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Summary 
• Talking Points:  

o Between OFHEO and Case-Shiller indices, we believe that the OFHEO 
index is more suitable to subprime mortgages.  

o We also find that the inclusion of the refi transactions in the OFHEO all-in 
index is not the major reason causing the difference from the Case-Shiller 
index, since the OFHEO purchase-only index remains distant from the 
Case-Shiller index. We believe the inclusion of jumbo loans in Case-
Shiller is a more important driver of the difference between OFHEO and 
Case- Shiller. 

o We looked into the subprime concentration at the zip code level. The 
results show that the subprime loans are well distributed across the states, 
but in some areas, the clusters do exist. The riskier subprime loans are 
more likely in the subprime concentrated areas. The implication is that the 
subprime bond performance is directly tied with the local market.  

• Residential Real Estate Risk (R3) Score: The national average R3 score 
dropped during the first quarter of 2007, highlighting the housing market risks. 
Northwest MSAs show limited downward risks, but California and the Midwest 
risks are increasing. 

• Chicago Mercantile Exchange (CME) CSI Housing Futures & Options: 
The market views of future HPA have improved since April 2007. However, 
the market-implied HPA remains negative.   

• OFHEO Housing Price Summary:  The OFHEO national index showed a 
YOY HPA of 4.3%, down from a revised 6.1% in Q4 2006. The purchase 
index adjusted by the seasoning factor was about 3.0%, down from 4.3% in 
Q4 2006. The Foreclosure/REO rate at MI, IN, and OH increased significantly 
in the first quarter of 2007. Although the rate increases at CA and FL were 
much quicker, the overall levels were lower. 
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Talking Points  
Case-Shiller vs. OFHEO 
Our previous publications have detailed the biases in the OFHEO index resulting from the 
inclusion of refinanced loans, especially streamlined refinances. Following our publication, 
OFHEO introduced a purchase-only index. In recent quarters, the OFHEO all-in (including 
refinance and purchase transactions) index and Case-Shiller index have diverged greatly 
(Exhibit 1), raising concerns on the validity of both indices. In particular, the OFHEO index 
loses some credibility among some investors because the index portrays a less dire HPA 
environment (relative to Case-Shiller) when many are bearish on housing or the downturn 
in housing values seems indisputable. In this report, we show:  

1. For the subprime housing market, the OFHEO index may be a more suitable index 
than the Case-Shiller. Even though subprime may be concentrated in weaker areas 
and is not represented well in GSE pools, we found that lower-tier Case-Shiller still 
has higher correlation than the aggregate Case-Shiller index with the OFHEO index.  

2. Refinance transactions are not the only factor causing the difference between the two 
indices. In fact, in some MSAs, refinances are not a major factor causing the 
difference between the two indices. 

Exhibit 1: National QoQ HPA 

National House Price Growth
  (Case-Shiller vs. OFHEO HPI)
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Case-Shiller

OFHEO All-in

OFHEO Purchase Only

Long Term  Corr C-S, OFHEO All-in                  = 0.65
Short Term Corr C-S, OFHEO All-in                  = 0.73
Long Term  Corr C-S, OFHEO Purchase Only  = 0.90
Short Term Corr C-S, OFHEO Purchase Only  = 0.92

Source: Credit Suisse, Standard & Poor�s, OFHEO 

The OFHEO index is better suited to the subprime housing market than Case-Shiller  

To illustrate this, Exhibit 2 compares Los Angeles MSA YoY HPA based on OFHEO vs 
Case-Shiller three-tier (high-medium-low) indices. The findings from this exhibit are 
interesting. 

1. The declining housing market is more pronounced in the high tier housing sector than 
for the middle and low tiers. Therefore, the decline of the local market is more driven 
by the jumbo loans than the low-tier loans. It is noted that the cut-off dollar amounts 
for Los Angeles MSA tiering, $477K and $631K, are based on the 2006 transactions. 

We view that  
1) the OFHEO index 

is better suited to 
the subprime 
housing market  

2) the biases in the 
OFHEO index 
caused by the 
inclusion of refi 
transactions are 
outweighed by the 
inclusion of jumbo 
loans in the Case-
Shiller index 
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Given the average subprime loan amounts at Los Angeles are $287K, clearly 
subprime loans are more likely in the low tier sector of the Case-Shiller index, and 
therefore suffered a more benign slowdown in HPA. 

