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Part of the American dream is home ownership. However, home ownership has felt 
like anything but a dream recently. The experience of the last few years has home 
owners asking when will the housing market get better.

Housing Valuations
American home owners historically are accustomed to their properties appreciating 
in value, it has been just the opposite recently. In the early 2000’s inflation 
adjusted home prices, meaning home prices after removing the effects of inflation, 
appreciated rapidly and then declined sharply starting in 2007. Inflation adjusted 
home price data shows dramatic revaluations to historical levels as well. In fact, 
inflation adjusted home prices are now at levels that they were at roughly 10 years 
ago. Another widely used metric to judge the affordability of the housing market 
is the Price-to-Rent ratio which compares the total cost of ownership versus the 
total cost of renting. Current Price-to-Rent ratio data corroborates the information 
reported by the inflation adjusted home price data, mainly that the costs of home 
ownership versus rent is roughly at the same level as it was 10 years ago. The 
included graph (below) shows home price’s relationship to building costs and 
population growth over time. As the graph indicates home prices have decoupled 
from their historical relationship with building costs and population growth in recent 
years and are only now approaching typical levels again. 

Of course the real question is, are we at the bottom of the housing market? And 
when will housing prices increase? The S&P/Case-Shiller 20-City Composite 
index (CSI) shows some signs of hope that prices have bottomed out. The CSI 
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has improved for the past four consecutive months. Some parts of the 
country have reported housing price increases. Housing starts have shown 
improvement over last year’s numbers, new home sales are showing similar 
gains as well and some regions of the country are experiencing gains in 
housing prices. The National Association of Home Builders Market Index, 
which measures the sale of single-family homes, sales in the next six 
months and buyer’s traffic, now shows much higher levels of activity than in 
2008 through 2011.

Mortgage Rates
The Federal Reserve has specifically targeted the housing market with 
their easing policies. From November of 2008 to March of 2010 the Federal 
Reserve conducted their first round of quantitative easing and bought 

$1.25 trillion of mortgage-backed securities to aid the real estate market. 
More recently, the Federal Reserve is engaged in what has been termed 
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Current National Mortgage Rates
Mortgage Current Rate 52 Week Low 52 Week High

30 Year Fixed 3.73% 3.72% 4.72%

15 Year Fixed 3.00% 2.99% 3.89%

FHA 30 Year 3.65% 3.63% 4.43%

Jumbo 30 Year 4.11% 4.04% 5.09%

5/1 Year ARM 2.99% 2.97% 3.37%

                                                   Source: Irrational Exuberance by Robert J. Shiller
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Operation Twist, which is aimed at lowering long-term rates and to stimulate 
mortgage loans by spending a cumulative $667 billion dollars on longer-
term securities. The Federal Reserve’s programs and the current market 
conditions have produced a very conducive mortgage market.

Mortgage rates have actually dropped to record lows. The average 30-
year mortgage has dropped as low as 3.72% which is the lowest on record 
according to Freddie Mac’s records that date back to 1971. 15-year rates 
also set a record low at 2.99%. Although, it appears that it would be a great 
time to buy a home qualifying for a mortgage has been difficult.

Credit Standards
For anyone who has applied for a loan recently it is no surprise that lending 
standards are much tighter than they have been in the past few years. Credit 
profiles from recently closed loans, from this last May, show that only those 
potential home owners with good credit are getting financed. 

As evidenced by the most recent data from Ellie Mae, a software provider 
for the residential mortgage industry, approved mortgage applications have 
had increasingly better average credit profiles. Home purchases financed 
with conventional mortgages that were closed in the month of May show an 
average FICO score of 764 and 21% down on the property. For refinance 
loans using conventional mortgages the numbers are similar, the average 
borrower had a FICO score of 766 and 28% down. Borrowers using FHA 
loans, a government sponsored housing program that allows borrowers to 
purchase homes with smaller down payments, that closed their mortgages 
in May had an average FICO score of 701 and 5% down. Borrowers 
refinancing using FHA loans had a FICO score of 713 and 14% down. This 
is somewhat surprising given the national average FICO score is 711 and 
home equity is hard to come by for a lot of home owners. The Ellie Mae data 
shows that typically only potential borrowers of above average credit are 
getting approved for loans. In fact, the average FICO score of all declined 
applications for May of 2012 was 702, close to the national average.

Compared to years past, especially before the Great Recession, some of 
these credit profiles would have represented good potential borrowers. Now, 
due to tightened lending standards these are merely the average credit 
profiles of closed loans.

Trends
The higher lending standards have helped lower loan default rates. Of 
mortgage loans originated in 2009 and sold to Fannie Mae and Freddie Mac 
1.3% defaulted in their first 18 months which is dramatically lower than the 
22% that were originated in 2007 and still lower than the 3% originated in 
2002 as reported by USA Today. The downside of having such strict lending 
standards is that it is causing friction in the feeble real estate market. The 
National Association of Realtors reported last year that home sales would 
jump an estimated 15% to 20% if lending standards were to return to where 
they were a decade ago, before they became dangerously loose. 

S&P 500 
3 Month -2.75%
Year-to-Date 9.49%
1 Year 5.45%
3 Year 16.40%
5 Year 0.22%

International 
Developed Stocks
3 Month -7.13%
Year-to-Date 2.96%
1 Year -13.83%
3 Year 5.96%
5 Year -6.09%

US Aggregate 
Bonds
3 Month 2.06%
Year-to-Date 2.37%
1 Year 7.47%
3 Year 6.93%
5 Year 6.79%
As of 6.30.2012 
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Exchange Traded Funds (ETF), mutual funds and individual stocks are subject to risks and fluctuate in value. 
Neither asset allocation nor diversification assure a profit or protect against loss. International investing involves 
special risks including increased volatility, political risks, differences in auditing and other financial standards. 
Small-cap stocks have historically experienced greater volatility than average. High yield, lower-rated securities 
generally entail greater market, credit and liquidity risks than investment grade securities and may include higher 
volatility and higher risk of default. Bond prices are sensitive to changes in interest rates and a rise in interest rates 
can cause a decline in their prices. Past performance is no guarantee of future results. For more information about 
performance of Idaho Trust Strategies and our performance calculation methodology, please contact us. Actual 
client performance may vary from the performance of model portfolios and/or any strategy. No representation is 
hereby made of the risk and/or return of any particular portfolio. There is no guarantee that any suggested invest-
ment strategy will work in any market. You should fully and carefully consider all objectives, risks, expenses and 
fees before you invest.

Portfolios are illustrative only. Actual LifeNeeds™ Portfolios will vary from time to time as determined by Idaho 
Trust Bank. The Idaho Trust investment strategies will vary from time to time as determined by Idaho Trust Bank. 
The information and analysis expressed herein are for general information only and are not intended to provide 
specific advice or recommendations for any individual or entity. Information contained herein has been obtained 
by sources we consider reliable, but is not guaranteed. Any opinions expressed are based on our interpretation of 
data available to us at the time of the original publication of the report. These opinions are subject to change at any 
time without notice. 
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