Figure 2-2
Mean GDP Growth, 2007-2014
Percent Change at an Annual Rate
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Note: Mean real GDP growth is the average of the growth rates of real GDP and real gross domestic
income (GDI). The bullets show mean GDP and the bars show the GDP and GDI
growth in each quarter. Shading denotes recession.
Source: Bureau of Economic Analysis, National Income and Product Accounts; CEA calculations.

during the four quarters of 2013. Relative to this 2.5-percent pace, growth
was fast in durable goods consumption and business fixed investment while
growth was slow (but still positive) in consumer spending on nondurables
and services, exports, Federal nondefense purchases, and State and local
spending. Residential investment grew at about the same pace as overall
GDP. Inventory investment (both farm and nonfarm) contributed a bit to
GDP growth during 2014, and it played an important role in the quarter-
to-quarter fluctuations. An aggregate of consumption and fixed investment,
known as private domestic final purchases (PDFP), is an especially predic-
tive indicator of future real GDP growth. Real PDFP grew 3.2 percent dur-
ing the four quarters of 2014 (see Box 2-1).

Fiscal Policy

Federal fiscal policy was less restrictive during FY 2014—which ended
on September 30, 2014—than a year earlier. It was also more predictable,
since Congress had agreed in December 2013 on discretionary spending
caps for the remainder of FY 2014 and all of FY 2015; and on appropria-
tions bills for FY 2014 and FY 2015, enacted in January and December 2014,
respectively.

The agreement to end the 16-day October 2013 shutdown
(the Continuing Appropriations Act of 2014), together with subsequent
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Figure 2-19
Home Prices and Owners' Equivalent Rent, 1975-2014
Index, Average of 1988 to 1995=100 (log scale)
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Note: Shading denotes recession. House prices are measured by the FHFA's price index (total index
before 1991, purchase-only index after 1991). Owners' equivalent rent is measured by the Personal
Consumption Expenditures price index for imputed rent of owner-occupied nonfarm housing (before
1983) and the Consumer Price Index for owners' equivalent rent of residence (1983 -present).

Source: Federal Housing Finance Agency, House Price Index; Bureau of Economic Analysis, National
Income and Product Accounts; Bureau of Labor Statistics, Consumer Price Index; CEA calculations.

Figure 220
U.S. Population Distribution by Ageand Gender, 2013 Census
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positively on household formation, reductions in vacancies, and demoli-
tions. With much of the cyclical overhang in vacant housing having abated
during the past several years, the outlook for homebuilding will depend, in
large part, on the recovery in household formation, particularly among mil-
lennials. Since 2006, rates of household formation among millennials have
been depressed, in part due to high unemployment and the rapid increase in
cost of rental housing. However, improved labor market conditions in 2014
and a slight easing in rental prices provide favorable conditions to push up
household formation and in turn boost residential investment activity.”

Expected further strengthening of the labor market could provide
additional support to release the pent-up demand for housing due to demo-
graphic factors. According to a November 2014 Gallup survey, 30 percent
of respondents believe that the current labor market provides a good envi-
ronment for finding a quality job, up 4 percentage points from November
2013 and well above the low of 8 percent seen in 2011.° The Federal Reserve
Board’s 2014 Survey of Young Workers similarly finds that young adults are
optimistic about future job stability, which also bodes well for household
formation and thus housing demand.” Consistent with optimism about
their prospects in the labor market, the share of households expecting an
improvement in their finances edged up to 45 percent by December from 38
percent last year.'® A National Association of Home Builders survey showed
that the positive outlook also extended to homebuilders, as their sentiment
on whether it is a good time to build increased in 2014 to its highest level
since 2005 (Figure 2-21).

In the mortgage market, rates on a 30-year fixed rate mortgage
decreased by 60 basis points during the 12 months of 2014, in line with
the decrease in 10-year Treasury yields, and are 63 basis points lower
than their recent high in 2013 (See Figure 2-22). In spite of this decline,
mortgage applications for home purchases were flat, on balance, in 2014,
consistent with slowing home sales and tight mortgage credit availability
(see Figure 2-23). Refinancing activity was well below the highs seen in early
2013 and did not show much response to the drop in rates, in part because
previous refinancing waves already lowered rates for many borrowers. The
Government-Sponsored Enterprises (GSEs)—Fannie Mae and Freddie
Mac—and the Federal Housing Administration (FHA), continued to sup-
port an outsized share (over 70 percent) of mortgage originations in 2014,

7 See Council of Economic Advisers, “15 Economic Facts about Millennials,” http://www.
whitehouse.gov/sites/default/files/docs/millennials_report.pdf

® http://www.gallup.com/poll/179483/americans-perceptions-job-market-hold-steady.aspx
*http://www.federalreserve.gov/econresdata/2014-survey-young-workers-young-workers-
outlook.htm
"°http://www.fanniemae.com/portal/about-us/media/corporate-news/2014/6192.html
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Figure 2-21
Home Builder Sentiment Index, 20002014
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Note: The NAHB surveys builder perceptions of current single-family home sales, sales
expectations for the next six months, and level of traffic of prospective home buyers. NAHB
then uses builders’ responses to calculate a seasonally adjusted index of sentiment.

Source: National Association of Home Builders, Builders Economic Council Survey.

Figure 2-22
30-Year Fixed Mortgage Rates, 2000-2014
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Note: Fixed mortgage rates are contract offer rates.

Source: Freddie Mac, Primary Mortgage Market Survey.
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