2. The HPA from OFHEO is highly correlated with the HPA from the low-tier Case-Shiller 
index in both the long term and short term (we define short term as the period since 
2003, while long term refers to the entire data set). Given that the Los Angeles 
subprime loans are more likely in the low tier, the direct takeaway is that the OFHEO 
index is more suitable for low loan amount subprime borrowers than the aggregate 
Case-Shiller index. Some investors have recently switched to the Case-Shiller index in 
the hope that it would accurately capture the weakening housing market in Los 
Angeles. When looking at Exhibit 2, we note that using the Case-Shiller index can 
exaggerate market downturn, for subprime borrowers  

Exhibit 2: Los Angeles Home Price Indices (YoY) 

Los Angeles
Year-over-Year House Price Growth
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0.92             0.67             

0.87             0.65             

0.75             0.92             Case Shiller Aggregate - OFHEO
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Case Shiller High Tier - OFHEO

Source: Credit Suisse, Fiserv, OFHEO 

3. Because the OFHEO index contains refi transactions, which rely on an appraisal that 
can be based on lagged purchase transaction prices, the OFHEO index is viewed by 
some as a lagging index rather than the Case-Shiller index. However, the chart above 
doesn�t appear that there is any noticeable leading advantage using the Case-Shiller 
index. Actually, all indices move in tandem over time with the exception of late 1994 
and early 1996. However, it�s possible in the very recent weakening market that the 
comparable sales used to arrive at a refi appraisal (which is what OFHEO uses in its 
index), may be lagged relative to historical levels. This risk is reduced since 
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appraisers are supposed to include the impact of market trends in deriving their 
appraised value. Another potential refi bias is that the cash-out loans, by their nature, 
may be concentrated in areas with more HPA. While this is possible, it�s difficult to 
observe in the data. 

Some investors also consider that a comparison based on a year-over-year basis may not 
be the best method as it masks the sudden changes in the most recent quarters.  Exhibit 3 
shows the comparison based on a quarter-over-quarter basis. Again, our previous findings 
that the Case-Shiller aggregate index is biased downward due to the high tier housing 
price movement stands. Again, the OFHEO index seems more suitable to subprime loans 
than the Case-Shiller index. 

Exhibit 3: Los Angeles Home Price Indices (QoQ) 

Los Angeles
Quarter-over-Quarter House Price Growth
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The QoQ housing price 
movement is consistent 

with YoY findings 
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Similar conclusions are shown in Exhibit 4 for Cleveland, OH, an area representing a 
longer-term sluggish housing market. The low tier of the housing price actually showed 
appreciation versus Q4 2006, which was completely different from the high tier of the local 
market.  

The average outstanding loan amounts at Cleveland, OH are $95k, $152K, and $512K for 
subprime, Alt-A, and non-agency prime (AKA jumbo) mortgages, respectively. The most 
subprime loans in Cleveland are at the low tier of the Case-Shiller index. 

Exhibit 4: Cleveland Home Price Indices (YoY) 

Cleveland
Year-over-Year House Price Growth
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Source: Credit Suisse, Fiserv, OFHEO 

A similar conclusion 
applies to weak 

housing market as well 
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Although we only discussed two different regions, we believe they do indicate that some 
amount of the difference between OFHEO and Case-Shiller could be related to a 
difference in housing tier performance. Again, using QoQ housing price changes as shown 
in Exhibit 5, we see a similar trend. 

Exhibit 5: Cleveland Home Price Indices (QoQ) 

Cleveland
Year-over-Year House Price Growth
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Source: Credit Suisse, Fiserv, OFHEO 

Is the cash-out refi the culprit for the overstatement of the OFHEO index? 

While the OFHEO index is better suited to the subprime market than the aggregate Case-
Shiller index, the OFHEO index is still subject to biases. We compare the OFHEO 
purchase only index, all-in index, and Case-Shiller aggregate index (Case-Shiller doesn�t 
provide high-medium-low tier indices at the national level) in Exhibit 6  to see whether refi 
activities are a significant reason causing the divergence between the OFHEO all-in index 
and Case-Shiller.  We highlight our findings, as follows: 

1. The OFHEO purchase index has a higher correlation with the Case-Shiller index than 
the OFHEO all-in index. The correlation is especially different for the recent four years 
(long-term correlation 0.96 vs short-term 0.72 as shown in Exhibit 6. This, however, 
doesn�t surprise us as the inclusion of refi involves more volatility and we were one of 
the first to have documented in detail the refi biases in OFHEO1. 

2. A high correlation between the OFHEO purchase index and Case-Shiller index 
doesn�t imply that the levels of HPA from these two indices are close. As shown in 
Exhibit 6, a high correlation only implies that the direction of the movement is similar. 
The levels are divergent continuously in recent quarters, though historically, they have 
been very close. 

                                                 
1 Please see Subprime HEAT Update, December 2003, and April 2004. 
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3. One common criticism of the OFHEO all-in index is the lagging feature due to the 
inclusion of refi transaction, which relies on an appraisal using historical purchase 
prices. In other words, investors are concerned that in the current market, the all-in 
index biases the actual index upward.  

 However, Exhibit 4 shows that for 2004 and 2005, during the housing boom period (an 
opposite period compared to the current market), the OFHEO all-in index still showed 
a higher level of appreciation rate than for the Case-Shiller index. Therefore, the 
mechanism for inclusion of refi is much more complex than initially thought. To blame 
the refi transactions for causing ‘inflation’ in HPA readings, is possible, but we don’t 
believe it’s clear from the data.  

