


Regional Roundup

FORECLOSURES STARTED
3RP QUARTER 2008

North Dakota 031% Utah 0.7%

Wyoming 031% West Virginia 0.7%

Montana 0.36% Colorado 0.73%

South Dakota 0.39% New Hampshire 0.73%

Alaska 043% Tennessee 0.76%

Vermont 0.49% Idaho 0.7™

lowa 0.56% Wiscorsin 0.7

Wiashington 056% South Carolina 0.78%

Nebraska 058% District of Columbia 0.7%%

New Mexico 058% Kentucky 0.80%

Louisiana 0.60% Maryland 0.8%

Oregon 061% Minnesota 0.90%

Texas 0.62% New Jersey 0.92%

Delaware 063% Maine 0.93%

Kansas 0.63% Mississippi 0.93%

Arkansas 0.64% Georgia 1.02%

Conrecticut 064% United States 1.0™

Hawai i 0.64% Indiana 1.12%

North Cardlina 064% Ohio 1.12%

3 S Pemsylvania 064% Illinois 1.13%

5 000010 0.49% New York 067%  Rhode Island 122%

D O 0.75% to 1.00% Viminia 0.67% Michigan 1.23%
R B 1.00%to0 2.47% Alabama 068% California 1.53%
Massachusetts 0.69% Arizona 1.88%

Oklahoma 0.69% Florida 2.31%

Source: Mortgage Bankers Association / Haver Analytics Missauri 0.71% Nevada 2.4™%

NOTES:
* Even with foreclosure moratoria in several states, new foreclosures rose significantly in the third quarter.

* New foreclosures are concentrated in the West (but not the Northwest), upper Midwest, and certain states in the Southwest.

+ Other than Alaska, 60-day delinquency rates have jumped everywhere in the past year — but especially in the West.

12-MONTH CHANGE 60-DAY DELINQUENT MORTGAGE PAYMENTS
3RP QUARTER 2008

Alaska -22.39% New York 26.80%

North Dakota 7.14% Kentucky 26.8%%

South Dakota 1017% Alabama 29.3%

Nebraska 1053% Delaware 29.35%

Oklahoma 1176% United States 29.5™

Colorado 12.64% Virginia 31.40%

West Virginia 1324% New Jersey 31.91%

New Hampshire 1389% Maine 32.00%

lowa 1458% New Mexico 35.00%

Minresota 1573% Rhode Island 35.65%

Kansas 15.84% District of Columbia 36.90%

Ohio 16.43% Connecticut 37.36%

Mississippi 17.62% Louisiana 40.46%

Michigan 17.75% Florida 41.30%

Texas 1871% Utah 45.21%

Missouri 1875% Maryland 45.45%

South Carolina 20.16% Wyoming 45.83%

Arkansas 2054% Washi ngton 46.43%

Tennessee 20.57% Nevada 46.83%

W .22.39%t0 -0.01% | § Massachusetts 22.55% California 46.88%

o 000%to 19.99% Indiara 2303%  Montana 50.00%
20.00% to 39.99% .

o~ ’ B 40.00% to 65.35% Pemsylvania 23.08% Vermont 51.61%

North Caralina 2353% Oregon 56.60%

Georgia 24.84% Hawaii 56.86%

Source: Mortgage Bankers Association / Haver Analytics Wisconsin 25.27% Idaho 60.32%

lllinois 25.86% Arizona 65.35%
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Region in Focus: The Northeast

Following an extended period of economic growth, and despite the downturn in the national economy that began a
year ago, economic conditions across the Northeast have finally weakened. A major driver of this regional
contraction is the sharp slump in financial services that has taken its toll on employment in the region.

In October, the unemployment rate in the Northeast region was still significantly less than the national average, but
it has been rising. The region’s seasonally adjusted unemployment rate climbed to 5.8 percent, up from 4.5 percent
a year earlier. The national average increased from 4.8 to 6.5 percent over the same period. (At the national level,
the unemployment rate rose further in November to 6.7 percent.)

