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The Return of Irrational Exuberance?

by Bob Williamson

If you watched the popular 90's TV series The X Files, you may
remember that Agent Mulder kept a poster on the wall of his

‘ cubicle that said, "I Want to Believe."

We all want to believe -- not in UFOs maybe -- but certainly we
want to believe that the housing market is making a strong
recovery.

The Wall St. Journal, quoting the National Association of Realtors
and Realtor.com, reported recently that housing inventory (the

I WANT TO number of homes listed for sale) fell to an 11-year low at the end
of 2012, and dropped even further in January.
In a separate article, the WSJ, also quoting NAR statistics,

reported that the U.S. median home price rose 10% to $178,900 between the fourth quarter of
2011 and the fourth quarter of 2012 -- the biggest yearly gain in the median price since the
fourth quarter of 2005.

And finally, under the headline
"Housing: It's Becoming a Seller's
Market", the WSJ reported, " The
National Association of Realtors said ...
what home buyers in many parts of

the United States have known for
mont hs: it’s beco
mar ket . The u
growing pool of buyers chasing a
shrinking supply of homes."

Realtors and mortgage originators
who want to do purchase business
would naturally see this as good

news. Inventory has been falling for at
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least the last year. Home prices have been rising. It certainly does look like the beginning of a
Seller's Market in real estate. Except....

Do you know what REALLY makes a Seller's Market?
Buyers!!!

And that's the missing link, so far. Notwithstanding all the happy talk coming from the NAR (you
can't really blame them; from their perspective it's their job to be cheerleaders for buyers and
sellers), a few stubborn facts contradict the claim that we are entering (or are already in) a
Seller's Market.

1 Between 2001 and 2009, we sold an average of 5.9 million homes per year. That
includes pre-boom, boom, and bust years.

f Last year (2012), we sold only 4.6 million homes -- 1.3 million homes fewer than the
average over those 9 years. The current inventory is just under 2 million homes, which
at the rate that homes are being sold, represents a 5 to 6-month supply.

1 If we had more people actually buying homes, alot more of that inventory would have
been sold, there would probably be even more upward pressure on prices than we have
actually seen (the average price for a home only went up by $11,000 in 2012 -- about
5%).

1 4.6 million Americans bought homes last year. That's nothing to sneeze at, but it is still
more than a million buyers short of what we would historically consider a strong
market.
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Then why is inventory declining?
Why don't people have more of a
selection in many markets across
the country?
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For one thing, real estate is local.
Not every market is experiencing
inventory shortages, and many of Homeowners
those who are, don't see waiting for prices to
shortages in every neighborhood i pleelis
or price range.

Institutional

A big part of the answer is that Investors waiting for
we still have a significant shadow prices to improve
inventory (no one knows exactly
how much) -- made up of
properties held by both
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individual and institutional investors (and being rented for a positive cash flow), as well as
homeowners who would like to sell -- but not until prices rise higher than they have so far.

Most of this shadow inventory will stay right where it is (i.e., not on the market) until prices
rise enough to make it worthwhile for owners to sell. And that will not happen until we see a
significant increase in the numbers of Buyers who are ready to buy.

Two-thirds of the inventory that did sell in 2012 was in the two lowest price brackets: $0-$S100k
(23.2%), and $S100k-S250k (43.9%). Most of these buyers are first-time buyers and people who
are returning to home ownership after having lost a home in the crash. Most of the shadow
inventory would fall within the same price range.

Why aren't there more of these buyers now? It's combination
of one or more of the following:

1 About 20% of the working-age, non-disabled
population is either unemployed or
underemployed. This obviously reduces the
pool of homebuyers, but even people who
have jobs are worried about their own
employment security. According to the
Bureau of Labor Statistics, 1.1 million people
were laid off in 2012, and that trend has not
slowed so far in 2013.

