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Starter Home Drought Leaves First Time
Buyers Thirsty

Housing industry players have decried the absence of first-time homebuyers
and the negative impact they have had on the housing recovery. Fannie Mae's
Economic and Strategic Research team, in the most recent edition of Housing
Insights, says that this absence, which has long been a result of lack of demand
due to financial constraints, is now shifting to a supply issue.

As the labor market has improved and wages to recover and even though
tight credit may still be an obstacle recent attention has shifted to the lack of
available starter homes as an impediment to first-time buyer participation.
Fannie Mae's analysts see several issues involved in this shortage.

The first frequently cited issue is the "subdued construction of modestly
priced houses. Another factor, perhaps not as frequently noted, is the
conversion of owner occupied single-family homes to rental properties
during the housing bust and recovery. To explore the shift toward renting,
Fannie Mae's analysts look at net changes in the number of starter homes
since the start of the housing downturn. They define these homes as single-
family detached units with less than 2,000 square feet (sf) of floor area and
either owner- or renter-occupied. They chose this measure as the Census
Bureau's American Housing Survey (AHS) does not provide information on
prices.

Housing Insights looks at the square footage distribution of single-family
detached homes inhabited by first-time homeowners under the age of 35.
Prior to the housing bubble of 2004-2006 71 percent of homes occupied by
these buyers contained less than 2,000 sf. while 55 percent of other
homeowners occupied homes of this size according to AHS. The National
Association of Realtors reports that 59 percent of primary residences
purchased by first time buyers between July 2014 and July 2015 were under
2,000 sf compared to 32 percent purchased by repeat buyers.
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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%

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.
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Exhibit 1. Young First-Time Homeowners Tend to Occupy Single-Family Houses with Under 2,000
Square Feet of Floor Area
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Source: U.S. Census Bureau, 1999 American Housing Survey.

The growth of single family rentals is one of the defining characteristics of the housing bust and recovery with the number of
such units increasing by approximately 3 million units, one half of the total growth of rental stock. Much of this growth
came from the starter home market. The number of renter-occupied starter homes expanded by nearly 2 million between
2005 and 2013, accounting for two-thirds of the growth in all single-

family detached rentals. During the same period, the number of owner-occupied starter homes fell by more than 1 million
and the number of owner-occupied homes of more than 2,000 sf grew by more than 1 million units, half of which were larger
than 3,000 sf.

Exhibit 2. Many Single-Family Starter Homes Have Shifted to the Rental Market
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Home builders are not stepping up to fill the gap, instead building increasingly larger homes. The share of new single-family
homes, attached and detached, smaller than 2,000 sf has dropped from 40 percent in 2005 to 32 percent in 2015. In 2005,
home builders completed about 650,000 single-family detached and attached homes of less than 2,000 square feet (see
Exhibit 3). By 2011, starter-home completions had plummeted to less than 200,000 units per year, and have since shown
little sign of rebounding.

Exhibit 3. Fewer New Starter Homes Are Being Built
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Fannie Mae concludes there was an upside to the conversion of single-family homes to rentals at the height of the housing
crisis. Investors helped stabilize home prices, removed excess vacancies from the market and absorbed some of the millions
of foreclosed homes. However, "While this adjustment played an important role in the housing recovery, it might also have
contributed to the set of challenges facing potential first-time homebuyers by reducing the supply of starter homes available
for owner- occupancy. In turn, the tight starter home supply and associated rapid price gains in the lower tiers of the home
sales market are reducing first-time home buyer affordability."

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

Timothy Baron ﬂ

here and work here. Please allow me to be your mortgage lending partner.
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