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National Economy & Housing Market 
By Professor Gerard Mildner, Director, PSU Center for Real Estate 
 
Since the previous edition of the Quarterly, news about the U.S. housing market and the 
problems of the sub-prime lending issue have continued to dominate the economic news. The 
repetition of this news has led to considerable consternation among participants in the real 
estate industry, particularly in the Pacific Northwest, where the problems of the housing 
market are less severe than the nation as a whole. 
 
Let’s begin with a review of the national economy. The current projections for the U.S. economy 
remain quite positive. According to the panel of forecasters surveyed by The Economist 
magazine, the U.S. economy is expected to grow by 2.0 percent in 2007 and by 2.2 percent in 
2008. No recession is anticipated.  
 
In fact, all the major industrialized economies are projected to grow in 2007. The countries 
using the Euro currency (including Germany, France, Italy, and Spain) are projected to grow by 
2.6 percent. Great Britain, Canada, and Japan are projected to grow by 2.9 percent, 2.5 
percent, and 2.0 percent, respectively. And fast growing China and India are projected to grow 
by 11.5 percent and 8.0 percent, respectively, in the current year. 
 
The U.S. inflation rate remains relatively high at 2.8 percent, reflecting the relatively loose 
policy of the Federal Reserve and leading to the continued decline of the dollar. By comparison, 
inflation rates in Canada, the Euro area, Britain, and Japan are 2.5 percent, 2.1 percent, 1.8 
percent, and -0.2 percent, respectively. Concerns about the U.S. inflation rate and the 
declining dollar are likely to put a limit to the ability of the Federal Reserve to lower interest 
rates much further than they already have. 
 
A second place to look at performance of the economy has been credit markets. Looking at the 
weekly surveys of home mortgages produced by Freddie Mac suggests a much milder change in 
lending rates than many outside observers might have expected. As shown in the table below, 
rates peaked this summer and, except for short term rates, have returned to levels that 
prevailed at the beginning of the year. 
 
Mortgage Interest Rates, 
Selected weeks, 2007 
 
 30-year fixed 15-year fixed 5/1  

ARM 
1-year ARM 

January 4 6.18% 5.94% 6.02% 5.42% 
April 5 6.17 5.87 5.92 5.44 
July 5 6.63 6.30 6.29 5.71 
October 1 6.37 6.03 6.11 5.58 
October 25 6.33 5.99 6.03 5.66 
 
Of course, these tables do not reflect the conditions for jumbo loan and sub-prime borrowers 
who faced much higher spikes in lending rates than the overall market and much more difficult 
time receiving funds. Moreover, these numbers do not reflect the volume of real estate sales, 
which will be more critical to many market participants. 
 
A third place to look is the change in housing prices, and indeed it is expected that the average 
housing price in the United States will fall over the calendar year for the first time in 70 years. 
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However, that grand statistic ignores the wide diversity in the change in housing prices across 
different regions. Below is a table of the price appreciation among U.S. market areas presented 
by Loan Performance, a division of First American Title. 
 
Change in Home Prices, August, 2006 to August 2007 
    
Salt Lake City, UT  8.00% Denver, CO  -1.32% 
Raleigh-Cary, NC  6.42% Minneapolis-St. Paul, MN-WI  -1.32% 
San Antonio, TX  5.89% St. Louis, MO-IL  -2.63% 
Seattle-Tacoma, WA  5.80% N.Y, No. NJ, Long Island, NY-NJ-PA  -2.94% 
Austin, TX  5.02% Detroit, MI  -3.71% 
Charlotte, NC-SC  3.92% Boston, MA  -4.07% 
Portland, OR-WA  3.06% Los Angeles, CA  -5.39% 
Houston TX  2.99% Orlando, FL  -6.55% 
Dallas-Fort Worth, TX  1.60% Phoenix, AZ  -6.72% 
Miami, FL  1.60% Washington, DC-VA-MD-WV  -7.20% 
Chicago, IL-IN-WI  0.85% Tampa-St. Petersburg, FL  -7.29% 
Atlanta, GA  0.72% Miami, FL  -7.71% 
N.Y.-White Plains, Wayne, NY-NJ-PA 0.51% Cleveland, OH  -7.74% 
San Francisco, CA  0.40% Las Vegas, NV  -8.24% 
Philadelphia, PA  -

0.30% 
Fort Myers, FL  -9.72% 

 
As you can see, the declines are focused primarily in the sunbelt states of Florida, Arizona, 
Nevada, and Southern California, and the industrial areas of Ohio, Michigan, Minnesota, and 
Missouri, and the Northeast cities of New York, Boston, and Washington, D.C. 
 
Many regions of the country are continuing to appreciate in home price, including the 
Portland-Vancouver and Seattle-Tacoma areas. As we discussed in the last Quarterly, the 
strong performance in these markets can be explained by continued in-migration, access to 
trade in Asia, strong local firms and industries, and relatively conservative lending practices. 
 
The fourth place to examine the national economy and housing market is to look at the 
number of transactions, using data from the National Association of Realtors. As the table 
below shows, the number of home sales has fallen off by 8.6 percent compared to 2006.  
 
 
Existing Home Sales and Prices 
2007 sales volume is seasonally adjusted at an annual rate 
 
Year  Number of 

Sales 
Median 
Price. 

National 
Inventory 

Months of 
Supply 

2004  6,778,000  $195,400  2,244,000  4.3 
2005  7,076,000  219,600  2,846,000  4.5 
2006  6,478,000  221,900  3,450,000  6.5 
2007 9-month 

average 
5,921,111  219,822 4,162,111 8.5  
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The table also reveals prices have declined by 1 percent nationally, although as discussed 
above, there are wide differences are the various regions. Finally, inventories have grown 
rapidly, with the September, 2007 figure rising to 10.5 months of supply. 
 
In conclusion, the U.S. economy appears in healthy condition overall. While the national 
housing market remains a problem area, strength in other parts of the economy have 
compensated for that and no recession appears on the horizon. Home prices are expected to be 
flat or decline somewhat in 2007, but there are wide differences among the regions in the 
United States. The Oregon and Washington markets continue to show price appreciation, 
although they suffer from the reduction in the number of sales as other markets. 
 
Sources: 
http://www.economist.com 
http://www.freddiemac.com 
http://www.loanperformance.com 
http://www.realtor.org 
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