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SPOTLIGHT: NATURAL DISASTER THREAT

For renters, the threat of natural disasters
is likely to affect location choices; whereas
homeowners are more likely to invest in
improving homes to reduce risk. MORE ->

U.S. economy: The second estimate of Q2 economic growth released by the Bureau of Economic
Analysis (BEA) in August showed Gross Domestic Product (GDP) grew at an annualized rate of 3%, up
from a 1.4% annualized rate in Q1 2024. Consumer spending grew the fastest of all components, rising

at an annualized rate of 2.9% in Q2, which was up from 1.5% in Q1 2024. Consumer spending contributed
two percentage points to overall GDP in Q2 2024, up from one percentage point in the previous quarter.
Private inventory investment also contributed to the acceleration of real GDP in Q2. However, these

upturns were partially offset by a decrease in fixed residential investment.

The latest employment report from the Bureau of Labor Statistics (BLS) points to a cooling labor market.
August’s total nonfarm payroll gains were 142,000. Though a bounce back from July, August’s job growth
was still below the average monthly gain of 202,000 over the past year. The unemployment rate ticked down
to 4.2%, slightly lower than last month’s highest rate since November 2021. In terms of the job growth by
industry, manufacturing saw a decline over the month, reflecting a slowdown in the durable goods industries.

Job openings moderated from 7.9 million in June to 7.7 million in July, dipping further below the 8.8 million
openings reported in July of last year, per the BLS. The number of job openings are now at the lowest level

since January 2021. The job openings to unemployed ratio for July is at 1.07 and remains at the lowest since

June 2021, while still above the pre-pandemic average (2016-2019) of 0.99.

Inflation continues to moderate. The Federal Reserve'’s preferred inflation gauge, the core Personal
Consumption Expenditure (PCE) Price Index, which strips out volatile food and energy prices, rose 0.2% month-
over-month and was up 2.5% year-over-year in July 2024." Prices for goods were unchanged month-over-month

whereas services increased 0.2% month-over-month and 3.7% year-over-year. The Consumer Price Index (CPI)
increased 0.2% month-over-month in July after declining 0.1% in June. The index rose 2.9% year-over-year,
which is the smallest 12-month increase since March of 2021. Core CPl also increased 0.2% month-over-month,

slightly higher than June’s increase of 0.1%. The month-over-month energy index was unchanged in July after

1 BEA

© 2024 Freddie Mac

www.freddiemac.com




declining for two preceding months. Though July’s inflation data shows acceleration from last month,
almost 90% of the increase in both headline and core CPIl was driven by shelter prices.

According to the Senior Loan Officer Opinion Survey (SLOOS), credit conditions have begun to ease.

The net percentage of banks raising credit standards moved down to 7.9% in Q2 2024, a decrease from
15.6% in Q1 2024. This is the lowest percentage since the Federal Reserve began to tighten policy in 2022.
Looking at consumer lending, a moderate net share of banks (between 10% and 20%) reported tightening
lending standards for credit cards and other consumer loans lowered credit limits. Standards for auto loans
were unchanged, but a moderate net share of banks reported experiencing weaker demand for these loans.
A significant share (between 20% and 50%) of banks tightened standards for commercial real estate loans,
while residential real estate lending standards changed little.

The broad economy continues to expand, though it shows signs of slowing, which are consistent with

a soft landing. The labor market is cooling with unemployment up and job growth moderating. Inflationary
pressures are abating, and consumer price growth is on a path back toward 2%, which policymakers judge
consistent with the Federal Reserve’s mandate of maximum employment and price stability.

U.S. housing and mortgage market: The decline in mortgage rates in July gave a slight nudge upward
to home sales with total (existing + new) home sales for July rising 2.6% over the month to 4.7 million.
Both existing and new home sales rose over the month of July. Pending home sales (a leading indicator
of upcoming home sales) declined 5.5% month-over-month in July with all four U.S. regions declining in
transactions monthly. Affordability challenges continue to impact the market as the pending home sales
index level of 70.2 is the lowest reading since the index began tracking in 2001.

The homebuilder confidence index fell further to 39 in August from 41 a month earlier, according to the
National Association of Home Builders’ Housing Market Index. The index remains below the threshold

of 50, indicating poor building conditions over the next six months. Poor affordability from higher interest
rates continue to weigh on builder sentiment. However, we have yet to see the impact of the falling rates
on housing construction as it continues to decline. Housing starts for July were at a seasonally adjusted
annual rate of 1.24 million, 6.8% below June’s 1.33 million units. Single-family housing starts fell 14.1%
from the previous month and were 14.8% below last July’s levels.

