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e Real GDP growth. Fourth quarter 2006 GDP growth came in well above market expectations, with
stronger contributions from consumer spending and net exports, while residential fixed investment
continued to subtract more than a percentage point from headline growth. Given the surprising strength
outside of housing markets, we revised upward our first quarter 2007 GDP growth (from 2.5%), which
added an additional one-tenth to 3.1% in 2007; we left 2008 growth at 3.5%. In addition we expect
housing to begin making positive contributions to economic growth in the second half of 2007.

o Consumer price inflation. \We left our forecast for the CPI unchanged at 2.5% in 2007 and 2008. The
risk to the forecast is on the upside with potential higher oil prices and/or spillover to other goods.

e  Unemployment rate. In light of the stronger GDP growth, we lowered the unemployment rate forecast
by a tenth of a percentage point in the first half of 2007, but unemployment is expected to edge back up
to 5.0% in the second half of the year.

o Mortgage rates. Interest rates on 30-year fixed-rate mortgages are anticipated to increase slightly (20
basis points) over the course of 2007 to 6.4% at the end of the year and average 6.5% in 2008. With the
Federal Reserve likely to keep policy rates on hold, we expect rates for 1-year ARMSs to remain steady
at 5.5% in 2007 and 2008. In terms of Treasury rates, the yield curve is forecasted to remain inverted in
2007 and 2008.

o  ARM Share. The ARM share will likely fall to 13% in 2007 as long-term rates slowly increase, then
move back up to a 15% share in 2008 as the interest rate spread to 30-year fixed-rate mortgages widens
slightly.

e Housing starts. Total housing starts are expected to be 10% lower in 2007 at 1.62 million units, as
builders work off excess inventories of unsold new homes. Starts are forecasted to edge up in 2008, to
1.70 million.

e Home sales. Total home sales (new and existing detached homes) are forecast to decline 7% to 6.3
million in 2007, then move up to 6.4 million in 2008; as the inventory of unsold homes declines, home
sales should return to trend growth.

o Home value appreciation. \We expect house price growth as measured by Freddie Mac’s Conventional
Mortgage Home Price Index, will decelerate further to 3.3% in 2007 and remain at 3.3% in 2008,
corresponding to modest gains over the CPl. Home prices are expected to take longer than starts or
sales to settle back to trend growth.

e Mortgage activity. Single-family mortgage originations are expected to decline almost 6% in 2007 to
around $2.5 trillion and fall another 1% in 2008 to under $2.5 trillion; these declines reflect drops in
refinance volumes of 19% and 25%, respectively. Owing to rapid house price growth, the FHA&VA
share of single-family originations averaged 3% in 2006, but is expected to rise to 4% in 2007 and 5%
in 2008. Growth in mortgage debt outstanding should be at a healthy clip of 8.1% for 2007 and 7.1%
for 2008, down from the 8.9% estimated growth in 2006 and the double-digit growth we saw in 2001-
2005 (averaging 12.8%).
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Revised 2/8/2007 Major Economic Indicators
2005 2006 2007 2008 Annual Totals

Indicator Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2002 2003 2004 2005 2006 2007 2008
Real GDP (%) 4.2 1.8 5.6 2.6 2.0 35 2.8 3.0 3.2 3.4 3.5 3.5 1.9 3.7 3.4 3.1 34 34 3.5
Consumer Prices (%) a. 55 3.2 22 5.0 29 -2.2 2.5 2.5 2.5 2.5 2.5 2.5 22 1.9 3.3 3.7 2.0 2.5 2.5
Unemployment Rate (%) b. 5.0 4.9 4.7 4.6 4.7 4.5 4.6 4.8 5.0 5.0 5.0 5.0 5.8 6.0 55 5.1 4.6 4.9 5.0
30-Year Fixed Mtg. Rate (%) b. 58 6.2 6.3 6.6 6.6 6.2 6.3 6.3 6.4 6.4 6.4 6.5 6.5 5.8 5.8 5.9 6.4 6.3 6.5
1-Year Treas. Indexed ARM Rate (%) b. 4.5 5.1 5.3 57 5.7 55 5.5 5.5 5.5 5.5 5.5 5.5 4.6 3.8 3.9 4.5 5.5 5.5 5.5
10-Year Const. Mat. Treas. Rate (%) b. 4.2 45 4.6 5.1 4.9 46 4.8 4.9 4.9 5.0 5.0 5.1 4.6 4.0 43 43 4.8 4.9 5.1
1-Year Const. Mat. Treas. Rate (%) b. 3.8 4.3 4.6 5.0 5.1 5.0 5.1 5.2 5.2 5.2 5.2 5.2 2.0 1.2 1.9 3.6 4.9 5.2 5.2

