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Quarterly Forecast: Housing Market Expected to Remain
Strong Despite Major Supply Shortage and Historically
High House Prices Across the U.S. Slowing Sales

The latest employment report from the U.S. Labor Department showed that while the U.S. economy
added 850,000 nonfarm payroll jobs in June, it is still down 6.8 million jobs from February 2020.
Job openings have surged to a record high of 9.2 million, and as the economy continues to reopen,
we expect the economy to continue to mend. Consensus forecasts put full year U.S. Real GDP
growth over 6% in 2021, which would help to close the large gap between the current level of
economic activity and potential output.

Consumer price inflation surged in May, and the all item Consumer Price Index increased 5.0%
year-over-year while the index for all items less food and energy increased 3.8% year-over-year.

The Personal Consumption Expenditures (PCE) price index for May increased 3.9% year-over-year.
Excluding food and energy, the core PCE price index (the Fed’s preferred measure of price inflation)
for May increased 3.4% year-over-year. Many economists consider these increased inflation readings
to be transitory in nature and have forecasted inflation to fall back towards 2% over the next two years.

Indeed, the bond market has shrugged off these inflation readings, and long-term interest rates have
fallen recently. The U.S. weekly average 30-year fixed-rate mortgage was 2.9% for the week of July
8, 2021. And, while we forecast rates to increase gradually later in the year, we don’t expect to see a
rapid increase. At the end of the year, we forecast 30-year rates will be around 3.4%, rising to 3.8%
by the fourth quarter of 2022.

We expect low rates and a recovering labor market to be supportive of housing market activity.

The single-family housing market remains robust, with U.S. house prices increasing 17% year-over-year
in the May release of the Freddie Mac House Price Index (FMHPI). That’s the highest 12-month house
price growth in the history of the FMHPI going back to 1975, higher than the mid-2000s house price
boom and higher than the inflation years of the late 1970s and early 1980s. In fact, according to data
compiled by Nobel Prize winning economist Robert Shiller, current real (inflation-adjusted) house
prices are the highest they have been in 131 years of data dating back to 1890.

High house price growth has been supported by increased demand due to low mortgage rates,
disposable after-tax income that has risen during the current recession and a major shortage of
housing supply relative to our population. The increase in house price growth will be less transitory
than the increase in consumer prices, as the U.S. housing market will continue to struggle with
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a shortage of available housing for many months to come. But, we do forecast house price growth
to moderate in 2022, with full year house price growth of 12.1% in 2021 followed by 5.3% in 2022.

The rapid run up in house prices may be starting to exhaust potential homebuyers. We've seen
indications of softening demand in recent home purchase mortgage applications data. And, while
sales metrics remain above pre-pandemic levels, the pace of sales has cooled since the first quarter
of this year with home sales slowing for the past four consecutive months. That'’s reflected in our
home sales forecast, which has total home sales declining to 6.9 million in 2021 and 2022 after
reaching a seasonally adjusted annual rate of 7.6 million and 7.2 million in the fourth quarter of 2020
and first quarter of 2021, respectively.

Strong home sales and robust house price growth will lift home purchase mortgage originations
from $1.8 trillion in 2021 to $1.9 trillion in 2022. We expect refinance activity to soften as higher
mortgage rates dampen activity, with refinance originations declining from $2.2 trillion in 2021 to
$713 billion in 2022. Overall, we forecast that total originations will decline from $3.9 trillion in 2021
to $2.6 trillion in 2022.

2021 Q3
Economic and Housing Market Outlook Draft revised 06/29/2021
2020 2021 2022
2020 2021

30-year PMMS (%) a. 35 32 30 28 | 29 30 33 34 35 36 37 38 3 3.1 3.7
Total home sales (M) b. 6.2 51 71 7.6 7.2 6.7 6.8 6.8 6.9 6.9 6.9 6.9 6.5 6.9 6.9
House price growth (%) c. 19 10 43 37 | 42 38 19 18 | 18 18 08 08 | 1.3 121 53
Total originations ($B) d. $690 $990 $1,155 $1,265 | $1,305 $1,075 $853 $700 | $589 $707 $688 $641 | $4,100 $3,933 $2,626
Purchase originations ($B) d. $276  $324  $435 $438 | $382 $476 $476  $443 | $401 $527 $513  $472 | $1,473 $1,776 $1,913
Refinance originations ($B) d. $414  $666 $720 $827 | $923 $599 $377 $257 | $187 181 $175 $169 | $2,627 $2,157 $713

Note: Quarterly and annual forecasts (or estimates) are shown in shaded areas; totals may not add due to rounding; annual forecast data are averages of quarterly values.

a. Quarterly average of monthly interest rates (not seasonally-adjusted); reported as an annual rate.

b. Millions of housing units; total sales are the sum of new and existing single-family, condo/co-op home sales; quarterly averages of monthly, seasonally-adjusted levels
(reported at an annual rate).

c. Quarterly growth rate of Freddie Mac’s House Price Index; seasonally-adjusted; annual rates for yearly data.
d. Billions of dollars (not seasonally-adjusted). Includes only 1st lien mortgage originations.
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Opinions, estimates, forecasts, and other views contained in this document are those of Freddie
Mac’s Economic & Housing Research group, do not necessarily represent the views of Freddie Mac
or its management, and should not be construed as indicating Freddie Mac’s business prospects or
expected results. Although the Economic & Housing Research group attempts to provide reliable,
useful information, it does not guarantee that the information or other content in this document is
accurate, current or suitable for any particular purpose. All content is subject to change without
notice. All content is provided on an “as is” basis, with no warranties of any kind whatsoever.
Information from this document may be used with proper attribution. Alteration of this document or
its content is strictly prohibited.
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