House prices for June 2024 as measured by the FHFA House Price Index, declined 0.1% month-over-month

in June and rose 5.1% year-over-year. The monthly slowdown in appreciation this June could be attributed to
elevated mortgage rates and a higher inventory of homes for sale. The states with the highest annual house
price appreciation were Vermont at 13.4%, West Virginia at 12.3%, Rhode Island at 10.1% and Delaware at 10%.

The 30-year fixed-rate mortgage averaged 6.5% in August as measured by Freddie Mac's Primary Mortgage
Market Survey® and ended the month at 6.35%. According to the Mortgage Bankers Association (MBA)
Weekly Application Survey, mortgage activity was slightly higher, driven by a pick-up in refinance activity.
Refinance activity rose given falling mortgage rates and accounted for 46.4% of the total application
activity as of the end of August. Despite the fourth consecutive week of declining mortgage rates, purchase
applications have not shown much movement as prospective homebuyers remain patient in the wake

of declining rates and the increasing levels of for-sale inventory.
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In terms of mortgage delinquencies, per the MBA's mortgage delinquency survey, a seasonally adjusted

(SA) 3.97% of outstanding debt was in some stage of delinquency as of Q2 2024, up three basis points from
Q1 2024 and up 60 basis points year-over-year. Loans 30+ days delinquent ticked up one basis point from
2.25% in Q1 2024 to 2.26% in Q2 2024 and rose 51 basis points from Q2 2023. Loans in foreclosure decreased
three basis points from last quarter to 0.43% in Q2 2024 and decreased 10 basis points year-over-year (SA).

In terms of seriously delinquent loans (which is 90 days or more past due or in foreclosure), only VA loans saw
an uptick from 2.01% in Q1 2024 to 2.07% in Q2 2024, down from 2.15% in Q2 2023, non-seasonally adjusted
(NSA). The overall share of seriously delinquent loans declined from 1.44% in Q1 to 1.43% in Q2 2024 and was
down 18 basis points from Q2 2023. The share of conventional loans was down from 1.06% in Q1 to 1.04%

in Q2 2024, down from 1.61% in Q2 2023 and the share of FHA loans declined from 3.18% to 3.17% during

the first and second quarter of the year and down from 3.71% in Q2 2023 (NSA), as shown in Exhibit 1. While
early-stage delinquencies have been rising modestly, serious delinquency rates continue to fall, indicating that
homeowners are able to deal with short-term distress and avoid serious delinquencies and foreclosures.

EXHIBIT 1

Total serious delinquent loans (% of all loans serviced, by loan type)
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Source: MBA Delinquency Survey

Overall, while mortgage rates declined from 6.85% in July to 6.5% in August, that may not be enough to
give a boost to housing demand as homebuyers continue to wait for rates to decline further. On the supply
side, housing construction remains low. Mortgage performance continues to be strong, especially for
conventional borrowers.
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Outlook

Despite the cooling labor market, our outlook for the economy still calls for a soft landing. We expect economic
growth to continue, albeit at a slower pace. Under our baseline scenario, inflation is expected to cool further.
The discourse around the timing and pace of potential future rate cuts will likely drive the near-term path of
interest rates rather than the actual policy decision itself. While there is likely to be some volatility around any
policy statements, we expect mortgages rates to decline further, though remaining above 6% by year-end.

We expect housing demand to improve, supported by lower mortgage rates. However, we do not expect
home sales to get a significant boost because a modest improvement in affordability is insufficient to
significantly increase the pool of buyers—particularly the first-time home buyers who are driving demand in

the housing market. In addition, the housing inventory in the resale market is still struggling to gain momentum,
mainly due to the rate lock effect. Unless rates fall significantly—something in the order of a full percentage
point or more—we do not expect inventory of existing homes to come on the market in large numbers, limiting
supply. We expect home sales to remain muted in 2024 and 2025. However, the tight supply and solid demand
are expected to put upward pressure on home prices. We, therefore, expect home prices to continue to
appreciate at a modest pace in 2024 and 2025.