According to the National Association of Realtors (NAR) and the Census Bureau, existing and new home sales in
the Northeast declined by 9.8 percent and 41.5 percent, respectively, between October 2007 and October 2008.
Until recently, home prices in the Northeast fared better than the nation as a whole. During the third quarter,
however, home price growth faltered in this region. Through September, according to the Federal Housing Finance
Agency’s (FHFA) purchase-only House Price Index (HPI), home prices were declining across the region. The HPI
for the New England division dropped at an annual rate of 4.8 percent during the third quarter, down from declines
of 4.2 and 2.4 percent in the second quarter and first quarters of 2008, respectively. For the Middle Atlantic
division, prices fell at a 2.5 percent annual rate in the third quarter — worse than the 2.2 percent decline in the
second quarter and the 0.2 percent drop in the first quarter.

Vermont

Vermont’s economy is sliding into recession. It is
suffering from declines in both its manufacturing and
housing sectors.  Unemployment rates have risen
across the state, but remain significantly below the
national level. In October, the state’s unemployment
rate averaged 5.2 percent, up from 3.9 percent a year
earlier. The unemployment rate in the states’ largest
MSA, Burlington-South Burlington, rose to 4.3 percent
in October, up from 3.1 percent a year earlier.

According to Moody’s Economy.com, existing home
sales in the state declined by 31.7 percent between the
third quarters of 2007 and 2008. This was much
greater than the Northeast region as a whole, which
saw a 9.5 percent decline. The Burlington-South
Burlington MSA had a 36.8 percent decline over this
period. As with the rest of the nation, the credit crunch
has had a significant impact on the state’s housing
market. Tightened lending standards have made it
more difficult for potential homebuyers to qualify for
loans, reducing the likelihood of renewed growth in the
short-run.

According to data from FHFA’s purchase-only HPI,
home prices in the state declined by 4.7 percent

between the third quarter of 2007 and the third quarter
of 2008. The national decline in the same period was
6.0 percent. The Burlington-South Burlington MSA
experienced a 7.2 percent annualized decline during the
third quarter of 2008 and a 0.7 percent decline on a
year-over-year basis.

As with most areas of the nation, credit quality in
Vermont is a concern, but much less so than for the U.S.
as a whole. The rate of foreclosures started in the state
was 0.49 percent (non-seasonally adjusted) during the
third quarter, significantly below the national average of
1.07 percent. The delinquency rate on all loans in
Vermont was 4.43 percent, which is much below the
national average of 7.29 percent. According to the
Mortgage Bankers Association (MBA), loans rated as
seriously delinquent totaled 2.55 percent in the third
quarter. For the nation, this measured 5.17 percent. At
the end of the third quarter of 2008, 18.75 percent of all
subprime loans were past due, while 16.87 percent were
seriously delinquent. The national averages were 20.47
and 19.56 percent, respectively.

(Continued on page 9)
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New Jersey

New Jersey’s economy is declining rapidly,
suffering significant fallout from the contraction in
the financial markets and the continued housing
downturn.  The state’s unemployment rate is
increasing rapidly and will likely continue to rise as
the nation’s recession deepens. In October the
unemployment rate averaged 6.0 percent in New
Jersey, 0.5 percentage points below the national
average, but 1.8 percentage points above October
2007 levels. In the state’s two largest MSAs,
Edison-New Brunswick and Newark-Union, the
unemployment rate rose to 5.2 and 5.6 percent,
compared with year-earlier levels of 3.4 and 3.9
percent, respectively.

As with many other states on both coasts, home
prices ran up sharply over the first five years of this
decade, with double-digit gains in each year. Price
gains were less than some of the highest flyers (such
as California and Florida), but strong enough to be
unsustainable and to require a period of decline to
offset the resulting drop in affordability. Moreover,
because of the growing weakness of the state’s
economy, home prices are increasingly under
pressure as jobs in the financial sector (which the
state is highly dependent upon) have contracted.

According to FHFA’s purchase-only HPI, home
prices declined at a 5.9 percent compound
annualized rate during the third quarter. Prices also
declined by a similar 5.3 percent rate between the
third quarters of 2007 and 2008. In the Edison and
Newark MSAs, home prices declined by 8.1 and
11.7 annualized rates, respectively, during the third

quarter. In Atlantic City and Ocean City, MSAs —
which are highly dependent on vacation housing to
support travel and entertainment services — prices
declined at faster annualized rates of 19.5 and 26.8,
respectively.

