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Source: S&P/Case-Shiller, Citi.

Recent Data: Home Prices Flat in October

Case-Shiller Composite-20 HPA
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Oct Case Shiller essentially flat at -0.6% annualized, down from +4.5% in Sept and +16% in Aug

Below expectations for second month in a row, follows 5 months of above expectations data

Nationally, peak to current -27.8%, prices up about +6% during spring/summer 2009

Seasonally adjusted +4.5% in October, but magnitude of seasonal adjustments very uncertain
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CA Realtor Inventory Down About 50%

Source: California Association of Realtors, National Association of 
Realtors, Moody’s Economy.com, and Citi. 

Regions – California Stabilizing?

CA continued to outperform as LA, 
San Diego, and especially San Fran at 
+16% annualized all positive in Oct.

In contrast, high distressed inventory 
FL underperformed with Miami and 
especially Tampa at -18% negative.

Encouraging sign for New York –
roughly flat, in line with overall Index.

 Phoenix 
Los 

Angeles 
San 

Diego 
San 

Francisco Miami Tampa Chicago Boston Detroit Minneapolis 
Las 

Vegas 
New 
York 

Composite-
20 

Peak to 
Current -51.3% -38.5% -37.9% -37.8% -46.9% -41.1% -22.4% -15.2% -42.5% -27.2% -55.4% -18.9% -29.0% 

12-Mo -18.1% -6.3% -2.4% -2.6% -14.0% -15.2% -10.1% -2.8% -15.1% -8.4% -26.6% -7.7% -7.3% 

Aug 2009 21.6% 21.3% 20.4% 39.3% 14.2% 5.1% 23.0% 11.5% 25.5% 43.9% -3.3% 10.0% 16.2% 

Sep 2009 9.8% 10.6% 11.7% 16.4% 6.5% -7.0% 15.5% -2.4% 24.3% 25.4% -10.4% -1.4% 4.5% 

Oct 2009 17.1% 3.6% 4.8% 15.8% -4.7% -17.7% -11.6% -6.9% 2.8% -5.3% -1.4% -0.3% -0.6% 

              

Aug-Sep Chg -11.7% -10.7% -8.7% -22.9% -7.7% -12.0% -7.4% -14.0% -1.1% -18.5% -7.0% -11.4% -11.7% 

Sep-Oct Chg 7.3% -7.0% -6.9% -0.6% -11.2% -10.8% -27.1% -4.4% -21.5% -30.8% 9.0% 1.0% -5.1% 

              

Nonagency 
D60++% 33% 26% 24% 17% 49% 42% 33% 22% 31% 23% 44% 25% 26% 

 

0

50

100

150

200

250

300

350

400

450

500

Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09

CA
 In

ve
nt

or
y 

of
 H

om
es

 (T
ho

us
an

ds
)

0

500

1000

1500

2000

2500

3000

3500

4000

4500

5000

US
 In

ve
nt

or
y 

of
 H

om
es

 (T
ho

us
an

ds
)

CA Single-Family Detached Homes Unsold Inventory (left axis)

US Total Existing Homes Unsold Inventory (right axis)

Source: First American LoanPerformance, CPR&CDR Technologies, S&P/Case-Shiller, Citi.
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Different Home Price Perspectives



Unlike Refinancing, Buying a House is Like Buying a Car or Clothes

2000-2009 period notable for 
how difficult-to-quantify-
factors, such as investor 
psychology and government 
support of housing, can more 
than offset traditional 
underlying economic effects 
like unemployment and 
income changes – in 
particular, seems difficult to 
come up with economic data 
based explanation for giant 
run-up in home prices from 
late 1990s to 2006

Why do people buy houses?  
Refinancing involves 
psychology (media effect), but 
ultimately is a financial 
decision at its core.  Many 
more variables go into home 
purchase decision.

References: Irrational Exuberance, 2nd edition, by 
Robert Shiller, Princeton University Press, Princeton, 
NJ, 2005 and Animal Spirits, by George Akerlof and 
Robert Shiller, Princeton University Press, Princeton, 
NJ, 2009 explain importance of investor psychology 
driving housing booms and busts.

Notes: Occupancy classified based on ending status.     Source: US Census Bureau, Citi. 