 Further, appraisals used in cash-out refis generally include a market trend component 
so that older sales comparables could be adjusted for weakening markets (i.e., 
appraisals biases are less severe even in a market downturn). Though many are 
sceptical of appraisals for good reason, we would expect that appraisals done for GSE 
mortgages are somewhat better than appraisals for the run-of-the-mill lenders.  

 Another possible refi bias results from the fact that cash-out loans may be 
disproportionately located in strong HPA areas. Therefore, when rolling up the 
transaction level repeat sales into the index, it’s possible that the OFHEO cash-out 
component of the index may include a higher proportion of strong HPA areas.  

From another perspective, the comparison in Exhibit 6 should be interpreted with caution 
as the geographic coverage areas for OFHEO and Case-Shiller are different. The OFHEO 
covers 379 MSAs and Case-Shiller covers 115 MSAs. There are 13 states missing 
representation in the Case-Shiller national index 2  (while we are writing this report, a 

                                                 
2 The following states have no data present in Case-Shiller index - Maine, Indiana, Wisconsin, North 
Dakota, South Dakota, South Carolina, West Virginia, Alabama, Mississippi, Idaho, Montana, Wyoming, 
and Alaska.  

Exhibit 6: National Housing Price Comparison (YoY) 

 
Source: Credit Suisse, OFHEO, Fiserve 
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research release 3  confirms that those thirteen states, especial Idaho, Montana, and 
Wyoming, have, on average, stronger market conditions than in the remaining states in the 
nation). In other words, the geographic coverage contributes to the difference in the index 
readings. Therefore, to examine the difference between the indices, we look at a granular 
area. The charts below illustrate the difference at the state level for Ohio and Arizona:  

1. Because the OFHEO purchase-only index is closer than OFHEO all-in index to the 
Case-Shiller index, it appears that the refinance transactions cause the divergence 
between the two indices.  

2. However, the refinance transaction is not the only reason causing the divergence. As 
shown in Ohio, during Q2 and Q3 2006, the difference was more significant for the 
OFHEO purchase index than the all-in index from Case-Shiller.   Specifically, in Q3 
2006, the all-in index was about 100 bps lower than the purchase index. 

The refinance transaction may not be the most important factor causing the divergence. 
Even with the exclusion of refi loans, the purchase index is still far from the Case-Shiller 
index (i.e., the gap between OFHEO all-in and Case-Shiller was narrowed but in a small 
percentage). While we are hesitant to draw definitive conclusions from those charts, (we 
will highlight more states in the future), we think our readers should realize that subprime 
loan performance is very sensitive to HPA. 

Exhibit 7: HPA comparison (YoY) � Ohio  Exhibit 8: HPA comparison (YoY) - Arizona 
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Source: Credit Suisse, Fiserv, OFHEO  Source: Credit Suisse, Fiserv, OFHEO 

 

Is there a subprime housing market?  
In our last quarterly report, we discussed the subprime loan concentration by MSAs. In this 
report, we drill down to the zip code level and answer a question - do subprime clusters 
exist?  

A dark dot in the maps below indicates a high concentration of subprime loans in the zip 
code area. The white space indicates that we don�t have any loans in the area (likely 
desert, park, water or commercial). Please note, we use LoanPerformance securitization 
data and the chart excludes agency loans. That is, the subprime share is the ratio of 
subprime loans to all outstanding non-agency mortgages reported to LoanPerformance.  
We find: 

1. Subprime loans seem well spread across the country (Exhibit 9), however, 

                                                 
3 A Note on the Differences between the OFHEO and S&P/Case-Shiller House Price Indexes, OFHEO, 
June 22, 2007. 
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2. Subprime clusters indeed exist in some areas (Exhibit 9-12). For example, as 
Exhibit 11 shows, subprime concentration is lower on the coasts of Florida than in 
the interior. Further, zip code area 11203 in Brooklyn (East Flatbush) has a high 
subprime concentration, while 11201 in Brooklyn (Brooklyn Heights), has limited 
subprime (Exhibit 12). 

Exhibit 9: Subprime concentration by zip code (excluding agency MBS) 

 
Source: Credit Suisse, LoanPerformance 

 

Exhibit 10: Subprime concentration - Midwest  Exhibit 11: Subprime concentration - Florida 
 

 
Source: Credit Suisse, LoanPerformance  Source: Credit Suisse, LoanPerformance 
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Exhibit 12 shows the highest subprime concentration for a zip code area with a total non-
agency mortgage amount greater than $750 million. Brooklyn zip code 11236, New York 
tops the list at 72.69%. Rialto at San Bernardino California follows closely at 66.78%. 
Clearly there is a high California concentration as 24 out of 32 zip codes (Exhibit 12) are in 
California where subprime originators were headquartered. 