Based on our expectation of muted home sales but increases in home prices, we forecast purchase mortgage
origination volume to grow modestly. We expect the decline in the mortgage rates to slightly boost refinance
originations. Overall, our forecast for total origination is a modest volume increase in 2024 and 2025.

Overall, our outlook remains optimistic. While prospective homebuyers continue to face affordability
challenges due to high home prices, homeowners are experiencing significant wealth gains which makes them
less vulnerable to adverse economic events. Under our baseline scenario, we do not foresee the economy
going into recession.
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SEPTEMBER 2024 SPOTLIGHT:
Natural disasters and decision making: evidence from
the Survey of Household Economics and Decision Making

Households in the U.S. and worldwide are grappling with more frequent and intense natural disasters.

This year alone, as of September 2024, there have been 20 confirmed weather/climate disaster events, each
causing losses exceeding $1 billion. In 2023, nearly one out of five households reported being financially
affected by natural disasters, according to the Survey of Household Economics and Decision Making (SHED).
Almost two-thirds of those financially affected reported a loss of income/work disruption or property
damage. Moreover, over a third of the survey respondents believe the likelihood that they will experience

a natural disaster is higher five years from now.

As households face various financial and non-financial challenges during natural disasters, their response

can considerably shape the future of real estate markets, particularly their location choice and housing protection
against natural disaster risk. In this Spotlight, we analyze how households have responded to severe weather
events, whether respondents have taken any actions against the risk and how it differs by their socioeconomic
and demographic characteristics using the SHED. Below, we discuss three key takeaways from our analysis.

1. Natural disasters are likely to affect location choice, particularly among renters

People move homes for various reasons. While the overall move rate in the U.S. has declined over the years,
the most often cited reason for moving is housing-related, such as wanting to own a home instead of renting,
searching for cheaper housing and better neighborhoods, etc.? As extreme weather events have become
more common, households in the U.S. have increasingly been investigating other places in which to relocate.
Our analysis of the SHED shows that in 2023, 1in 7 households reported investigating other places

to live because of natural disaster threats.

Exhibit 2 shows the share of respondents by housing type, tenure and demographic characteristics who
reported that they investigated other places to live in 2023:

> Onein five households currently live in buildings with 2+ apartments.
> One in five are renter households.

> Nearly one in five are Black households.*

Notably, a larger share (around 16%) of respondents aged 18-44 investigated other places to live, which is
almost double the share of respondents above 60 and suggests that younger households are more prone to
relocate due to the threat of natural disasters. Interestingly, those earning less than $50,000 in household
annual income and a larger share of households in the West investigated other places to live in 2023. While
there has been a notable rise in drought and longer wildfire seasons in the West, the larger share of renters in
this region offers more flexibility for more households to relocate. For example, according to the SHED, in the
West, 31% of respondents were renters, as contrasted with the Midwest, South and Northeast where 23%, 25%
and 29% of respondents were renters respectively. Similarly, a large share of those earning less than $50,000
were renters, and in 2023, 45% of the respondents ages 18-29 and 34% ages 30-44 were renters.

2 https://www.census.gov/library/stories/2023/09/why-people-move.html
3 Forreference, black households comprised of 12.1 % of the total households surveyed in 2023.

U.S. Economic, Housing and Mortgage Market Outlook | September 2024 5


https://www.federalreserve.gov/consumerscommunities/shed.htm
https://www.census.gov/library/stories/2023/09/why-people-move.html

A\

EXHIBIT 2

Investigated other places to live (% of respondents by tenure and demographic characteristics)

Question: In the past year, have you done each of the following at least partially because of the threat of
natural disasters or severe weather events - investigated other places to live.

. % of respondents All respondents average All respondents | 13.3%
o ‘o
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Less than $25,000
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Northeast White
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Source: Freddie Mac Calculations using 2023 SHED data

2. Households impacted by natural disasters are more likely to improve property to reduce risk

It's important to note that some households are at a greater risk of experiencing adverse impacts of natural
disasters than others. The SHED reveals a significant contrast in the financial impact of natural disasters on
different income groups and ethnicities. For instance, in 2023, according to the SHED, one in four households
earning less than $25,000 was financially affected by a natural disaster, compared to nearly one in six for those
earning over $50,000. Similarly, 16.8% of Whites were financially affected, while the share for Blacks was 20.5%,
for Hispanics was 23.3%, and for Asians was 22.2%. In addition to being financially affected, a larger share of
low-income households and minorities needed to evacuate temporarily or were displaced for longer term due
to natural disasters in 2023. Exhibit 3 shows that 12-13% of respondents earning less than $50,000 and a similar
share of Black and Hispanic respondents needed to evacuate temporarily due to natural disaster in 2023.

