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*Notes on 2014-2018 PRELUDE Mortgage Finance Forecasts 

“Welcome to Purchase World” 
 

(An Opinion in Pictures) 

2014 Purchase Mortgage Forecasts Distribution 
by Census Tract -Atlanta/N. Georgia 
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At this point in time, we’re 72% of the way through the 2013 calendar year, yet the mortgage lending year is close to being 
over.  It’s a good bet that at least eighty-five percent (85%) of 2013's EOY total purchase volume has either been closed or 
is already in the pipeline hoping to close before the year subsides. While purchase lending has been  improving ever so 
slightly up to now, refinance activity took a nasty turn for the worse.  Neither situation was unexpected.  
 
The “taper tantrum” volcano erupted when the Federal Reserve FOMC hinted that a slow tapering of the QE3 bond 
purchase program would likely begin to take place sometime in the 3rd or 4th quarter this year.  The tantrum’s 
instantaneous impact on Wall Street optimism, the acceleration of residential mortgage rates, layoffs by lenders and  
pullback on housing finance demand demonstrated  the weak foundations and limited  resilience of households, 
homeowners and lenders in the mortgage space. The susceptibility of 2014 mortgage lending growth to volatile external 
forces, real or imagined or rumored, could not be more clear. 
 
Downside pressures have the potential to negate any burgeoning upside volume trends in 2014. The list of negatives and 
potential disruptions is scary.  Mortgage banking anxieties over new regulatory compliance issues pales in comparison to 
political anarchy, governance collapse, endless economic brinkmanship, U.S. government shutdowns, and the insanity of 
debt-ceiling default that are now being scheduled by our beloved Congress to play in theaters everywhere.  Add to the mix 
economic imbalance and recession problems in the EuroZone and slowdowns in China and India.  The conditions for 
sustained growth in mortgage lending look very iffy and shaky. , and rising mortgage rates, the conditions for mortgage 
financing are shaky. Purchase originations will be lucky to grow at a run-rate only slightly better than flat when compared 
to 2013. The prognosis for 2014 refinance lending looks to fall by 50%. 
  
Despite all the headline hype about a recovery in housing this year, a purchase lending recovery has yet to gain sustainable 
traction. Home sales might appear to be up, but distressed properties , investors, and all-cash sales still constitute big 
portions of total home sales. Even new household formations won’t be the factors they once were for growth; too many 
down-payment, credit, debt-to-income, cash and savings obstacles are in the way for First Time Home Buyers. It doesn't 
look like a mortgage lending "recovery" in 2014 by any stretch of our collective imaginations. 
  
 

PRELUDE to 2014 
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September 2013  

Total U.S. Mortgage Finance Forecasts 
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We project a 2014 total purchase volume at $543.6 Billion, which translates to an increase of only 3.28% in units and 3.9% in dollars over 
2013. We expect 2014 refinance dollar volume to drop to a range of $335.3 Billion to $405.9 Billion, which will be about -47%  or more 
down  from expected  2013 EOY refinance volumes. 
  
We see no burgeoning behavior changes nr booming trends, such as accelerated economic growth, or fast-rising employment levels, or big 
gains in wage and household earnings for the bottom 90%, or rapid growth in consumer spending, or rapidly improving household balance 
sheets that would prompt us to make significant changes to 2013 or 2014 at this point. 
   

Total U.S. Mortgage Finance Forecasts 

As is usual, Fannie Mae, Freddie Mac, and the MBA, The Three Industry Oracles, have differing views of 2013 and 2014 national 
mortgage finance volumes.  
 
Keep in mind that national and state real estate (NAR), builder (NAHB) and mortgage lending associations (MBA, NAMB), secondary 
market participants (Fannie Mae, Freddie Mac), big bank analysts, big non-bank independent mortgage lenders, Wall Street analysts, 
and think-tank experts/economists all too often function as cheerleaders of positive mortgage lending growth dynamics in their  future 
projections, no matter how faint or unsustainable the signs of recovery and growth in mortgage financing might be. 
 
It's the nature of their advocacy roles.  Advocates tend to discount evidence that doesn't fit upbeat narratives. Even if or when serious 
economic storms are on the horizon, advocates must still focus their reports and opinions how sunny it is today. 
  
