 62 percent.

Demographic trends

The report also cites four major U.S. demographic trends that will have a major impact on housing.

1. Aging baby boomers (ages 55 to 64 years old): They will keep working, and many will be forced to stay in their suburban homes until values recover. Those who are able to move will choose mixed-age living environments that cater to active lifestyles. Walkable suburban town centers also will appeal to this group.

2. Younger baby boomers (46 to 54 years old): They are now entering their prime earning years but they will lack home equity and, unlike the older members of their generation, they won’t be able to purchase second homes. This will likely curb the prospects for the second-home market.

3. Generation Y: They are larger than the baby boom generation (with a population of about 86 million). As they enter the housing market, they are less interested in homeownership than their parents were when they were young adults. “They will be renters by necessity or choice for years ahead,” says John K. McIlwain, author of the report.

4. Immigrants – both legal and illegal: They are nearly 40 million strong. They often prefer multi-generational households and if they can afford them, larger homes in neighborhoods with a strong sense of community.

Source: The Urban Land Institute (01/27/2010)
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