According to Moody’s Economy.com, home sales
in the state declined by 10.0 percent between the
third quarter of 2007 and 2008. This compares with
a national decline for the same period of 6.2
percent. The tourist dependent areas of Atlantic
City and Ocean City suffered greater rates of
declines of 11.0 and 33.1 percent, respectively.

Credit quality in New Jersey is declining, but not
quite as severely as the national average. According
to the (MBA), 0.92 percent of all mortgage loans in
New Jersey entered the foreclosure process during
the third quarter of 2008, below the national average
of 1.07. Loans rated as seriously delinquent (those
that are delinquent 90 days or more, plus the
foreclosure inventory) totaled 4.77 percent in the
second quarter, a bit below the national average of
5.17 percent. The state’s subprime market is also
similar to the national average. At the end of the
third quarter of 2008, 18.52 percent of all subprime
loans were past due while 21.29 percent were
seriously delinquent. This compares with national
averages of 20.47 and 19.56 percent, respectively.

(Continued on page 10)
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Region in Focus

Maine

Maine’s economy is decelerating along with the
national trend. Unemployment rates in Maine
remain significantly below the national average, but
the state’s weakening economy has caused them to
rise significantly faster in recent months. In
October, the state’s unemployment rate averaged
5.7 percent on a seasonally adjusted basis (up from
4.9 percent a year earlier) compared with the
national average of 6.5 percent. In the states' largest
MSA, Portland-South Portland-Biddeford, the
unemployment rate stood at 4.2 percent, slightly
above year earlier levels of 3.6 percent.

According to Moody’s Economy.com, existing
home sales in the state have fallen much faster than
both the national and regional averages. Home
sales declined by 19.6 percent in the state between
the third quarters of 2007 and 2008 compared with a
regional decline of 9.5 percent and a national
decline of 6.2 percent over the same period.

Home prices in the state climbed sharply in the
2001-2005 period, but slowed sooner than the
nation as a whole. As a result, prices today are not
as out-of-line with incomes as many other states
that saw strong price gains, and current price
weakness is not as severe in Maine. According to

: The Northeast

data from FHFA’s purchase-only HPI, home prices
in the state rose by a strong 9.2 annualized rate
during the third quarter, but this was probably
boosted by seasonal factors. Prices were virtually
unchanged from a year earlier. In the Portland-
South Portland-Biddeford MSA, prices declined at a
1.6 percent annualized rate in the third quarter and
by 0.1 percent from the third quarter of 2007.

Credit conditions in Maine are slightly better than
the national average. According to the MBA, 6.21
percent of all mortgage loans were past due in the
third quarter compared with a national average of
7.29 percent. Conversely, 0.93 percent of all
mortgage loans in the state entered the foreclosure
process during the third quarter of 2008. This
compares with a national average of 1.07 percent.
Loans rated as seriously delinquent totaled 4.70
percent in the third quarter. For the nation, this
measured 5.17 percent. The subprime market in the
state is also performing a bit better than the national
average. At the end of the third quarter of 2008,
19.16 percent of all subprime loans were past due
while the foreclosure rate on subprime rose to 4.15
percent. Nationally these figures were 20.47 and
4.23 percent, respectively.
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) House Price Appreciation