People Not In Labor Force Soar By
663,000 To 90 Million, Labor Force
Participation Rate At 1979 Levels

1 _Potential buyers who remember the last crash and are
nervous about rising home prices. (Rising home prices may be l'
welcomed by sellers and real estate professionals, but buyers = M L
don't see this as a plus.) =

Concerns About Rising Home Prices



1 _Energy and healthcare expenses have been rising
dramatically, and are likely to continue to do so. This
drives daily living expenses higher, leaving less money to
buy a home. '4:\

Inflation: Rising Cost of Living

1 The level of underwriting scrutiny that buyers must undergo
is well known by consumers. It might not stop someone who
is highly motivated and highly qualified to buy. But it is
enough to keep people who are uncertain "on the fence".

Regulation & Tighter Underwriting

Are Buyers Really That Hesitant & Skeptical?

Don't take my word for it. MSN Money just ran an article today (April 23, 2012) under the
headline, "11 Reasons to Get a Mortgage Right Now". The article lists all of the reasons you
yourself might use to persuade a prospect that now is the time to purchase a home or
refinance, including the likelihood that Federal Reserve supports in the form of purchases of
mortgage-backed securities will end soon, that home prices are increasing, that the number of
home sales is increasing, that FHA will be increasing its costs, that rents are becoming more and
more expensive, that the mortgage interest rate deduction may be reduced or eliminated by
Congress, that compared to renting, home ownership is more affordable virtually everywhere
in the country, and that that the rate of mortgage delinquencies has declined recently —and
that this will help to stabilize home values and increase homebuyer confidence.

For the most part, these are all valid points that are supported by the data. But here are the
(unedited; spelling not corrected) comments posted by people who read the article:

1 BUYERS BEWARE! When buying a home don't forget the mainttinance cost. For
example when buying a new home for $200,000 on a thirty year loan the
mainttinance and remodling cost could easily run you an additional $200,000
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over the thirty year loan. So whats it worth after thirty years? 200,000 + 200,000
+ interest = | don't think so! And thats whats wrong with our housing market!
People forget to figure in the mainttinance cost of owning a home.

As | watch the market in my own neighborhood it is kind of interesting. Out of a
neighborhood of 52 houses 5 are on the market. 4 of the 5 are small 1008 sq foot
houses. (5th one is 1200 sq feet) Of the 4 that are the same size one recently
went on the market. The guy bought it for 120,000.00 a little over a year ago the
only thing he did to the house was put a roof on the back deck. He now has it
listed for 139,000.00 while the other 3 have been on the market for not quite 2
years now at 129,000.00. Frankly | think the guy has lost his mind and it is going
to be interesting to see how long it sits on the market. It is amazing to see what
people think their property is worth.

I have to agree w/batty83. Why would anyone buy a home w/layoff's still coming
in wave after wave. People still don't know if they'll have a job 2 weeks from
now. Can you live your life like that? NO. However, don't get caught like us. We
THOUGHT we were ok. Closed on a home. 2 months later after 10 years at his
job. PINK SLIP TIME! Now you all know the story. Hustling to find that job that
doesn't exist anymore. Bank says "go suck an egg". Credit ruined.

Its obviously in reference to the term length most people slave away to own a
house. Then live in fear of layoffs and foreclosure in this volatile economy. If your
not currently a home owner i wouldnt choose now to be one.This is my personal
opininon of course...

Hey batty83, I'd like to read 15 of your 30 reasons not to have get a mortgage at
this time......As a real estate broker | concurr with the article. At least in Arizona,
the wave of foreclosures has pasted with that entity only 20 per cent of the
market. The supply of homes is down and prices up and climbing. That's the
facts, Jack!

yes their pushing refinance instead of home equity loans to make big fees from
people,and the credit bureus are keeping everybody,s credit ratings down so you
can,t even get a home equity loan and you have to refinance,what a bunch of
scoundrels,greed greed greed,should be illegal,contact the whitehouse by email
and raise hell

11 reasons to get a mortgage right now? i can give 15 or 30 reasons not to.

Housing market, will crash again (when more foreclosed houses hit the market
thus drive down prices), the financial market is not all that stable, and it is now
better to rent than buy-to-own.

Too much UNcertainty at this time. Mortgage mess is alive and well. Not to be
resolved anytime soon.

And 1 better reason not to get a mortgage right now...You do not want to be a
DEBT SLAVE.



