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Disappointment thus far with anxious days ahead 

MBA Economic and Mortgage Finance Commentary: July 2011 

US economic growth in the first half of the year was much slower than previously 

anticipated – first quarter growth was 1.9 percent and second quarter growth is likely to 

have been similarly weak, considerably below trend growth of 2.5 percent, and well below 

the levels needed to bring the unemployment rate down. This anemic growth has been 

partially attributable to external factors that include a broadening of the debt crisis in 

Europe, and partially to internal factors such as negative news on the job market and low 

consumer confidence. Some of the headwinds to growth are thought to be temporary, such 

as supply chain disruptions in Japan and lower vehicle production, both of which are 

expected to dissipate in the second half of the year. Prices have also been on the rise, with 

core CPI increasing the most since December 2009 on a year over year basis, and with the 

rate of increase accelerating over the past six months.  

Another factor that may well be influencing the broader economy is the impasse 

surrounding the federal debt limit and budget situation more generally.  Given that the 

financial world is built on the premise that US Treasury securities are risk free, no serious 

analytics can speak quantitatively to the consequences of a downgrade or default by the US 

government. Nonetheless, one could expect that interest rates would jump, probably by 

more than a full percentage point if either one of those possibilities is realized. That 

magnitude of a rate increase would shut off mortgage refinancing and would probably slow 

purchase activity as well. The great unknown is how consumers and businesses would react 

to such a calamitous event. That is an unquantifiable effect. One could imagine a deer-in-

the-headlights reaction, where commerce essentially halts for a time. We, and the financial 

markets (implicitly, given the sub-3 percent yield on a 10-year Treasury security) have faith 

that our government’s leaders will resolve this crisis soon.  The remainder of this 

commentary takes that as a given, but we are more than a little worried at this point. 

Our forecast projects higher economic growth and job growth in the second half of the year, 

but this growth will be lower than previously estimated - 3 percent as opposed to 3.5 

percent in earlier forecasts.  Interest rates have come down because of the uncertainty in 

financial markets and the situation in Europe, but will trend upwards this year and next.  

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

of 2012. Even with 3.0 percent growth in the second half of the year, we expect that the 
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unemployment rate will remain close to 9.0 percent and only begin a meaningful decline if 

growth remains above 2.5 percent in 2012. However, there are now more downside risks to 

growth, and if that comes to fruition, rates could stay lower for a longer time, but it would 

also coincide with slower job growth, and an even longer timeline for housing market 

recovery. 

Lower rates have been a boon for refinance volumes, which have stayed relatively high 

longer than we had previously anticipated.  Purchase application volumes remain stuck at 

low levels.  Stronger housing starts in June may be a first sign of stirrings in the housing 

market, but we are recovering from an incredibly low base and housing permits for new 

construction remain flat, indicating that inflow is still slow. 

Growth Has Been Slow In the First Half of 2011 

The final estimate of Q1 GDP released indicated that growth increased at an annual rate of 

1.9 percent, an increase from the previously released second estimate of 1.8 percent and 

initial advance estimate of 1.8 percent. The fourth quarter 2010 estimate for GDP was 3.1 

percent. The figure marks the seventh consecutive quarter of positive growth, but this is 

significantly lower than estimated trend growth of 2.5 percent.  

There were not many significant changes to the relative contributions to the bottom line 

number from the various components. The increase in GDP was influenced by gains in 

personal consumption expenditures (+2.2 percent), nonresidential fixed investment (+2.0 

percent), exports (+7.6 percent).  Within the business fixed investment category, 

investment in structures decreased 14.8 percent and equipment and software increased 8.8 

percent. Investment in structures decreased for the 10th time in 11 quarters and this was 

the biggest drop in a year, while investment in equipment and software continues to be 

strong, increasing meaningfully for the 7th straight quarter. Residential investment was less 

negative than initially estimated (-2.0 percent) but remains low; close to 1996 levels.  