Exhibit 12: The highest subprime concentration for Zip Code level total 
mortgage size more than 750MM 
 

Zip Code State City County CBSA/MSA Subprime % 
11236 NY BROOKLYN KINGS New York-Newark-Edison, NY-NJ-PA 72.69% 
92376 CA RIALTO SAN BERNARDINO Riverside-San Bernardino-Ontario, CA 66.78% 
92335 CA FONTANA SAN BERNARDINO Riverside-San Bernardino-Ontario, CA 64.77% 
92553 CA MORENO VALLEY RIVERSIDE Riverside-San Bernardino-Ontario, CA 64.72% 
93550 CA PALMDALE LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 63.76% 
92345 CA HESPERIA SAN BERNARDINO Riverside-San Bernardino-Ontario, CA 62.77% 
92557 CA MORENO VALLEY RIVERSIDE Riverside-San Bernardino-Ontario, CA 61.94% 
93535 CA LANCASTER LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 61.06% 
92392 CA VICTORVILLE SAN BERNARDINO Riverside-San Bernardino-Ontario, CA 60.81% 
34953 FL PORT SAINT LUCIE SAINT LUCIE Port St. Lucie-Fort Pierce, FL 59.99% 
92571 CA PERRIS RIVERSIDE Riverside-San Bernardino-Ontario, CA 59.01% 
91744 CA LA PUENTE LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 58.60% 
95823 CA SACRAMENTO SACRAMENTO Sacramento--Arden-Arcade--Roseville, CA 57.99% 
92337 CA FONTANA SAN BERNARDINO Riverside-San Bernardino-Ontario, CA 57.52% 
90044 CA LOS ANGELES LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 56.97% 
92509 CA RIVERSIDE RIVERSIDE Riverside-San Bernardino-Ontario, CA 56.44% 
91331 CA PACOIMA LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 56.17% 
95206 CA STOCKTON SAN JOAQUIN Stockton, CA 55.39% 
90805 CA LONG BEACH LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 54.48% 
20772 MD UPPER MARLBORO PRINCE GEORGES Washington-Arlington-Alexandria, DC-VA-MD-WV 54.28% 
89110 NV LAS VEGAS CLARK Las Vegas-Paradise, NV 53.83% 
20774 MD UPPER MARLBORO PRINCE GEORGES Washington-Arlington-Alexandria, DC-VA-MD-WV 53.75% 
90650 CA NORWALK LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 53.54% 
95828 CA SACRAMENTO SACRAMENTO Sacramento--Arden-Arcade--Roseville, CA 53.09% 
89108 NV LAS VEGAS CLARK Las Vegas-Paradise, NV 52.46% 
93722 CA FRESNO FRESNO Fresno, CA 52.29% 
92555 CA MORENO VALLEY RIVERSIDE Riverside-San Bernardino-Ontario, CA 52.08% 
93536 CA LANCASTER LOS ANGELES Los Angeles-Long Beach-Santa Ana, CA 51.65% 
92530 CA LAKE ELSINORE RIVERSIDE Riverside-San Bernardino-Ontario, CA 51.64% 
20744 MD FORT WASHINGTON PRINCE GEORGES Washington-Arlington-Alexandria, DC-VA-MD-WV 51.02% 
93635 CA LOS BANOS MERCED Merced, CA 50.35% 
11234 NY BROOKLYN KINGS New York-Newark-Edison, NY-NJ-PA 50.05% 
Source: Credit Suisse 

Brooklyn NY Case Study 

Given the diversification of housing value, household income and subprime concentration 
in Brooklyn, we use Brooklyn  as an example to show the subprime cluster vs. risky loan 
(we use 80/20 loan as a proxy) concentration. We conclude  

1. Subprime clusters indeed exist (the line in Exhibit 13) 

2. The risky loan concentration is positively correlated with the subprime concentration 
and the correlation is strong (the correlation is 0.87 as shown in Exhibit 15). It is noted 
that risky loan concentration is the ratio of 80/20 loans to the total non-agency loans in 
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the same zip code area ; subprime concentration is the subprime share of non-agency 
mortgage in the zip code. 

3. Average household income is inversely correlated to subprime concentration (Exhibit 
14). An area with high average household income, in general has high average house 
value and a lower subprime concentration (Exhibit 15). We would caveat this 
conclusion by noting that if we included conforming mortgages, the subprime share 
could be lower.  Nevertheless, we think this observation is directionally accurate: 
subprime loans are more likely concentrated in lower income areas.  

Bottom line, we believe that risky loans are more likely concentrated in areas with high 
subprime concentration, low home value. 

Exhibit 13: Subprime concentration by Zip Code (excluding agency MBS) at Brooklyn, NY 
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Exhibit 14: Average household income and subprime concentration is 
negatively correlated  
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Exhibit 15: Correlations among variables in Brooklyn, NY 

 
average 

household income 
average 

house value 
risky loan 

concentration 
subprime 

concentration 
avg household income 1.00 0.66 -0.46 -0.52 
avg house value 0.66 1.00 -0.60 -0.70 
risky loan concentration -0.46 -0.60 1.00 0.87 
subprime concentration -0.52 -0.70 0.87 1.00 
Source: Credit Suisse, LoanPerformance, Economy.com 
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Florida Case Study 

In the recent one or two year period, investors have been increasingly concerned 
regarding the Florida housing market, as the inventory rose quickly and pricing cuts from 
homebuilders were fierce. However, we think that most of those activities (inventory 
buildup and new home price cuts) happened in the coast area where subprime has less 
exposure.  Indeed, Exhibit 11 shows that the most subprime-concentrated areas are in the 
inland. 