— Unemployment Rate* Annualized Quarterly Rate** Housing Vacancy Rate

..nl.oa State MSA Oct-08 Sep-08 3rd Qtr 08 2nd Qtr 08 3rd Qtr 08 2nd Qtr 08
Connecticut 6.5 6.1 -7.15 7.84 6.88 6.88
. m Bridgeport-Stamford-Norwalk 5.8 5.6 -8.20 -7.86 6.12 6.11
_ © Hartford-West Hartford-East Hartford 6.1 6.0 -7.53 -4.11 6.18 6.17
ﬁ (- New Haven-Milford 6.3 6.2 -11.16 -7.33 6.09 6.11
a — Maine 5.7 5.6 9.25 -5.65 23.13 13.16
O O Portland-South Portland-Biddeford 4.2 4.0 -1.64 -7.31 18.67 18.73
o= Massachussetts 5.5 5.3 -6.44 -4.86 8.29 8.42
..n m Barnstable Town 4.2 4.0 -12.22 -10.64 38.63 38.71
(@) @) Boston-Quincy 4.4 4.8 -10.31 -9.50 5.06 521
N C Cambridge-Newton-Framingham - - -8.77 -7.42 4.23 4.38
@) Springfield 5.6 5.8 -15.52 -6.54 7.11 7.24
o © Worcester 5.4 5.8 17553 -10.77 6.00 6.15
= E New Hampshire 4.1 4.1 -3.49 -3.36 15.01 15.07
T =~ Manchester 3.8 4.1 -10.26 -8.86 6.17 6.13
m\.w ([@)) New Jersey 6.0 5.8 -5.92 -5.94 9.55 9.57
c Camden 5.7 5.7 -1.97 -9.29 7.32 7.33
w ‘ nﬂu Edison-New Brunswick 5.2 5.2 -8.09 -7.83 8.35 8.46
@) S Newark-Union 5.6 5.6 -11.65 -8.04 9.31 9.35
F (@) Trenton-Ewing 5.0 5.1 -8.01 -6.47 6.47 6.53
H New York 5.7 5.8 -1.91 0.91 9.62 9.62
c Albany-Schenectady-Troy 4.9 5.2 -1.62 -3.72 10.28 10.26
N ®) Binghampton 53 5.6 13.78 -2.05 11.17 11.19
c ..DI.__u Buffalo-Niagra Falls 5.7 6.1 0.91 1.78 13.44 13.41
. m (&) Kingston 5.3 59 -14.07 -2.67 15.23 15.25
o) O Nassau-Suffolk 4.9 5.2 -13.70 -9.14 8.48 8.51
(¢ d New York-White Plains-Wayne 5.6 5.7 -12.09 -5.50 5.75 5.75
R ) Poughkeepsie-Newburgh-Middletown 54 5.7 -9.13 -7.98 6.24 6.22
Rochester 55 5.9 -8.22 3.33 10.98 10.92
=5 Syracuse 5.6 5.8 5.73 -2.66 12.56 12.55
¥ S Utica-Rome 5.6 5.2 2.36 -8.37 16.17 16.15
- /] Pennsylvania 5.8 5.7 -1.54 -0.39 11.65 11.69
Allentown-Bethlehem-Easton 5.6 55 -3.64 -7.09 6.48 6.54
Erie 5.3 5.2 -3.51 7.70 9.99 10.09
Harrisburg-Charlisle 4.8 4.6 -4.69 -0.44 8.74 8.74
Lancaster 4.3 4.1 -4.09 -2.99 5.27 5.29
Philadelphia 5.7 5.6 -7.54 -3.23 8.16 8.23
Pittsburgh 5.0 4.9 -1.63 0.31 12.78 12.81
Reading 5.6 5.3 -11.98 0.82 4.19 4.36
Scranton 6.2 5.9 -8.38 1.87 13.55 13.56
York-Hanover 4.9 4.8 0.27 -5.20 6.19 6.14
Rhode Island 9.3 8.8 -13.38 -9.61 8.87 8.77
Providence-New Bedford-Fall River 8.4 8.0 -17.17 -12.64 8.38 8.32
Vermont 5.2 5.2 -14.66 -2.27 20.97 21.04
Burlington-South Burlington 4.3 45 -7.16 -1.72 10.39 10.45
New England 5.9 5.7 -6.38 -2.36 10.96 11.02
Middle Atlantic 5.7 5.8 -2.64 -1.31 10.26 10.28
United States 6.7 6.5 -7.28 -1.15 11.36 11.43

Source: Bureau of Labor Statistics/Office of Federal Housing Enterprise/U.S. Census Bureau/Moody's Economy.com/Haver Analytics
*State, Regions, and U.S. unemployment rates are seasonally adjusted. MSA unemployment rates are not seasonally adjusted
**State house price appreciation from Purchase-Only Index (NSA); MSA house price appreciation from Total Index (NSA)
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According to the Case Shiller HPI, home prices are still
in substantial decline. The pace at which they are
declining has slowed, however, from the freefall in the
first quarter of the year. Figure 1 illustrates this pattern.
Using non-seasonally adjusted data, prices declined at
an annual rate of -23.9 percent during the first quarter.
The rate of decline slowed substantially during the
second quarter to -8.6, before accelerating modestly in
the third quarter to -13.2 percent. Of course, seasonality
could have caused some or all of the apparent lessening
of price declines, but seasonally adjusted data show a
similar pattern: prices declined at a -22.5 percent rate
during the first quarter, -11.5 during the second quarter,
and -14.0 percent during the third quarter.

