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Economic Developments-December 2024

5 Housing Market Predictions for 2025

As we approach the new year, we expect many trends from 2024 to continue in 2025, with housing affordability and
the mortgage rate “lock-in effect” continuing to remain key challenges. Below, in addition to our economic and
housing outlook, we also share five predictions for the housing market in 2025.

The economy appears poised to end 2024 on solid footing: Consumer spending has been resilient and, while the labor
market is slowly cooling, unemployment remains low, and job growth is currently at a healthy pace based on
demographic trends. Combined with inflation measures remaining stickier than markets expected earlier in 2024, we
forecast no meaningful decline in the 10-year Treasury rate in 2025, which will keep mortgage rates elevated and
home sales suppressed. This dynamic is occurring with a backdrop of uncertainty over whether solid labor
productivity can continue to fuel growth next year, whether inflation will come in for a soft landing, or, if not, whether
interest rates will remain structurally higher for longer.

Changes to immigration, trade, fiscal, and regulatory policies could all materially impact our outlook for economic
growth, inflation, interest rates, and housing, though we have not incorporated any explicit policy changes in our
forecast at this point as we await further details.

Quick Links

Economic Forecast Table

Housing & Mortgage Forecast Table

1. Average mortgage rates will decline modestly but remain above 6 percent, with likely bouts of volatility

We forecast the average mortgage rate to remain above 6 percent in 2025. Sticky inflation and an apparent
stabilization in job market gains have lowered market expectations for future interest rate cuts. Unless economic
growth starts to slow significantly, we expect mortgage rates to remain elevated relative to pre-pandemic levels,
moving only slightly downward to around 6 percent by the end of 2025.

However, given ongoing uncertainty over the resilience of economic Bond markets have pushed 10-year yields up
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growth, the stickiness of inflation, and future policy changes, we

expect bouts of volatility in mortgage rates next year. As seen over
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Our baseline expectation is for economic growth and employment

gains to slow modestly next year and for core inflation to continue to ease — but not to reach the Fed’s target until
2026. Still, there is considerable upside risk to our economic forecast stemming from the potential for continued
resilience in consumer spending and stronger-than-anticipated productivity growth. However, a meaningful
slowdown in immigration flows or significant tariffs point to downside risk to economic growth and upside risk to
inflation measures. Potential tax and regulatory policy changes present both upside and downside risks that may also
impact interest rates.
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2. Existing home sales will remain near 30-year lows, but location matters

We forecast existing home sales to total 4.25 million in 2025, an improvement of 4.8 percent compared to our
expected 2024 sales pace of 4.06 million, but still down 20.3 percent compared to 2019. We expect the increased
inventory of homes available for sale will drive a modest improvement in existing home sales next year. According to
the National Association of Realtors, the total number of homes available for sale at the end of November was 1.37
million units, up 19.1 percent from a year prior. However, given our mortgage rate outlook for rates to stay above 6
percent in 2025, we expect both constrained affordability conditions and the lock-in effect will continue to be the
dominant themes limiting the recovery of existing home sales in 2025.

The majority of mortgage holders remain locked -in
with an interest rate below 4%

Affordability conditions remain at the most constrained levels since
the mid-1980s. Additionally, we expect the lock-in effect to remain 70%
prominent, even if mortgage rates move closer to 6 percent. At the
end of September, 58 percent of Fannie Mae single-family loans with
a 30-year fixed rate mortgage had a rate under 4 percent, compared
to 14 percent with a rate greater than 6 percent. The downward slope
in the share of single-family loans with a rate below 4 percent and
the upward slope in the share with a rate greater than 6 percent
shows that, as expected, the lock-in effect will fade over time, but we
believe the process is likely to be a slow one.
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Even when interest rates briefly declined to around 6 percent in 1213 S U6 AT U8 e 0 M ;s
September, only a limited and brief pickup in mortgage applications and home sales occurred. Due to this muted
response, we believe that mortgage rates near 6 percent are likely insufficient to spur enough additional demand or

to encourage enough homeowners to sell, which is needed to thaw the housing market.

