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• Real GDP growth.  The Bureau of Economic Analysis reported the advance estimate of third quarter GDP growth 
at 3.7%, lower than our expected growth rate of 4.0% (annualized).  Due to the continuation of high energy costs 
we have set our fourth quarter forecast for GDP growth at 3.5%, with higher growth expected in 2005. 

 
• Consumer price inflation.  After a second quarter, energy-cost-induced spike in the consumer price index (CPI), 

CPI inflation should return to a more moderate pace, averaging at about a 2% inflation rate in 2005, unchanged 
from our previous outlook.  Oil prices remain the wild card and biggest downside risk to our forecast.  The current 
price of a barrel of sweet crude oil has finally come down under $50 a barrel, however the home heating season is 
upon us and families will feel the pinch from high fuel costs heading into the Christmas buying season.  
Nonetheless, we expect oil prices to gradually drift downward in 2005, helping to keep inflation low. 

 
• Unemployment rate.  Our unemployment rate forecast is unchanged from last month.  With GDP growth expected 

to exceed 3.5%, job creation should bring the unemployment rate gradually down, to close to 5% by the end of 
2005.  The October jobs report indicated a rise in the unemployment rate to 5.5% despite a gain of 337,000 new 
non-farm payroll jobs.  We believe this is a temporary increase in the unemployment rate and that jobs growth 
should exceed 150,000 over each of the months in the fourth quarter, bringing the unemployment rate back down. 

 
• Mortgage rates.  30-year fixed mortgage rates averaged 5.72% during the month of October; fixed-rate loans are 

only about 50 basis points above the 46-year low set in June 2003.  We expect fixed-rate loans to gradually 
become more expensive, increasing about one-half of a percentage point between now and the end of 2005, 
however our average expected rate for 2005 is 10 basis points lower than our previous forecast.  ARM rates should 
increase by more because we expect the Fed to continue to push the federal funds target higher – we expect 
another quarter-point increase, to 2%, on November 10. 

 
• Housing starts.  Low mortgage rates continue to foster new housing demand, either through household formations 

or desire for second homes.  Our expectation for total housing starts in 2004 is at 1.96 million units, up slightly 
from our October Outlook, and we increased our housing starts projection to 1.84 million dwellings for 2005. 

 
• Home sales.  Both previously owned and newly built home sales will easily set records this year, of about 6.5 

million and 1.2 million units, respectively.  We increased the total home sales forecast to 7.67 million for 2005 – a 
3% dip from the level set in 2004 attributable to slightly higher mortgage rates; this is a higher projection than last 
month’s estimate and it ties to our lower interest rate forecast for the year. 

 
• Home value appreciation.  Home price growth will moderate over the next year, to about an 8% annual growth 

rate.  Strong homes sales and an improving employment outlook coupled with higher construction costs and very 
little buildable land in the fastest growing areas are keeping up pressure on home prices.  Although we expect this 
pressure to moderate a bit with higher interest rates, we do not foresee any reason for a correction. 

 
• Mortgage activity.  The Fed-induced flattening of the yield curve (primarily through raising short-term rates) will 

bring the ARM share of lending down slightly over the next year.  Higher rates will also dampen refinancing 
volume, from a share of 46% in 2004 to about 40% in 2005.  After a four-year refinance boom, fewer than 1-in-7 
borrowers with a fixed rate mortgage today have an interest rate of 7% or higher – so very few homeowners are 
“in the money” for a refinance based purely on prevailing mortgage rates.  Based on our lower interest rate 
forecast and strong home sales, we pushed up our origination forecast to $2.7 trillion for 2004 and $2.5 trillion for 
2005 – all of the difference in origination volume is due to lower expected refinance activity. 
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Annual Totals
Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2001 2002 2003 2004 2005 2006

Real GDP (%) 4.5 3.3 3.7 3.5 3.8 4.0 3.8 3.8 3.5 3.5 0.2 2.3 4.4 3.8 3.9 3.5

Consumer Prices (%) a. 3.6 4.7 1.9 2.5 2.0 2.0 2.0 2.0 2.5 2.5 1.8 2.2 1.9 3.2 2.0 2.5

Unemployment Rate (%) b. 5.6 5.6 5.4 5.4 5.3 5.2 5.2 5.1 5.1 5.1 4.8 5.8 6.0 5.5 5.2 5.1

30-Year Fixed Mtg. Rate (%) b. 5.6 6.1 5.9 5.7 5.8 5.9 6.0 6.1 6.2 6.3 7.0 6.5 5.8 5.8 6.0 6.2

10-Year Const. Mat. Treas. Rate (%) b. 4.0 4.6 4.3 4.1 4.2 4.3 4.4 4.5 4.5 4.6 5.0 4.7 4.0 4.3 4.3 4.6

