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Key observations

> While overall economic growth has been resilient, the labor market shows signs of
cooling off, with job openings down and job growth softening. The labor market slowdown
may help reduce inflationary pressures. MORE ON THE U.S. ECONOMY -

> The homeownership gap between Whites and Hispanics of Mexican origin declined to
the lowest level in 20 years. MORE ON THE HISPANIC HOMEOWNERSHIP GAP -

Recent developments in the U.S. economy

According to the U.S. Bureau of Economic Analysis, economic growth remained firm despite the
slight downward revision of second quarter 2023 GDP growth from 2.4% to 2.1%. The GDP revision
reflected downward revisions to private inventory investment and nonresidential fixed investment.
However, consumption spending was revised slightly up from an annualized rate of 1.6% to 1.7%.
The positive GDP growth defied earlier recession predictions from some analysts.'

However, there also have been recent downward revisions to the labor market. According to the
latest employment report from the Bureau of Labor Statistics (BLS), the U.S. economy added 187,000
jobs in August 2023, led by health care, leisure and hospitality, social assistance, and construction.
Nonfarm payroll growth was revised down by 104,000 for June and 58,000 for May 2023 (Exhibit 1).
In the second estimate for July 2023, employment numbers were revised down by 30,000.

1 Forexample, in July 2022 49% of respondents to the Wall Street Journal Economic Forecasting Survey predicted that a recession would begin within 1 year.
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EXHIBIT 1

Employment revisions: difference between the third and first estimate of nonfarm payrolls
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Source: Bureau of Labor Statistics

Every initial nonfarm payroll employment report through June of this year has been revised down,

and the cumulative change in nonfarm payrolls is approximately 325,000 fewer than originally reported.
However, even with these revisions, the economy has still added 1.5 million nonfarm payroll jobs through
the first six months of the year. This is a slowdown compared to the blistering pace in 2021 and 2022,
but well above the pace of job growth for years prior to 2020.”

Along with the downward revisions to, and slowdown in, nonfarm payroll employment growth,
the unemployment rate increased to 3.8%—but that's largely attributed to the increase in the labor
force participation rate. Job openings have also fallen to the lowest level since early 2021, per

the BLS. Despite this decrease, the ratio of job openings to unemployed workers remains high at 1.5.

On the inflation front, signals have been mixed. Inflation has decelerated significantly from last year,

but some indicators of inflation remain high. Core inflation, excluding food and energy, ticked up by
0.2% as measured by the U.S. Bureau of Economic Analysis’ price index for personal consumption
expenditures (PCE). Year-over-year core PCE price inflation was 4.2%. The price of goods fell month-
over-month in July by 0.3% (0.5% year-over-year). The price for services, however, increased from June,
with 0.4% month-over-month increase in July and a 5.2% increase from a year earlier. Services excluding
energy and housing, the “super core” measure that the Federal Reserve has been tracking, rose again
in July to 0.5% month-over-month and was up 4.7% year-over-year.

2 Nonfarm payroll employment growth from Jan-Jun averaged 1.16 million from 2010 through 2019.
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Recent developments in the U.S. housing market

Housing continues to reel under the impact of high mortgage rates. Total home sales for July

were down 1.2% over the month and 11.8% over the year. Existing home sales continue to decrease,
down 2.2% in July and down 16.6% as compared to July 2022, according to the National Association
of Realtors. The median selling price for existing homes in July was approximately $407,000, a

1.9% increase from a year ago.

On the other hand, new home sales rose over the month with 714,000 homes sold (seasonally adjusted
annual rate), according to U.S. Census Bureau and Department of Housing and Urban Development.
New home sales were up 4.4% in July compared to June and were up 31.5% as compared to July 2022.
Sales of new homes now account for a larger than normal percentage of total home sales at around 15%,
four percentage points higher than the historical average. The inventory of existing homes for sale stands
at 1.1 million units, an increase of 3.7% month-over-month. But, this is a decrease of around 15% from last
July and represents a supply of just 3.3 months at the current pace of sales. While existing homeowners
continue to remain locked into their low mortgage rates, homebuyers are turning to the new homes
market and exerting upward pressure on prices. As a result, the median sale price of new homes was up
4.8% over the month of July to just under $437,000. The inventory of new homes is at 437,000 units, a
2.1% increase from June 2023 but a 4.8% decrease from last July. At the current sales rate, the inventory
of new homes represents a supply of 7.3 months.

