Housing News Update

Dan Clifton Office: 888-681-0777 x1001
Principal Broker and Mortgage Guru, Clifton Mortgage Vigletles a0 20 2 ibieh]

Services, LLC
NMLS # 284174
670 N Orlando Ave Suite 101 Maitland, FL 32751

3 Trends That Will Drive The Mortgage
Market in 2018 - Freddie Mac

Hard to believe it's already that time again, but Freddie Mac's Economic and
Housing Research Group are out with their forecast for 2018. The headlineis
that they expect the economic environment to remain favorable for housing
and mortgage markets, with moderate economic growth of about two
percent, solid job gains, and low mortgage interest rates. In other words,

Deja vu all over again.

There will be, they say, three trends driving the 2018 mortgage market: an
increase in purchase mortgage volume; cooling of rate refinance activity, and
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more borrowers tapping their home equity. They put forward specific Rate  Change  Points
expectations for each. Mortgage News Daily
30 Yr. Fixed 7.28% -0.09 0.00
In(.:rea.lses in the volume of purchase rr?ortgages will be the result of modest 15 Yr. Fixed 6.75% -0.07 0.00
gains in both home sales and home price growth. Thus far in 2017, home .
sales are the highest in a decade, but are unlikely to grow by much going 30 Yr. FHA 6.70% -0.12 0.00
forward. Inventory problems will continue to limit sales in the short term 30 Yr. Jumbo 7.48% -0.07 0.00
and longer-term trends like the aging of the population and declining 5/1 ARM 7.35% -0.07 0.00
mobility across all age groups will hold down existing home sales. New home Freddie Mac
s?les will becom.ea more important force once single-family (.:0|.'15truc.t|on 30 VT Fixed 7 20% 022 0.00
picks up. Freddie Mac forecasts home sales, both new and existing, will
. o i
increase by about 2 percent next year. 15 Yr. Fixed 6.47% 0.29 0.00
Mortgage Bankers Assoc.
30 Yr. Fixed 7.24% +0.11 0.66
Total new & existing home sales on pace for best year since 2007 ($ thousands, not seasonally-adjusted) 15 Yr. Fixed 6.75% +0.11 0.64
30 Yr. FHA 701%  +0.11  0.94
7 Jan Feb Mar Apr May Jun Jul
2008 { Jan  Feb Mar Apr May e Jul 30 Yr. Jumbo 7.45% +0.05 0.56
2009 1 Jan  Feb M Apr May dun Jul 5/1 ARM 6.64% +0.12 0.87
2010 | Jan  Feb e Apr May Jun Jul Rates as of: 5/3
2011 Jan Feb Mar Apr May Jun Jul .
N : Recent Housing Data
1 Jan Feb Mar Apr May Jun Jul
2013 Jan Feb Mar Apr May Jun Jul Value Cha nge
2014 { jan  Fen Mar Apr May dam Jul Mortgage Apps Apr24 196.7 -2.67%
2015 Feb i e ey i dul Building Permits Mar 1.46M -3.95%
we i Fe e her e - J”' Housing Starts Mar 1.32M -13.15%
2017 Jan Feb Mar Apr May Jun Jul
4] Sléﬂ T,DIGO LS‘OO 2,[;00 2‘5‘00 ELO‘DO 3‘5‘00 4,0‘00 NeW Home Sales Mar 693K +468%
Pending Home Sales Feb 75.6 +1.75%
Existing Home Sales Feb 3.97M -0.75%
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Value Change
Home price growth has been strong. FHFA reports growth in its House Price Inde@%@é;l&%ﬁa@&ﬁeddie M\;‘S'Is purcglfse+6'25%

mortgage price data) at 6.6 percent from the second quarter of 2016 to the same period in 2017 and, in some markets, prices
are up 10 percent on an annual basis. Freddie Mac sees gradual gains for residential construction and moderate increases in
mortgage interest rates reducing price growth next year to an average of 4.9 percent.

House price appreciation in the U.S. (Annual % change)
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The mortgage market has been shifting slowly, and often in fits and starts, from one dominated by refinancing to a more
purchase oriented one. Freddie Mac's economists expect that will continue next year. The refinance share of the market will
decline to around 25 percent, the lowest since 1990.

Refinancing has been sustained at a high level for some years by rate refinancing. With rates moving up - although that has
also been by fits and starts, the potential for this type of refinancing has declined. Freddie Mac says one concern is that a
sudden rate spike could virtually eliminate it. They cite as an example, a 2-percentage point jump in the 30-year rate that
occurred from the third to the fourth quarter in 1994. The dollar volume of refinancing fell by 80 percent in response. A
similar spike now would be likely to prompt the same outcome.

Even if rates remain relatively flat, refinance volumes are likely to decline. Exhibit 5 shows Freddie's assessment of rate
refinance potential in July 2017 versus that of a year earlier. Even with little change in interest rates, 30-year conventional
rate refinance potential next year will be the lowest it has been in years.
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Conventional conforming rate refinance potential
(Percent of outstanding conventional conforming 30-year fixed mortgages with rate incentive to refinance)
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The economists note however, that refinancing has not fallen as much as their estimate of rate refinance potential. While
Exhibit 5 shows a potential decrease of 63 percent in refinancing originations, in reality they have only fallen by 48 percent.
The exhibit covers only part of the market and other sources of refinance are filling in some of the gap left by rate
refinancing.

Shortening of the rate term has become a popular reason for refinancing, representing 35 percent of those originations
during the second quarter of this year. Term refinancing has had at least a 30 percent share every quarter since early 2013 as
low rates give borrowers the ability to pay down principal faster.

Refinancing from FHA loans into conventional financing is another source of originations. Corelogic estimates as many as
250,000 FHA borrowers could chose this route to rid themselves of ongoing FHA annual insurance premiums.

As rate refinances ebb, cash-out refinancing has increased. Rising home prices have helped existing homeowners grow their
equity and those looking to remodel, consolidate debt, or pay off student loans, are looking to that equity to do so. Some
chose to cash out by refinancing into a larger mortgage, while others are tapping equity through a second lien, usually a
Home Equity Line of Credit (HELOC).

Freddie Mac's Quarterly Refinance Statistics track conventional prime cash-out refinancing. In the second quarter of 2017,
homeowners cashed out $15 billion in equity compared to $13.8 percent the previous quarter and $19.1 billion in the fourth
quarter of 2016.

Those amounts are paltry when compared to the cash-out refinancing book in 2006 and 2007. In those two years
homeowners pulled out between $80 and $90 billion in equity each quarter. Further, while cash-out represented about 30
percent of the aggregate amount of refinancing in those two pre-crisis years, it represented only half that in the most recent
period this year.
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Total value of U.S. real estate held by households (S Trilllions)
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Freddie Mac says homeowner equity was up to $13.7 trillion in the first quarter of this year. As home prices keep rising,
cash-out activity is also likely to rise. Even if mortgage rates rise or remain flat, cash-out will become a larger and larger
share of total refinance activity. Typical cash-out refinancings result in a loan amount three to five times as large as the
equity cashed out. If that extracted equity averages $20 it would mean refinancing volume of about $300 billion each year.
But, the Economists say, "Even if the share of cash-out refinance activity increases dramatically, the level of overall cash-out
activity will likely remain well below the levels we saw last decade and mortgage debt growth will remain modest by
historical standards."
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