1-Year Const. Mat. Treas. Rate (%) b. 1.2 1.8 2.1 2.3 2.5 2.6 2.7 2.8 2.9 3.1 3.5 2.0 1.3 1.8 2.7 3.0

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2001 2002 2003 2004 2005 2006
Housing Starts c. 1.94 1.92 1.97 1.99 2.00 1.80 1.82 1.73 1.75 1.75 1.60 1.70 1.85 1.96 1.84 1.72
Total Home Sales d. 7.40 7.99 7.83 8.30 7.37 7.67 8.07 7.57 7.30 7.30 6.20 6.54 7.19 7.88 7.67 7.37
House Price Appreciation (%) e. 6.5 9.8 12.0 10.3 9.0 7.9 9.1 6.0 7.1 7.6 7.6 7.5 8.6 9.7 8.0 6.9
1-4 Family Mortgage Originations f.
 Conventional $600 $696 $654 $604 $531 $623 $643 $533 $457 $543 $1,900 $2,696 $3,629 $2,554 $2,330 $2,100
 FHA & VA $39 $37 $49 $45 $46 $54 $56 $46 $40 $47 $167 $187 $231 $171 $202 $183

Total $639 $737 $703 $649 $577 $677 $699 $579 $497 $590 $2,067 $2,883 $3,860 $2,725 $2,532 $2,283

ARM Share (%) g. 27 36 38 35 34 32 31 30 28 27 12 17 19 34 32 26
Refinancing Share (%) h. 59 39 39 47 46 39 37 36 36 29 57 59 65 46 40 32
Residential  Mortgage Debt (%) I. 11.3 12.4 15.4 14.3 12.0 15.1 13.8 12.5 10.5 12.9 10.1 11.8 12.8 13.4 13.4 11.6

Note:  Quarterly and annual forecasts (or estimates) are shown in shaded areas; totals may not add due to rounding; quarterly data expressed as annual rates; annual data are averages of quarterly
values.
a. Calculations based on quarterly averages of monthly index levels; index levels based on the seasonally-adjusted, all-urban consumer price index (seasonally-adjusted)
b. Quarterly averages of monthly rates (not seasonally-adjusted).
c. Millions of housing units; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate)
d. Millions of housing units; total sales are the sum of new and existing (detached) homes; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate)
e. Freddie Mac/Fannie Mae conventional home price index (CMHPI); not seasonally-adjusted
e. Annualized growth rate of Freddie Mac's Conventional Home Mortgage Price Index (CHMPI)
f.  Billions of dollars (not seasonally-adjusted).
g. Federal Housing Finance Board (FHFB); quarterly averages of monthly shares of conventional, home-purchase mortgage closings (not seasonally-adjusted)
h. Primary Mortgage Market Survey; quarterly averages of monthly shares of mortgage applications (not seasonally-adjusted)
I. Federal Reserve Board; growth rate of residential mortgage debt, the sum of single-family and multifamily mortgages (not seasonally-adjusted, annualized rate)
g:/finres/nothaft/outllook & projections/2004-month outlooks/oct_04 on HomeFront.xls
Prepared by Office of the Chief Economist (MS 11/5/2004); send comments and questions chief_economist@freddiemac.com
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November 2004 Economic Outlook Comparison Table
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2004 2005 2006

GDP
Fannie 3.7 3.6 4.1 4.1 3.8 3.8 3.9 3.8 3.9 4.0 3.9
MBA 3.7 3.7 3.5 3.3 3.4 3.5 3.5 3.4 3.8 3.4 3.5
Economy.Com 3.7 3.9 3.4 2.8 3.1 2.8 3.2 3.4 3.6 3.0 3.3
Macroeconomic Advisers 3.7 3.2 3.6 4.3 4.3 4.0 3.9 3.8 3.7 4.1 3.9
Freddie Mac 3.7 3.5 3.8 4.0 3.8 3.8 3.5 3.5 3.8 3.9 3.5

CPI
Fannie 1.9 2.0 2.0 1.9 2.0 2.0 2.1 2.2 3.0 2.0 2.2
MBA 1.9 2.0 1.8 1.5 1.6 2.2 2.3 2.3 3.0 1.8 2.3
Economy.Com 1.9 2.9 1.5 1.9 1.7 1.6 2.2 2.2 3.4 1.7 2.2
Macroeconomic Advisers 1.9 3.1 1.4 1.0 1.2 1.3 1.4 1.5 3.3 1.2 1.5
Freddie Mac 1.9 2.5 2.0 2.0 2.0 2.0 2.5 2.5 3.2 2.0 2.5