Reason for Move (Owner-Occupied) 2007-2008 1997-1998 Change 

    

Change in marital status 6.5% 7.4% -0.9% 

To establish own household 9.0% 5.8% 3.2% 

Other family reason 15.3% 13.0% 2.3% 

New job or job transfer 7.6% 10.4% -2.8% 

To look for work or lost job 2.0% 1.1% 0.8% 

To be closer to work/easier commute 3.5% 1.7% 1.8% 

Retired 0.9% 1.2% -0.3% 

Other job related reason 2.7% 1.5% 1.3% 

Wanted own home, not rent 15.9% 22.7% -6.8% 

Wanted new or better home/ apartment 14.2% 18.1% -3.9% 

Wanted better neighborhood /less crime 3.5% 3.7% -0.1% 

Wanted cheaper housing 4.1% 0.4% 3.8% 

Other housing reason 5.1% 5.8% -0.7% 

To attend or leave college 1.3% 0.8% 0.5% 

Change of climate 0.9% 0.8% 0.1% 

Health reasons 1.9% 0.8% 1.1% 

Natural disaster 0.2% 0.0% 0.2% 

Other reasons 5.2% 4.7% 0.5% 

Total 100.0% 100.0%  
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Perspective #1: Tax Credit, Distressed Sales, Seasonals
Original first-time homebuyer tax credit worth up to $8000, about 5% of median home price - first-time 
homebuyers about 40% of homebuyers implies about +2% boost to home prices

Distressed inventory share of sales drop from 50% to 30% suggests +4% home price boost due to 
smaller “foreclosure discount” (-20%) – confirmed by LoanPerformance HPI excluding distressed

Normal seasonals might contribute another +1% to +2%

Denver illustrates plausibility that entire +6% spring/summer price increase due to transient factors

Month Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09

Distressed % 45.0 45.0 42.5 50.0 45.0 33.0 31.0 31.0 31.0 29.0 30.0 33.0
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Notes: Includes foreclosures and short sales.

Source: National Association of Realtors, Citi.
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Denver, Colorado

Seasonal Swings Appear to Continue Growing Larger

Source: S&P/Case-Shiller, Citi.

Estimates of Distressed Share of Home Sales (%) – Stable in Recent Months
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Distressed Exaggerate Home Price Rebound?



Average 1980s-1990s growth rate after 
inflation suggests current price levels 
may be at fair value

But unemployment higher than average 
now – if we begin in 1983 when 
unemployment was similarly high, then 
trend line hits lows of 1990s and home 
prices 10% lower

Lower right chart just shows Case-
Shiller Index not very different from 
LoanPerformance

Perspective #2: Simple Trend Lines 
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Case-Shiller Not Very Different From LoanPerformance
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Perspective #3: Affordability Measures
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Affordability at or close to multi-decade highs in many cases based on mortgage 
payment to rent and income – suggesting home prices might be close to “fair value”

Home price to income has not come down as much suggesting prices may have 
further to fall to reach “fair value”

Source: S&P Case Shiller, Moody’s Economy.com, Bureau of Labor Statistics, HUD, Freddie 
Mac, National Association of Realtors, NAIC, NAHB, Citi.

Source: S&P Case Shiller, Moody’s Economy.com, Bureau of Labor Statistics, HUD, Freddie 
Mac, National Association of Realtors, NAIC, NAHB, Citi.
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Perspective #4: What Do Forward Markets Tell Us? 
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Implied HPA (Cumulative from 12/31/09) Shifts in RPX/Radar Logic forwards 
have made sense

Implied HPA starting from end of 
2009 (really Oct 09) is flat for 5 years

RPX/Radar Logic 25 MSA Composite Fwd Contract Implied HPA (Cumulative from YE 2008 Reference Value) To YE 2010

Source: RPX/Radar Logic and Citi.

Reference levels for RPX contracts represent simple avg of 28-day 
RPX Daily Prices from last 5 publication dates of each quarter.

Source: RPX/Radar 
Logic and Citi.
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Perspective #5: Los Angeles 1990s Guide

Overlaying Los Angeles 1990s downturn on top of US home price data shows that two booms 
and busts are comparable.

Assuming US tracks Los Angeles trajectory suggests further nominal home price decline of a 
little over 10%.  Furthermore, suggests that home prices may not bottom for a more few years.

Overlaying Trajectory of Then Severe Los Angeles 1990s Downturn (16 Year X-Axis Shift) on US Home Price Experience

Source: S&P Case-Shiller and Citi.

84

96

108

120

132

144

156

168

Jan-91 Jan-93 Jan-95 Jan-97 Jan-99 Jan-01 Jan-03 Jan-05 Jan-07 Jan-09 Jan-11 Jan-13
70

80

90

100

110

120

130

140
Case-Shiller US Infl Adj HPI

Los Angeles Infl Adj HPI
(Shifted 16 Yrs in x-axis)

9



Perspectives Summary

Home prices may be getting close to a bottom, but:

–Large seasonal swings

–High unemployment trend line

–Price-to-income affordability metric

–Los Angeles 1990s experience

suggest possibility of further drops in home prices

Additional 10% drop in home prices seems plausible
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Supply and Demand Measures
A) Too Many Houses



Source: National Association of Realtors, Moody’s Economy.com, Citi.

