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US Economic Growth Slower in Q1, but Expected to 

Pick Up Later in the Year 

MBA Economic and Mortgage Finance Commentary: April 2011 

On the whole, incoming data continue to support our view that the economy is growing, but 

at a far from robust pace.  The improvements in the job market, while notable, and well 

beyond what we had anticipated earlier this year, have not filtered into the housing market,  

Home sales remain quite weak, and most housing price measures are showing at least 

seasonal weakness, if not outright declines.   

In their statement following the March FOMC meeting, Federal Reserve policymakers noted 

that the US economy is on a ‘firmer footing’ following several months of relatively 

encouraging economic data, particularly the gradual improvement in the job market.  Last 

month’s FOMC statement also highlighted the recent increases in oil prices, and indicated 

that committee members would be closely monitoring for any increase in inflation.  

However, given the still very high level of unemployment, they do not expect that 

inflationary pressures will increase quickly, and they reiterated their plans to keep short-

term rates low for ‘an extended period’, and to complete QE2, i.e., their plans to purchase 

$600 billion of longer-term Treasury securities by the end of this June. 

We continue to expect that interest rates will trend upwards this year and next, pushed by 

the removal of accommodation from the Fed in the context of continued economic growth.  

Our expectation is that the Fed will not increase their short-term rate target until early next 

year, but longer-term rates should bump up when they exit the market for longer-term 

Treasuries in June.  This will be a mild headwind in terms of affordability, as we expect that 

household incomes will begin to grow again.  The primary impact will be to further reduce 

refinance volumes as we move through the year. 

 Pace of Economic Growth Will Increase Through 2011 

The advance estimate of GDP for the fourth quarter of 2010 was revised to show an 

increase of 3.1 percent in the second estimate compared to an increase of 2.8 percent as 

previously reported. We expect that GDP growth in 2011 will be 3.2 percent and a still 

above trend 2.9 percent in 2012. We estimate that the trend growth rate of GDP is roughly 
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2.5 percent.  Growth in excess of this trend should bring the unemployment rate down over 

time. 

Manufacturing activity remains strong, but slowed slightly last month. The ISM 

Manufacturing Index saw a small decrease in March, but remained at a relatively healthy 

level; the past two months’ readings have been the highest since May 2004. The index 

indicates growth in the manufacturing sector for the 20th consecutive month, and economic 

growth for the 22nd consecutive month. New orders and employment continue to grow, but 

at a slower rate, while production is growing at a faster rate.   

The Census Bureau reported that factory orders in February decreased 0.1 percent, the first 

decrease in four months. The decline was driven by a 0.6 percent decrease in durable goods 

orders, while nondurables increased slightly. Excluding the transportation component, 

factory orders increased by 0.1 percent.  Orders for nondefense capital goods, excluding 

aircraft,  were revised upwards to reflect a decrease of 0.7% compared to 1.3% as initially 

reported, but shipments of nondefense capital goods, excluding aircraft, a proxy for 

business investment in the GDP calculations, were revised downwards to show a 0.5 percent 

increased compared to 0.8 percent as initially reported.  

Real consumer spending increased 0.3 percent in February following a 0.1 percent decrease 

in January. The increase was driven by a 1.4 percent increase is spending on durable goods 

and a 0.4 percent increase in spending on nondurable goods. Spending on motor vehicles 

and parts contributed the largest amount to the increase in durable goods spending. The 

PCE price index increased 0.4 percent in February after a 0.3 percent increase in January. 

The Core PCE price index increased 0.2 percent in February.  The personal saving rate 

decreased to 5.8 percent from 6.1 percent the month before.  

Consumer confidence has declined, as shown by both the Conference Board’s Consumer 

Confidence Index and the University of Michigan’s Consumer Sentiment Index this past 

month. Often, these measures are significantly impacted by changes in fuel prices, which 

have risen rapidly in recent weeks, partially in response to the continued turmoil in the 

Middle East.  The Conference Board’s Consumer Confidence Index reported a decrease in 

overall consumer confidence for March, reaching the lowest level in four months. This was 

driven by a big decline in longer term consumer expectations, which saw the largest single 

decline since October 2008 and to the lowest level in five months. This was driven largely by 

concerns over inflation and employment. Consumers’ views of the present situation actually 
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improved in March, and rose to the highest level since November 2008, but the longer term 

outlook overpowered the meager improvement of this component. The University of 

Michigan’s consumer sentiment index decreased to its lowest level since November 2009. 

The future-expectations index decreased more than the current conditions index, a sign that 

consumers are more worried about long term economic conditions than current conditions.  

