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A Moderating Recovery in US Housing:
Revising Down Projections of Existing Home Sales
2014 Projections Home Price Indices
Index Level MoM  YTD Yoy Peakto  Peakto Trough to
> Housing Prices: + 5-7% Current Trough Current
g ) 0 Case-Shiller *?
seasonally 171.39 1.24% 2.87% 12.35% -17.05% -33.63%  24.98%
> Existing Home Sales: 4.75 — 5.0 million units adjusted
Case-Shiller '  166.80 0.88% 0.71% 12.37% -19.23% -35.08% 24.41%
»New Home Sales: 450 — 500 thousand units c .
ase-Shiller
National * 155.47 NA 2.52% 10.32% -18.60% -33.64% 22.66%
»Housing Starts: 1.0 — 1.1 million units seasonaly adjusted
FHFA 332.97 NA 0.56% 4.92% -11.93% -18.24% 7.72%
Morgan Stanley 2014 Home Price Projections .
CorelLogic 167.46 1.36% 2.39% 11.13% -16.02% -32.60% 24.61%
I 2014 HPA Estimates 2013 YoY (11.38%)
12
11
8-10%
10 ) )
9 - Morgan Stanley Proprietary Indices
8
5-7% MS Index
g/ Seasonally Level MoM  YTD yoy ~ heakto  Peakto Troughto
X ; Current Trough Current
< 6 - Adjusted
[N
T s 2.4% Aggregate 176.07 -0.27% 2.20% 9.79% -15.70% -34.29%  28.28%
4
. 188.54 -0.28% 0.97% 6.11% -9.45%  -25.34% 21.30%
2 Distressed
(1) Distressed 143.48 -0.58% 1.00% 8.33% -26.67% -40.83% 23.92%
Bear Base Bull
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Putting Context Around Existing Home Sales
Existing Home Sales are down 7.1% through the first five ...but the sharper-than-average fall in the West
months of the year... points to factors beyond the weather.
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Not only has the share of distressed transactions ...but the absolute number of transactions is at its
fallen sharply... lowest level since Q1 2009.
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Passing the Baton to Mortgage-Dependent Buyers: Eas  ier Said than Done
Housing remains affordable at the national level... ...but existing homeowners might not be able to partic ipate.
220 1 Affordability Index » The rise in mortgage rates since mid-2013
====-low 93-03 could lock borrowers into their current homes
200 ———-high 93-03
5% Mortgage Rates . .
180 » According to Zillow, 18.8% of homeowners
5.5% Mortgage Rates .
remain underwater as of Q1 2014
160 6% Mortgage Rates
e et Sttty ¥ ittt » Millions of former homeowners have dented
credit after going through foreclosure
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First time homebuyers not only face affordability ...but credit availability could be a problem as this age
issues... group bears the brunt of the increased student debt burden.
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but Is Availability Improving for Tail Borrowers?

» The average FICO scores of purchase mortgages
guaranteed by the GSEs continues to fall while the

share of mortgages issued to borrowers with a FICO
score below 720 continues to grow. On its surface, this

would seem to imply an easing of mortgage credit

standards.

New Conventional Mortgages for Purchase

Balance

($bn)

Month
2012-07
2012-08
2012-09
2012-10
2012-11
2012-12
2013-01
2013-02
2013-03
2013-04
2013-05
2013-06
2013-07
2013-08
2013-09
2013-10
2013-11
2013-12
2014-01
2014-02
2014-03
2014-04
2014-05

FICO LTV

761.58
760.87
759.37
761.87
760.52
759.36
759.90
759.60
759.25
759.12
759.26
759.29
759.23
758.24
757.14
755.88
755.16
754.41
754.05
753.46
752.48
753.92
752.16

79.46
79.74
80.01
79.44
79.99
79.90
79.52
79.94
79.85
80.00
80.51
80.40
80.58
80.65
80.45
80.58
80.74
80.76
80.55
80.65
80.84
80.90
81.09

DTI FICO <720 DTI >43 LTV >80

32.60
32.67
32.48
32.73
32.84
32.96
32.78
33.17
33.18
33.21
33.19
33.02
33.04
33.49
33.88
34.23
34.31
34.38
34.43
34.65
34.59
34.34
34.39

