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U.S. ECONOMY

Economic growth remained
strong in Q3, primarily due
to solid consumer spending.
We expect the economy to
slow down as the full impact

of higher interest rates is felt.

Recent developments in the U.S. economy

HOUSING MARKET

Housing continues to reel
under the impact of higher
mortgage rates, with the
resale market stalling to
the lowest levels in thirteen
years. MORE ->

MORTGAGE MARKET

Tighter financial conditions
caused by higher mortgage
interest rates and reflected
in the data from the Federal
Reserve have contributed to
contractions in mortgage
activity. MORE ->

SPOTLIGHT: FIRST-TIME
HOMEBUYERS

Young adult first-time
homebuyers are getting
help from co-borrowers
aged 55+ to attain
homeownership. MORE -

The U.S. economy continued to grow at a strong pace in the third quarter of 2023, according to the advance
estimate of Real Gross Domestic Product (GDP) by the Bureau of Economic Analysis (BEA). The economy
expanded at a seasonally adjusted annual rate of 4.9%, which was the strongest GDP print since the fourth

quarter of 2021 and reflects the resilience of the U.S. economy. Growth was led by consumer spending, which
increased at a seasonally adjusted annual rate of 4.0% in the third quarter of 2023, compared to 0.8% in the
second quarter. Private inventory investment and residential fixed investment also contributed positively to this

growth. Residential investment reversed a streak of nine consecutive quarters of decline, increasing for the first

time since the first quarter of 2021.

The labor market is showing signs of moderating as the economy added fewer jobs than expected in October
at 150,000 jobs compared to the expectation of 190,000 jobs,' according to the latest report from the Bureau
of Labor Statistics (BLS). Along with the moderation in October, the September and August payroll gains were
revised down by a combined 101,000 jobs. October job growth was led by health care, government and social
assistance. Employment in manufacturing declined the most by 35,000, mainly led by a decline of 33,000 in
the motor vehicle and parts category due to the United Auto Workers strike.

The unemployment rate ticked up to 3.9% in October, the highest rate since January 2022, as did the
number of unemployed persons, which increased to 6.5 million. The labor force participation rate as well as
employment-to-population ratio were relatively unchanged at 62.7% and 60.2% respectively. Despite slower
job growth and the uptick in unemployment, the overall labor market remains strong. Job openings remain
high at 9.6 million in September, according to the BLS Job Openings and Labor Turnover Survey (JOLTS).
The ratio of job openings to unemployed persons continues to be relatively high at 1.5 as of September 2023.

1 Bloomberg consensus forecast was for a payroll growth of 190,000.

© 2023 Freddie Mac

www.freddiemac.com




A\

While inflation has moderated, it remains elevated. The BEA’s estimate of Personal Consumption
Expenditures (PCE) price index increased 0.4% month-over-month in September 2023, and 3.4% year-
over-year. Core Inflation (PCE price index excluding food and energy) rose 3.7% from last September,
and 0.3% from August 2023. While inflation has been trending lower, the annual growth rate remains well
above the Federal Reserve’s longer run goal of 2%.? In the press conference following the November Federal
Open Market Committee (FOMC) meeting , Federal Reserve Chair Powell said that “the process of getting
inflation sustainably down to two percent has a long way to go.”

Recent developments in the U.S. housing market

In the housing market, home sales remain moribund, with total home sales down 10% on a year-over-year basis
in September 2023. Existing home sales, reported by the National Association of Realtors (NAR), were at their
lowest level in thirteen years, down 2% month-over-month in September and down 15.4% year-over-year.

With the rate lock-in effect keeping many existing homeowners out of the market, inventory of homes for sale
remains lean. The number of existing homes for sale declined 8.1% year-over-year in September. New home
sales have taken on increased importance for the housing market as the share of total home sales that are new
increased to 16.1%, the highest share since 2005. The U.S. Census Bureau and U.S. Department of Housing and
Urban Development reported that new home sales in September 2023 were at an annualized rate of 759,000,
up 12.3% from August and 33.9% from September 2022. Overall, the inventory of new homes for sale has
decreased 5.4% from last year.