Improvement in the job market 

US payrolls grew by 216,000 jobs in March, according to the BLS. Private nonfarm payrolls 

increased by 230,000, while government employment decreased by 14,000. On net, this 

pace of job gains is well ahead of what we had anticipated earlier this year, a clear positive 

for the economy.  Private payrolls have seen positive growth for 13 straight months while 

government payrolls have seen decreases for five consecutive months (and decreases in 

nine of the last ten). Much of the private sector gain was attributed to professional and 

business services, as well as educational and health services, while the loss in government 

payrolls came from local government cutbacks, with federal and state government payrolls 

remaining almost unchanged.  The unemployment rate decreased to 8.8 percent from 8.9 

percent the month before, the lowest it has been since 2009. The labor force participation 

rate was unchanged from the previous month. By educational attainment, the 

unemployment rate decreased for all categories except workers with at least a bachelor’s 

degree, which inched up slightly this month. The number of long term unemployed is down 

from a year ago, but saw a 130,000 worker increase from last month. This pushed the 

number of long term employed as a share of all unemployed workers to 45.5 percent, the 

highest this measure has been since May 2010. Based on the U6 measure, overall labor 

underutilization decreased slightly to 15.7 percent, the lowest this has been since March 

2009.  

Housing market remains weak 

Total housing starts decreased 22.5 percent in February, with an 11.8 percent decline in 

single family starts. Multifamily housing starts saw a decline of 46 percent, following an 87 

percent increase the previous month. The current pace of single family starts, at 375,000 

units, is the lowest since March 2009, and remains near all time lows in the 50 year history 

of the series. Building permits in February fell by around 8 percent to a 517,000 unit pace, 

the lowest on record and a sign that a meaningful turnaround in starts may be unlikely in 

the next few months.   
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Purchase applications, which lead home sales by 4-6 weeks, increased 6 percent in March 

following two months of declines.  We expect that purchase activity will pick up slowly asthe 

improvement in the job market eventually leads to greater willingness to buy.  

We are clearly not there yet.  New home sales fell to their lowest level on record in 

February. The seasonally adjusted annualized pace of new home sales decreased 16.9 

percent to a pace of 250,000 units. This exceeds the previous record low of 274,000 units in 

August 2010. On a year over year basis, the decrease was 28.0 percent. The inventory of 

new homes available for sale at the end of the month was 186,000 units, which is 

unchanged from the previous month and remains the lowest since 1967, but because the 

sales pace was so slow, still represents an 8.9 month supply. The months’ supply is the 

highest since August 2010.  

Existing home sales decreased in February as well, showing a 9.6 percent decrease to a 

seasonally adjusted annual rate of 4.88 million units, and are 2.8 percent below the pace 

from a year ago. Both single family home sales and condo and co-op sales fell over the 

month. Single family home sales decreased 9.6 percent to 4.25 million units in February 

from 4.70 million in January. The number of existing home sales on the market in February 

increased 3.5 percent to 3.49 million homes on the market, which represents an 8.6 month 

supply at the current sales pace, an increase from 7.5 months’ supply in January. The 

current months’ supply is the highest in four months.  

In terms of home prices, the FHFA purchase-only index showed a 0.3 percent decline in 

January 2011, on a seasonally adjusted basis. This measure was down 3.9 percent over the 

year, on an unadjusted basis, and has shown negative YOY growth for 14 straight months. 

The Case Shiller monthly home price measures showed yet another disappointing reading. 

The 20-city index showed a 3.1 percent decline from January 2010 on an unadjusted basis, 

while the 10-city index showed a 2.0 percent decline. Out of the 20 cities in the index, only 

two cities, San Diego and Washington, DC, showed positive growth in January from a year 

earlier.   

Mortgage originations  

We expect declines in refinance activity will be the primary factor impacting our originations 

forecast for the full year 2011, with total mortgage originations decreasing to $1.07 trillion 

in 2011. However, we have increased our forecast for refinance originations given the dip in 

rates associated with global uncertainties.  Increases in purchase originations will not be 
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enough to offset the drop in refinances over the year, as mortgage rates reach 5.6 percent 

by the end of 2011.  We expect that the refinance share of originations will drop from 70 

percent in 2010 to 48 percent in 2011, and then 24 percent in 2012 as rates climb to 6 

percent. We project that originations will be below $1 trillion in 2012. 

 

Economic, Housing, and Mortgage Data Update 

• The third and final estimate of GDP growth for Q4 2010 was growth of 3.1 percent, an 

upward revision to the 2.8 percent growth rate reported in the second estimate, the BEA 

reported this morning. There were downward revisions to PCE (to 4.0 percent growth 

from 4.1 percent growth), exports (to 8.6 percent growth from 9.8 percent growth), and 

imports (to a decline of 12.6 percent from a decline of 12.4 percent). There were 

upward revisions to both nonresidential and residential fixed investment, with 

nonresidential fixed investment revised to 7.7 percent from 5.3 percent, and residential 

fixed investment growth revised to 3.3 percent from 2.8 percent. The change in private 

inventories was revised upwards significantly as well, showing a subtraction of 3.4 

percent from GDP compared with a subtraction of 3.7 percent as previously reported. In 

real dollar terms, the change in private inventories was revised to a decrease of $105.2 

billion from a decrease of $114 billion as previously reported for Q4 

• Nonfarm payrolls increased by 216,000 jobs in March, driven by a 230,000 job increase 

in private payrolls. Government payrolls saw a 14,000 job decline in March. Private 

payrolls have seen positive growth for 13 straight months while government payrolls 

have seen decreases for five consecutive months (and decreases in nine of the last ten). 