To provide more information, we looked at zip code areas with total current mortgage 
balances (excluding agency loans) between 20 million and 500 million (in general, the 
coast areas are more populated, therefore, without controlling for the total mortgage size, 
the comparison may be biased). Exhibit 16 shows the top 15 zip code areas with highest 
subprime shares. It is interesting to note that other than four neighborhoods in Miami, all 
remaining 11 areas are located in the inland. Even for these four Miami areas, the average 
house value is far lower than the average of 130K for Miami city.   

The observation seems to be consistent with our belief that the subprime loans in Florida 
are less exposed to the most troubled coast areas.   

Exhibit 16: Top subprime concentrated zip code area with total non-agency 
mortgage market size between 20 million and 500 million 

Zip Code City Subprime % Population 
Households  
per Zip Code 

Average 
house value 

Average 
household income 

32641 Gainesville 85% 13,809 5,279 52,000 24,903 
32351 Quincy 83% 23,721 9,147 57,200 30,602 
33167 Miami 82% 18,203 5,534 80,900 30,671 
33056 Opa Locka 81% 33,223 9,791 85,700 39,132 
33054 Opa Locka 80% 28,177 9,238 70,500 23,598 
33055 Opa Locka 78% 45,105 12,892 86,600 39,088 
32209 Jacksonville 78% 39,653 17,526 48,700 22,202 
33147 Miami 78% 50,500 16,600 73,500 22,072 
33168 Miami 77% 25,151 6,858 84,500 31,850 
32208 Jacksonville 77% 33,667 13,738 57,900 31,849 
34479 Ocala 76% 12,654 5,448 67,200 34,459 
34972 Okeechobee 76% 17,820 5,993 60,300 29,689 
33169 Miami 76% 36,115 12,252 91,500 35,897 
34266 Arcadia 76% 31,964 13,515 55,700 30,583 
32254 Jacksonville 76% 14,969 6,094 47,000 25,807 
Source: Credit Suisse, LoanPerformance, Economy.com 
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R3 Score Update 
R3 Performance   
We have provided R3 scores for more than one year. It is the time to check for original 
predications based on R3 scores with actual housing market direction. Exhibit 17  shows 
the percentage of MSAs with an actual declining YoY HPA over the past year by original 
R3 score. The chart clearly shows that the R3 score is a good ranking tool to separate the 
MSAs with negative housing market performance.  

Exhibit 17: Actual % of MSA with YoY (Q1 2006 to Q1 2007) HPA decline by R3 

0%

5%
10%
15%
20%

25%
30%
35%

480-
<540

540-
<560

560-
<580

580-
<600

600-
<640

640-
<680

680-high

 
Source: Credit Suisse 

 

Overall risk continues to rise, with increasing risk remaining 
in California    
Our R3 score shows a continued drop this quarter to 572 from an updated 595 at Q4 2006, 
more than doubling the risk of a negative HPA for the year ahead.   

Exhibit 18 shows MSAs with the highest and lowest R3 scores as of Q1 2007. The Northwest 
region remains the least risky market currently, though some MSAs have shown weakening. 
Most MSAs in California fell significantly, indicating weaker values forward.  

Exhibit 18: The highest and lowest R3 scores as of Q1 2007 

Best MSAs  
Score at  
Q1 2007 

Score at  
Q4 2006 

Score  
change 

%  
change Worst MSAs 

Score at  
Q1 2007 

Score at  
Q4 2006 

Score  
change 

%  
change 

Casper WY 656 665 -9 -1% Fresno CA 476 502 -26 -5% 
Huntsville AL 655 628 27 4% Stockton CA 489 526 -37 -7% 
Bismarck ND 653 648 5 1% Salinas CA 490 506 -16 -3% 
Great Falls MT 643 642 1 0% St. Cloud MN 492 546 -54 -10% 
Montgomery AL 636 630 6 1% Visalia CA 494 538 -44 -8% 
Longview TX 631 631 0 0% Los Angeles CA 498 534 -36 -7% 
Greenville NC 629 643 -14 -2% Hanford CA 504 526 -22 -4% 
Longview WA 629 672 -43 -6% Modesto CA 504 517 -13 -3% 
Cheyenne WY 628 627 1 0% Redding CA 507 564 -57 -10% 
Odessa TX 626 614 12 2% Hinesville GA 508 520 -12 -2% 
Source: Credit Suisse 

Because housing affordability, income growth, job market, and foreclosure continue to 
intertwine and vary by market, the ultimate impact of R3 scores is mixed among MSAs. 
Exhibit 19 compares the top 100 subprime MSAs. However, there are five MSAs with 
scores lower than 500 (highlighted); we see four in California, and one in Illinois. 
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Exhibit 19: R3 scores as of Q1 2007 by MSAs 

MSA name State 
Outstanding Volume 

($m) 
R3 Score  
(Q1 2007) 

