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The 7% gain in the S&P 500 last week brings the rally from the low on 
November 20, 2008 to 24%. Encouragingly, last week’s rally was lead 
by early cyclical sectors like Consumer Discretionary, Industrials, and 
Technology. While January is likely to present several challenges to the rally in 
the form of weakening economic data reported for the month of December, 
weak earnings reports for the fourth quarter of 2008, and lackluster earnings 
outlooks from corporate leaders, there are some signs of improvement on 
the horizon.

The housing market may fi nally be showing some early signs of healing. 
While on a national basis home prices are likely to have some additional 
downside, we expect the housing market to begin to improve during 
2009 and contribute to an economic and market recovery. The key drivers 
of this improvement are the cost and availability of credit to current and 
potential homeowners.

The cost of credit is falling rapidly. The 30-year fi xed mortgage rate has fallen 
to 5%. With Mortgage Backed Securities (MBS) yields below 4% and the 
Fed making plans to buy $500 billion in MBS by June, mortgage rates could 
fall well below 5%. If that were to occur, refi nancing activity would very 
likely surge, and homeowners would enjoy an increase in their discretionary 
income similar to what a tax cut would provide. [Chart 1]

For lower rates to have a meaningful effect, lenders must extend credit to 
borrowers. It appears that this process is beginning to happen. As mortgage 
rates have started to fall, borrowers have responded. Last week, mortgage 
applications jumped to a fi ve year high as the average rate on a 30-year 
fi xed-rate loan dropped to 5.03%, well below the 6.47% rate at the end of 
October. Applications are likely to soar to a new all time high if rates continue 
to fall well below 5%. [Chart 2]

Housing is increasingly being viewed as attractive by buyers. In December, 
the widely-watched University of Michigan national consumer sentiment 
survey refl ected an improvement in potential home buying attitudes, 
with 72% of respondents indicating it was a “good time to buy a house”. 
Falling home prices and interest rates have led to improvement in housing 
affordability. The survey and affordability index were key leading indicators of 
the turnaround in housing activity following the housing downturns in 1982, 
1990, 1995 and 2001.

Increasing applications for mortgages is a good start, but making loans 
that lead to home sales is what really matters. Lenders must be willing to 
extend credit to borrowers for the efforts of the Federal Reserve to bear 
fruit in the form of home sales. Fortunately, lending is taking place and 
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Healing In Housing

Highlights
A housing turnaround may be underway, as 
mortgage rates are falling sharply and sales are 
beginning to rise.

Housing-related stocks and bonds may be already 
beginning to refl ect the improving trend.

The housing market, the catalyst to the recession 
and bear market of 2008, may hold the key to 
improvement across all fi nancial markets in 2009.

 1 Mortgage Rates Heading Lower 
 30-Year Fixed Mortgage Rate and Yield on 30-Year 
 Mortgage-Backed Bond Index

Source: Haver Analytics, LPL Financial Research
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sales are on the rise—particularly in the hardest hit markets. The low rates 
make bargain hunting attractive and may be helping to drive increasing 
housing transactions. Foreclosures and desperate homeowners in states like 
California result in sales of properties to new owners, including “vultures” 
buying up large numbers of distressed properties. While the latest data is 
three months old and does not capture the impact of the changes in the 
fourth quarter, it refl ects a rebound in housing sales halfway back to the prior 
peak. While prices are likely to continue to fall in the coming months, the 
early signs of healing are welcome news. [Chart 3]

That welcome news is translating into gains for housing-related stocks, 
including both homebuilders and housing-focused retailers. Both are 
rebounding and have helped to lead the market rally of the past month. 
The S&P 500 Homebuilders Index is up 70% since the low in the S&P 500 
on November 20, 2008 and the S&P 500 Home Improvement Retailers Index 
is up 32%. [Chart 4]

In addition, the housing-related portions of the bond market have shown 
signs of improvement. The MBS market has posted gains in recent weeks, 
as mortgage backed bond spreads have narrowed.

Improvement in the value of housing-related investments is a positive for 
troubled fi nancial institutions, whose leveraged exposure to these types 
of investments magnifi ed the effects of the crisis as values deteriorated. 
The downturn in housing was the key catalyst to the recession and bear 
market. Early signs of healing in housing are a key sign that the pressure on 
the economy and markets may begin to abate and we can look forward to a 
turnaround in housing in 2009.

 2 Mortgage Applications Have Jumped to Five Year High

 4 Housing-Related Stocks Rally
 S&P 500, S&P 500 Homebuilding, and S&P 500 Home  
 Improvement Retailers Indexes

Source: Mortgage Bankers Association, LPL Financial Research

Source: Bloomberg, LPL Financial Research
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 3 California Home Sales Rebounding

Source: National Association of Realtors, LPL Financial Research
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This research material has been prepared by LPL Financial. 

The LPL Financial family of affi liated companies includes LPL Financial, UVEST Financial Services Group, Inc., Mutual Service Corporation, 
Waterstone Financial Group, Inc., and Associated Securities Corp., each of which is a member of FINRA/SIPC.

IMPORTANT DISCLOSURES
Investing in international and emerging markets may entail additional risks such as currency fl uctuation and 
political instability. Investing in small-cap stocks includes specifi c risks such as greater volatility and potentially 
less liquidity.

Stock investing involves risk including loss of principal. Past performance is not a guarantee of future results.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest 
rate rise and are subject to availability and change in price.

The opinions voiced in this material are for general information only and are not intended to provide specifi c 
advice or recommendations for any individual.  To determine which investment(s) may be appropriate for you, 
consult your fi nancial advisor prior to investing.  All performance reference is historical and is no guarantee of 
future results.  All indices are unmanaged and cannot be invested into directly.

High yield/junk bonds are not investment grade securities, involve substantial risks and generally should be part 
of the diversifi ed portfolio of sophisticated investors. 

Investing in real estate/REITs involves special risks such as potential illiquidity and may not be suitable for all 
investors. There is no assurance that the investment objectives of this program will be attained.

Investing in alternative investment may not be suitable for all investors and involve special risks such as risk 
associated with leveraging the investment, potential adverse market forces, regulatory changes, potential 
liquidity. There is no assurance that the investment objective will be attained.

Investing in Mutual Funds involve risk, including possible loss of principal. Investments in specialized industry 
sectors have additional risks, which are outlines in the prospectus.

Small-cap stocks may be subject to higher degree of risk than more established companies’ securities.  The 
illiquidity of the small-cap market may adversely affect the value of these investments.

There is no guarantee that a diversifi ed portfolio will enhance overall returns or outperform a non-diversifi ed 
portfolio. Diversifi cation does not ensure against market risk.


