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Annual Economic ThemesAnnual Economic Themes

2001 2001 –– The NASDAQ meltdown is a good thing (TINHPB)The NASDAQ meltdown is a good thing (TINHPB)

2002 2002 –– The productivity gains are real and sustainable (TINHPB)The productivity gains are real and sustainable (TINHPB)

2003 2003 –– The jobless recovery has a good reason (TINHPB)The jobless recovery has a good reason (TINHPB)

2004 2004 –– The end of disinflation/Outsourcing is not new (TINHPB)The end of disinflation/Outsourcing is not new (TINHPB)

2005 2005 –– Global issues at the margin  (Don Ho) Global issues at the margin  (Don Ho) 



1010--Year Treasury At Constant MaturityYear Treasury At Constant Maturity
(Through Q1 2005)(Through Q1 2005)

By Quarter
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Mortgage to Treasury SpreadMortgage to Treasury Spread
By Month
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Annual Mortgage ProductionAnnual Mortgage Production

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Purchase Refinance

Billions of DollarsBillions of Dollars

Source:  Mortgage Bankers Association andSource:  Mortgage Bankers Association and

Department of Housing and Urban DevelopmentDepartment of Housing and Urban Development



Consumer credit $2151
 9%Home mortgages 

$8071
34%

Bank loans & 
commercial

 paper
 $1263 

5%

U.S. govt 
$4396
 18%

Commercial/
Multifamily mortgages 

$2177
9%

Corporate bonds $2947
12%

Municipal securities & 
loans $2029

8%

Other 
$1147
 5%

Total Credit Outstanding in the United States as of Total Credit Outstanding in the United States as of 
2004:Q4 2004:Q4 ($ billion; percent of total)($ billion; percent of total)

Source: Federal Reserve Board, Z.1 Flow of FundsSource: Federal Reserve Board, Z.1 Flow of Funds



Real GDP GrowthReal GDP Growth
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Productivity vs. Real GDP GrowthProductivity vs. Real GDP Growth
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Source:  Bureau of Economic AnalysisSource:  Bureau of Economic Analysis

Real Domestic Demand ComponentsReal Domestic Demand Components
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Real Personal Consumption ExpendituresReal Personal Consumption Expenditures
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Corporate Profits RecoveryCorporate Profits Recovery
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Manufacturing IndicatorsManufacturing Indicators

0

10

20

30

40

50

60

70

80

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

-5

-4

-3

-2

-1

0

1

2

3

PRODUCTION GROWTH (FRB) ACTIVITY (ISM)

Source: Federal Reserve Board and Institute for Supply ManagemenSource: Federal Reserve Board and Institute for Supply Managementt

APR 2005 = 53.3

Seasonally AdjustedSeasonally Adjusted



NASDAQ Composite IndexNASDAQ Composite Index
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Unemployment  RateUnemployment  Rate
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Employment Growth Employment Growth 
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Unemployment Insurance Claims & Unemployment Insurance Claims & 
HelpHelp--Wanted IndexWanted Index
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Annual Federal Surplus/DeficitAnnual Federal Surplus/Deficit
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World Bank:  2003 GDP Estimates
World GDP = 36.4 Trillion
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Value of ForeignValue of Foreign--owned Longowned Long--term US Securitiesterm US Securities
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ForeignForeign--owned Share of US Longowned Share of US Long--termterm
US SecuritiesUS Securities
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Exchange Rate of the U.S. DollarExchange Rate of the U.S. Dollar
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Crude Oil PriceCrude Oil Price
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Inflation Inflation -- CPICPI
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Inflation Inflation –– PCE Chain Price IndexPCE Chain Price Index
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Core PCE Core PCE –– Annualized vs. YearAnnualized vs. Year--overover--Year ChangeYear Change
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Unit Labor CostsUnit Labor Costs
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Target Federal Funds RateTarget Federal Funds Rate
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SingleSingle--Family Housing Starts Family Housing Starts 
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New OneNew One--Family Homes SoldFamily Homes Sold
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Existing OneExisting One--Family Homes SoldFamily Homes Sold
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MonthsMonths’’ Supply of OneSupply of One--Unit HomesUnit Homes
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Rental Vacancy RatesRental Vacancy Rates
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OFHEO House Price IndexOFHEO House Price Index
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InflationInflation--Adjusted Home PricesAdjusted Home Prices
(year/year, percent change by quarter for median priced existing(year/year, percent change by quarter for median priced existing home relative to CPI inflation)home relative to CPI inflation)
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Rents and Monthly Mortgage PaymentsRents and Monthly Mortgage Payments
(index; 1991Q1=100)(index; 1991Q1=100)
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Affordability and Homeownership RateAffordability and Homeownership Rate