The NAHB / Wells Fargo Housing Market Index for builders’ confidence decreased six points to

50 in August, falling after seven months of consecutive increases.’ This decline can be attributed to
mortgage rates surpassing the 7% mark, decreasing future sales expectations and buyer traffic.

Despite this decrease in confidence, total housing starts as measured by the U.S. Census Bureau were

up 3.9% in July from June and were up 5.9% over the year. The pending homes sales index, as published
by the National Association of Realtors, which gives a forward-looking view of home sales, increased 0.9%
in July indicating that home sales in the coming months will slightly increase. Compared to July 2022, the
index is down 14%, showing that the number of contracts was lower than the previous year.

House prices continue to remain firm despite higher interest rates. While rising interest rates have
reduced affordability—and therefore demand—they have also reduced supply through the mortgage
rate lock-in effect. Overall, it appears the reduction in supply has outweighed the decrease in demand,
thus house prices have started to increase even as sales have fallen. House prices, as measured by the
Federal Housing Finance Agency House Price Index were up 0.3% in June as compared to May and
were up 3.1% over the year as of June.

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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Recent developments in the U.S. mortgage market

The balance of economic news has favored the “higher for longer” narrative around interest rates

and led to higher Treasury yields and mortgage rates. The U.S. average 30-year fixed mortgage rate

as measured by Freddie Mac’s Primary Mortgage Market Survey® increased in August, reaching a high
of 7.23%, a level not seen since June 2001. Higher rates have reduced mortgage demand. According

to the Mortgage Bankers Association’s Weekly Applications Survey, both the total mortgage application
index and the purchase index were down 27% over the year during the third week of August, while the
refinance index was down 28%.

According to the New York Fed Consumer Credit Panel, total household debt rose by $16 billion to
reach $17.06 trillion in the second quarter of 2023, led by credit card debt, which increased by $45
billion to a historical high of $1.03 trillion. In terms of delinquency rates, for credit card debt, the share
of balances transitioning into 30 or more days delinquent increased to 7.2%, which is the highest since
the first quarter of 2012. Auto debt transitioning into 30 or more days delinquency increased to 7.3%,
which is at levels not seen since the first quarter of 2018. However, in terms of the serious delinquencies,
these rates continue to decline over the quarter with 8% of credit card debt and 3.8% of auto debt
transitioning into 90+ days delinquent. Mortgages that are seriously delinquent remained low at 0.46%.

The outlook

The macroeconomic outlook hinges on the balance between reducing inflation and slower economic
growth. So far, the economic growth outlook has exceeded expectations, while inflation appears to be
cooling. The prospects of a soft landing, where the economy gradually slows but avoids recession and
inflation settles back in around the long-run policy goal of 2%, appear much better than earlier this year.
However, caution is still warranted as soft landings have been rare historically and the effects of interest
rate increases are widely seen to operate with “long and variable lags.”*

Economy

Our view on the economy is that it will continue its current trajectory, with growth slowing, the labor
market cooling, inflation gradually falling and interest rates remaining high. Consumer spending plays
an outsized role in the U.S. economy with almost 70% of the GDP coming from household spending.
Consumer spending likely will continue to slow as households exhaust their pandemic-related excess
savings and start to feel the bite of higher interest rates on credit cards and other variable rate debt.
Fortunately, however, most homeowners have locked in a low interest rate via a fixed-rate mortgage,
thus are not as sensitive to interest rates as they might have been in past.

Weak home sales will also play a role in overall economic growth. People who buy homes are not just
spending money on the house, but also on alterations, furnishing, household items, etc., all of which
contribute to economic growth. Because of these headwinds, we expect the economy to slow down
through the rest of the year.