Higher interest rates are also taking a toll on the confidence of homebuilders. The Housing Market Index,

as reported by the National Association of Home Builders (NAHB), has declined for three consecutive months
to its lowest level since January 2023.° To support slowing sales, homebuilders have been offering incentives
and price cuts. In October, 32% of builders reported cutting home prices with the average price discount

at 6%, as per the NAHB. Pending contracts for existing home sales remain close to historically low levels

as measured by NAR's pending home sales index. The index increased 1.1% month-over-month in September
2023 and decreased 11% from September 2022, with all regions across the U.S. down year-over-year.

To exacerbate supply side issues, housing starts and permits, reported by the U.S. Census Bureau, were

both down 7.2% year-over-year in September.

Recent developments in the U.S. mortgage market

The U.S. mortgage market is stalled by higher mortgage interest rates. While the FOMC paused rate hikes
for the third time this year in November, longer-term yields have been on the rise with the 10-year Treasury yield
rising by more than half of a percentage point over the last couple of months. Long-term yields have been
rising due to factors such as expectations that rates will remain higher for longer, rising government deficits,
stronger than expected economic growth and tight labor markets. Mortgage rates followed these long-term
Treasuries in their increases. The average 30-year fixed-rate mortgage, as measured by Freddie Mac’s Primary
Mortgage Market Survey®, increased every week in September and October. As of the last week of October,
the average mortgage rate hit a high of 7.79%, its highest level since November 2000.

2 https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20231101.pdf

3 TheHousing Market Index is a diffusion index normalized so that a value of 50 indicates sentiment balanced between positive and
negative. Any value above (below) 50 indicates that on average survey respondents have a positive (negative) sentiment. For more
information on the index see https://www.nahb.org/news-and-economics/housing-economics/indices/housing-market-index.
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According to the Federal Reserve Board’s Senior Loan Officer Opinion Survey on Bank Lending Practices
(SLOOS) released in October 2023, banks reported tightening lending standards for all categories of residential
real estate loans as well as Home Equity Lines of Credit (HELOC), except for government residential mortgages,
which were unchanged. The percentage of banks tightening lending for all residential mortgages reached 13%
as of the October 2023 release, up from around 3% in the October 2022 release. Between 20-50% of banks
reported tighter lending standards for jumbo residential qualified mortgages (QMs), residential non-QMs as
well as HELOCs. Furthermore, between 10% to 20% of the banks reported tighter standards on non-jumbo,
non-GSE eligible residential QMs and subprime residential mortgages. Approximately 10% of banks reported
tightening standards for GSE-eligible mortgages.

Tighter financial conditions reflected in both higher mortgage rates and the SLOOS have contributed to
contractions in mortgage activity. According to the Mortgage Bankers Association’s Weekly Applications Survey,
mortgage applications in October 2023 were the lowest since May 1995. We estimate that through the first three
quarters of 2023, mortgage originations are down about 30% relative to the same period a year ago.

The higher rates and tighter financial conditions are also starting to impact consumer credit performance,
particularly for credit cards. Credit card performance has been deteriorating with approximately 8% of

credit card balances transitioning into 30 or more days delinquent while almost 6% of credit card balances
transitioned into serious delinquencies. The uptick in the delinquencies for auto loans have been more modest,
with around 4% of auto loan balances seriously delinquent and only a twelve-basis point increase in the
transition to serious delinquency from 2.41% to 2.53%. On the other hand, mortgage performance remains
pristine with the share of loans delinquent and those transitioning into delinquency very low as compared to
other loan types.

The outlook

We expect U.S economic growth to decelerate in the fourth quarter of 2023 and remain tepid throughout
2024. Slower economic growth will result in slower payroll employment growth and an uptick in the
unemployment rate. While the economy will avoid tipping into a recession, slower growth and weaker
employment will dampen consumer spending. Inflation will continue to moderate but remain above the
FOMC's 2% target throughout next year and monetary policy will remain restrictive.