16.01%
16.48%
17.49%
15.61%
16.64%
17.83%
17.31%
16.96%
17.19%
17.43%
17.25%
17.50%
17.32%
18.08%
18.92%
19.77%
20.50%
21.24%
21.62%
21.96%
23.09%
21.66%
23.76%

12.61%
12.55%
11.63%
12.92%
12.98%
13.76%
13.38%
13.84%
13.83%
13.65%
13.39%
12.95%
12.95%
13.97%
14.75%
15.54%
15.76%
15.79%
16.18%
16.77%
15.76%
14.63%
15.00%

32.29%
33.62%
33.40%
32.70%
33.63%
33.86%
31.90%
33.41%
33.20%
33.64%
36.00%
36.03%
37.16%
37.31%
37.29%
37.67%
38.14%
38.40%
37.34%
38.04%
38.64%
38.76%
40.00%

25.34
25.06
24.73
18.78
31.58
15.19
21.46
19.26
18.27
22.92
27.63
30.30
34.35
34.82
33.11
30.88
28.71
26.42
20.85
20.25
17.41
22.23
20.88

» However, there is a counter argument to this credit box
expansion hypothesis that suggests that banks have
not eased lending standards significantly, but instead
are now retaining loans to borrowers at the higher end
of the credit spectrum on their balance sheet and
selling the rest to GSE pools.

Lending Volumes Down Precipitously

1H 2014 1H 2013 1H 2014 Y/Y
Wells Fargo S 830 S 221.0 -62%
Chase S 33.8 S 101.7 -67%
Bank of America § 245 S 518 -53%
US Bank S 142 S 395 -64%
Citi S 114 S 352 -68%

New Ginnie Mae Mortgages for Purchase

Month FICO LTV DTI FICO<650 DTI>43 Balance ($Sbn)
2013-08 704.05 96.71 39.88 14.49% 37.02% 20.10
2013-09 702.02 96.64 40.23 14.87% 38.46% 18.64
2013-10 700.81 96.54 40.48 18.49% 39.41% 18.20
2013-11 699.04 96.51 40.61 18.87% 39.91% 16.96
2013-12 697.66 96.51 40.30 19.87% 38.61% 13.68
2014-01 697.62 96.47 40.38 20.66% 38.64% 14.08
2014-02 697.24 96.50 40.60 20.53% 38.95% 12.95
2014-03 695.77 96.47 40.45 21.50% 39.37% 10.39
2014-04 694.77 96.47 40.28 22.12% 38.66% 13.75

2014-05 693.55 96.52 40.23 22.75% 38.53% 15.43
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lons, Shift-in-Mix, Limited Supply

While HPA has diluted the valuation argument, home
prices remain undervalued on a Price-to-Income basi  s.
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While visible inventory has increased, supply
remains supportive of home prices...
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A continued shift-in-mix away from distressed towar ds non-
distressed transactions should also drive prices hi gher.
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...and substantial declines in the shadow inventory sh ould
be positive for home prices going forward.
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New Home Sales Outpacing 2013 Year-to-Date
After May'’s strong print, new home sales are now Visible inventory of new homes suppressed by glut o f
outpacing 2013 sales figures. shadow inventory.
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Low prices of distressed sales forced construction, ...where action has always been more muted, thus
and thus new home sales, into higher price tiers... necessitating the lower inventory.
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As the shadow inventory has dissipated, building pe rmits
and housing starts are rebounding...
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In fact, 5+ unit starts are at the highest levels i

nover

25 years through the first 6 months.
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..but the composition of housing starts is shifting t
multifamily construction.
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These dynamics should continue to weigh on

homeownership rates.
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Disclosure Section

Collateralized mortgage obligations and other mortgage-related securities are not suitable for every investor and are subject to certain risks. The value and price of these securities is
sensitive to conditions affecting the real estate market and the assets underlying these securities. Accordingly, changes in economic conditions, the value of underlying assets, credit
conditions, interest rates, or other factors can cause these securities to diminish in value. In addition, residential mortgage-backed securities are subject to risks related to prepayment and
clean-up call risk. When the obligations underlying these securities are prepaid at a faster pace than expected and the securities are called, an investor may have to reinvest in securities
with a lower yield and/or fail to recover additional amounts (premiums) paid for securities with higher interest rates, resulting in an unexpected capital loss. The structure of these securities
may be complex and less information may be available about them than other types of debt securities.