Source: US Census Bureau, Citi.

Estimating Pent-up Demand – Dip in Home Sales, Starts 
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Dip was especially 
pronounced in the period 
from November 2008-
May 2009

Ballpark 2 months of 
pent-up sales demand, 
about 1 million units

Some of these pent-up 
homebuyers are also 
sellers, so 1 million 
overstates pent-up 
demand

Including rentals, 
guesstimate half a 
million total housing 
units of pent-up demand
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Decline in Housing Starts Looks Like Noise, Leading Indicator Permits Steady



Excess Supply Estimates versus Pent-up Demand

Source: US Census Bureau, Citi. 

Source: US Census Bureau, Citi. 

Including rentals gives 
about half a million total 
housing units of pent-up 
demand 

Size of gap between the 
number of total housing 
units and number of 
households/people is a 
measure of the excess 
supply of housing units

Based on households, 2.7 
million excess housing units

Based on population, 2.3 
million excess housing units

About 2 million more units 
of excess supply than pent-
up demand
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Vacant Homes Inventory Up – Vacant For Sale/Rent Up, Held Off Market Down

Source: US Census Bureau, Citi. 
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“Excess” Inventory of Vacant Homes Down Roughly 10% 
Source: US Census Bureau, Citi. 

Source: US Census Bureau, Citi. 

Source: National Association of Realtors, US Census Bureau, Citi. 
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Excess inventory of vacant homes appeared to stabilize in first 2 quarters of 2009, but increased in Q3

Vacant Homes For Sale up 80K, offset by Held Off Market drop? – sellers think market has stabilized?

For Rent (includes units offered for both sale and rent) continues to rise relatively sharply – Q1 2009 rental 
vacancy rate of 10% has risen to 11% in Q3.

Category Q2 2009 Excess 
Number of Units 

(Thousands) 

Q3 2009 Excess 
Number of Units 

(Thousands) 

Q2 2009 to Q3 
2009 Change 

For Sale Only 630 710 +80 

Held Off Market 690 580 –110 

For Rent 1020 1220 +200 
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Estimating “True” Housing Inventory 
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Traditional inventory measures – existing homes and new homes for sale – have been falling 
for well over a year

But “not realtor-listed” distressed inventory is comparable in absolute size and has more than 
offset decline in traditional inventories of homes

Components of Housing Inventory – Estimating Additional Distressed Inventory “Not Realtor-Listed” – “Shadow Inventory”

Source: National Association of Realtors, US Census Bureau, Mortgage Bankers Association, Moody’s Economy.com, Citi.
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How excess supply may have been 
more than offset during summer 2009 –
seasonal demand overwhelmed “not-
seasonal” distressed supply

Distressed home sales is proxy for 
distressed supply while non-distressed 
home sales is proxy for non-distressed 
demand.

Gives ballpark estimate of seasonal 
demand versus less seasonal supply 
mismatch.

How Excess Supply Was Overcome During Summer – Seasonal Mismatch

Source: National Association of Realtors, Citi.

Distressed Existing Home Sales - Flat Seasonal Pattern Distressed and Non-Distressed Sales Normalized to 1.0
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Supply and Demand Measures
B) Build-up of Huge Foreclosure Supply



Distressed Inventory D60++ Flows and Levels Overview

Source: National 
Association of Realtors, 
Mortgage Bankers 
Association, First 
American 
LoanPerformance, Citi. 

Enough loans to feed distressed liquidation rate doubling?  Yes

Motivation to delay liquidation

Enough buyers to absorb greater numbers of liquidations?

Net Inflow into 
Distressed Inventory 
– almost 1.9 million 

units

Distressed Inventory –
about 5.9 million (up 

from 5.0 million)

Liquidations Out of 
Distressed Inventory 
– almost 1 million 

units

Potential Pool of Loans at Risk of Possibly Becoming Seriously Delinquent 
and Flowing into Distressed Inventory – about 5-10 million units

Over 2 Quarters: Q1-Q3 2009
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Keeping Families in Their Homes – Not Working or Working? 
Distressed inventory 
increase primarily occurring 
in 90+D and Foreclosure 
(FCL) categories

Liquidation rates and REO 
% appear relatively stable

Nonagency breakdown of 
90+D and FCL suggests 
about 75% of these two 
categories are 180+D

If 2/3 180+D overall 
(suggested by prime 
jumbo), then almost 6% not 
paying for 6+ months – 3 
million mortgages!  Only 
temporary in most cases, 
but is slowing foreclosure 
sales into REO.  Not fair to 
just complain about ~100K 
permanent HAMP mods.

