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Why Housing Could Spring

a Leak

The risks that this so-far stalwart market could
turn for the worse are starting to rise -- along

with interest rates

It sure looked like good news: On Apr. 2, the

government announced that a stunning 308,000 new
jobs were created in March (economists were expecting
only about 130,000). For the housing market, however,

these tidings hit like a ton of bricks. Almost

immediately, interest rates started rising, and housing

stocks started falling.

KB Homes (KBH ) fell from $80.20 to $76.60 that day
and to $75.27 the next (see BW Online, 4/5/04, "KB
Home: Cyclical No Longer?"). D.H Horton (DHI ),
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Lennar (LEN ), and Centex (CTX ) all slumped an
average of about 7% those two days before rebounding

a bit on Apr. 6.

Avre these stocks signaling potential weakness ahead for
real estate? You bet they are. While housing experts
point to myriad reasons why the real estate market will
likely stay robust through 2004, the risk of a serious
downturn in the next few years is clearly increasing --
particularly in areas of the country where home prices

have risen the most.

"AN ATTRACTIVE ZONE." So far, the interest rate

jumps have been moderate. Rates for traditional 30-year

mortgages remain way below their historical average of
around 8%. But on Apr. 6, Bankrate.com's overnight
survey of lenders showed the average rate on a 30-year-
fixed mortgage spiked to 5.48%, up from 5.2% a week

earlier.

"It's hard to be too concerned about such a relatively
small backup," notes Mike Sklarz, chief valuation
officer for real estate services company Fidelity
National Financial in Jacksonville, Fla. "We're still in
such an attractive zone of interest rates." He believes
rates would have to rise to 6.5% or 7% to hurt the

market.

- Printer-Friendly Version

. E-Mail This Story

« Find More Stories Like This

TODAY'S HEADLINES

Greenspan's Mostly Happy Tune

Earnings: Speed Bumps in '05?

A Bad Deal for Women

It's Not All Gloom on the Aids
Front

AIDS: China Opens lIts Eyes

Congestion Ahead for Ford and
GM

GM: Enough with the Come-Ons

Another Look at Those Job
Numbers

A CEO Explains "the Concept of
Lean"

A Lot Less Spooked About the
Economy

Ratan Tata: No One's Doubting
Now

Ratan Tata's Trials and
Triumphs

An Indian Rescuer for Tyco's
Cables?

No Need to Hit the Panic Button

What's Hot in the Energy Sector

In Telecom, Billing and Retention

Count

Clothes Retailers That Look
Good

Vital Signs for the Week of July
19

The Dawning Age of "Silver
Tech"

A Winning Team of Japanese
Banks

* More Headlines

A

Business Directory g|

Need Help? Find experts in
your area in:

Accounting
Advertising

Legal Services
Marketing

MBAs

Network Security
Public Relations
Web Conferencing
Web Design

lﬁ BW Mall

SPONSORED LINKS

«ING DIRECT Pays a
Great Rate on Savings

ING DIRECT Pays a Great
Rate on Savings

» Get Ken Fisher's
Stock Market Outlook

Fisher Investments CEO
Ken Fisher is a widely
respected market forecaster
and renowned innovator of
investment theory. Get his
private investment report
FREE (limited offer)!

- Mortgage Refinancing
- Act Now While Rates

Are Still Low

Reduce your monthly
payments, consolidate debt,
access your cash. 100s of
lenders compete for your
loan. Up to 4 quotes in 24
hours. It's Fast, Free and
Easy. Click Here To Get
Started.

- Sales Sales Training

Team selling for technology
companies.