As discussed previously, though, there is significant regional variation in the number of homes available for sale, and
some regions are likely to see more elevated sales in 2025 than in 2024. The comparatively loose markets tend to be
those with strong homebuilding in recent years. Many of the Sun Sun Belt and Mountain West states have highest share of listings relative to 2019
Belt states, including Florida and Texas, and parts of the Mountain o [\ e '
West region and Pacific Northwest have inventory levels near or
above pre-pandemic norms, according to Realtor.com. In contrast,

the Midwest and Northeast have significantly fewer homes available 0
for sale relative to 2019. In general, we expect that inventory levels

will continue their gradual rise nationwide, with inventories in the
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3. New home sales will remain a bright spot in the housing market (where they can be built)

With the continued limited supply of existing homes for sale and The median sales price for a new home is now
favorable demographic-based demand for housing, we expect 2025 to similar to that for an existing home

be another solid year for new home sales. New home sales have o

averaged an annualized sales pace of 682,000 in 2024 through October,
compared to an average sales pace of 595,000 from 2015-2019. We
expect a similar trend in 2025. In the face of elevated mortgage rates,
homebuilders continue to show a willingness to offer incentives like
interest rate buydowns to move their inventories of new homes
available for sale and to change the products offered to be smaller,
more affordable homes.
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Price Premium on Median New Home vs.

Whereas historically the median sales price on new homes has far 10%
exceeded the median sales price on existing homes, that gap has

narrowed in recent years. The price premium between the median price on a new vs. existing home sold has averaged
about 4 percent in 2024, compared to an average of 28 percent between 2015 and 2019. Admittedly, this measure
does not consider the difference in the geographic distribution of new homes sold, but part of the lower price
premium is due to a decline in the median square footage of new _ Single-family construction is concentrated in Sun Belt metros
homes from a peak of 2,519 square feet in the first quarter of 2015 to
2,158 square feet as of the third quarter of 2024.
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homebuilding activity.
4, National home price growth will decelerate

While the continued lack of inventory for homes available for sale has helped to keep home price growth robust, we
expect a continued deceleration in home price growth into 2025. We currently project year-over-year home price
growth will be 3.6 percent in 2025 as measured by the Fannie Mae Home Price Index, compared to 5.8 percent in 2024.
While mortgage rates will continue to present an affordability challenge, softening home price appreciation in 2025
could allow for nominal wage growth to exceed home price growth for the first time since 2011, helping to start a
gradual improvement in homebuyer affordability conditions.

That said, there will likely be considerable regional differences. Home price growth has become uneven
across top 100 metros
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Regional variation in for-sale inventories is currently driving a
diverging home price story. Of the FHFA top 100 metros, 75
experienced positive seasonally adjusted quarter-over-quarter
home price growth in both the second and third quarters of 2024, a
relatively small share historically outside of the Great Financial
Crisis and the third quarter of 2022 when home prices declined
nationally. We believe it is likely that regions with a greater
inventory of homes available for sale will continue to experience
weaker home price dynamics relative to the national average in
2025.
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5. Multifamily housing will remain in a holding pattern

In the multifamily space, we expect 2025 to look a lot like 2024. While longer-term demographic trends remain
supportive of multifamily construction over the next decade as the prime renter-aged population is expected to
continue to grow, we expect below-average rent growth in the near term as additional units are completed.
Depending on the measure, we expect rent growth to be between 2 and 2.5 percent in 2025. This will be helpful for
renter affordability as it will represent the second-consecutive year of nominal wage growth exceeding rent growth in
certain metros. However, slower rent growth will contribute to fewer new construction projects, especially in light of
continued high longer-term interest rates.

Additionally, much of the regional variation present in single-family construction also applies to multifamily: Many of
the Sun Belt metros experienced a building boom after the pandemic, and the growth in supply is affecting potential
homebuyers’ buy-vs.-rent calculus. In many areas, renting is becoming more financially attractive than purchasing a

home compared to several years ago, which means many would-be buyers are likely to decide to keep renting.
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Economic Forecast Changes

Economic Growth

We’ve upgraded our Q4 2024 gross domestic product
(GDP) growth expectation to a seasonally adjusted
annualized rate (SAAR) of 2.3 percent, up three-tenths
from the prior forecast, as consumption indicators
remain robust. Our GDP forecast for total yearly growth
in 2024 and 2025 on a Q4/Q4 basis was unchanged at 2.4
percent and 2.1 percent, respectively. Our forecast for
2026 is for growth of 2.1 percent Q4/Q4, one-tenth
below the prior forecast.