0
20
40
60
80

100
120
140
160

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

M
ed

ia
n 

Pr
ic

e 
= 

Q
ua

lif
yi

ng
 In

co
m

e 
=  

10
0

62
63
64
65
66

67
68
69
70

Homeownership Rate (Right)
Housing Affordability Index (Left)

%

Source:  NAR and Census BureauSource:  NAR and Census Bureau



Residential Mortgage Loans Outstanding by Loan Residential Mortgage Loans Outstanding by Loan 
Type in 2004:Q4Type in 2004:Q4 (Based on # of Loans)(Based on # of Loans)

Prime (75%)

Subprime (11%)

VA (4%)FHA (10%)

Source: MBA EstimatesSource: MBA Estimates



Residential Mortgage Originations by Loan Type in Residential Mortgage Originations by Loan Type in 
2004:Q42004:Q4 (Based on $ Volume)(Based on $ Volume)
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Financial Obligations RatioFinancial Obligations Ratio
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Percent of Percent of 
OwnersOwners

Breakdown of Households: 2003Breakdown of Households: 2003

TotalTotal 105.6105.6

Number of Number of 
Households Households 

(Millions)(Millions)

100.0100.0

Percent of Percent of 
TotalTotal

100.0100.0

33.633.6

72.272.2

25.025.0

33.433.4

8.18.1

0.90.9

RentersRenters

OwnersOwners
No MortgageNo Mortgage

1 Mortgage1 Mortgage

2 Mortgages2 Mortgages

3+ Mortgages3+ Mortgages

31.731.7

68.368.3

23.723.7

31.631.6

7.77.7

0.90.9

34.634.6

46.346.3

11.211.2

1.21.2

Source: American Housing SurveySource: American Housing Survey

4.84.8Not ReportedNot Reported 6.66.64.54.5



Residential Delinquency RateResidential Delinquency Rate
(Percent, Seasonally Adjusted)(Percent, Seasonally Adjusted)
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Total Past Due for US by Loan TypeTotal Past Due for US by Loan Type

Source: MBA National Delinquency SurveySource: MBA National Delinquency Survey
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FRM v. ARM Total Delinquency RatesFRM v. ARM Total Delinquency Rates

Source: MBA National Delinquency SurveySource: MBA National Delinquency Survey

FRM v. ARM Total Past Due (All Loans)
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ARM Share of Mortgage ApplicationsARM Share of Mortgage Applications

Source:  MBA Weekly Mortgage Applications Survey
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ARM Share v. Loan/Short Interest Rate SpreadARM Share v. Loan/Short Interest Rate Spread

Source:  MBA Weekly Mortgage Applications Survey
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ARM Share v. 30 Yr FRARM Share v. 30 Yr FR

Source:  MBA Weekly Mortgage Applications Survey
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Assume:Assume: Loan Loan 
Principal=Principal=

$240,000$240,000

FRM=      FRM=      5.8%5.8%

ARM=ARM= 4.2%4.2%

Short rates rise 1% per year for 3 yearsShort rates rise 1% per year for 3 years

*Four Year Horizon*Four Year Horizon

FRM PaymentFRM Payment ARM PaymentARM Payment

Monthly Monthly 
Difference Difference 
FRM FRM -- ARMARM

Annual Annual 
DifferenceDifference
FRM FRM -- ARMARM

Year OneYear One 1,4081,408 1,1741,174 234234 2,8082,808

Year TwoYear Two 1,4081,408 1,3141,314 9494 1,1281,128

Year ThreeYear Three 1,4081,408 1,4591,459 {51}{51} {612}{612}

Year FourYear Four 1,4081,408 1,6061,606 {198}{198} {2,376}{2,376}

Payment Dynamics (1)Payment Dynamics (1)
30 Year FRM vs. 1 Year Treasury ARM30 Year FRM vs. 1 Year Treasury ARM



Assume:Assume: Loan Principal=Loan Principal= $240,000$240,000

FRM=FRM= 5.8%5.8%

Deferred Amount=Deferred Amount= 6.0%6.0%

*Four Year Horizon*Four Year Horizon

FRMFRM
Deferred Deferred 
AmountAmount

Monthly Monthly 
DifferenceDifference

Annual Annual 
DifferenceDifference

Year OneYear One 1,4081,408 1,1741,174 234234 2,8082,808

Year TwoYear Two 1,4081,408 1,1741,174 234234 2,8082,808

Year ThreeYear Three 1,4081,408 1,1741,174 234234 2,8082,808

Year FourYear Four 1,4081,408 1,4981,498 {90}{90} {1,080}{1,080}

Payment Dynamics (2)Payment Dynamics (2)
30 Year FRM vs. 3/27 Deferred Amortization (FRM)30 Year FRM vs. 3/27 Deferred Amortization (FRM)
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