Imports (which are subtracted from the GDP calculation) increased by 5.1 percent, which 

was a downwardly revised figured from 7.5 percent as previously reported, but still a 

significant rebound from the fourth quarter 2010 annual rate of -12.6 percent.   

The GDP release also reflected a slowdown in government and state and local expenditures, 

which saw a 5.8 percent decline, comprised of an 8.1 percent decrease in federal 

government spending and a 4.2 percent decrease in state and local government 
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expenditures. The declines in federal government spending and state and local spending 

were the steepest since Q1 2000 and Q3 1981, respectively. 

The GDP price index increased 2.0 percent from Q4 2010, an upward revision from 1.9 

percent reported previously. The Core PCE index increased 1.6 percent, an upward revision 

from 1.4 percent.   

The Producer Price Index for finished goods decreased 0.4 percent in June 2011 on a 

seasonally adjusted basis, following a 0.2 percent increase in May and a 0.8 percent 

increase in April.  Even though the decline in June was the first decrease in the finished 

good index in 13 months, cumulatively, the price for finished goods has increased 6.8 

percent the past year.  Vacillating monthly, manufacturing prices increased 0.4 percent in 

June and cumulatively increased 1.79 percent the past year.   

After eigh months of positive gains, energy prices decreased 2.8 percent, the largest fall 

since July 2009 and the main factor influencing the decrease in the finished goods price this 

month. Finished food prices increased 0.6 percent, a rebound from the decrease in May of 

1.4 percent but increased 7.1 percent over the past year. Finished goods less food and 

energy (core) prices increased 0.3 percent in June, mirroring similar trends from May and 

April (0.2 percent and 0.3 percent increases respectively).  

The Consumer Price Index for All Items decreased 0.2 percent in June on a seasonally 

adjusted basis. After eleven months of positive gains on the index, including a 0.2 percent 

increase in May and a 0.4 percent increase in April, the decline in the CPI is the largest 

decline since December 2008 when the index decreased 0.8 percent.  The CPI has increased 

by 3.4 percent over the past year. 

The All Items Less Food and Energy (Core) Index increased 0.3 percent. While the growth 

was not as strong as May, it was still the second largest increase in the past 17 months and 

the changes have been consistently positive over the same period.  The Food Index 

increased by 0.2 percent, the smallest gain in 2011. The Energy Index decreased 4.4 

percent in June, the largest decline since December 2008, which heavily influenced the 

decrease seen in the overall index. In the first half of 2011, the energy index has increased 

5.8 percent, compared with a decrease of 4.7 percent for the same time period in 2010. Of 

major influence in the energy index, the gasoline index decreased 6.8 percent, more than 

three times larger than May 2011 decrease of 2.0 percent, although at same time last year, 
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there was a 5.9 percent decrease. The Housing Index increased slightly by 0.1 percent, 

driven by a 3.0 percent increase in the lodging away from home category. 

The ISM’s Manufacturing Index increased to 55.3 in June from 53.5 in May, halting a run of 

three straight declines. A reading over 50 indicates that the manufacturing sector is 

growing, but the pace of growth had slowed significantly prior to the most recent month’s 

increase. The components for new orders, production, and employment saw a similar 

recovery in June. The index measuring inventories has been bouncing around the 50 mark, 

and went to 54.1 in June from 48.7 in May, indicating that inventories in June grew after 

contracting in May.  

Factory orders in May showed an increase in new orders of 0.8 percent from April. Excluding 

the volatile transportation component, new orders were up 0.2 percent. The transportation 

component saw a strong increase of 6.3 percent from the previous month. Other notable 

changes were durable goods orders, which increased 2.1 percent, the machinery 

component, for which orders increased 0.4 percent, and computers and electronic products, 

which saw a 1.2 percent increase. Shipments of nondefense capital goods, excluding 

aircraft, increased 1.8 percent in April, and new orders for nondefense capital goods, 

excluding aircraft, increased 1.6 percent from the previous month. Both of these indicators 

indicate stronger business investment expenditures, a turnaround from the decrease seen 

the previous month. Inventories grew for manufacturing industries as a whole, increasing 

0.8 percent from the previous month, driven by a 1.5 percent increase in construction 

materials and motor vehicles and parts. Following a 5.7 percent increase in April, 

inventories of computers decreased 1.7 percent.  