Labor Market

Nonfarm payroll employment growth rebounded in
November as expected, rising by 227,000, while the
October and September employment figures were
revised upward by a combined 56,000. The
unemployment rate rose one-tenth to 4.2 percent. The
jump in payroll employment growth is due to an end in
strike activity and a rebound from disruptions caused by
Hurricanes Helene and Milton. Our unemployment
forecast was essentially unchanged from the last
forecast.

Inflation & Monetary Policy

Core inflation remains sticky. Recent inflation indicators
have come in largely in line with our expectations,
therefore our outlook for year-over-year change in
inflation is little changed.

In terms of monetary policy, our baseline expectation
continues to be that the Fed will cut the federal funds
rate by 25 basis points in December, followed by two 25-
basis-point cuts in 2025.
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Housing & Mortgage Forecast Changes

Mortgage Rates

Our mortgage rate forecast is largely unchanged
compared to last month. We expect the 30-year fixed
mortgage rate to average 6.7 percent in 2024 and 6.4
percent in 2025 (both unchanged from the prior
forecast). We expect mortgage rates to average 6.1
percent in 2026, one-tenth lower than we forecast last
month. However, interest rates remain volatile,
particularly as the market attempts to adjust to
changing expectations around Fed policy, which adds
risk to our outlook.

Existing Home Sales

Existing home sales rose 3.4 percent to a SAAR of 3.96
million in October. Our outlook for existing home sales
was revised upward modestly in 2024 and 2025, but
notably downward in 2026. The near-term upward
revision is due to a slightly lower near-term rate outlook
and recently stronger purchase applications. However,
our longer-term outlook in 2026 has been revised
downward due to a reassessment of the persistence of
the lock-in effect, which we expect to continue to
suppress home sales for the foreseeable future.

New Home Sales

New single-family home sales fell sharply in October,
likely due to hurricane disruptions, falling by 17.3
percent to a SAAR of 610,000. We have downwardly
revised our near-term new home sales outlook due to
this decline. In 2025, our outlook is essentially
unchanged as we continue to believe that the new home
sales market will be a bright spot in the housing market
in 2025, though we expect a leveling off in new sales in
2026.

Single-Family Housing Starts

Our forecast for single-family housing starts is slightly
weaker in the near term following the October new
residential construction report, which saw single-family
starts fall 6.9 percent, though this was likely
exacerbated by hurricane-related disruptions. We have
revised downward our outlook for 2026 in line with our
new home sales outlook.
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Multifamily Housing Starts

Our multifamily housing starts forecast was revised
higher in the near term based on incoming data, though
the rest of the path was essentially unchanged. While
the multifamily starts series is notoriously volatile, we
continue to believe demographic trends will be
supportive of multifamily construction in the longer
term once the current high levels of units in the
construction pipeline are completed.

Single-Family Home Prices

Our quarterly single-family home price forecast, last
updated in October, remains, by design, unchanged this
month. We project home prices on a national basis will
rise 5.8 percent in 2024 and 3.6 percentin 2025 on a
Q4/Q4 basis. Our next home price update will be in
January.

Single-Family Mortgage Originations

We currently expect purchase originations to be $1.3
trillion in 2024, essentially unchanged from last month’s
forecast. In 2025, we expect purchase volumes to grow
12 percent to $1.4 trillion, representing an upgrade of
$25 billion from the prior forecast as home sales are
expected to be somewhat stronger in the near term
compared to last month. However, our forecast for 2026
purchase volumes has been revised down by $54 billion
from last month to $1.6 trillion, given the downgrades to
the home sales path.