20%
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EXHIBIT 3

Homeowners directly affected by natural disasters in 2023 (% of households)

Question: In the past year, have natural disasters or severe weather events like flooding, hurricanes, wildfires,
or extreme temperatures affected you in each of the following ways — needed to evacuate temporarily,
longer-term displacement from home.

16% -
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Source: Freddie Mac Calculations using 2023 SHED data

One of the ways to prepare for future natural disaster risk is by investing in improving the property to reduce
risk. Among the homeowners, we find that in 2023, 23.3% of homeowners made some improvements to their
property to reduce risk, a jump from 17.6% of homeowners who made improvements in 2022 (Exhibit 4). We
also find connection between experiencing natural disasters and investing in property improvements. For
example, those earning $25,000-50,000 were among the larger shares evacuated temporarily or displaced for
longer term due to natural disasters and a larger share of the same population improved the property to reduce
risk compared to other income categories. Similarly, almost three out of ten Hispanic and Black households,
who were among the larger share that were evacuated temporarily or displaced longer term, improved their
property to reduce risk compared to their counterparts.
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EXHIBIT 4

Improved property to reduce risk (% of households by housing type, tenure and demographic characteristics)

Question: In the past year, have you done each of the following at least partially because of the threat of natural disasters
or severe weather events — improved property to reduce risk.

. % of respondents All respondents average All respondents | 23.3%
60+
45-59
Allrespondents | 23.3% 30-44
Building With 2+ Apt 18-29
One-family condo
or townhouse $100,000 or more
One-family detached $50,000-$99,999

Own your home

$25,000-$49,999
free and clear

Own your home with

Less than $25,000
amortgage or loan

West Asian
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Midwest Black

Northeast White
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Note: Homeowners only

Source: Freddie Mac Calculations using 2023 SHED data

3. A small share of households purchased additional insurance because of the threat of
natural disasters

Homeowners insurance provides financial protection against physical damage to a property. While homes
with mortgages are required to hold homeowners’ insurance, additional insurance offers additional protection
in the event of a natural disaster. We find that only 5% of the households in 2023 bought additional insurance,
which was unchanged from 2022. Beliefs about future natural disaster risk should play a significant role in an
individual’s decision making around purchasing additional insurance to protect against the risk. As expected,
we find that a larger share of those who believe that the chance they will experience a natural disaster is

higher five years from now purchased additional insurance. Despite this belief, the affordability of homeowners

insurance costs on households’ ability to protect themselves against natural disaster risks.

With respect to the decision to buy additional insurance, homeowners with a mortgage are more likely to buy
additional insurance as compared to homeowners who own their homes free and clear. Renters are as likely as
homeowners with a mortgage to buy additional insurance, as shown in Exhibit 5. Unsurprisingly, higher income
households are more likely to buy additional insurance, which protects them more than low-income households.
Young households seem to protect themselves more with additional insurance. Interestingly, a larger share of
minorities, particularly Black households, bought additional insurance in 2023 compared to White households.
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EXHIBIT 5

Purchased additional insurance (% of respondents by tenure, housing type and demographic characteristics)

Question: In the past year, have you done each of the following at least partially because of the threat of natural disasters
or severe weather events — purchased additional insurance.

. % of respondents All respondents average All respondents | 5.3%
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Own your home with
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Source: Freddie Mac Calculations using 2023 SHED data

In summary, more people today are concerned about natural disaster risk and believe the likelihood they will
experience a natural disaster is higher five years from now. Households can take several measures to safeguard
themselves and protect their home against future natural disaster risks. Households can either relocate to safer
places, improve the property they currently live in, or buy additional insurance for more financial protection
(among other measures). Our analysis shows that renters are more likely to consider relocating due to the threat
of natural disaster, highlighting the critical factor of younger age and renter flexibility in relocation decisions.
On the other hand, homeowners proactively improve their properties to reduce future natural hazard risk.
While not a large share, both homeowners with mortgages and renters can benefit from additional insurance
coverage. Overall, flexibility to relocate, direct impact from natural disasters, and beliefs about future risks are
motivating factors in preparing against future natural disaster risks.
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