R3 
Score  

(Q4 
2006) 

Score 
change  MSA name State 

Outstanding Volume 
($m) 

R3 Score 
(Q1 2007) 

R3 Score 
(Q4 2006) 

Score 
change 

Los Angeles  CA $            35,406 498 534 -6.7%  Cambridge  MA $              2,563 511 540 -5.4% 
Riverside  CA $            26,423 524 544 -3.7%  Bridgeport  CT $              2,533 544 563 -3.4% 
New York  NY $            20,366 548 561 -2.3%  Indianapolis   IN $              2,484 597 605 -1.3% 
Chicago  IL $            19,153 563 553 1.8%  Tacoma   WA $              2,458 574 618 -7.1% 
Washington  DC $            13,627 565 599 -5.7%  Cape Coral  FL $              2,395 604 628 -3.8% 
Phoenix  AZ $            13,275 576 617 -6.6%  Charlotte  NC $              2,354 569 610 -6.7% 
Atlanta  GA $            11,525 583 594 -1.9%  Columbus  OH $              2,303 577 600 -3.8% 
Nassau  NY $            11,190 568 549 3.5%  Nashville  TN $              2,287 566 585 -3.2% 
San Diego  CA $            11,029 510 536 -4.9%  Hartford  CT $              2,236 553 585 -5.5% 
Oakland  CA $            10,771 549 562 -2.3%  Camden   NJ $              2,175 571 602 -5.1% 
Santa Ana  CA $            10,578 513 541 -5.2%  Pittsburgh   PA $              2,147 590 621 -5.0% 
Miami  FL $            10,437 564 588 -4.1%  Salt Lake City  UT $              2,126 619 635 -2.5% 
Sacramento  CA $            10,073 549 564 -2.7%  New Haven  CT $              2,104 532 598 -11.0% 
Houston  TX $            10,040 624 622 0.3%  San Antonio  TX $              2,082 584 617 -5.3% 
Las Vegas  NV $              9,895 563 572 -1.6%  Austin  TX $              2,005 592 603 -1.8% 
Fort Lauderdale  FL $              7,701 570 604 -5.6%  Milwaukee  WI $              1,978 572 575 -0.5% 
Minneapolis  MN $              7,527 518 569 -9.0%  Worcester   MA $              1,871 534 542 -1.5% 
Denver  CO $              7,457 564 579 -2.6%  Richmond  VA $              1,834 598 632 -5.4% 
Dallas  TX $              7,173 612 619 -1.1%  Essex County  MA $              1,726 575 577 -0.3% 
Tampa  FL $              6,762 577 605 -4.6%  Poughkeepsie  NY $              1,681 568 624 -9.0% 
Orlando  FL $              6,490 581 623 -6.7%  Tucson   AZ $              1,664 600 621 -3.4% 
Seattle  WA $              5,912 609 664 -8.3%  Sarasota  FL $              1,618 565 576 -1.9% 
Baltimore  MD $              5,618 547 592 -7.6%  Lake County  IL $              1,578 490 506 -3.2% 
San Jose  CA $              5,315 535 561 -4.6%  Salinas  CA $              1,498 603 606 -0.5% 
Philadelphia  PA $              5,235 546 572 -4.5%  Birmingham  AL $              1,471 611 617 -1.0% 
Detroit  MI $              5,233 521 529 -1.5%  New Orleans  LA $              1,466 559 568 -1.6% 
Warren  MI $              4,893 538 542 -0.7%  Santa Rosa  CA $              1,434 602 609 -1.1% 
Newark  NJ $              4,699 530 576 -8.0%  Louisville   KY $              1,384 551 563 -2.1% 
Portland  OR $              4,636 602 645 -6.7%  Springs  CO $              2,563 511 540 -5.4% 
Boston  MA $              4,486 517 523 -1.1%  Port St. Lucie  FL $              1,347 572 603 -5.1% 
West Palm Beach FL $              4,343 574 611 -6.1%  Wilmington   DE $              1,281 592 618 -4.2% 
Stockton  CA $              4,190 489 526 -7.0%  Deltona  FL $              1,262 577 614 -6.0% 
Edison  NJ $              4,147 551 576 -4.3%  Lakeland  FL $              1,235 594 615 -3.4% 
Providence  RI $              4,018 528 539 -2.0%  Merced  CA $              1,233 521 529 -1.5% 
St. Louis MO  MO $              3,966 550 590 -6.8%  Raleigh  NC $              1,224 564 621 -9.2% 
Cleveland  OH $              3,581 588 599 -1.8%  Palm Bay  FL $              1,221 580 614 -5.5% 
San Francisco  CA $              3,497 555 581 -4.5%  Oklahoma City   OK $              1,186 595 613 -2.9% 
Oxnard  CA $              3,213 519 562 -7.7%  Allentown  PA $              1,158 564 590 -4.4% 
Kansas City   MO $              3,097 579 594 -2.5%  Reno  NV $              1,122 562 573 -1.9% 
Bakersfield  CA $              2,976 517 541 -4.4%  Gary   IN $              1,111 572 603 -5.1% 
Fort Worth  TX $              2,940 603 601 0.3%  Visalia  CA $              1,107 494 538 -8.2% 
Honolulu   HI $              2,930 570 617 -7.6%  Grand Rapids  MI $              1,020 546 565 -3.4% 
Jacksonville  FL $              2,843 588 627 -6.2%  Akron   OH $              1,008 567 607 -6.6% 
Fresno   CA $              2,838 476 502 -5.2%  Springfield   MA $                 991 524 549 -4.6% 
Modesto   CA $              2,727 504 517 -2.5%  Santa Barbara  CA $                 990 526 534 -1.5% 
Vallejo  CA $              2,708 521 556 -6.3%  Naples  FL $                 967 574 613 -6.4% 
Bethesda  MD $              2,708 566 622 -9.0%  Tulsa  OK $                 950 589 632 -6.8% 
Virginia Beach  VA $              2,678 548 586 -6.5%  Rockingham  NH $                 935 530 541 -2.0% 
Cincinnati  OH $              2,661 584 603 -3.2%  Albuquerque   NM $                 931 624 647 -3.6% 
Memphis  TN $              2,635 571 590 -3.2%  Baton Rouge  LA $                 910 544 529 2.8% 

