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Housing Forecasts: When Cooling Isn't so National Average Mortgage Rates
Cool. Fixec rigage

With both interest rates and home prices rising it is nearly impossible to find
a housing forecast that doesn't include the word "cooling." The November
outlook from Freddie Mac is no exception. The company's Economic and
Housing Group, in fact, applies that word to the entire issue of economic
growth, noting the waning effects of fiscal stimulus and ongoing Federal
Reserve tightening of monetary policy. Housing is just the icing, as it were, on
the topic.

They do offer a positive caveat, if there is such a thing. While the recent

negative trends in sales could persist, they believe the market along with the Rate  Change  Points

economy will adjust to the shock of higher mortgage rates and resume Mortgage News Daily
modest growth. 30 Yr. Fixed 7.41% -0.10 0.00
15 Yr. Fixed 6.84% -0.06 0.00

The third quarter GDP came in stronger than expected at 3.5 percent, down

0.7 percent from the previous quarter, due in part to a4 percent increase in 30 Yr. FHA 6.88% -0.11 0.00
consumer spending and a 3.3 percent increase in government spending. The 30 Yr. Jumbo 7.60% -0.07 0.00
economists expect growth to slow, averaging 3 percent this year, 2.4 percent 5/1 ARM 7.50% -0.05 0.00

in 2019 and 1.8 percent the year after. The midterm elections had little effect Freddie Mac
on their outlook; with split-party control they see little likelihood of major

. . 30 Yr. Fixed 7.17% -0.27 0.00
changes to federal spending - thus a boost in growth next year and a drag on
it thereafter. 15 Yr. Fixed 6.44% -0.32 0.00
Mortgage Bankers Assoc.
The labor market continues to be a st.rong point. Tl?e. ur?employmgnt rate held 30 Yr. Fixed 7.24% +0.11 0.66
at a multi-decade low of 3.7 percent in October. Initial jobless claims also 15 vr. Fixed 6.75% +0.11 0.64
remained at record-lows, falling nearly 0.5 percent to 214,000 in the first . rixe 2 ’ ’
week of November. The 4-week moving average for continuing jobless claims 30 Yr. FHA 7.01% +0.11 0.94
hit another 45-year low, falling 0.5 percent to 1.63 million in late October. 30 Yr. Jumbo 7.45% +0.05 0.56
Still, wage growth remains modest, up only 0.2 percent in October, although a 5/1 ARM 6.64% +0.12 0.87
stronger 3.1 percent year-over-year. Freddie Mac expects unemployment to Rates as of: 5/1
average 3.9 percent this year, 3.6 percent in 2019, then increasing to a more .
Recent Housing Data

sustainable long-term rate of 4 percent in 2020.
Value Change

Mortgage rates will continue to edge higher from the most recent weekly Mortgage Apps Apr24 1967 -2.67%
read!ng of 4.?4 percent, a high not seen. since earIY 2011, as Treasury.ylelds Building Permits Mar 1.46M  -3.95%
continue to rise. The average 30-year fixed rate will be 4.6 percent this year, Housing S Mar 139M -13.15%
5.1 percent next year, and 5.6 percent in 2020. "A moderation in the rate of ousing Starts ar + e
increase in mortgage rates may be just enough to let the housing market New Home Sales Mar 693K  +4.68%
catch its breath and resume growth," the forecast says. Pending Home Sales Feb 75.6 +1.75%

Existing Home Sales Feb 3.97M -0.75%
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Value Change
A pause here to note the accuracy of at least one Freddie Mac prediction. The 30—y§an5g@omﬁem'@ year, 4.6 RErcent, i§Pn|Y+6,25%
0.1 point higher than what was forecast by the company back in December 2016.

Exhibit 1

Mortgage rates expected to continue to rise in 2019
Freddie Mac Primary Mortgage Market Survey®
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Source: Fraddie Mac Primary Mortgage Market Survey® (PMMS®)
Note: Dashed line indicates forecasted data.

Almost all housing trends have turned negative in recent months. Housing starts dropped 5.3 percent to 1.2 million in
September, although partially because of natural disasters. As a result, Freddie Mac has revised its 2018 forecast by 30,000
starts to 1.26 million and the 2019 estimate down 50,000 units to 1.30. By 2020, housing starts are forecasted to climb to 1.4

million units.

Total home sales were also down, falling 3.3 percent to 5.85 million in the third quarter. Existing single-family home sales
retreated by 3.4 percent to 5.15 million in September, the lowest rate since 2015. New home sales also fell 5.5 percent to
553,000 in September, and both August and July sales were revised down 6.9 percent and 0.8 percent, respectively. The
inventory of new homes is up 16.8 percent since this time last year. Freddie Mac takes this as an indication that "new home
buyers may have been exhausted by the relentless march higher of home prices."
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Exhibit 2

Home sales expected to regain momentum despite recent dip

Home sales (existing + new)
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Note: Dashed line indicates forecasted data.

But if new home sales are to resume growth in 2019 it may require that builders shift focus to smaller and more modestly
priced homes to offset affordability concerns. This will be a significant challenge given current cost pressures. Builders are
responding with modest expansion of modular and other non-site building solutions.

Total home sales are expected to be down by 1.6 percent from 2017 to 6.02 million this year then slowly regain momentum,
increasing 1 percent to 6.08 million in 2019 and 2 percent to 6.20 million in 2020. The growth in home sales will be entirely
driven by a modest expansion in new home sales, while existing home sales will likely remain in a range close to their current

level.

Price growth appears to be moderating; the Freddie Mac House Price Index remained flat at 0.9 percent in the third quarter
of 2018. The expectation is for a 5.1 percent growth rate in 2018, slowing to 4.3 percent and 2.9 percent in 2019 and 2020,

respectively.

Exhibit 3

Home price appreciation in the U.S.

Quarterly percent change in Freddie Mac House Price Index
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Note: Dashed line indicates forecasted data.
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All of this, of course, leads to a downwardly revised forecast for mortgage originations. Freddie Mac expects them to decline
9.9 percent year-over-year to $1.63 trillion in 2018, falling slightly to $1.62 trillion in 2019 and dropping once more to $1.60
trillion in 2020. With mortgage rates holding near 7-year highs, refinance originations will likely take a hit, with the refinance
share of originations falling to 29 percent in 2018, 25 percent in 2019, and 15 percent in 2020.

Exhibit 4

Mortgage originations likely to decline slightly in 2018

Annual single-family mortgage originations ($ trillions)
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