N spite of higher rates and cooling demand, home values will

continue to climb and the housing market will remain

strong, according to this year’s State of the Nation’s Housing
report, released by Harvard's Joint Center for Housing Studies.

“As long as the economy continues to create jobs and
builders trim production to match slowing demand, house
prices will keep climbing and the housing sector will likely
achieve a soft landing,” the report says.

Home prices may moderate in some areas but sharp drops
in house prices are unlikely. “Major house price declines
seldom occur in the absence of severe overbuilding, major job
loss, or a combination of heavy overbuilding and modest job
loss. Fortunately, these preconditions are nowhere in evidence
across the nation.”

Market attractive for homebuyers

Even with higher interest rates and home prices crimping
affordability, the lure of house price appreciation continues to
draw homebuyers to the market. While the national
homeownership rate edged down a tenth of a percent in 2005,
it increased in the West and Northeast where house price
growth was the strongest. In fact, the report found about |
million new homeowners around the nation last year.

Mortgage innovations boost buying power

Mortgage innovations such as low-down payment, hybrid-
adjustable, and interest-only loans helped blunt the impact of
higher home prices and interest rates.“While homeowners
with annually adjusting mortgage rates are facing interest
increases this year, including those with expiring teaser
discounts, only about one in ten homeowners face higher
mortgage payments this year” remarks Nicolas P. Retsinas,
director of Harvard's Joint Center for Housing Studies. Fully
eight in ten owners has no mortgage or a fixed-rate mortgage,
and most owners with adjustable loans have an initial fixed-rate
period of three or more years. Similarly, most interest-only
loans extend for at least five years, leaving ample time to move,
refinance, or incomes to grow before principal payments start
coming due.

Growing population will lift housing

This year's report also projects increasing household growth
due to a changing population. "Strong household growth,
combined with record incomes and wealth, will lifc housing
investments to new highs next decade,” remarks Eric Belsky,
executive director of the Joint Center. "Each generation is
achieving higher homeownership rates, incomes, and wealth
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than the one ahead of it, with the leading edge of the echo
baby boom now in their 20s and the baby bust now in their
30s starting off on especially high paths."

Homeowners chose cash-out refinance to tap equity

Because interest rates on home equity lines of credit were
rising faster than those on first mortgages, according to the
report.“More borrowers viewed cash-out refinancing as the
better way to tap their equity, according to the study.
Nonetheless, homeowners still added $135 billion to second
mortgage debt outstanding last year. Meanwhile, sellers cashed
out about $73 billion of equity in realized capital gains that
they did not reinvest in other homes.”

Rising home values boost borrower confidence

All the cash tapped from equity helped to fuel consumer and
home improvement spending, the report said.“Even owners
who did not tap their equity felt more confident about
spending because of their rapidly appreciating properties. While
estimates vary, the housing wealth effects from strong
appreciation contributed roughly one-third of the rise in real
consumer spending in 2005 and added about half a percentage
point to the real growth in the economy.

“Spending on housing — including residential investment,
commissions and fees to brokers and real estate agents,
spending on furnishings and yards, and spending on rents and
utilities — contributed a record 23 percent of the nation’s
$12.5 trillion GDP in 2005.”

To tap the potential of today’s market to buy or finance a
home, call your mortgage consultant today. 21
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