It falls to mortgage bankers, lenders and loan originators to take greater responsibility for analyzing and understanding for themselves 
the reality of the future lending opportunities in the communities and market segments they serve.  Lenders that depend on hopes, 
hearsay and "I think" suppositions to determine and compare the variety and diversity of 2014 lending opportunities in all aspects of 
your markets are not that much different than potential home buyers that wait on the sideline for the opportunities they “think” or 
their intuition tells them will eventually come, but never does.  And sadly, they miss the boat. 

 

The Three Oracles 
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2014 U.S. Purchase Volume Forecast 
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4-week index 
moving average 

has been  
sideways and 

rising very 
slowly since 
mid-2010. 

2001 ≅ $960 B in 
loans closed at 

55% pull-thru rate 

1996 ≅ $575 B in 
loans closed at 

75% pull-thru rate  

2011 & 2012 ≅ $420 B  
closed loans per year but  

application pull-thru rate has 
been < 50% since 2007 

2014 Purchase Volume Forecast 

   Consider the simplest of leading-edge trend indicators - the MBA's Weekly Purchase Applications Index --
 for signs of growing strength.  There aren’t many.  The Index has been flat-lined for three years at what 
amounts to 1996-97 levels. The index has shown a very slow rising trend this year that might, or might not, 
be sustainable.  



Copyright © 2013 
7 

Google Trends Research – United States 2004-2014 – Term: “Home Mortgage” 

Google Trends Research – United States 2004-2014 – Term: “Purchase Home” 

  Other leading indicators: Google Search Trends for “purchase home” and “home mortgage” queries mirror 
the flat MBA Purchase Application Index behavior during the same period with no sustained upturn in sight.   

Google 
Trend 

 Forecast  
2014 

Sep  
2013 

Sep  
2013 

Google 
Trend 

 Forecast  
2014 

2014 Purchase Volume Forecast 
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 Purchase Application activity has not only been weak through 2012, the application-to–close pull-
through rate has been well below 50% since  2007 as well, with no signs of improvement on the horizon 
due to continuing tighter lending/credit demands by risk-averse lenders.  

2014 Purchase Volume Forecast 
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 Existing and new home sales are seen as proof of a housing recovery, but the portion of total home 
sales that are non-owner, investor, cash transactions continue to widen. Owner occupied mortgage 
financed home purchases are flat. Headline news of purchase growth are simply seasonal patterns.  

2014 Purchase Volume Forecast 
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2014 Purchase Volume Forecast 

 The difference between the National Association of Realtors’ (NAR) home sales data and the official HMDA 
mortgage transaction data reveals the same ever-widening gap since 2008. The wide owner occupied 
mortgage financing to home sales gap indicates that a broad recovery of U.S. households and communities 
does not match reality. 

(NAR) 
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2014 Purchase Volume Forecast 

 The annual rate at which the U.S. mortgage finance market generates purchase mortgages has been flat for 
four years.  Conditions for a big break-out in 2014 aren’t in the cards. Net household growth and slow 
improvement in household balance sheets are the major, but limited, positives for owner occupied purchase 
volume and less so for non-owner occupied investor and second home purchases.   
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 New Home Construction and Sales activity, the drivers of “housing recovery” will continue to rise, but 
permits, housing start-times, completion cycles and time-on-market-to-sell will require time to rebuild new 
home inventories. Economic conditions and new home buyer demand aren’t conducive to a big boom in new 
home sales growth in 2014 even though NAR and NHBA recently reported permits at an annualized 800k.   

2014 Purchase Volume Forecast 
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 The annual rates at which mortgage markets generated purchase mortgages (PMGR) over the period 2009-
2011 fell in 76.4% of all U.S. Census Tracts and gained in but 25.4%. The relatively flat volumes in 2012 may 
shift the bars on the left a little to the right and the ratio of growing versus falling census tracts 2009-2012 
may improve slightly, but not enough to signal sustained recovery.   

2014 Purchase Volume Forecast 
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 Average loan sizes for owner-occupied purchase transactions have remained relatively “sticky” around the 
“no-change” point (red line) throughout the bust and fledgling recovery.  Historically, loan sizes do not follow 
housing prices in lock-step, thus tending to keep total mortgage dollar volumes up even as loan units fall.  

2014 Purchase Volume Forecast 
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2014 Refinance Forecasts 

2014 Homeowner Refinance Volume Forecasts 
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  The recent collapse of refinance applications activity implies that the sustainability of current 
refinance and re-refinance depends on a lowering of current mortgage rates. The Refinance Index will 
likely hover within the 1900 to 2900 range in 2014 as rates fluctuate, which translates into a dollar 
volume range of $335.3 billion to $406 billion, depending on application pull-through rates.  