Increase in Distressed Inventory Mostly in 90+D and FCL (All Mortgages)

Liquidations, REO % Relatively Stable
Source: Mortgage Bankers Association, 
Moody’s Economy.com, Citi.

Source: First American LoanPerformance, 
CPR&CDR Technologies, Citi.
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Enormous Distressed Supply Summary
High level of distressed inventory is alarming – recent weakening in home prices 
tells us that “pent-up” demand is limited relative to magnitude of excess supply

But many reasons for the inventory dam to leak more, but not burst:

– Some of backup and delays in delinquency pipeline due to structural reasons 
like judicial foreclosure procedures in Florida, New York, New Jersey

– Servicer color suggests relatively slow bank liquidation rates unlikely to jump 
dramatically

– The government might intervene and could for example institute another 
foreclosure moratorium if housing market once again deteriorates quickly

– Accounting benefits may also be contributing to liquidation delays if liquidation 
were to result in substantial writedowns

– House sitting – may be better to keep house occupied to prevent damage

These factors may continue to outweigh $50-$100 daily carrying costs

Spread the pain into future also seen in renting out homes, investor cash 
purchases, homes held off the market, consistent with RPX/Radar Logic forwards 
and consistent with Los Angeles 1990s experience
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Outlook



RPX/Radar Logic is Leading Indicator of Case-Shiller
Source: National Association of Realtors, Moody’s Economy.com, and Citi.

Near-term Outlook Cloudy
Decline in RPX/Radar Logic 
suggested Case Shiller could 
go negative

Oct/Nov sharp home sales 
point to original end of Nov 
homebuyer tax credit 
expiration distortions

– First-time homebuyers 
increase from Jul-Aug 30% 
to Oct-Nov 50%

– Low price tiers 
outperforming

Suggests RPX/Radar Logic 
recent stabilization may be 
short-lived

As discussed earlier, overall 
10% further home price drop 
still seems plausible
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opportunity associated with a debt security. In addition, it is also not uncommon for a strategist/analyst to make an “Asset Swap” recommendation, such as a “Buy” and “Sell” recommendation between two 
securities from the same issuer/tranche/sector. 

OTHER GENERAL DISCLOSURES
This research report was prepared by Citigroup Global Markets Inc. (“CGMI”) and/or one or more of its affiliates (collectively, “Citi”), as further detailed in the report. This research report is also for informational 
purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or other financial products. Any decision to purchase securities mentioned in the Product must take into account 
existing public information on such security or any registered prospectus.

This report does not take into account the investment objectives, financial situation, or particular needs of any particular person. Investing in securities and other financial products entails certain risks, including 
the possible loss of the entire principal amount invested. Certain investments in particular, including those involving structured products, futures, options, and other derivatives, are complex, may entail 
substantial risk, and are not suitable for all investors. The price and value of, and income produced by, securities and other financial products may fluctuate and may be adversely impacted by exchange rates, 
interest rates, or other factors. Prior to effecting any transaction in options or options-related products, investors should read and understand the current Options Clearing Corporation Disclosure Document, a 
copy of which may be obtained on request from your Citi representative. Certain securities may not be registered with, or subject to the reporting requirements of, the US Securities and Exchange Commission 
or any comparable regulatory authority. Information available on such securities may be limited. Investors should obtain advice from their own tax, financial, legal, and other advisors and only make investment 
decisions on the basis of the investor’s own objectives, experience, and resources. 

Citi research analysts may communicate with sales and trading personnel and other Citi personnel for the purposes of gathering and analyzing market information and may discuss with such personnel 
information regarding, among other things, market trends, economic trends, the market for bonds of a specific issuer, and other market information (such as current prices, spreads, and liquidity), as long as 
such communications do not impair the analyst's independent ability to express accurately his or her personal views about any and all of the subject securities or issuers. Other Citi personnel who do not 
function as research analysts, including sales and trading personnel, may provide oral or written market commentary or trade ideas to Citi’s customers or proprietary trading desks that differ from the views 
expressed in this report. Citi’s proprietary trading and asset management businesses may make investment decisions that are different from the recommendations contained in this report.

