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Waiting, waiting… 

MBA Economic and Mortgage Finance Commentary: June 2011 

The US economic recovery has been unusually dependent upon steady growth in the rest of 

the world to fuel demand for US exports.  With continued turmoil in the Mideast, a renewed 

debt crisis in Europe, Japan recovering from the tsunami, and fears of a bubble in the 

Chinese economy, world economic growth has slowed.  These global disruptions have added 

to the pervasive sense in the US that the domestic economy is still treading water, with 

businesses and households reluctant buyers across the board.  Job growth has been 

disappointing in recent months, but job growth is better than the alternative.  

Manufacturing activity, which in prior months was one of the strongest sectors of the 

economy, seems to have stalled.  

With the disappointing economic data, interest rates have continued to slide over the past 

month, dipping below the 3 percent mark in recent weeks.  To cap off this unhappy report, 

inflation has picked up in recent months, and price pressures seem to be spreading beyond 

prices for gas and food.  However, bond markets seem to have taken little notice of this 

uptick so far.  Markets also seem surprisingly unfazed by the pending deadline regarding the 

federal debt limit.  For mortgage originators, this has meant a pleasant surprise in the form 

of a significant increase in refinance volume as mortgage rates have dropped 8 of the last 9 

weeks. 

Our forecast projects a pickup in economic growth and job growth in the second half of the 

year and that interest rates will trend upwards this year and next, as the Fed exits the 

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

early in 2012. However, the risk that the economy will continue to grow at a below trend 

pace has increased.  If that happens, 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. 

Growth Has Been Slow In the First Half of 2011 

The second estimate of Q1 GDP released indicated that growth in Q1 was at an annual rate 

of 1.8 percent. This was the same estimate as the advance report, although there were 

revisions to the relative contributions to growth by the various components that make up 
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GDP. There were upward revisions to exports, private inventory investment, and business 

fixed investment, but these were offset by a significant downward revision to person al 

consumption expenditures and an upward revision to imports, which contributes negatively 

to growth.  

The 1.8 percent growth rate in Q1 was driven by the same main categories: PCE (+2.2 

percent), private inventory investment (+$52.2B), exports (+9.2 percent), and business 

fixed investment (+ 3.4 percent). Drags to growth were federal government spending and 

state and local government spending. Imports increased 7.5 percent. 

The ISM’s Manufacturing Index decreased to 53.5 in April from 60.4 in March, the largest 

single month decrease since January 1984 and the lowest level of the index September 

2009, a sign that even though manufacturing continues to expand, the rate of growth has 

slowed dramatically. The index had reached a seven year high in February, but has now 

decreased in each of the last three months. The component indexes for new orders, 

production, and employment all decreased as well, but all remain above 50, which indicate 

that there is growth yet in those categories. The inventories index decreased to below 50 for 

the third time in four months. The ISM’s Nonmanufacturing Index increased slightly in April 

to 54.6 from 52.8 in March. This indicated overall sector growth, but still at a relatively slow 

pace. The business activity/production component was slightly lower, but new orders and 

employment saw increases.  

The factory orders report for April showed a decrease in total new orders of 1.2 percent 

from March. Excluding the volatile transportation component, new orders were down 0.2 

percent. The transportation component, on its own, saw a 9.3 percent decrease from the 

previous month. Other notable changes in April were durable goods orders, which declined 

3.6 percent, the machinery component, for which orders decreased 2.8 percent, and 

computers and electronic products, which saw a 1.4 percent increase. Shipments of 

nondefense capital goods, excluding aircraft, decreased 1.5 percent in April, and new orders 

for nondefense capital goods, excluding aircraft, decreased 2.3 percent from the previous 

month. Both of these indicators indicate potentially weaker business investment 

expenditures for the Q2 GDP estimates. Inventories grew for manufacturing industries as a 

whole, increasing 1.3 percent from the previous month, driven by a 5.7 percent increase in 

computers and a 2.0 percent increase in consumer goods.  
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The Consumer Price Index (CPI) for All Urban Consumers increased by 0.2 percent in May 

on a seasonally adjusted basis. It was the smallest monthly increase in the index since 

November 2010 but is still the 16th straight month with a positive increase. The all items 

CPI has increased by 3.6 percent over the past year, on an unadjusted basis. 

Notably, the core CPI, which is all items less food and energy, increased 0.3 percent, the 

largest monthly increase since May 2006. This was driven by increases in the indexes for 

apparel and new and used motor vehicles. The energy index decreased by 1.0 percent and 

the gasoline index decreased by 2.0 percent. The increase in the gasoline index broke the 

trend of 10 cycles of positive monthly increases.  The energy index was still 20.7 percent 

higher than where it was a year ago.  The housing index increased by 0.20 percent, driven 

largely by a 1.9 percent increase in lodging away from home. 

Industrial production in the US was slightly lower in May compared to April. Increases in 

manufacturing and mining were balanced by a decrease in utilities output. Capacity 

utilization was unchanged in May at 76.7 percent, and remains below longer term historical 

averages. 

We expect GDP growth in the second half will pick up from the 1.8 percent pace in the first 

quarter, averaging about 2.8 percent for the year. Growth will be around the same pace in 

2012 due to the expiration of the FICA holiday, as both business fixed investment and PCE 

pull back slightly, as these are offset by higher residential fixed investment and a smaller 

trade deficit. Job growth will be in the region of 150,000 jobs per month for the next 12 

months, and we expect the unemployment rate to end 2011 at 8.7 percent before 

decreasing to around 7.8 percent by the end of 2012. 