The Industrial Production Index increased 0.2 percent in June, following decrease of 0.1 

percent in May and decrease of 0.1 percent in April, as reported by the Federal Reserve.  

Within the major market groups, final products decreased 0.2 percent, partially driven by a 

decrease in business equipment index of 0.7 percent. Nonindustrial supplies increased 0.2 

percent and materials increased 0.5 percent in June.  Within the major industry groups, 

mining production increased by 0.6 percent and is at its highest index level since June 1998 

and utilities production increased by 0.9 percent, a rebound from the decrease in May of 2.0 

percent whereas there was no change in manufacturing.   

Total Industry capacity utilization did not change in June, maintaining the percent level of 

76.7 the past 2 months though having increased 9.4 percent since the bottom of the index 
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in June 2009 (67.3 percent of capacity). Both utilities and mining saw slight increases (0.9 

percent and 0.3 percent, respectively) in June while manufacturing exhibited no change. By 

stage of process, crude increased by 0.2 percent, primary and semi-finished increased by 

0.5 percent yet finished decreased by 0.5 percent.  

Extremely disappointing job market data 

Nonfarm payroll employment increased minimally with 18,000 jobs in June, the smallest 

positive increase in the past nine months. Additionally, employment gains in prior months 

were also revised downwards from 232,000 to 217,000 in April, and from 54,000 to 25,000 

in May. 

The expansion was driven solely by the gain in total private payroll employment of 57,000, 

dominated by the increase of 53,000 in private service-providing payroll while goods 

producing payroll grew by 4,000, weighed by declines in the construction and nondurable 

goods sectors.   Government payrolls experienced their ninth consecutive month of decline, 

falling by 39,000, due mostly to losses in federal and local government jobs (14,000 and 

18,000 respectively). Local government payrolls have decreased by 459,000 since the peak 

in August 2008, and state government payrolls have decreased by 113,000 since the peak 

in January 2009. Federal government payrolls spiked last year with the 2010 Census, but 

have since decreased by 583,000 since the peak in May 2010.  

The unemployment rate increased to 9.2 percent in June from 9.1 percent in May 2011 and 

the number of unemployed persons increased to 14.1 million from 13.9 million in May. 

While the unemployment rate has increased for 3 consecutive months, the average rate for 

2011 (9.00 percent) is still lower than for the same time period in 2010 (9.67 percent). The 

labor force participation rate slightly decreased to 64.1 percent from 64.2 percent, a level 

that had been steady since January. On average, the labor force participation rate has been 

decreasing yearly since 2006 (66.17 percent) with this year’s accumulated data (64.18 

percent) being no exception to the trend.  

New entrants to the job market contracted by 9,000, exhibiting the fourth consecutive 

month of decrease. The number of reentrants to unemployment decreased by 3,000 in June 

(a vast improvement from the increase of 58,000 in May) signaling that some number of 

discouraged workers have a more positive view of the job market.    With this many people 

marginally attached to the labor force, we are seeing a large amount of churn, with people 

entering and then quickly exiting jobs. Additional evidence for this is the stubbornly high 
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level of initial claims for unemployment insurance, averaging 416,167 claims per week for 

year to date 2011. The number of discouraged workers has been vacillating monthly the 

past six months, increasing 160,000 in June following a decrease of 167,000 in May.  

The broadest measure of unemployment, the U-6 measure, captures not only those actively 

looking for a job, but also discouraged workers who have stopped looking, and those 

working part-time who would like to be working full-time.  This measure increased to 16.2 

percent in June, the highest level since December 2010. 

As bad as this report is, there are some positive signs.  Looking at the data on a non-

seasonally adjusted basis, there were substantial job gains across the board.  June is 

typically a month with strong employment gains, so the seasonal adjustment procedure 

used by the BLS discounts these gains in considering the state of the job market.  However, 

this June’s gains in terms of private sector employment were the strongest in four years.  