Since seasonal changes do not appear to be causing the
slowing of price declines, what is? While many factors
affect the direction of the housing market, and house
prices, three factors stand out with respect to the current
market  environment:  excess  housing  supply,
foreclosures, and home sales.

Excess Housing Supply

PMI has developed a proprietary measure of excess
housing supply, and Figure 2 illustrates the historical
path of this measure. This measure relates the stock of
single-family existing homes to the number of
households (either by MSA or nationally), and adjusts it
to its long-term average. While homebuilders can
adjust the new supply of housing that comes to the
market in a fairly rapid fashion, the amount of excess
supply of existing housing is fairly slow to adjust to
changes in market conditions. This is especially true in
the present market environment where existing supply is
being augmented by growing rates of foreclosure, and
falling loan demand as a result of the lack of credit
availability.  On average, this measure of excess
housing supply adjusts approximately six quarters
following adjustments in price. As Figure 2 shows,
there is a strong relationship between the annual rate of
house price appreciation and PMI’s measure of excess
housing supply.

(Continued on pg. 13)

Figure 1: Comparison of Annual House Price Appreciation Rates
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Source: S&P/Case Shiller / Haver Analytics

Figure 2: Comparison of HPA and Excess Housing Supply
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The historical relationship supports the notion that
one of the signals of a house price bottom is when this
measure of excess housing supply turns negative and
stays negative for an extended period. This is
consistent with economic theory. This measure of
excess supply is falling sharply on a national basis,
giving impetus for price declines to slow. If this
measure turns and stays negative, it would be a strong
signal that house price declines should be ending.
Note, however, that local market conditions can vary
significantly with respect to excess supply -
suggesting that the bottom in home prices can also
vary significantly.

Foreclosures

According to the Mortgage Bankers Association’s
(MBA) National Delinquency Survey, the rate of
foreclosure starts and the percentage of loans in the
process of foreclosure were at or near record highs in
the third quarter of 2008. The percentage of loans on
which foreclosure actions started during the third
quarter slipped to 1.07 percent, down by 12 basis
points from the second quarter but up by 29 basis
points from a year earlier. 1It’s likely that the only
reason new foreclosures fell at all in the third quarter
was that several states imposed foreclosure moratoria
in that quarter — which suggests that this turndown
will only be temporary. There is a very strong
negative correlation between changes in house prices
and lagged foreclosures started. In the current market
environment, that means that sharply falling house
prices are one of the factors causing new foreclosures
to rise — as a result of home values falling well-below
amounts owed on mortgages.

But the causation works the other way, as well, with
rising foreclosures putting downward pressure on
house prices. There are both direct and indirect
effects. The direct effect relates to increasing the
supply of homes for sale, for a given level of demand.
Increasing the supply of homes for sale during a
period of falling demand will result in downward
pressure on prices. The indirect affect of increased
foreclosures on house prices relates to their effect on
potential market participants’ price expectations.
Namely, the greater the rate at which foreclosures
increase, the more aware potential buyers and sellers
become of the deteriorating market condition. If
foreclosure rates increase by enough, buyers are likely
to expect that this phenomenon will continue and that
prices will fall further, thus reducing their demand
and/or causing potential buyers to lower their offer
prices. The net result is to place even greater pressure
on prices to decline, thus increasing future
foreclosures.

Home Sales

In normal circumstances, a pickup in home sales
would be a leading indicator of home price gains, as
rising demand eventually causes prices to rise (at least
when supply isn’t rising even more quickly). The
data on total home sales (new plus existing) are far
more positive this year than in the past couple of
years. Total home sales fell by 9.6 percent in 2006
and by a whopping 14.8 percent in 2007. With 10
months worth of data for 2008 (and assuming that
sales in the last two months of the year are unchanged
relative to October’s level), sales in 2008 are headed
for a 15.2 percent drop. But these annual
comparisons hide the fact that sales have been flat
over the course of this year, with sales in October
little different from those in January — or any other
month in the year. If December’s level of sales is
close to October’s, then sales would have fallen by
less than 2.0 percent from December 2007’s level —
certainly an improvement and suggestive of less
downward pressure on home prices next year.