Source: Credit Suisse 
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CME CSI Housing Futures & Options Update 
Futures trading volume thin 
Exhibit 20 shows the open interests across different MSAs. The overall trading value 
remains thin with total open interest lower than 60 million. Given the recent sharp decline in 
CSI, the short-term volatilities have increased dramatically relative to the long-term volatilities.  

Exhibit 20: As of 6/8/2007, open interest  
 MAY 

07 
AUG 
07 

NOV 
07 

FEB 
08  

Long term Volatility 
(1/88-9/06) 

Short term Volatility 
(1/04-3/07) 

Boston 56 99 156 25  7% 6% 
Chicago 34 35 11 2  4% 2% 
Denver 71 20 33 0  5% 2% 
Las Vegas 58 25 44 27  10% 18% 
Los  Angeles 260 68 162 15  11% 10% 
Miami 300 168 75 35  8% 9% 
New York 223 145 74 43  7% 5% 
San Diego 150 36 66 18  10% 13% 
San Francisco 228 131 29 33  9% 9% 
D.C. 114 49 35 12  10% 18% 
Composite 187 64 68 15  7% 7% 
Total 1681 840 753 225    
Source: Credit Suisse, CME 

 

Outlook for the market � slight improvement 
Based on the actual futures price, we infer investor views for the housing market through 
implied HPA of the housing futures.  In Exhibit 21 and Exhibit 22, we compare the implied 
HPAs of the most actively traded MSAs and Composite going forward. For instance, the May 
30, 2007 outlook of annual HPA for the FEB08 composite contract (reflecting December 07 
housing index) was about -4.7%, which is about the same level as the AUG07 (reflecting June 
07 housing index) contract (Exhibit 21), which indicates that the market projected (as of 
5/30/2007) the composite HPA would bottom out in June 2007, then remain flat (note a flat but 
negative HPA indicates a declining value of housing value but at a stable declining speed).  

Exhibit 22 shows the evolution of investor views on the composite index for a specific 
contract. For instance, investor views on the December 07 HPA (FEB08 contract) have 
improved since April. Similar views exist for other contracts as well (Exhibit 22). The 
MAY07 contact expired in May at -1.8%, and was higher than the market consensus.  

Exhibit 21: Implied annual HPA for MSAs from 
housing futures contracts as of 5/30/2007 

 Exhibit 22: Evolution of implied annual HPA for 
composite index from housing futures contracts 
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Quarterly Update   
The U.S. housing market continued to slow during Q1 2007. 

NAR median existing home sale prices remained negative  
Exhibits 23- 24 below show the year-over-year growth rates of median sale prices from the 
NAR (National Association of Realtors) (seasonally adjusted; single family only). The 
existing home sales median prices fluctuated across all regions and at the national level in 
April 2007 compared with the same month a year earlier. The West region experienced 
the largest decrease, declining 2.3%, while the Midwest increased 1.2%. Nationwide, the 
YoY median price dropped 0.9%. 

Exhibit 23: Existing home sale median prices (Year-
over-Year Change) 

 Exhibit 24: Existing home sale median prices (Year-
over-Year Change) 
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OFHEO & Case Shiller indices 
The OFHEO index shows a large divergence from the NAR median sale price and Case-
Shiller index (Exhibit 25). During the quarter, according to the OFHEO national index, 
year-over-year HPA was 4.3%, down from 6.1% in Q4 2006. The purchase index adjusted 
by the seasoning factor was about 3.0%, down from 4.3% in Q4 2006.  

The Case-Shiller index shows a much lower appreciation rate than the OFHEO and also a 
more rapid depreciation. At Q1 2007, the index had a -1.4% YoY HPA. 