- Staff Accountant
Wanted - Miami Fl No



http://www.businessweek.com/index.html
http://www.businessweek.com/search/index.html#advancedsearch
http://www.businessweek.com/careers/index.html
http://www.businessweek.com/bschools/index.html
http://www.businessweek.com/smallbiz/index.html
http://www.businessweek.com/technology/index.html
http://www.businessweek.com/globalbiz/index.html
http://www.businessweek.com/investor/index.html
http://www.businessweek.com/bwdaily/index.html
http://www.businessweek.com/contents.htm
http://www.businessweek.com/service.htm
http://www.businessweek.com/register.htm
https://www.neodata.com/ITPS2.cgi?ItemCode=BWEK&OrderType=Reply+Only&iResponse=BWEK.SUBSCRIBEUSCAN
https://www.neodata.com/ITPS2.cgi?OrderType=Reply+Only&ItemCode=BWEK&iResponse=BWEK.4RF4597&SourceCode=3&KeyCode=BWA
https://www.neodata.com/ITPS2.cgi?OrderType=Reply+Only&ItemCode=BWEK&iResponse=BWEK.4RF4597&SourceCode=3&KeyCode=BWA
http://www.businessweek.com/bwdaily/index.html#top
http://www.businessweek.com/bwdaily/list/news01.htm
http://www.businessweek.com/search/search.htm
http://www.businessweek.com/common/special01.htm
http://www.businessweek.com/lifestyle/index.html
http://www.businessweek.com/mediacenter/list/newsmakers001.htm
http://www.businessweek.com/investor/markets.html
http://www.businessweek.com/investor/stocks.html
http://www.businessweek.com/investor/funds.html
http://www.businessweek.com/investor/sectors.html
http://www.businessweek.com/investor/economybonds.html
javascript: void showGlossaryTerm('A01');
http://www.businessweek.com/newsletters.htm
http://www.businessweek.com/mediacenter/index.html
http://www.businessweek.com/common/tools.htm
http://www.businessweek.com/common/special01.htm
http://www.businessweek.com/search/index.html
http://www.businessweek.com/investor/nonips_content/financenter.htm
http://www.businessweek.com/common/newsletters.htm
http://www.businessweek.com/common/forums.htm
http://www.businessweek.com/common/columns.htm
http://www.businessweek.com/lifestyle/index.html
http://www.businessweek.com/marketplace/index.html
http://www.businessweek.com/reprints.htm
http://conferences.businessweek.com/
http://www.businessweek.com/adsections/
http://mediakit.businessweek.com/
http://www.businessweek.com/advertising.htm
http://www.businessweek.com/contact.htm
javascript:
javascript:
javascript:
javascript:
javascript:openPrintWin()
javascript:openPrintWin()
javascript:openWin()
javascript:openWin()
http://search.businessweek.com/search97cgi/s97_cgi?Action=FilterSearch&filter=qbefilt.hts&IPS=/bwdaily/dnflash/apr2004/nf2004047_4797_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_6664_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_0441_db014.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_2077.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_5074_db042.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_5074_db042.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_5639_db010.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_2921_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_2921_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_9464.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_2279.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_2279.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_3427_db049.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_3427_db049.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_4069_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_4069_db035.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_7615.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_7615.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_9738.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_9738.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_8326_db016.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_8326_db016.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_3411.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_8890.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_4737.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_4737.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_5024_db006.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040719_5024_db006.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_3267_db081.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040716_3267_db081.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf2004077_8574.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf2004077_8574.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040715_7035_db039.htm
http://www.businessweek.com/bwdaily/dnflash/jul2004/nf20040715_7035_db039.htm
http://www.businessweek.com/bwdaily/index.html#archive
javascript: void showTicker('KBH')
http://www.businessweek.com/magazine/content/04_14/b3877647_mz073.htm
http://www.businessweek.com/magazine/content/04_14/b3877647_mz073.htm
javascript: void showTicker('DHI')
javascript: void showTicker('LEN')
javascript: void showTicker('CTX')
http://businessweek.directorym.com/?CategoryId=2111&Title=Accounting&DirectoryId=&RegionCode=
http://businessweek.directorym.com/?CategoryId=3988&Title=Advertising+%26+Marketing&DirectoryId=&RegionCode=
http://businessweek.directorym.com/?CategoryId=3195&Title=Legal+Services&DirectoryId=&RegionCode=
http://businessweek.directorym.com/?CategoryId=3988&Title=Marketing&DirectoryId=&RegionCode=
http://businessweek.directorym.com/?CategoryId=1878&Title=MBAs&DirectoryId=&RegionCode=
http://businessweek.directorym.com/DM/?DirectoryId=4789
http://businessweek.directorym.com/?CategoryId=2153&Title=Public+Relations&DirectoryId=&RegionCode=
http://businessweek.directorym.com/?CategoryId=9199&DirectoryID=4784&RegionCode=NATL
http://businessweek.directorym.com/?CategoryId=9141&Title=Web+Design&DirectoryId=&RegionCode=
http://links.industrybrains.com/click?1&218409&2&46&20040718223402&http://ad.doubleclick.net/clk;7191173;8452367;p?http://home.ingdirect.com/promo/promo_set.asp?p=%99%9D%9A%AC%F4%9E%C1&redirect=19
http://links.industrybrains.com/click?1&218409&2&46&20040718223402&http://ad.doubleclick.net/clk;7191173;8452367;p?http://home.ingdirect.com/promo/promo_set.asp?p=%99%9D%9A%AC%F4%9E%C1&redirect=19
http://links.industrybrains.com/click?2&271338&2&46&20040718223402&http://clk.atdmt.com/INV/go/ndstrsfi00303653inv/direct/01/
http://links.industrybrains.com/click?2&271338&2&46&20040718223402&http://clk.atdmt.com/INV/go/ndstrsfi00303653inv/direct/01/
http://links.industrybrains.com/click?3&172087&2&46&20040718223402&https://www.loanhounds.com/cgi-bin/securemortgageloan.pl?mode=quick_signup&loanPromo=generic_landing&referrerID=bwk002
http://links.industrybrains.com/click?3&172087&2&46&20040718223402&https://www.loanhounds.com/cgi-bin/securemortgageloan.pl?mode=quick_signup&loanPromo=generic_landing&referrerID=bwk002
http://links.industrybrains.com/click?3&172087&2&46&20040718223402&https://www.loanhounds.com/cgi-bin/securemortgageloan.pl?mode=quick_signup&loanPromo=generic_landing&referrerID=bwk002
http://links.industrybrains.com/click?4&206599&2&46&20040718223402&http://www.waterhousegroup.com
http://links.industrybrains.com/click?5&277283&2&46&20040718223402&http://www.careermetasearch.com/Public/job_preview_popup.aspx?pb=1&id=334
http://links.industrybrains.com/click?5&277283&2&46&20040718223402&http://www.careermetasearch.com/Public/job_preview_popup.aspx?pb=1&id=334