Unfortunately, these are not normal circumstances.
The National Association of Realtors estimates that
35-40 percent of existing homes sold come from
foreclosure or short sales. For the reasons noted
above in our discussion of foreclosures, rising sales
from this group is a near-term negative for home
prices. It is the case, however, that these foreclosure
sales reduce the unsold inventory, helping to move the
supply and demand for housing back into balance —
but the positive effects of this have yet to be seen,
since the magnitude of the excess supply is so large.

In summary, we see some positives with respect to a
bottom in home prices. Certainly the significant
reduction in excess housing supply should eventually
have a positive impact on house prices, as it illustrates
that the oversupply of units is abating. In addition,
the pickup in foreclosure and short sales is one of the
key elements by which this oversupply is being
reduced. But by their nature the rise in foreclosures is
a negative for house prices, and there doesn’t appear
to be a near-term peak in them. Worse, as
unemployment rates rise over the next year in
response to the recession, foreclosure rates are more
likely to rise than to fall — putting additional
downward pressure on home prices. If the economy
weren’t in recession, then we would be confident of a
near-term bottom in house prices. But the recession is
likely to stretch the decline in home prices out for
another year, with national price increases not
occurring until 2010.
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2008 2009 2010
QL Q2 Q3 Q4| Q1 Q2 Q3 Q4| Q1 Q2 Q3 Q42008 2009 2010

Economic Outlook

Real GDP Growth , 09 28 05 -47]-20 -05 15 24| 26 30 33 36| -04 03 31

Consumer Price Inflation , 43 50 67 -65]-05 10 15 18| 19 20 22 23| 40 05 19

Civilian Unemployment Rate 49 53 60 67|72 74 77 79180 79 77 74|57 76 78
Interest Rates

30-year Fixed Rate Mortgage (%) 587 6.09 631 593|530 535 550 570|590 6.10 6.15 625 6.05 546 6.10

1-year Adjustable Rate Mortgage (%) 514 519 521 516|500 500 515 525]535 565 585 6.00] 518 510 5.71

10-year Treasury Note (%) 3.67 388 386 334|325 335 350 375] 395 410 420 430| 3.69 346 4.14
Housing Market

Existing Sales (Thousands of Units) 4953 4910 5023 4953 4980 5020 5300 5400 | 5450 5500 5550 5600 | 4960 5175 5525

New Sales (Thousands of Units) 561 519 472 421 | 410 440 465 490 | 510 540 580 620 | 493 451 563

Median Existing Home Price Change (%) 5 -44 48 -31 -100| -40 65 45 -10]-35 50 40 -10] -89 -56 49

Mortgage Market
Single Family Originations (Billions of $) 480 580 410 370 | 365 495 495 395 | 395 540 535 430 | 1840 1750 1900
Refinancing Share 59.7 501 36.8 479 | 650 585 505 475|450 410 380 350 486 554 3938
ARM Share 106 7.7 8.4 2.9 2.0 3.5 55 8.0 8.5 9.0 95 105 74 4.8 9.4

All forecasted values are in bold
1 Quarterly = annualized percent change ; Annual = Q4 / Q4
2 Quarterly = annualized percent change ; Annual = Year Avg. / Year Avg.
3 Quarterly = percent change ; Annual = Year Avg. / Year Avg.

Cautionary Statement:

Statements in this document that are not historical facts, or that relate to future plans, events or performance are "“forward-looking" statements within the
meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements include our expectation with respect to the economy
and the housing and mortgage markets. Readers are cautioned that forward-looking statements by their nature involve risk and uncertainty because they
relate to events and depend on circumstances that will occur in the future. Many factors could cause actual results and developments to differ materially
from those expressed or implied by forward-looking statements. Such factors include, among others, national or regional recessions, credit market
disruptions, changes in interest rates, housing prices and employment rates, and regulatory and legislative developments. Other risks and uncertainties are
discussed in our SEC filings, including our Annual Report Form 10-K for the year ended December 31, 2007 (in Item 1A) and Form 10-Q for the quarter
ended September 30, 2008. We undertake no obligation to update forward-looking statements.
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