4 See thisreport from the St Louis Federal Reserve for a note on the history of long and variable lags:
https://www.stlouisfed.org/publications/regional-economist/2023/may/examining-long-variable-lags-monetary-policy.
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Housing market

We expect mortgage rates to remain above 6% for the rest of the year which will keep sales volume low.
While there is still demand in the housing market from a large cohort of Millennial first-time homebuyers,
the shortage of housing will keep sales volume muted through this year. As more new homes hit the
market and the mortgage rate lock-in effect wanes, we may see sales pick up next year, but any increases
would be modest.

Our forecast for the next twelve months has house prices rising by 0.8% and an additional 0.9% over
the following twelve months. We expect home price growth to continue due to a combination of housing
supply shortage and demographic-driven demand relative to supply.

Mortgage market

While there has been a rebound in prices, sales volumes are low, which will keep purchase mortgage
originations flat through the year. High mortgage rates have negatively impacted refinance volumes,
and we expect that to continue as mortgage rates remain high. Together, we expect total mortgage
originations to remain flat for the rest of the year.

SEPTEMBER 2023 SPOTLIGHT:

Hispanic homeownership gap declines to the lowest
level in 20 years

Since the mid-1960s, the racial-ethnic makeup of the U.S. population has dramatically changed

with an influx of immigrants from several different areas around the globe, including Latin America.’
Today, Hispanics represent the largest share of immigrants in the U.S., representing 22 million out

of 49.6 million or 44% of the foreign-born population.® The rate of U.S. homeownership has generally
increased over time, but Hispanic households continue to lag non-Hispanic Whites (Whites) in
homeownership attainment due to various socio-economic and linguistic challenges.

In 2017, we wrote an Insight about the challenges Hispanic families face in attaining homeownership.

We focused on Hispanics of Mexican origin, since they represent the largest subgroup of Hispanics in
the U.S at 62% of the Hispanic population and are the largest immigrant subgroup. Exhibit 2 shows
the disparity in homeownership rate between Hispanics of Mexican origin and Whites.

5 Pew Research Center has demonstrated how the face of immigrants has changed over time (http://www.pewresearch.org/fact-tank/2015/10/07/a-shift-
from-germany-to-mexico-for-americas-immigrants/)

6 Hispanics are those who identify themselves as being of Spanish-speaking background and trace their origin or descent to Mexico, Puerto Rico, Cuba,
Central and South America and other Spanish-speaking countries.
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EXHIBIT 2

Disparity in homeownership rate between Hispanics of Mexican origin and Whites

25
24 A
23 pp gap
in 2015
()
23 A
[}
©
(o)
")
e 22 4
o
Qo
Q
jo)]
£
S 21
I
(7]
o 20 pp gap
in 2021
20 A .
19
18 T T T T T T T T T T T T T T T T T T T T T

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Note: 2020 homeownership rate grayed out due to overestimation/nonrepresentation issues in 2020 American Community Survey (ACS) because of pandemic disruptions.”

Source: U.S. Census Bureau American Community Survey —retrieved from IPUMS®

In our previous study, we found that in 2015, there was a 23 percentage point gap in the homeownership
rate between non-Hispanic Whites and Hispanics of Mexican origin. Our analysis suggested that over
80% of this gap can be attributed to differences in age, immigration attributes (such as foreign-born/
first generation, English language proficiency, citizenship status), income and employment, education,
geographic location and marital status. Back in 2015, Hispanics of Mexican origin were younger and we
therefore projected that as this booming population grew older and were provided opportunities to
overcome some of their existing challenges, their homeownership rate would rise.