In the refinance market, volumes have been revised up
given the slightly lower expected path for the mortgage
rate, though these changes are slight compared to the
prior month’s forecast. In particular, we expect
refinance volumes to be $360 billion in 2024, $529 billion
in 2025, and $724 billion in 2026, representing upgrades
of about $30 billion in total from the prior month’s
forecast.
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Economic Forecast Table

Economic Forecast: December 2024

| 2024 2025 2026

Percent Change: Quarterly SAAR, Annual Q4/Q4

Gross Domestic Product 1.6 3.0 2.8 g 22 21 2.2 2.1 Ak al 21 2.0 3.2 24 Zdl al
Personal Consumption Expenditures (PCE) 19 28 3.5 3.0 27 Z205 24 2.2 Lk 3 232 21l 3.0 28 25 22
Residential Fixed Investment 13.7 -2.8 -5.0 6.2 -3.8 -2.1 2.7 43 54 59 6.6 5.1 2.5 2.8 0.2 L
Business Fixed Investment 45 3.9 3.8 0.8 3.2 3.1 3.2 3.0 ag 23 23 2.7 5.0 3.2 Eil 23
Government Consumption & Investment 1.8 31 5.0 1.4 0.8 0.1 0.3 0.3] 0.3 0.3 0.2 0.2 4.3 2.8 0.4 0.2

Billions of Chained 2017%
Net Exports -977  -1036 -1078 -1081| -1111 -1125 -1148 -1159 -1161 -1167 -1177 -1185 -933 -1043 -1136 -1172
Change in Business Inventories 18 i 64 47 66 78 92 95 97 98 104 108| 33 50 83 102

Percent Change: Quarterly YoY, Annual Q4/Q4

Consumer Price Index 3.2 3.2 2.6 | gl L 2.3 2l 2.2 gl 2.4 2.6 3.2 Al il 2.6
Core Consumer Price Index (ex. Food & Energy) 3.8 34 3.2 3.2 2.8 2.6 2.6 2.4 2.4 2.3 2] 2.3 4.0 3.2 24 23
PCE Chain Price Index 27 26 23 2.5 aal 2.0 a2l 2.0 il il Zl 212 2.8 A5 2.0 gl
Core PCE Chain Price Index (ex. Food & Energy) 3.0 27 27 2.8 2.4 23 2.3 2l il il 21 2.0 3.2 2.8 2.1 2.0

Change: Quarterly Avg Mo. Chg, Thous., Annual Mil.
Employment, Total Nonfarm 267 147 159 125 110 107 102 102 91 87 86 92| 3.0 21 i3 11
Percent Change: Q4/Q4 1.9 14 0.8 07

Percent: Quarterly Avg, Annual Avg

Unemployment Rate 3.8 4.0 4.2 4.2 4.3 44 4.4 4.4 4.3 4.3 43 43 3.6 4.0 4.4 4.3
Federal Funds Rate 53 53 5.3 4.6 4.3 4.2 4.1 3.9 25 3.6 3.6 3.4 5.0 5.1 4.1 3.6
10-Year Treasury Mote Yield 4.2 4.4 3.9 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2 43 4.0 4.2 4.2 4.2

Forecast values as of December 11, 2024

Note: Interest rate forecasts are based on rates from November 29, 2024; all other forecasts are based on the date above.

Note: Unshaded areas denote actuals. Shaded areas denote forecasts.

Sources: Actuals: Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve Board. Forecasts: Fannie Mae Economic and
Strategic Research
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.
Housing Forecast Table
Housing Forecast: December 2024

2024 2025 2026
241 242 243 244 251 252 253 254 261 26.2 263 264 2023 2024 2025 2026