Unemployment
Fannie 5.4 5.3 5.3 5.2 5.2 5.2 5.1 5.1 5.5 5.2 5.1
MBA 5.4 5.3 5.3 5.3 5.3 5.3 5.3 5.3 5.5 5.3 5.3
Economy.Com 5.4 5.5 5.5 5.4 5.4 5.3 5.4 5.3 5.6 5.4 5.4
Macroeconomic Advisers 5.4 5.4 5.3 5.2 5.2 5.2 5.1 5.1 5.5 5.2 5.1
Freddie Mac 5.4 5.4 5.3 5.2 5.2 5.1 5.1 5.1 5.5 5.2 5.1

30-Year FRM
Fannie 5.9 5.9 6.0 6.1 6.2 6.2 6.3 6.4 5.9 6.1 6.3
MBA 5.9 5.9 6.0 6.2 6.3 6.5 6.6 6.7 5.9 6.3 6.7
Economy.Com 5.9 6.0 6.4 6.6 6.7 6.8 6.9 7.0 6.0 6.6 7.0
Macroeconomic Advisers 5.9 5.7 5.7 5.8 6.2 6.4 6.6 6.8 5.8 6.0 6.7
Freddie Mac 5.9 5.7 5.8 5.9 6.0 6.1 6.2 6.3 5.8 6.0 6.2

1-Year CMT
Fannie 2.1 2.2 2.5 2.7 2.9 3.1 3.2 3.4 1.8 2.8 3.3
MBA 2.1 2.2 2.4 2.6 2.9 3.2 3.5 3.8 1.8 2.8 3.7
Economy.Com 2.1 2.4 3.2 3.6 3.7 3.9 4.2 4.5 1.9 3.6 4.8
Freddie Mac 2.1 2.3 2.5 2.6 2.7 2.8 2.9 3.1 1.8 2.7 3.0

Housing Starts
Fannie 1.97 1.84 1.83 1.83 1.82 1.82 1.82 1.81 1.91 1.82 1.82
MBA 1.97 1.91 1.89 1.84 1.82 1.77 1.70 1.67 1.94 1.83 1.68
Economy.Com 1.97 1.95 1.88 1.78 1.69 1.59 1.56 1.52 1.95 1.74 1.54
Macroeconomic Advisers 1.97 1.95 1.91 1.90 1.86 1.80 1.75 1.70 1.94 1.87 1.73
NAHB 1.93 1.85 1.80
Freddie Mac 1.97 1.99 2.00 1.80 1.82 1.73 1.75 1.75 1.96 1.84 1.72

Home Sales
Fannie 7.83 7.53 7.17 7.14 7.13 7.12 7.05 6.99 7.67 7.14 7.02
MBA 7.83 7.38 7.17 6.95 6.93 6.75 6.52 6.51 7.67 6.95 6.52
Economy.Com 7.83 7.59 6.94 6.53 6.20 6.03 6.01 6.03 7.57 6.42 6.02
NAHB 7.75 7.34 7.15
NAR 7.64
Freddie Mac 7.83 8.30 7.37 7.67 8.07 7.57 7.30 7.30 7.88 7.67 7.37

House Prices
Fannie 9.2 8.0 6.5 4.0 3.6 3.0 3.2 3.0 9.5 4.3 3.1
Economy.Com 4.9 3.2 1.4 0.8 1.1 1.4 2.2 2.8 5.8 1.2 2.5
Freddie Mac 12.0 10.3 9.0 7.9 9.1 6.0 7.1 7.6 9.7 8.0 6.9

SF Originations
Fannie 603 626 479 548 514 416 348 495 2,639 1,957 1722
MBA 652 559 450 607 593 473 402 542 2,712 2,123 1,934
Economy.Com 469 366 344 332 336 339 346 349 2,041 1,351 1,404
Freddie Mac 703 649 577 677 699 579 497 590 2,724 2,532 2283

ARM Share
Fannie 38 32 32 31 31 30 28 27 33 31 28
MBA 38 38 37 37 36 36 35 35 35 37 35
Economy.Com 38 21 18 16 17 19 21 22 27 17 21
Freddie Mac 38 35 34 32 31 30 28 27 34 32 26

Refi Share
Fannie 38 51 51 32 28 29 32 24 50 35 28
MBA 33 42 35 33 30 30 28 25 44 32 27
Economy.Com 29 19 17 15 13 12 12 12 37 14 12
Freddie Mac 39 47 46 39 37 36 36 29 46 40 32

Sources: Freddie Mac ( 11/5/2004), Fannie Mae (10/19/2004), MBA (10/27/2004), Economy.Com (11/2/2004), Macroeconomic Advisors (11/2/2004), National Association of Home 
Builders (10/4/2004), and National Association of Realtors (October 2004).
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