As National Hispanic Heritage Month gets underway, we’ve revisited our previous research and
updated it with the latest available data. Homeownership rates among Hispanics of Mexican origin
increased from 48.1% in 2015 to 53.6% in 2021, while those among non-Hispanic Whites increased
from 71.4% to 73.6% during the same period.’ The homeownership gap between non-Hispanic Whites
and Hispanics of Mexican origin declined to 20 percentage points as of 2021, the lowest gap in 20
years. There are improvements in several factors contributing to homeownership among Hispanics of

7 https://www.jchs.harvard.edu/blog/defining-use-caution-how-were-navigating-new-census-bureau-data

8 Steven Ruggles, Sarah Flood, Ronald Goeken, Josiah Grover, Erin Meyer, Jose Pacas and Matthew Sobek. IPUMS USA: Version 12.0 [dataset]. Minneapolis,
MN: IPUMS, 2022. https://doi.org/10.18128/D010.V12.0

9 Homeownership rate among all Hispanics (of any race/origin) increased from 45.3% in 2015 to 50.6% in 2021 (According to ACS)
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Mexican heritage. For example, Exhibit 3 shows that as a large portion of this population is
aging, their incomes have also increased, including improvements in immigration attributes.

EXHIBIT 3

Population characteristics of Hispanics of Mexican origin

2015 Mean 2021 Mean

Homeownership Rate 48.1% 53.6%
Age 28 31
Married 54% 52%
Bachelor's degree 12% 17%
Mean Household Income (Thousands 2021 $) 65.4 76.5
Foreign-born 51% 45%
Non-citizenship 33% 26%
Linguistically Isolated (Lack English Proficiency) 19% 14%

Note: Characteristics are for heads of the households except for age, which includes everyone

Source: U.S. Census Bureau American Community Survey

In Exhibit 4, we compare the top factors likely contributing to the homeownership gap in 2015 vs.
2021, ranked in order of importance in a regression analysis.”” The factors accounting for the gap are
still the same, though their contribution to the gap has shrunk. Among the factors contributing to the
homeownership gap, age is still the most influential factor. Specifically, in 2015, the contribution of age
to the homeownership gap was 6.7 percentage points (almost 30% of the 23 percentage points gap

is explained by age), but in 2021, as Hispanics of Mexican origin grew older, the contribution of age to
the homeownership gap declined to 4.9 percentage points (almost 25% of the 20 percentage points
gap is explained by age).

A combination of immigration-specific attributes are the next most influential factors, accounting
for 4.1 percentage points of the White/Hispanics of Mexican origin homeownership gap in 2021.
This is also a reduction from 2015, accounting for over 5 percentage points of the gap. Improved
income, education, and employment status for Hispanics of Mexican origin has helped to narrow
the overall homeownership gap.

Our results conform with the consensus in the past studies that homeownership prospects increase
with age, income, education, employment, and marital status. Our analysis suggests that almost
45% of the homeownership disparity is explained by age, income and education. This means that
the sizable homeownership gap will decrease as the population of Hispanics of Mexican origin ages
and their income and education levels grow over time. However, there are other unobserved factors
not captured in our analysis that might still drag homeownership rates down, including access to
opportunities to grow income and attain higher education, low housing inventory in the market,
credit availability, etc.

10 To quantify these impacts, we estimated a regression relating the probability of homeownership to factors shown in previous research to influence
homeownership rates. We then applied Oaxaca-Blinder decomposition technique to determine the impacts. Details of the regression analysis and a
comparison to prior research by others appear in the appendix of our previous article.
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EXHIBIT 4

Comparing top factors contributing to White/Hispanics of Mexican origin
homeownership gap between 2015 and 2021
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Source: Freddie Mac Calculations using ACS data

Additionally, since Hispanics are primarily first-time homebuyers," pre-purchase education
and counseling can help Hispanic first-time homebuyers navigate the home buying process.
While the number of second-generation Hispanics is growing, linguistic isolation remains an
obstacle contributing to this homeownership gap.

Freddie Mac recently launched the Spanish version of its award-winning financial education
i ®. This free resource offers interactive, personalized, self-paced learning
to Spanish-speaking consumers and raises awareness around the benefits of homeownership.

curriculum, C

11 Ina NAHREP top producer survey, 41% said that most, if not all, of their Latino buyers in 2022 were first-time homebuyers:
https://nahrep.org/downloads/2022-state-of-hispanic-homeownership-report.pdf
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