2014 Refinance Volume 

≅  $335.3B closed at 48% Pull-Thru 

≅  $405.9 closed at 48% Pull-Thru 

Expected 2014 Refinance Range 
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  Refinance applications-to-origination pull-through rates have been elevated since 2009, much of it 
due to generous HARP rules. As HARP-eligible applications dissipate over time and qualification 
thresholds sunset, the refinance application pull-through rate will likely diminish. 

2014 Refinance Volume 
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Refinances + Re-Refinances 

  The pool of households for 2014 refinances has been significantly reduced by the sheer number of 
refinance and re-refinance transactions during the last five years. 

2014 Refinance Volume 
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2014 Refinance Volume 
  Lender Processing Services (LPS) “Refinancibility” homeowner mortgage characteristics point to a 

20014 “refinancible” pool of less than 4 million homeowners if rates are greater than 5%. Even if rates 
fall from the current 4.5% range, the refinancible pool won’t likely to be much greater, based on many 
other non-financial behavioral factors by households in the pool.  
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  Unless mortgage rates turn downward and reach new all-time lows, the demand for refinance/re-
refinance from homeowners who qualify will continue to fall. Application-to-origination pull-
through rates are likely to fall in tandem.  

Source for 
Refinance + Re-
Refi Households 

2009-2013 

The “Stand Pat & Pay” Households? 

IN THE MONEY mortgage count shrinks 

2014 Refinance Volume 
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  Now that the Federal Reserve/FOMC, in September’s guidance, put “taper talk” on-hold, mortgage 
rates are likely to fall back a bit going into 20014. However, mortgage rates, like fuel prices, will resist 
falling back once they’ve jumped, due uncertainties caused by other economic factors.   

“Taper tantrum?” 

2014  
Range 

2014 Refinance Volume 
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2014 U.S. Households Under Stress 

2014 Household Conditions 
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Severe 
financial 
distress 

zone 

70.7 
 

Distress Index measures five categories of personal finance that reflect or lead to a secure, stable financial life—Employment, 
Housing, Credit, Household Budget and Net Worth. All are equally important, so each category is given equal weighting. A score 
less than 70 indicates individuals, counties, cities, MSAs, states, and the nation are in severe financial distress. 

  The U.S. average CredAbility Consumer Distress Index score is approximately 70. Consumer scores 
that 70 or less are considered conditions of severe financial distress.  As a whole, U.S. households 
remain close to being under severe financial pressure.   

2014 Household Conditions 
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Disposable 
Income 

Personal  
Savings Rate 

Personal 
Consumption (PCE) 

  The overall trend in consumer demand and consumption measures (PCE) has been down since 
2011. Disposable Income has fallen and with it Personal Savings, although 2013 indicates an upturn 
that may or may not be sustainable in an very slow economic recovery. (Spikes in late 2012 are due to  
tax treatment code changes that caused taxpayers to pull future 2013 taxable income back into Q4 2012.)  

2014 Household Conditions 
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  While disposable income and savings rates fall, cycles of increased consumption re-occur. 
Consumer credit rises to fill the income gaps, thus adding to total consumer debt, a sign that the 
bottom 80% households are still struggling to hold their position.  

2014 Household Conditions 
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 The best barometers of employment health are the Employment-to-Population Ratio and the Labor 
Force Participation Rate. Both indicators remain dismal, even while the standard U3 unemployment rate 
shows downward improvement. The long-term unemployed have taken themselves out of the labor 
force.  The employment situation hasn’t really improved much going into 2014. 

Employment- 
Population 

Ratio 

Civilian Labor Force  
Participation Rate 

Unemployment- 
Rate 

2014 Household Conditions 
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   A continued decline in the Labor Force Participation Rate decline will  be a negative economic force, 
especially since net population and household formations continue to grow. Participation is declining 
relative to growth in population and consumer demand. The U.S. economy continues to operate under 
its productive capacity potential.   

2014 Household Conditions 
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 4.6 million active mortgages (9.2%) remain non-current. The cumulative number of households with 
severely damaged credit scores due to delinquencies and foreclosures since 2009 is staggering in their 
negative impact on the 2014 Available Household Pool of potential home buyers.    