SAAR, Thous. Units

Total Housing Starts 1,407 1,340 1,331 1,320 1,324 1,324 1331 1,349 1375 1,401 1416 1,418 1420 1,350 1,332 1,402
Percent Change: Yo¥ -8.5 4.9 -1.3 G
Single-Family (1 Unit} 1,062 1,004 970 982 987 992 99 1,003 1,008 1,013 1,014 1,014 948 1,004 995 1,012
Percent Change: Yo¥ 5.7 6.0 -1.0 18
Multifamily (2+ Units) 345 336 362 338 337 332 335 346 367 388 401 405 472 345 338 390
Percent Change: Ya¥ -13.7| -26.9 2.3 15.6
Total Home Sales 4,863 4,743 4,602 4,799 4,804 4,910 5,061 5,248 5,364 5443 5507 5,561 4,756 4,752 5,006 5469
Percent Change: YoY -16.1 -0.1 585 9.2
New Single-Family 663 693 712 705 743 751 T62 761 761 763 761 755 666 693 755 T60
Percent Change: YoY 39 41 8.8 0.7
Existing (Single-Family, Condos/Co-Ops) 4200 4,050 3,890 4,034 4,061 4,155 4,299 4,486 4,602 4,680 4,746 4,806) 4,030 4,058 4,251 4,709
Percent Change: YoY -187 -0.8 4.8 10.8

Percent Change: Quarterly YoY, Annual Q4/Q4
Fannie Mae HPI 6.7 6.4 59 5.8 5.0 4.6 41 3.6 31 2z 2.0 1.7 5.7 5.8 3.6 1.7

Percent: Quarterly Avg, Annual Avg
30-Year Fixed Rate Mortgage 6.7 7.0 6.5 6.6| 6.6 6.4 6.3 6.2] 6.1 6.1 6.0 6.0| 6.8 6.7 6.4 6.1

NSA, Bil. §, 1-4 Units

Single-Family Mortgage Originations 328 433 454 435 377 521 541 529 474 643 632 618 1,503 1,649 1,968 2,368
Purchase 263 363 353 310 263 392 406 378 308 455 463 419 1,282 1,289 1439 1644
Refinance 65 69 101 125 114 129 135 151 166 188 170 200| 221 360 529 724

Refinance Share (Percent) 20 16 22 29 30 25 25 28 35 29 27 32 15 22 27 31

Forecast values as of December 11, 2024

Note: The Fannie Mae HPI forecast is updated on the first month of every quarter. Interest rate forecasts are based on rates from November 29,
2024; all other forecasts are based on the date above.

Note: All mortgage originations data are Fannie Mae estimates as there is no universal source for market-wide originations data.

Note: Unshaded areas denote actuals. Shaded areas denote forecasts.

Sources: Actuals: Census Bureau, National Association of REALTORS®, Freddie Mac - Forecasts: Fannie Mae Economic and Strategic Research

Economic and Strategic Research (ESR) Group
December 11, 2024
For a snapshot of macroeconomic and housing data between the monthly forecasts, please read ESR’s Economic and Housing

Weekly Notes.

Data sources for charts: Federal Reserve Board, Fannie Mae, Census Bureau, Realtor.com, National Association of REALTORS®, Federal Housing Finance Agency

Opinions, analyses, estimates, forecasts, beliefs, and other views of Fannie Mae's Economic and Strategic Research (ESR) Group
included in these materials should not be construed as indicating Fannie Mae's business prospects or expected results, are based on
a number of assumptions, and are subject to change without notice. How this information affects Fannie Mae will depend on many
factors. Although the ESR Group bases its opinions, analyses, estimates, forecasts, beliefs, and other views on information it considers
reliable, it does not guarantee that the information provided in these materials is accurate, current or suitable for any particular
purpose. Changes in the assumptions or the information underlying these views could produce materially different results. The
opinions, analyses, estimates, forecasts, beliefs, and other views published by the ESR Group represent the views of that group as of
the date indicated and do not necessarily represent the views of Fannie Mae or its management.

ESR Macroeconomic Forecast Team

Mark Palim, SVP and Chief Economist Doug Duncan, SVP
Eric Brescia, Economics Manager Nick Embrey, Economics Manager
Eric Hardy, Economist Nathaniel Drake, Economic Analyst
Richard Goyette, Economic Analyst Daniel Schoshinski, Economic Analyst

Ryan Gavin, Economic Analyst

© 2024 Fannie Mae. Trademarks of Fannie Mae. 90f9


https://www.fanniemae.com/research-and-insights/forecast/economic-housing-weekly-note-archive
https://www.fanniemae.com/research-and-insights/forecast/economic-housing-weekly-note-archive