Citi has no duty to update this report, and the opinions, estimates, and other views expressed in this report may change without notice. No liability whatsoever is accepted for any loss (whether direct, indirect, or 
consequential) that may arise from any use of the information contained in or derived from this report. 
.
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution (including 
Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although information has been obtained from and is based upon sources that the Firm believes to 
be reliable, we do not guarantee its accuracy and it may be incomplete and condensed. The analysis contained in this report is based on a number of assumptions. Changes in such assumptions could 
produce materially different results. This communication is not intended to forecast or predict future events.  Past performance is not a guarantee or indication of future results.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and availability of 
financial instruments also are subject to change without notice.
Citi does not provide tax advice and nothing contained herein is intended to be, or should be construed as, tax advice. Any discussion of US tax matters contained in this report was written to support the 
promotion or marketing of the transactions or other matters addressed herein and is not intended to be used, and must not be used by any recipient, for the purpose of avoiding US federal tax penalties. 
Recipients of this report should seek tax advice based on the recipient’s own particular circumstances from an independent tax adviser
This report is intended for distribution solely to customers of Citi in those jurisdictions where such distribution is permitted. No part of this report may be copied or redistributed by any recipient for any purpose 
without Citi’s prior written consent.
Local law requirements may prohibit certain investors from effecting a transaction in the security or securities covered in this report. US persons wishing further information or to effect a transaction should 
contact a registered representative of CGMI in the United States. Non-US persons wishing further information or to effect a transaction should contact a Citi entity located in their own jurisdiction unless 
applicable governing law permits otherwise.
AUSTRALIA: This product is made available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, 
Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all 
financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank 
accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. HONG 
KONG: If this report is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden 
Road, Hong Kong. Citigroup Global Markets Asia Ltd. is regulated by the Hong Kong Securities and Futures Commission. If this report is made available in Hong Kong by Citibank, N.A., it is attributable to 
Citibank, N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank, N.A. is regulated by the Hong Kong Monetary Authority. INDIA: The Product is made available in India by Citigroup Global 
Markets India Private Limited, which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400 021.. JAPAN: This report is being distributed in Japan by Nikko Citigroup 
Limited. If this report was prepared by a Citi affiliate of Nikko Citigroup Limited (“NCL”), it is being so distributed under license. If this report was prepared by NCL, it may be based in part on a report produced 
by one of its affiliates under license. If this report was prepared by NCL and is being distributed in other jurisdictions by other Citi affiliates, or by Nikko Cordial Securities Inc.., it is being distributed by them 
under license. NCL is regulated by Financial Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities 
Exchange. Shin-Marunouchi Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. UNITED KINGDOM: This report is being distributed in the United Kingdom by Citibank, N.A., London Branch, or 
Citigroup Global Markets Limited, Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB, UK. This material is directed exclusively at market professional and institutional investor customers in the 
United Kingdom and is not for distribution to private customers in the United Kingdom as defined by the Financial Services Authority. Any investment or service to which this material may relate will not be 
made available to such private customers. This material may relate to investments or services of a person outside the United Kingdom or to other matters that are not regulated by the Financial Services 
Authority and further details as to where this may be the case are available on request in respect of this material. UNITED STATES: This report is being distributed in the United States by CGMI. If this report 
was prepared in whole or in part by a non-US affiliate of CGMI, CGMI accepts responsibility for its contents (subject to the notices above). If this report covers non-US securities, US investors should be aware 
that non-US companies may not be subject to uniform audit and reporting standards, practices and requirements comparable to those in the United States. Securities of some non-US companies may be less 
liquid and their prices may be more volatile than securities of comparable US companies. Exchange rate movements may have an adverse effect on the value of an investment in non-US securities and its 
corresponding dividend payment for US investors. CGMI is a member of the Securities Investor Protection Corporation. EUROPEAN UNION: Unless specified to the contrary, within EU Member States, the 
Product is made available by Citigroup Global Markets Limited, which is regulated by the Financial Services Authority. Many European regulators require that the firm must establish, implement and make 
available a policy for managing conflicts of interest arising as a result of publishing or distribution of investment research. The policy applicable to research analysts within Citi’s FISA and EMAA divisions, as 
well as the investment research they produce, can be obtained by contacting Citigroup Global Markets Inc., 388 Greenwich Street 11th floor, NY, NY 10013, Attention: Fixed Income Publishing.
© Citigroup Global Markets Inc., 2010. All rights reserved. Smith Barney is a division and service mark of Citigroup Global Markets Inc. and its affiliates and is used and registered throughout the world. Citi and 
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Nikko Citi Holdings Inc. Any unauthorized use, duplication or disclosure is prohibited by law and may result in prosecution.