2014 Household Conditions 
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  The most distressing graph of the Great Recession!  Regaining jobs to the level experienced prior to 
the recession will take more years. New jobs likely to be lower paying too. Unfortunately, net gains 
in new jobs will not immediately translate into accelerated home buyer demand. 

5 million more jobs needed 
to reach pre-recession level. 

Millions more jobs needed  to 
keep up with population growth. 

2014 Household Conditions 
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  While 2.5% of mortgaged homes have moved out of negative equity position due to increases in 
housing prices, 14.5% of mortgaged homes still have negative equity going into 2014 – approximately 
7.12 million homes in which homeowners cannot afford to sell in order to buy another home. 

2014 Household Conditions 
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  According to CoreLogic’s analysis, 21.1% of mortgaged properties (10+ Million) have less than 20% 
equity.  CoreLogic considers this an “Under-Equitied” situation such that the owners may not be 
able sell without giving up most of their equity. 

2014 Household Conditions 
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Labor Share of National Income 2002-2012 (Indexed to 2005  = 100) 

 Labor’s share of total GDP, compared to capital’s share has been falling steadily since 2000 and 
shows no sign of finding a bottom. Future housing and home buying will continue to be held back 
by the imbalance.   

2014 Household Conditions 
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[Graph and Table courtesy of Doug Short – Advisor Perspectives] 

 Real Mean Household Income for the bottom 80% of U.S. Households have fallen since 2007, while 
the top quintile has almost recovered pre-2007 levels. Only the top 5% of households have gained 
in income since 2007. Not good news for home buying demand potential from 80% of households.   

2014 Household Conditions 
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Courtesy :Doug Short (dshort.com Advisor Perspectives) 

 Median household income has declined in real terms even though nominal median income shows 
apparent increases.  When the incomes of the top 5% are removed, the nominal and real income 
trends are worrisome for the 2014 available homebuyer household pools.   

2014 Household Conditions 
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[Graph courtesy of Doug Short – Advisor Perspectives] 

 Real median weekly earnings for the 25-44 age cohort has continued to fall since 2009, holding 
back home buying opportunities for First Time Home Buyers and Move-Up Buyers.   

2014 Household Conditions 
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  Share of total household wealth shows the same growth problem as household income for the 
bottom 90%. The latest wealth data shows the trend is continuing at an increasingly faster pace. The 
widening gap in wealth accumulation is a serious financial impediment to 80% or more of all U.S. 
households who’d like to buy a home in 2014.   

2014 Household Conditions 



Copyright © 2013 
37 

Rising 
income 

inequality 

Falling 
Median 
Income 

 Rising income inequality and falling median income are not independent phenomena. The more 
entrenched the gap between inequality and income trends becomes, the greater its negative 
impact on homeownership, home buying and purchase mortgage lending activities.   

2014 Household Conditions 
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[Graph courtesy of Doug Short – Advisor Perspectives] 

 Full-time job growth has been negative since the official end of the recession and during the 
“recovery,” while part-time job growth has been in positive territory. Growth in job-counts doesn’t 
mean the one-for-on replacement of jobs lost during and after the recession. Much of the growth 
in jobs is not only part-time positions, but they’re also lower paying jobs.     

2014 Household Conditions 
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 The Result:  The available household pools of potential home buyers remains very low going into 
2014.     
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2014 Economic Confidence Trajectories 
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Political  
Dysfunction 
 Yet Again? 

 The secular trend in Consumer Confidence has been moving in a positive direction up to now, but 
has never crossed the “100” threshold since the recession. It is highly likely that consumers’ 
outlook will turn sharply downward as a result of impending federal government shutdown and 
U.S. debt default upheavals. Another recession could be triggered and with it, a fall in home buying.   

2014 Confidence Factors 
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 The NFIB Small Business Optimism Index has been more positive than Consumer Confidence trends 
(small businesses are generally more confident than everyone else), yet it still remains below the 
positive “100” threshold that it left a year before the recession began.    

The NFIB 
saw the 

recession 
coming? 

2014 Confidence Factors 
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 The weekly Gallup Economic Confident Index has shown negative confidence (below 0) since the recovery 
began and now the “current conditions” and the “economic outlook” indices have converged at the same 
low negative territory going into 2014. Consumers’ very low trust/confidence in the banking sector creates  
another long-lasting downward pressure on future mortgage finance demand. 

2014 Confidence Factors 
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