Disappointing job market data 

Total nonfarm payrolls increased by 54,000 jobs in May, with private payrolls increasing by 

83,000 and government payrolls decreasing by 29,000. Most of the growth in employment 

for May came from private service-providing industries, with professional and business 

services and education and health services seeing the most significant increases, 44,000 

jobs and 34,000 jobs, respectively.  The total increase in payrolls was the smallest since 

outright declines in September 2010. In addition, the previous two months’ payroll numbers 

were revised downwards by a total of 39,000 jobs.  
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The unemployment rate increased to 9.1 percent from 9.0 percent in May, with the labor 

force participation rate remaining unchanged at 64.2 percent for the fifth consecutive 

month. The number of new entrants decreased by 115,000 to 1.2 million workers and the 

number of reentrants increased by 58,000 to 3.4 million workers. The number of workers 

who were long-term unemployed was 6.2 million, an increase of 361,000, and this share 

increased to 45.1 percent from 43.4 percent previously. The number of discouraged workers 

fell to 822,000, down 167,000 from the previous month and down 261,000 from the 

previous year. The number of discouraged workers is the lowest since October 2009. The U6 

measure of labor underutilization decreased to 15.8 percent from 15.9 percent in April.  

However, the payroll numbers are not as bad as they first appear.  On a non-seasonally 

adjusted basis, private sector payrolls actually increased by 723,000 in May. Looking at the 

jobs numbers is on a year over year basis, the non-seasonally adjusted increase for May 

when compared to May 2010 was the largest increase for May since May 2007.  Similarly, 

the April increase was the largest April increase since April 2005, the March increase was 

the largest since March 2006 and the February increase was the largest since February 

2006. 

Housing market – no sign of a pickup yet 

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

560,000 units, a 3.5 percent increase from April’s level. The increase was driven by similar 

gains in both private single family and multi-family housing starts (3.7 percent and 2.9 

percent, respectively), but this continues the overall trend of alternating gains and declines 

the past eight months. Housing permits were authorized at a seasonally adjusted annual 

rate of 612,000 permits. This was an 8.7 percent increase from the April seasonally 

adjusted annual rate of 563,000 and the highest monthly rate since December 2010.  The 

gain was caused largely by a 23.2 percent increase in multi-family housing units authorized 

and is at its highest level in over 2 years - the highest rate since February 2009. 

Housing completions were at a seasonally adjusted annual rate of 544,000 units in May, a 

slight increase of 0.4 percent from April but 22.5 percent lower than the May 2010 pace of 

702,000 units. The 2011 average rate for housing completions is 560,600 units per month, 

which is well below the 2010 average rate of 653,250 units. The increase in housing 

completions in May was mainly due to a 2.9 percent increase in housing completions for 

single family homes.  The annual rate for  5+ unit structures has stagnated at 108,000 for 
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the past two months while the annual rate for  2-4 unit properties decreased by 66.7 

percent from the previous month, keeping it at the lowest annual rate since November 

2010.   

New home sales in April increased 7.3 percent on a seasonally adjusted basis to an annual 

rate of 323,000 homes. The April level is 23.1 percent lower than a year ago. The 

seasonally adjusted inventory of new homes on the market was 175,000 for April, a 

decrease from 180,000 in March. The inventory level is the lowest in the data series, and to 

put this into perspective, the historical high of this series was 572,000 homes in July 2006, 

and prior to 2006 the historical average was 316,000 homes for sale. The April total 

represents a 6.5 month supply at the current sales pace.  

Existing home sales decreased 0.8 percent to a seasonally adjusted annual rate of 5.05 

million in April from a downwardly revised 5.09 million in March, and are 12.9 percent below 

a 5.80 million pace in April 2010. Both single family and condo and co-op sales saw declines 

in April, with single family home sales decreasing 0.5 percent and condo/co-op sales 

decreasing 3.1 percent. Total housing inventory increased 9.9 percent to 3.87 million 

existing homes available for sale in April, which represents a 9.2 months’ supply at the 

current sales pace, up from 8.3 months in March. The current inventory level is the highest 

since October 2010. A separate NAR survey showed that cash transactions comprised 31 

percent of all home sales in April, down from 35 percent in March.  First-time buyers 

accounted for 36 percent of homes in April, up from 33 percent in March, while investors 

were responsible for 20 percent of sales in April, down from 22 percent in March. The 

remainder of home sales, 44 percent, were to repeat buyers.  

Refinance applications have picked up of late as mortgage rates continue to fall - the 

average contract rate on a 30 year fixed rate mortgage is now at 4.52 percent, and has 

fallen for eight out of the last nine weeks. However, the level of refinance applications is still 

almost 30 percent below when rates were last at this level. The level of purchase 

applications decreased 1.1 percent in May and remains stuck close to lows last seen in 

1997. 

Mortgage originations  

We expect that both a slow purchase market and a decrease in refinance activity as the 

number of eligible borrowers shrinks will lower mortgage originations for the full year 2011, 

with total originations decreasing to around $1 trillion in 2011. The continued decline in 

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight

Administrator
Highlight



6 

 

rates associated with weaker economic data, policy uncertainties, and global uncertainties 

have resulted in a much slower decline in refinance activity than expected.  With home sales 

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

will decrease in 2011 compared to 2010. As mortgage rates increase slowly to 5.2 percent 

by the end of 2011, we expect that the refinance share of originations will drop from 70 

percent in 2010 to 58 percent in 2011, and then 24 percent in 2012 as rates climb further. 

We project that originations will be around $960 billion in 2012. 
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