1 What a bunch of baloney as I look at our last Thursdays newspapers with 21
pages of foreclosure listings...I've been told by Realtors who work for National
companies that they have been told to basically lie, lie, lie, lie, lie, about the
economy and to push up the price of any house they sell to "get the most out of
the buyers". Also O'Vomit is pushing for Refi's because then you will not get as
much back next April for your Mortagage deduction and O'Vomit gets to keep
more of it...Also many of the Top National Companies Boards were behind the
"Bundling" of millions of dollars for O'Vomit..So the dishonesty of the
Demoncrats has spread like a Cancer across the Country turning so many people
into dishonest liars...and cheating you...

At the time | saw this article, there were 13 comments. The one in blue was written by a real
estate broker in Arizona, and was the only comment agreeing with the article. This is obviously
not a scientific survey of the buying public, and clearly some of these people had poor spelling
& grammar, as well as axes to grind. But for everyone who saw the article and was motivated
enough to go to the trouble of posting a comment, there are thousands of people who either
agree with the comments or at the very least, have serious doubts.

What Will It Take to Move More Buyers Off the Fence?

Think about all of the reasons | gave to explain why people are hesitating, even though they
would like to own their own homes .

Regardless of the specific reason or combination of reasons an individual buyer may have,
what's at the bottom of this reluctance to move forward?

It's Fear.

Everyone knows that buying a home is a big decision, the biggest purchase most people will



make in their lives, etc. And the bigger the decision, the greater the fear of making the wrong
decision.

What conquers this kind of fear, which is largely based on people's recognition that they are
dealing with forces and trends and factors that they do not completely understand?

When my granddaughter was first beginning to learn to read, she saw words on a page, and she
didn't recognize most of those words. It was a bit intimidating at first, but with patience and
practice, she learned to recognize these words, and learned new ones every day. Today, she
loves to read, and she is reading a couple of years ahead of her grade level.

It's the same with prospective homebuyers. The fear, uncertainty, and intimidation they feel
today can be overcome in time with information and education. You don't have to be a genius
to understand the basic economics that underlie a decision to purchase a home. Any person
with average intelligence (and a good teacher or coach) can learn to grasp these principles.
Knowledge and understanding lead to confidence and decisiveness.

How the Mortgage Industry Tries to Educate the Public

It is not a new thing for mortgage lenders to provide educational information to the public. But
if you look at any number of mortgage websites, what will you find? The information on these

Mortgage Websites: More effective than prescription sleep medication



sites explains the loan process, different types of loan products, and other arcane details of the
lending business -—ratios, interest rates, locking loans, etc.

This is like sending information on car loans to people who aren't sure whether they want to
buy a car yet -- let alone what kind of car they would buy. The kind of financing they would get
if they did buy a car would be way down at the bottom of their list of things to consider.

The vast majority of potential homebuyers are on the fence precisely because they have not yet
made either an emotional or rational decision to move forward with a home purchase. If they
are worried about the economy or their job or the real estate market or their ability to qualify,
they are the very definition of "not ready yet". You cannot reassure —let alone motivate —
people like that by talking to them about interest rates or loan programs or debt to income
ratios.

There will be a time for that kind of information, but right now, these people want to learn
about the pros and cons of buying a home. What are the risks? What are the benefits? What do
| need to know about what is happening in my local real estate market now? Is this a good time
to buy? If so, why? Given my personal finances, and my job security, and my financial
obligations, and the kinds of things | expect to be happening to me and my family in the near
future, how do all those things affect the rightness or wrongness --for me -- of a home
purchase?

It also matters to people where they get their information from. For example, they would not
expect to receive reliable, objective information about the pros and cons of Ford versus Chevy
by talking to the salesperson at the Chevy dealership. They don't expect to hear about the
benefits of tap water from someone who sells water purification systems. If they want that kind
of information, they will look for someone they consider to be knowledgeable and impartial.

And people don't expect to
receive objective information
about whether this is a good
time to buy a home from
someone who makes a living
selling homes. This is not a
reflection on the integrity of
Realtors; it just recognizes the
reality that people will tend to
regard such information --
coming from a Realtor -- as self-
serving. They will often dismiss it
completely. At a minimum, they
will take that information with a
giant grain of salt.




