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e Real GDP growth. The latest Commerce Department eat@s revised second quarter real GDP
growth up to a 2.9% annual pace, well below thesiaatl 5.6% surge in the first quarter. A sharp
deceleration in interest-sensitive sectors—digrgmods consumption (rising 0.5%) and residential
investment (declining 10%)—remains the maactér in the slowdown. Real GDP growth is
expected to stay near 3.0 through the first half of 2007.

e Consumer price inflation. Energy prices continued to boost headline inflation in July, with the
Consumer Price Index up 0.4%. réanflation—CPI less food and energy—was more restrained,
rising 0.2%, the smallest gain since February. &stinue to expect that a slowing of economic
growth in the second half of the year and aliegeoff of energy prices will dampen inflation over
the medium term.

e Unemployment rate. The unemployment rate edged down to 4.7% in August as nonfarm payrolls rose
128,000, in line with job gains in recent monthseféhwas little evidence of labor market tightness
causing wage pressures, however, as average heamiyngs were up a scant 0.1%, and we expect
wage pressures to remain contained as economic growth cools.

e Mortgage rates. With recent data suggesting economiovgth is moderating and inflationary
pressures in check, and monetary policy unged at the August Fed Open Market Committee
meeting, rates on 30-year mortgages have moved dearly 40 basis points from their mid-summer
peak and are expected to average 6.5% in thendedualf, fluctuating as high as 7% as volatility in
the bond market remains.

e ARM share. The ARM share of conventional mortgagesxpected to move down further from 25%
in the second quarter to 21% by the end of the gsahnigher short-term interest rates reduce the
attractiveness of ARMs and homebuyers seek to lock in low longer-term rates.

e Housing starts and sales. All housing market indicators point gosignificant slowdown in activity, as
the market moves to a more sustainable pace.irpssarts declined 2.5% in July and are down 13%
since July 2005. Sales of both neamd existing homes fell in July, by 4.3% and 4.1%, respectively.
We forecast starts and sales to continueend down over the rest of 2006 and 2007, although at a
slower rate of deceleration than the July numbers suggest.

e Home value appreciation. Softening demand for housing and a buwifdof inventory has curbed price
appreciation, with price gains slowing to a 4.9% ahnaiz in the second quarter. Despite this sharp
deceleration, price gains roughly matched CPI irdtatand we expect nominal average growth to be
in the single-digits nationally through 2007.

e Mortgage activity. Originations of one- to four-familyconventional mortgages are expected to
continue trending down over the remainder of 200&#&sancing activity wanes. We project growth
of mortgage debt to slow modestly, as Hiert price gains and ongoing new construction activity
support demand for mortgage debt.
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2005 2006 2007 Annual Totals
Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2002 2003 2004 2005 2006 2007 2008
Real GDP (%) 3.4 3.3 4.2 1.8 5.6 2.9 29 3.0 3.1 3.1 3.2 3.2 1.9 3.7 3.4 3.1 3.6 3.2 3.5
Consumer Prices (%) a. 2.5 3.7 5.5 3.2 2.2 5.0 3.0 2.5 2.5 25 2.5 2.5 2.2 1.9 3.4 3.7 3.2 25 2.5
Unemployment Rate (%) b. 52 5.1 5.0 4.9 4.7 4.6 4.7 4.8 4.9 4.9 5.0 5.0 5.8 6.0 55 5.1 4.7 5.0 5.0
30-Year Fixed Mtg. Rate (%) b. 5.8 5.7 5.8 6.2 6.3 6.6 6.6 6.5 6.6 6.6 6.7 6.7 6.5 5.8 5.8 5.9 6.5 6.6 6.8
1-Year Treas. Indexed ARM Rate (%) b. 4.2 4.2 4.5 5.1 53 57 5.8 5.6 5.6 5.6 5.7 5.7 4.6 3.8 3.9 4.5 5.6 5.6 5.8
10-Year Const. Mat. Treas. Rate (%) b. 4.3 4.2 4.2 4.5 4.6 5.1 4.9 4.8 4.9 4.9 5.0 5.0 4.6 4.0 4.3 4.3 4.8 4.9 5.1
1-Year Const. Mat. Treas. Rate (%) b. 3.1 3.3 3.8 4.3 4.6 5.0 5.1 5.0 5.0 5.0 5.0 5.0 2.0 1.2 1.9 3.6 4.9 5.0 5.1
Housing and Mortgage Markets
2005 2006 2007 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4| 2002 2003 2004 2005 2006 2007 2008
Housing Starts c. 2.07 2.06 2.10 2.06 2.12 1.88 1.76 1.68 1.77 1.65 1.69 1.71 1.70 1.85 1.96 2.07 1.86 1.71 1.69
Total Home Sales d. 7.33 7.56 7.56 7.34 7.07 6.98 6.82 6.62 6.53 6.48 6.43 6.33 5.95 6.53 7.16 7.46 6.87 6.44 6.28
House Price Appreciation (%) e. 10.8 154 139 13.0 9.1 4.9 7.4 5.4 71 6.1 7.0 5.3 7.2 8.0 12.0 13.3 6.7 6.4 5.8
1-4 Family Mortgage Originations f.

Conventional $599 $710 $782 $655| $607 $658  $609 $553| $512 $587 $613 $549( | $2,697 $3,630 $2,776 $2,746 $2,427 $2,261 $2,208

FHA & VA $21 $21 $22 $19 $18 $17 $25 $23 $21 $24 $26 $23 $186 $230 $135 $83 $83 $94 $116

Total $620 $731 $804 $674| $625 $675 $634 $576( $553 $611 $639 $572| | $2,883 $3,860 $2,911 $2,828 $2,510 $2,355 $2,324
ARM Share (%) g. 32 33 28 29 28 25 23 21 20 19 19 18 17 19 34 31 24 19 17
Refinancing Share - Applications (%) h. 45 42 44 45 44 42 40 36 33 30 29 30 59 65 46 44 41 31 26
Residential Mortgage Debt (%) i. 10.3 15.0 16.5 14.3 12.5 13.9 14.3 11.5 8.3 14.2 13.5 9.6 11.8 12.7 14.0 14.0 13.1 11.4 10.5
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.
b. Quarterly average of monthly unemployment rates (seasonally-adjusted); Quarterly averages of monthly interest 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 single-family homes; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate).
e. Annualized growth rate of Freddie Mac's Conventional Mortgage Home Price Index (CMHPI); not seasonally-adjusted.
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 all single-family 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).
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