Without a doubt, this report suggests that the slowdown in economic growth over the past 

few months has held back hiring, and that we continue to be treading water economically 

speaking.  However, there are confounding issues in measuring job gains in this recovery 

that may be leading to an overly pessimistic reading this month. 

Housing market – overall weakness, but very small green shoots appearing 

New privately owned housing starts for June were at a seasonally adjusted annual rate of 

629,000 units, a 14.6 percent increase from May’s level, and 16.7 percent higher than a 

year ago. The increase was driven by a 9.4 percent increase in single family starts and a 

30.4 percent increase in multi-family housing starts over the month. Housing permits were 

authorized at a seasonally adjusted annual rate of 624,000 permits. This was a 2.5 percent 

increase from the May seasonally adjusted annual rate of 609,000.  Most of the increase in 

permits was due to a slight pick up in multifamily permits authorized. Housing completions 

were at a seasonally adjusted annual rate of 535,000 units in June, an increase of 1.7 

percent from May but 39.3 percent lower than the June 2010 pace. Singe family 

completions were essentially unchanged over the month.  

New home sales in May decreased 2.1 percent on a seasonally adjusted basis to an annual 

rate of 319,000 homes. The May level is 13.5 percent higher than a year ago. The 

seasonally adjusted inventory of new homes on the market was 166,000 for May, a 

decrease from 172,000 in April. The inventory level hits yet another new record low in the 

data series, and to put this into perspective, the historical high of this series was 572,000 
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homes in July 2006, and prior to 2006 the historical average was 316,000 homes for sale. 

The April total represents a 6.2 month supply at the current sales pace. The median number 

of months that a new home was on the market increased to 9.2 months from 8.9 months in 

April, and this was the highest since August 2010, when it was 10.1 months.  

Existing home sales decreased 0.8 percent to a seasonally adjusted annual rate of 4.77 

million in June from a 4.81 million in May and are 8.8 percent below the 5.23 million pace in 

the same month a year ago. Single family home sales remained unchanged at a pace of 

4.24 million units while condo and co-op sales decreased 7.0 percent. Total housing 

inventory increased 3.3 percent over the month to 3.77 million existing homes available for 

sale, which represents a 9.5 months’ supply at the current sales pace. This was a significant 

increase from 9.1 months in the previous month. Both of these measures are the highest 

since late 2010. A separate NAR survey showed that cash transactions comprised 29 

percent of all home sales in June, down from 30 percent in May.  First-time buyers 

accounted for 31 percent of homes in June, down from 36 percent in May, while investors 

were responsible for 19 percent of sales, unchanged from the previous month. Fifty percent 

of all existing home sales were made to repeat buyers.  

Refinance applications have increased in the past two months as mortgage rates remained 

low at 4.52 percent for June. However, the level of refinance applications is still about 30 

percent below when rates were last at this level. The level of purchase applications has 

decreased in the past two months from already low levels and rooted at lows last seen in 

1997. 

Mortgage originations  

For the full year 2011, we expect total originations to decrease to around $1 trillion. The 

continued decline in rates associated with weaker economic data, policy uncertainties, and 

global uncertainties have resulted in a much slower decline in refinance activity than 

expected, but the pool of eligible borrowers continues to diminish.  With home sales at a 

reduced pace and purchase applications still at depressed levels, purchase originations will 

decrease in 2011 compared to 2010, to $415 billion from $473 billion. As mortgage rates 

increase slowly to 5.0 percent by the end of 2011, we expect refinance originations to 

decrease 45 percent to $603 billion. Additionally, the refinance share of originations will 

drop from 70 percent in 2010 to 59 percent in 2011, and then 24 percent in 2012. We 
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project that originations will be around $960 billion in 2012, driven mostly by purchases as 

refinances continue to slide as mortgage rates increase to 5.6 percent. 
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