With inflation remaining stubbornly high and the FOMC refraining from cutting rates, longer-term Treasury
yields will remain elevated in the near term. We expect the recent volatility in Treasury yields to abate which
will allow modest reductions in mortgage rates. However, mortgage rates will likely not fall below 6% in the
short run as the higher for longer narrative holds true.

Elevated mortgage rates and a slowing economy will present a challenge to the housing market. Home sales
will remain near current levels and inventory will not increase substantially as the mortgage rate lock-in effect
keeps existing homeowners locked into their current residence. Favorable demographics will keep the share
of first-time homebuyers elevated and with limited inventory, upward pressure on house prices will remain.
In this scenario, house prices will rise nationally, increasing 5.4% in 2023 and 2.6% in 2024.

Mortgage origination volumes are expected to remain low throughout 2024 before modestly increasing

in 2025. Even though house prices have been on the rise, lower sales volume will keep purchase mortgage
volumes lower. While mortgage rates remain above 6%, there will be very limited refinance activity.
Overall, total mortgage origination activity will remain low through most of 2024 but start to increase at
the end of the year and see modest increases in 2025.
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NOVEMBER 2023 SPOTLIGHT:

Young adult homebuyers are cracking the homeownership code

Prospective first-time homebuyers (FTHBs) have faced elevated home prices and more recently, the highest
mortgage rates in a generation. Yet despite these affordability challenges, young FTHBs have been a dominant
driver of the housing market. From 2017 through 2022, there were over 12.6 million FTHBs in the United States,
which is an increase of 4 million FTHBs compared to the previous 5-year period (2011 to 2016). How have they
been able to crack the homeownership code?

There are several ways homebuyers are getting help, especially when it comes to down payments. In our
previous analysis, we show that while savings and inheritance are the number one sources for a down payment,
help from friends and families is also a fundamental source of down payment assistance. In the latest available
data, 22% of the borrowers in 2020 used family and friends’ help for a down payment, according to the
National Survey of Mortgage Originations (NSMO).* More interestingly, in our analysis using the latest available
National Mortgage Database
(NMDB),* we find that the help from
family goes beyond down payment

assistance into the co-borrowing Share of FTHB young adult borrowers with co-borrower aged 55+
space. While co-borrowing with

EXHIBIT 1

a spouse or a partner is the most 3.0% |
common form of co-borrowing,
there has been an increase in

co-borrowing of 25-34-year-olds 2.5% 1
with a 55+ co-borrower (Exhibit 1,
previous page). For example, in 0% |

2000, the share of young adult

FTHBs with a co-borrower aged

55+ was 0.6%. At of the end of 1.5%
the first quarter of 2023, the share

reached 2.5%.°

1.0% -
In addition to getting help from
family and friends, familiarity with the
mortgage process and products 0.5% -
is important for a smooth transition
to homeownership. To determine
0.0% +—/—————— T

how familiar borrowers were with
. . 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023-Ql
the process of getting their

mortgage, we analyzed NSMO

Source: Freddie Mac calculations using NMDB.
survey data which contain su rvey Note: Owner-occupied single-family (1-4 units) home purchases only. Young adults classified as 25-34-year-olds

4 National Survey of Mortgage Origination (NSMO) is a quarterly mail survey jointly funded and managed by the Federal Housing Finance
Agency (FHFA) and the Consumer Financial Protection Bureau (CFPB). NSMO provides unique and rich information for a nationally
representative sample of newly originated closed-end first-lien residential mortgages in the United States, particularly about borrowers’
experiences getting a mortgage, their perceptions of the mortgage market, and their future expectations. We use the NSMO public use
file updated on March 3, 2023. When asked did you use any of the following sources of funds to purchase this property, among the list of
options provided where respondents could choose more than one, 22% selected gift or loan from family or friend.