Where Can People Get Reliable, Objective Information About
Buying a Home?

It has long been my contention that the mortgage lender is the professional who is best
positioned to provide consumers with objective and reliable information about home
ownership. That is because the lender is the only one who might say "No" to a transaction.
Buyers know that the LO gains nothing by trying to persuade them to get a mortgage loan when
they don't have the financial wherewithal and stability to pay it back. In today's regulatory and
legal climate, the lender who makes a loan that goes into default ends up getting sued in a
buyback claim.

Nor does it benefit the lender to push a buyer to make a higher offer on a home than the
home's actual value. Today, that results in an appraisal that comes in below the purchase price,
and creates frustration and wasted time for everyone involved. And buyers will understand
that, especially if it is explained to them.

"You will never be given one big chance to be trusted in your life -- only millions of small ones"
-- David Horsager

I'm not suggesting that just because you are a loan officer, you will automatically be seen as a
trustworthy source of objective information. (Many of the negative comments posted to the
MSN Money article that | referred to above were directed at the mortgage industry.)

You and every other loan officer will be judged individually by your audience and your
market. How people respond to you will be based largely on how honest, real, and genuine
you seem to be.

One thing you can be sure of: you will have no impact whatsoever until you decide to join the
conversation.

Loan officers have a fiduciary responsibility to their employers, but more to the point, they also
have fiduciary, ethical and moral responsibilities to their buyer clients. These responsibilities
can be explained to buyer prospects, and buyers will understand, and will feel protected by that
knowledge.



But what about Realtors?

The fact that you have these responsibilities to your homebuyer clients in no way means you
have to be in an adversarial relationship with the Realtors in your marketplace. In fact, it's quite
the contrary: the better you are at providing honest information and guidance to buyers, the
more successful your Realtor partners become. Instead of wasting time on transactions that
cannot close, Realtors can devote their time and energy to transactions that will close. Most
importantly, a buyer who has been properly educated by the loan originator is a far more
confident and decisive buyer. Such buyers will know what they want; they won't waste a
Realtor's time. If you explain this to your Realtors, they will recognize the truth in it, and they
will understand how you are saving them time and helping them close more transactions.

To review:

1 Right now, the most important missing ingredient for a healthier home purchase market
is more Buyers who are ready to buy.

f Hundreds of thousands of consumers who would actually benefit from becoming
homebuyers (or sellers and move-up buyers) are held back by fears about the market,
the economy, the process, and their own personal finances.

1 The solution to this impasse is objective and reliable information, education, and
coaching -— delivered at the retail level -—one to one.

1 Realtors, through no fault of their own, are not in the best position to provide that
education and coaching.

1 Mortgage origination professionals are in a position to provide the information and
coaching, and are more likely to be seen as objective.



How To Be Part of the Solution

—~Er

Effective people are not
problem-minded, they

f . ﬁ# N o are opportunity-minded.
. L ok 4' 4 They feed opportunities
and starve problems.
% —5Stephen Covey

If you agree with my analysis, you can see that what this real estate market needs is more
buyers. You understand that we don't have more buyers ready to buy because people are
worried or indecisive about all of the factors | mentioned: the economy, the real estate market,
the process of buying and financing a home, and their own personal finances. You realize that
providing information and coaching to people is the best way to move them "off the fence", as
long as the source of that information is considered objective and credible. And you recognize
that, generally speaking, loan originators are in the best position to provide that information.

Let's say you really do want to educate potential buyers in your local real estate market. How
do you go about doing that, short of dropping everything else you're doing in order to do the
research, write the material, and find ways to get it out into your community?

| coach loan officers every day; | understand the problems and
challenges you face.

9 lunderstand that the regulatory climate, combined with more stringent underwriting
requirements (which are themselves largely caused by the regulatory climate) have
made it more difficult for you to manage the loan process so that the loan closes on



time and your clients (and Realtors) aren't frustrated and stressed out by the
experience.