Much of the private sector gain was attributed to professional and business services 

(+78,000), as well as educational and health services (+45,000), while the loss in 

government payrolls came from local government cutbacks (-15,000), with federal and 

state government payrolls remaining almost unchanged.  The unemployment rate was 

8.8 percent in March, a slight decrease from 8.9 percent in January. The unemployment 

rate is at its lowest since 2009. The civilian labor force participation rate was unchanged 

at 64.2 percent. The number of long term unemployed accounts for 45.5 percent of all 

unemployed workers, the highest since May 2010. Among the marginally attached, there 

were 920,000 discouraged workers in March, a decrease of 100,000 from the previous 

month and a decrease of 73,000 from a year ago. Employed workers that were working 

part time for economic reasons decreased by 93,000 over the month to 8.43 million. The 
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U6 measure of labor underutilization decreased to 15.7 percent from 15.9 percent the 

previous the month and 16.8 percent a year ago. The U6 rate is now the lowest since 

March 2009, but remains high by historical standards.     

• Existing home sales decreased 9.6 percent to a seasonally adjusted annual rate of 4.88 

million units in February from 5.40 million units in January (upwardly revised from 5.36 

million units as initially reported), and are 2.8 percent below the 5.02 million unit pace 

from a year ago. Both single family home sales and condo and co-op sales fell over the 

month. Single family home sales decreased 9.6 percent to 4.25 million units in February 

from 4.70 million in January. The February pace is 2.7 percent below the pace of 

February 2010.  Existing condo and co-op sales decreased 10.0 percent and are 3.1 

percent lower than the level one year ago.  Total existing home sales fell in all four 

regions in February, with declines ranging from 7.2 percent in the Northeast to 12.2 

percent in the Midwest. 

• The number of existing homes on the market in February increased 3.5 percent to 3.49 

million homes, which represents an 8.6 month supply at the current sales pace, an 

increase from 7.5 months’ supply in January. The current months’ supply is the highest 

in four months. The NAR also reported that distressed homes accounted for 39 percent 

of existing home sales in February, an increase from 37 percent in January and 35 

percent in February 2010. 

• New home sales fell to their lowest level on record in February. The seasonally adjusted 

annualized pace of new home sales decreased 16.9 percent to a pace of 250,000 units. 

This exceeds the previous record low of 274,000 units in August 2010. The January pace 

of sales was 301,000 units. On a year over year basis, the decrease was 28.0 percent.  

• The inventory of new homes available for sale at the end of the month was 186,000 

units, which is unchanged from the previous month and remains the lowest since 1967, 

but because the sales pace was so slow, still represents an 8.9 month supply. The 

months’ supply is the highest since August 2010. Like existing home sales, new home 

sales fell in all four regions in February. The decreases ranged from 57.1 percent in the 

Northeast to 6.3 percent in the South. In terms of new home sales by sales price, there 

was actually an increase in sales for homes in the $150,000 to $199,999 range, with 

that category of sales doubling to 6,000 units from 3,000 units sold in January, on a 

non-seasonally adjusted basis. All other sales price categories were either unchanged or 

showed a decrease from the previous month.  
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• According to MBA’s Weekly Application Survey, 30-year fixed mortgage rates averaged 

4.86 percent in March, down 16 basis points from the prior month. It should be noted, 

however, that the most recent weekly data show that this rate has increased for four 

consecutive weeks now.   

 

• On a seasonally adjusted basis, purchase applications increased 6.0 percent in March. 

Refinance applications increased 16.1 percent relative to the prior month. On a weekly 

basis however, refinance applications have declined for three consecutive weeks.  

 

• We expect declines in refinance activity will be the primary factor impacting our 

originations forecast for the full year 2011, with total mortgage originations decreasing 

to $1.07 trillion in 2011. However, we have increased our forecast for refinance 

originations given the momentary dip in rates associated with global uncertainties. 

Increases in purchase originations will not be enough to offset the drop in refinances 

over the year, as mortgage rates reach 5.6 percent by the end of 2011.  We expect that 

the refinance share of originations will drop from 70 percent in 2010 to 48 percent in 

2011, and then 24 percent in 2012 as rates climb to 6 percent. We project that 

originations will be below $1 trillion in 2012. 
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