5 National Mortgage Database (NMDB) is a nationally representative five percent sample of residential mortgages in the United States

6 Wedidasimilar analysis last year using Freddie only data. Note that part of the difference in the trend comes from the fact that NMDB
uses 7 years and Freddie uses 3 years with no mortgage to define FTHBs.
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responses from a sample of mortgages that originated from 2013 through 2020.” Exhibit 2 presents the
percentage of respondents that were “very” or “somewhat” familiar with various aspects of mortgage
financing. While almost all borrowers were familiar with their credit score or credit history when they began
the mortgage process, there are gaps in the familiarity of other mortgage aspects. So, as FTHBs partner
with a co-borrower, this could be an opportunity to help narrow that knowledge gap.

EXHIBIT 2

Familiarity with various aspects of mortgages

When you began the process of getting your mortgage, how familiar were you (and any co-signers) with each of
the following?

. Very familiar Somewhat familiar
TOO  pemrremer sl
8O A
(CIOJNNE SESRRRRERN  DERUSIOROSSRUSINSRRNN = EESRUTRRISSRURRRMBSRNE  CUCERCTERSSROSSRSFRE || SESISCRISMSSRNFSNESE  EESIRRRSRMSSRSISNEN < [ESRSSRRISNSSNESENS SIS
LI N RIS WINCIESRESSRRIEN 00 NESEESSRRSRMSIRSN  [ERISRSINRISNSSENNE 0 NECNIESSRSSSREEE  CINSISNSISEISESSNE  [OSERISNSSSRISNSREE  [ESRRRERRS
PIUJNEE SIS [ECITESSNEISESNE 0 EESEISSISSNSEN  EINEISNSISSISNSNN  EESISISRSSENISNSSE  [ENSINRISMSSRNISNSS  [ESNSSRRISMSSSESENE RIS
0
Credit history Mortgage interest Down payment Income Mortgage Money needed Different types
or credit score rate available at needed to qualify needed to qualify process at closing of mortgages
that time for a mortgage for a mortgage available

Source: Freddie Mac calculations using NSMO.

According to our calculations, only 60% of the respondents were “very” familiar with the down payment
needed to qualify for a mortgage, and 31% were “somewhat” familiar. Another important factor determining
the demand for a mortgage is the mortgage rate, and we find that there is a large dispersion in mortgage rates
that the borrowers are offered, particularly in recent years. Similar to what we see with the knowledge about
the down payment needed for their mortgage, 6 out of 10 respondents were very familiar with the mortgage

rate available at the time they began the mortgage process.

7 While we don't have the latest view, we believe that the familiarity will not be drastically different today compared to 2013-2020 averages.
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We also explored mortgage familiarity by age groups. While young adults are the ones who are in the
forefront of housing demand, their familiarity with aspects of mortgage financing is lower than the overall
population. For example, as shown in Exhibit 3, only 47% of 25-34-years-olds were “very” familiar with

the mortgage rates available at the time they began their mortgage process compared to 61% of overall
population who were “very” familiar. Among those 25-34-years-olds, familiarity is the lowest with the overall
mortgage process and different types of mortgages available in the market, which is consistent with the
familiarity of overall population

EXHIBIT 3

Share of respondents who are “very familiar” with various aspects of a mortgage

When you began the process of getting your mortgage, how familiar were you (and any co-signers) with
each of the following? Response: Very Familiar

B A [l 2534 years

TO0
80 -
60 -+
40 A
20
o A
Credit history Mortgage interest Down payment Income Mortgage Money needed Different types
or credit score rate available at needed to qualify needed to qualify process at closing of mortgages
that time for a mortgage for a mortgage available

Source: Freddie Mac calculations using NSMO.

The findings suggest an opportunity for the mortgage industry to educate borrowers about different
aspects of mortgage financing — particularly for young adults who are going to drive the housing market for
years to come. For over twenty years, Freddie Mac has reached millions of consumers with CreditSmart”,
its free housing and financial capability curriculum aimed at helping consumers learn about the importance
of building, maintaining and using credit so they can take the reins on their financial futures. Additionally,
Freddie Mac recently launched DPA One®, a tool to help FTHBs understand and take advantage of down

payment assistance programs nationwide.
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