Housing and Mortgage Markets

2005 2006 2007 2008 Annual Totals

Indicator Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 2002 2003 2004 2005 2006 2007 2008
Housing Starts c. 2.10 2.06| 212 1.87 1.71 1.56 1.57 1.59 1.64 1.67 1.68 1.69 1.70 1.85 1.96 2.07 1.80 1.62 1.70
Total Home Sales d. 7.56 7.34 7.07 6.96 6.49 6.55 6.40 6.30 6.25 6.25 6.27 6.29 5.95 6.53 7.16 7.46 6.74 6.30 6.40
House Price Appreciation (%) e. 14.2 12.9 9.6 5.4 43 4.6 3.9 3.2 3.0 2.9 3.2 3.3 7.2 7.8 11.9 134 6.0 3.3 33
1-4 Family Mortgage Originations f.

Conventional $920 $782| $600 $715 $659 $599| $561 $635 $631 $568| $536 $612| [ $2,697 $3,630 $2,776 $3,167 $2,573 $2,395 $2,343

FHA & VA $22 $19| $17 $21 $21 $19 $23 $26 $26 $24 $22 $26 $186  $230 $135 $83 $78 $100  $123

Total $942  $801| $617 $736 $680 $618( $584 $661 $657 $592| $558 $638| | $2,883 $3,860 $2,911 $3,250 $2,651 $2,495 $2,466
ARM Share (%) g. 28 29 28 25 19 14 13 13 14 14 15 15 17 19 34 31 21 13 15
Refinancing Share - Applications (%) h. 44 45 44 42 41 46 44 33 32 31 29 22 59 65 46 44 43 35 24
Refinancing Share - Originations (%) h. 50 51 50 48 47 52 50 41 39 39 37 31 66 70 52 50 49 42 32
Residential Mortgage Debt (%) i. 16.3 13.5 10.0 9.8 7.6 8.4 6.8 8.5 9.9 7.1 5.3 8.0 12.7 12.7 14.5 13.6 9.0 8.1 71

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 forecast data are averages of quarterly values; annual historical data are reported as Q4 over Q4.
a. Calculations based on quarterly averages of monthly index levels; index levels based on the seasonally-adjusted, all-urban consumer f. Billions of dollars (not seasonally-adjusted).

price index. g. Federal Housing Finance Board (FHFB); quarterly averages of monthly shares of conventional, home-purchase

b. Quarterly average of monthly unemployment rates (seasonally-adjusted); Quarterly averages of monthly interest rates (not seasonally mortgage closings (not seasonally-adjusted).

adjusted). h. Primary Mortgage Market Survey®; quarterly averages of monthly shares of all single-family mortgage application:
c. Millions of housing units; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate). (not seasonally-adjusted).

d. Millions of housing units; total sales are the sum of new and existing detached single-family homes i. Federal Reserve Board; growth rate of residential mortgage debt, the sum of single-family and multifamil

quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate). mortgages (not seasonally-adjusted, annualized rate).

e. Annualized growth rate of Freddie Mac's Conventional Mortgage Home Price Index (CMHPI); not seasonally-adjusted.
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