The information and opinions in Morgan Stanley Research were prepared by Morgan Stanley & Co. LLC, and/or Morgan Stanley C.T.V.M. S.A., and/or Morgan Stanley Mexico, Casa de
Bolsa, S.A. de C.V., and/or Morgan Stanley Canada Limited. As used in this disclosure section, "Morgan Stanley" includes Morgan Stanley & Co. LLC, Morgan Stanley C.T.V.M. S.A.,
Morgan Stanley Mexico, Casa de Bolsa, S.A. de C.V., Morgan Stanley Canada Limited and their affiliates as necessary.

For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research Disclosure Website
at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York,
NY, 10036 USA.

For valuation methodology and risks associated with any price targets referenced in this research report, please contact the Client Support Team as follows: US/Canada +1 800 303-2495;
Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169; Singapore +65 6834-6860; Sydney +61 (0)2-9770-1505; Tokyo +81 (0)3-6836-9000.
Alternatively you may contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Analyst Certification

The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not received and will not
receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Vishwanath Tirupattur

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.
Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at www.morganstanley.com/institutional/research/conflictpolicies.
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Important US Regulatory Disclosures on Subject Comp  anies

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various factors, including quality
of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing liquidity and specialized
trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and
buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or
instruments discussed in this report.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does not assign ratings of
Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell. Investors should carefully read the definitions
of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully
read Morgan Stanley Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice.
An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of June 30, 2014)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-
weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the
equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive
stock rating, with a buy recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Coverage Universe  Investment Banking Clients (IBC)

% of % of % of Rating
Stock Rating Category Count Total Count Total IBC Category
Overweight/Buy 1080 35% 367 38% 34%
Equal-weight/Hold 1339 44% 469 49% 35%
Not-Rated/Hold 113 4% 23 2% 20%
Underweight/Sell 546 18% 98 10% 18%
Total 3,078 957

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment banking compensation in the
last 12 months.

Analyst Stock Ratings

Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next
12-18 months.

Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over
the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's industry (or industry team's)
coverage universe, on a risk-adjusted basis, over the next 12-18 months.
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Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the
next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as
indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated
below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated
below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX;
Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Important Disclosures for Morgan Stanley Smith Barn ey LLC Customers

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC or Morgan Stanley or any
of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific
disclosures, you may refer to www.morganstanley.com/researchdisclosures.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the same person who
reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of
the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views
expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock,
please contact your sales representative or go to Matrix at http://www.morganstanley.com/matrix.

Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley to clients. Certain, but not all,
Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through alternate electronic means as a convenience. For access
to all available Morgan Stanley Research, please contact your sales representative or go to Matrix at http://www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By accessing and/or using Morgan Stanley
Research, you are indicating that you have read and agree to be bound by our Terms of Use (http://www.morganstanley.com/terms.html). In addition you consent to Morgan Stanley
processing your personal data and using cookies in accordance with our Privacy Policy and our Global Cookies Policy (http://www.morganstanley.com/privacy_pledge.html), including for
the purposes of setting your preferences and to collect readership data so that we can deliver better and more personalized service and products to you. To find out more information about
how Morgan Stanley processes personal data, how we use cookies and how to reject cookies see our Privacy Policy and our Global Cookies Policy
(http://lwww.morganstanley.com/privacy_pledge.html).

If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies please do not access our
research.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the circumstances and objectives of
those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial
adviser. The appropriateness of an investment or strategy will depend on an investor's circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley
Research may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or
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sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your investments may vary because of
changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies or other
factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance.
Estimates of future performance are based on assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary
exchange for the subject company's securities/instruments.

The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various
factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading and capital markets profitability or revenues), client feedback and
competitive factors. Fixed Income Research analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed by Morgan
Stanley or the profitability or revenues of particular trading desks.

The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of
common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in
securities/instruments or derivatives of securities/instruments of companies and may trade them in ways different from those discussed in Morgan Stanley Research. Employees of Morgan
Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and
may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to use reliable, comprehensive
information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from
when we intend to discontinue equity research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect
information known to, professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the company of associated expenses
unless pre-approved by authorized members of Research management.

Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference only.
The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media
or quoted or used by the public media without the express written consent of Morgan Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes
only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong.
If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
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