Exhibit 25: U.S. home prices decelerated sharply 
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State level HPA based on the OFHEO indices 
At the state level (Exhibit 26), Northwest states continued to show strong appreciation as 
Utah and Idaho dominated the top spots for YoY HPA performance. Midwest states and 
New England remained weak. For three consecutive quarters, Michigan showed negative 
YoY HPA. The HPA for California dropped to the bottom of the list among states. 

Exhibit 26: State YoY HPA (Q1 2006 � Q1 2007) 
HPA: 10 Worst States HPA: 10 Best States HPA: Largest 10 Subprime States at Q4 06 

State 
HPA 

(YOY) State 
HPA  

(YOY) 
Stat
e 

% of  
Volume 

HPA  
(YOY) 

HPA 
(YOY) 

Ranking 
MI -0.7% UT 17.0% CA 17.0% 1.2% 46 
MA -0.6% ID 12.3% FL 12.9% 4.3% 31 
NV 0.6% MT 11.7% NY 6.6% 3.0% 41 
OH 0.8% WY 11.7% NJ 5.5% 3.8% 35 
NH 1.1% WA 11.6% IL 4.8% 4.9% 28 
CA 1.2% NM 11.2% MD 4.6% 6.4% 18 
RI 1.5% OR 10.8% TX 4.5% 6.9% 16 
IN 2.5% MS 9.5% AZ 3.4% 5.2% 25 
MN 2.5% LA 8.1% VA 3.2% 5.4% 24 
NE 2.6% NC 8.0% GA 3.2% 5.0% 27 

Source: Credit Suisse, OFHEO 

Exhibit 27 shows quarter-over-quarter house price growth. In the first quarter, other than 
for Northwest states, all other states showed a significant drop in HPA. 

Exhibit 27: States quarter-over-quarter house price growth 
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The delinquency rate increased across states. The 60+ DPD in Michigan increased to 22% 
for the first quarter of 2007 from 19.2% for the 2006 fourth quarter. Ohio increased to 20%.  
Indiana increased to 17%. The delinquency rate is based on LoanPerformance for total 
securitization data. The foreclosure/REO rate also increased sharply in OH, MI, IN, and 
MN. The readings for OH increased from 8.3% last quarter to 14.5% for the current quarter.  
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Exhibit 28: Highest delinquency rate at state level in Q1 2007- all non-agency loans 
30-59 Day Delinquency 60-Day Plus Delinquency* Foreclosure/REO 

State 30-59 YOY HPA UE State 60+ YOY HPA UE State F/R YOY HPA UE 
MI 5.4% -0.7% 6.7% MI 22.0% -0.7% 6.7% OH 14.5% 0.8% 5.2% 
MS 4.9% 9.5% 6.6% OH 20.0% 0.8% 5.2% MI 14.7% -0.7% 6.7% 
MO 5.1% 4.0% 4.8% MS 18.0% 9.5% 6.6% MN 12.8% 2.5% 4.4% 
WV 5.2% 3.9% 4.2% LA 16.0% 8.1% 3.9% IN 11.3% 2.5% 4.8% 
GA 5.1% 5.0% 4.3% IN 17.0% 2.5% 4.8% IA 10.8% 3.8% 3.3% 
NC 4.6% 8.0% 4.5% MN 18.0% 2.5% 4.4% CO 10.6% 3.3% 3.8% 
TN 4.5% 7.1% 4.8% IA 15.0% 3.8% 3.3% KY 9.5% 4.4% 5.6% 
AL 4.5% 7.0% 3.3% CO 15.0% 3.3% 3.8% WI 9.4% 3.5% 4.9% 
OH 4.3% 0.8% 5.2% GA 15.0% 5.0% 4.3% KS 8.4% 4.3% 4.2% 
SC 4.5% 7.6% 6.1% KY 14.0% 4.4% 5.6% OK 8.1% 5.8% 3.9% 

Source: Credit Suisse, OFHEO, LoanPerformance, BLS 
* including foreclosure and REO. 

 

Inventory approaching historical high 
The national inventory continues its upward trajectory. As of April 2007, the total single 
family supply is equivalent to about 9.5 months of the current sales rate; this is the highest 
level since August 1992. Similar findings are also observed for condo/co-op home sales 
(Exhibit 29). New home sales, however, experienced declining supply. 

The inventory at the MSA varies. The inventory barely increases for most Texas MSAs, 
but increases greatly in Florida.  Exhibit 30  shows that other major MSAs also experience 
rising inventory, but at a relatively modest level. 

Exhibit 29: National inventory  Exhibit 30: Local inventory (with Aug 05 level as base)
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Homebuilder confidence is gloomy  
The NAHB housing market index (HMI), which measures homebuilder sentiment in the 
single-family housing market, fell to the lowest point since the beginning of 1991 
(Exhibit 31) and was also below the consensus forecast of Wall Street economists 
surveyed by Thomson/IFR. All subcomponents reached the lowest points in the recent 
cycle (Exhibit 32).   

Exhibit 31: HMI trend  Exhibit 32: HMI component trend 
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