BW Online | April 7, 2004 | Why Housing Could Spring a Leak

That kind of a rise doesn't seem likely this year. Indeed,

rates briefly climbed above 6% last August, only to retreat quickly when the
economy slowed in the fourth quarter. But through it all, sales volume and home-
price appreciation nationally have never slumped. And if the economy continues to
grow and inflation perks up, a housing market bubble is certainly a plausible
scenario a year or two from now.

THE AFFORDABILITY QUESTION. Any downturn in the market could have major
economic ramifications. With home ownership now up to almost 70% of
households, Americans are pouring more and more of their savings -- as well as
their hopes and dreams -- into their homes. "You can't ignore the fact that low
interest rates haves aided affordability and to some extent deserve credit for
continued rapid price appreciation in real estate prices over the year," says Greg
McBride, financial analyst at Bankrate.com.

It's people's ability to afford a high-priced home that is directly affected when rates
rise, not the actual home price. For now, buyers are turning to adjustable-rate
mortgages (ARMS) to find the same interest rate they could once get through a 30-
year fixed, says Paul Fine, senior vice-president at GMAC Mortgage. ARMs
provide buyers with a lower rate now, in exchange for lenders gaining the option of
raising the rate at a set point in the future.

The increasing popularity of ARMs is likely to keep the housing market strong
through this year, says Frank Anton, president of Hanley Wood, a Washington
(D.C.)-based media company that serves the residential-construction industry. The
problem is that ARMs put homeowners at risk of being unable to afford their home
in the future if interest rates rise substantially over the next few years (see BW,
4/12/04, "Home Buyers: ARMed And Dangerous?").

Here's a worst case scenario: Today's buyer of a $500,000 home finds that in three
years she owes that same amount, but has to pay twice as much to finance it, while
she can sell the house for only $300,000. It doesn't take much imagination to see
what such a trend would do to the banking industry, consumer confidence, and the
broader economy.

SUPPLY-DEMAND CUSHION. So far, that kind of doomsday appears far fetched,
housing experts say. They expect home prices to level off at some point in the
future, but not tumble. While regional home values can and often do rise and fall,
average home prices nationwide haven't dropped in about 35 years of record-
keeping.

Plus, housing inventory remains near record lows, and supply is hard to add in areas
where prices are rising fastest, says Craig Kucera, who covers homebuilding stocks
for brokerage firm Friedman Billings Ramsey. "We still have a significant supply-
demand imbalance," he says. "That adds some cushion if there's a slowdown in 2005
or later this year, but | don't see that.”

Plus, if rates continue to rise (which isn't a given), that will likely be because the
economy is improving, which means personal incomes will be rising, and more
people will be able to afford higher-priced homes, Anton says. Even in a rising-rate
environment, "it's conceivable that the housing market would move ahead with
barely a blip," he adds.

WARNING SIGNS. None of this means that stable real estate values are etched in
stone, however. The country is already dotted with pockets of vulnerability. In parts
of California such as Silicon Valley, average prices have climbed beyond the
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affordable range for the typical income-earner. Sklarz points to places like Key
Biscayne (Fla.) and South Hampton (N.Y.), where prices have risen the fastest, as
potential trouble spots. It's "a pretty good signal” of vulnerability, he says, if prices
have gone up more than 150% in the past five years.

Worried about your neighborhood? Watch the local listings for a growing inventory
of homes on the market and flattening or falling prices at the high end. That's a
leading indicator for the rest of the market, says Sklarz. Keep your ears open for
signs of speculation: Is your neighbor buying a house with plans to fix it up and flip
it?

Kucera also looks at the rental market, which is weakening on a national level, as a
gauge of home-price appreciation potential. If you can rent a comparable home for
much less than it would cost to buy it, that's a worrisome sign.

Also, keep an eye on those homebuilding stocks. For now, Wall Street is signaling
only more risk, not the reality of a weakening housing market. Luckily, houses
aren't like stocks, which are a lot easier to trade. But as mortgage rates rise, fewer
people will be able to afford to move up to a nicer house. That's a trend today's
home buyers need to keep in mind, even if any weakening in the housing market is
still years away.

Stone is a senior writer at BusinessWeek Online and covers the markets as a Street
Wise columnist
Edited by Douglas Harbrecht
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