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A Message from Timothy Baron:

""Life's most persistent and urgent question is, 'What are you doing for
others?' " - Martin Luther King, Jr."

Fannie Mae Expects Next Rate Hike in
March

Two factors appear poised to positively affect the ability of households to
purchase a home accordingto Fannie Mae's economists. In their initial 2016
Economic Developments commentary they see further labor market
tightening and subsequent increases in compensation and job security. This,
coupled with indications that lenders expect to continue to ease lending
standards and expand mortgage access should help the housing recovery
continue to expand.

Despite these positives however the economists see opposing factors
pointing to constrained housing affordability, especially for first time
homebuyers. These include continued strong home price appreciation
outpacing income growth as well as rising mortgage interest rates.

In the past homebuyers have had some measures available to them, such as
certain types of adjustable rate mortgages, to mitigate the impact of rising
prices and rates but these are no longer widely available. Rising rents will
also continue to affect affordability as they hamper renters' ability to save for
adownpayment. They project the home sales market will continue to recover
along with the broader economy in 2016 but that these affordability
challenges will serve to moderate the pace.
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National Average Mortgage Rates

Jun 26

Jan 26 lar 26

Rate Change Points
Mortgage News Daily
30YR Fixed 7.27% -0.02 0.00
15YR Fixed 6.92% -0.03 0.00
30YRFHA 6.90% -0.01 0.00
30YR Jumbo 7.55% 0.00 0.00
7/6 SOFR 6.78% -0.10 0.00
30YRVA 6.91% -0.01 0.00
Rates as of: 10/30
MBS and Treasury
Price /Yield Change
MBS UMBS 6.0 99.82 +0.01
10 YR Treasury 49058 -0.0241
30 YR Treasury 5.2730 -0.0352
Pricing as of: 11/2 9:12AM EST
Recent Housing Data
Value Change
Mortgage Apps Oct 21 195 +3.39%
Building Permits Sep 1.4M +0.43%
Housing Starts Sep 1.22M  -4.24%
New Home Sales Sep 676K -1.17%
Pending Home Sales Aug 712 0%
Existing Home Sales Oct 3.99M +0.25%
Builder Confidence Oct 29 -9.38%
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Adjustable-Rate Mortgage Usage Is Now
Limited Even When Mortgage Rates Spike

— 12% - 5%
£ !
= ; >
o 11% +8 H 2
: I o 2
E 10% 4 i 7]
il T AR %8
E 9o, & ;} I - 25% 3
E go, 1 B “\‘ﬁ H] r ’fJ ; 9]_‘-
g YA'UW) 2% g
g 7% 2
k= v ! ¥ Taper Tantrum | 15% ;
S 6% i ‘ e
koo | N x
E 2% w 1] - 10% %‘
3 el : N"'ﬂ"\‘ﬂ - 5% @
= g0, /W | —Fixed Morigage Rate | Yo =
i —~ARMs Share (Right Axis) =
2% T T T T T - T T T T 0%

‘90 '92 '94 'O6 '98 '00 02 '04 '06 '08 10 12 14

They do see housing starts increasing this year compared to last because of lessening supply constraints and along with
government spending and strong consumer spending, residential investment will help to drive economic growth. Overall
they expect growth to accelerate slightly to 2.2 percent from an expected 2.0 percent in 2015.

Home building activity already showed some life in November with a surge in both single-family and multi-family housing
starts and an increase in construction spending in the single-family sector. Existing homes sales dropped by double digits in
November, falling to the lowest level since April 2014 but the report says implementation of the new TRID disclosure rule
probably delayed some closings and may result in a higher volume of sales when December numbers come in next week.

New home sales increased in November but that report also downgraded earlier months' estimates. That put the three-
month moving average well below the recent peak of earlier this year. The poor performance of November residential
construction spending, combined with weak broker commissions implied by home sales, suggests much lower residential
investment growth than predicted in Decembers forecast.

Leading indicators of home sales were mixed: The pending home sales index fell in November for the third time over the last
four months, while purchase mortgage applications rebounded in November and rose further in December.

The increase in fed funds target rate at the December Federal Open Market Committee (FOMC) has so far had a minimal
impact on mortgage rates. The economists say that the FOMC's dovish statement and minutes confirmed their expectations
of a gradual pace of monetary policy normalization. They expect three fed funds rate hikes in 2016, one more than the fed
funds futures market implies, but one less than the number indicated by the median projection of the FOMC members.
Based on the strong December jobs report, muted inflationary pressures and a strong dollar Fannie Mae is looking for
another hike in March and with current Fed guidance that the Fed will continue to reinvest its securities portfolio for at least
another year.

The end results will be an increase in the 30-year fixed mortgage rate from 3.90 percent in the fourth quarter of 2015 to just
4.15 percent in the final quarter of 2016. Although they expect a gradual rise, a rate spike remains one of the downside risks
for the housing market this year.
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Home price appreciation remains strong. For example, the Case-Shiller national house price index rose 5.2 percent year over
year in October and 6.3 percent in November each in sequence the largest increases since July 2014. In addition to the
overall indices, CorelLogic provides trends of four individual home-price tiers calculated relative to the median national
home price. The low-price tier has appreciated most rapidly in recent months, increasing 8.2 percent year over year in
November. Of the four segments, this low-price tier is the only one with prices surpassing their pre-bubble peak. Most
potential first-time homebuyers tend to focus on this segment of the market, where price gains continue to be robust and
inventory is extremely lean so will likely encounter more difficulty in finding a home they can afford even with only gradual
increases in mortgage rates.
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Even with only gradual interest rate changes Fannie Mae's economists say they believe the home sales market "will face a
challenge of deteriorating housing affordability, driven by continued strong home price appreciation that outpaces
household income growth, especially for potential first-time homebuyers." Relatively tight lending standards will also
contribute to moderate growth in home sales this year to about 4.0 percent compared to 6.0 percent in the year just ended.
Multifamily housing starts have been very robust throughout the expansion, so only a small gain is expected this year given
the already elevated levels.

The most upbeat projection in the report is that single family starts could rise about 17 percent this year compared to 9.0
percent in 2015, a number that came off of depressed levels. The caveat is that the prediction hinges on easing supply
shortages (e.g., skilled labor, available lots) amid continued rising household formation. Nonetheless, inventory should still
remain historically lean, leading to another year of solid price growth nationally although there will be significant variations
across regions and especially in oil-producing states.

Experienced. Trusted. Local.

The Arizona Loan Baron is at your service!
| would appreciate the opportunity to share with you my extensive mortgage lending experience. My client focused

approach has allowed me to build long lasting relationships and partnerships throughout Arizona. | know this market. | live
here and work here. Please allow me to be your mortgage lending partner.
Timothy Baron m
TR
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