1 lunderstand that you often have to deal with and try to satisfy demanding clients, or
demanding Realtors, or both.

9 lunderstand that you have to rely on people you don't control (processors,
underwriters, appraisers, title/escrow people, Realtors, and clients) —in order to get
loans done right and on time.

9 lunderstand that you have to try to balance all of that with the need to originate
business —to generate leads, create or develop referral relationships with Realtors and
other referral sources, and that this part of your job alone can be incredibly time-
consuming.

9 lunderstand that when you get a lead, you often find yourself in a position where you
feel you have to research the loan and prepare a loan proposal before you even know
whether you really have a client and a loan that you will be able to submit. In other
words, there is a process which must happen between getting a lead and having a loan
to submit, and one of the challenges is that you don't really have a set process or system
that you can follow in every situation. Some clients are willing to be led by you through
the process; others want to direct you. This adds to the complexity of your job.

9 When you do have time to try to do some marketing, you often find that you either
don't have the right technology to do what you'd like to do, or you don't fully
understand how to use the technology to its fullest capacity, or for whatever reason, the
technology simply doesn't work the way it is supposed to.

I Most importantly, | understand that there is never enough time to do everything you
have to do, let alone everything you would like to do.

But ¢ and I'm sure you already realize this ¢ none of this is going to
get any better for you if you just continue to do what you've been
doing.

And working harder is probably not the answer either, unless you really think you're lazy. You
can't keep your nose to the grindstone only so long before you realize you no longer have a
nose.



A journey of a thousand
miles begins with a
single step.

"The journey of a thousand miles starts with a single step." Take your next step with one or
more of the following options:

Option 1

Register for my next free webinar on June 6th:

Who Has Time for That? How teetthe Originations You Want With the Time & Resources
YouActually Have

Thursday, June 6th, 3:00 PM Eastern Time (1:00 PM Pacific Time)

For Information and to Register, go here

Option 2
Schedule a free, one-hour private coaching session (for new clients only; limit one free session
per person)

Option 3
Sign up for weekly, personal coaching. (Click here for information on how coaching works,
what's included, etc.)
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Coach Bob Williamson

Bob Williamson has been a business coach to the mortgage industry
since 1988, and is the author of 5 books on sales, marketing,
management and productivity for mortgage loan originators. His client
list includes some of the best-known names in the industry.

In his work with individuals who have management responsibilities,
Bob has focused on getting his clients to understand the need to
relate to staff with respect and a better understanding of their motivations for working. He

often relies on the groundbreaking work of Robert Kegan of Harvard University (How the Way

We Talk Can Change the Way We Work) to help management clients learn better ways of

communicating with their direct reports.

He has created or helped to pioneer such innovations as:

Content Marketing System — a system for generating home buyer leads and developing them

into committed, loyal buyers, using facts & reason to counter fears that have been engendered

by media hysteria & misinformation.

The Customer Care System — a detailed system, customized to the loan originator and the type

of loan, for managing the many details of a loan transaction. The Customer Care System

incorporates both sales/marketing activities and loan processing/production activities into one

seamless structure, which can then be automated within a CRM or contact management

software like ACT!

The Strategy Session—arevol uti onary concept that positions
home buying coach, with an interest in helping clients negotiate the lowest possible price for

the home they buy —in addition to finding them the best possible loan program for their

situation. By assuming this role, the loan originator provides far greater value to clients than his

or her competition daeesmmadidt ye’sc@mmpiese tthreap .l oa
Realtor Partnerships —instead of assuming the traditional role, where the Realtor perceives

(and treats) the lender as a vendor, this approach positions the loan originator as an equal

partner in a cooperative sales and marketing effort. By proving that the loan officer can be

effective asasalespartner—and not | us t—yomeafnthorespect ¢f @at dstarey ”

agents.

Time & Business Management —Bob has shown hundreds of loan originators how to structure

their lending careers as autonomous businesses, applying best-practice management principles

for people who often lack organization and effective business systems.

Conatct Information:

Telephone: 505-292-4318

Email: coachbob505@msn.com
Website: www.coachbobwilliamson.com
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