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U.S. Expansion Continues

• Economic growth strengthens in 2006
– GDP growth should continue at about 3.5% during the year
– Unemployment remains below 5% in 2006

• Tame inflation will keep interest rates low
– Energy prices are volatile, but other signals show little inflation
– Strong labor productivity growth
– The Fed has begun to slow the pace of interest rate increases

• Mortgage Markets will be busy
– Loan originations: 2006 volume 13% lower than 2005 because

of refi drop, but purchase-money volume up and will stay strong
– ARMs will drop, perhaps as low as 1 in 4 loans in 2006

• Risks to the outlook
– Energy prices remain the biggest risk to outlook – expect a lot of

volatility



4

Mortgage Rates To Trend Up in 2006

Source:  Freddie Mac’s Primary Mortgage Market SurveySM
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Fewer Refis Mean a 13% Drop in Mortgage
Or iginations in 2006
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Non-traditional ARMs Have Grown Rapidly

Source:  LoanPerformance-a unit of First American Corp (Securities issues through March
2006)
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Rising Mortgage Rates, High Home Pr ices
Reduce Housing Affordability

Source: National Association of Realtors Composite Housing Affordability Index – (% of median priced home affordable on median income with
conventional financing 30-Year fixed-rate mortgage and 20% down); Freddie Mac Primary Mortgage Market SurveySM, , Moody’s Economy.com
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Outlook for  Delinquencies

• Improvement in the U.S. employment numbers over the past
year has brought down delinquencies
– They remain high in areas with high manufacturing

concentration — manufacturing has not shown much
improvement

– FHA and subprime delinquency rates remain high
– Strong house price growth and low interest rates have

helped with loss mitigation

• We expect further reductions in the prime market in
delinquencies as economic growth sustains increases in
employment and incomes
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Job Loss Is the Leading Hardship Reason Among
Delinquent Borrowers

Unemployment or curtailment of Income 41.5%
Illness or Death in Family 22.8%
Excessive Obligation 10.4%
Marital Difficulties 8.4%
Extreme Hardship 3.3%
Property Problem or Casualty Loss 2.1%
Inability to sell or rent property 1.6%
Employment Transfer or Military Service 0.9%
All Other Reasons 9.0%

Hardship Reason

Source: Freddie Mac (based on a sample of delinquent loans
evaluated by Workout Prospector during 1999-2005).
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Freddie MacÕs Por tfolio Per formance

• Despite high delinquency rates in specific
geographic areas, Freddie Mac’s portfolio
performance remains strong.

• Freddie Mac’s overall delinquency rates and
credit losses remain low.
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Investments in Mortgage Products

Expanding Appetite for New Mortgage Products

• We are meeting the market with new products, while
continuing to focus on a deeper understanding of what
our customers want to sell.

• We are continuing to enhance our understanding of risk
with new mortgage products, so we can price
appropriately for it.

• We continue to seek ways to support lenders in increasing
opportunities for homeownership, especially for moderate and
low-income households.

• Our goal is to create sustainable homeownership opportunities.
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Program Update

• August Guide Update Introduced:
– 40-year fixed-rate product
– Six month hybrid ARM product
– Home Possible® mortgage terms to 40 years
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Current Lending Market Concerns

• Appraisal Quality

• Data Integrity

• Lender Controls for Low- and No-Doc Loans

• Risk Layering

• Educating Borrowers
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Current Lending Market Concerns

• Validity of the value and marketability of the subject
property.

• Integrity of the delivered data

• Proper identification of collateral (i.e. MH, condotels)
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Current Lending Market Concerns

• Borrowers in financial trouble rely on appreciation,
especially as housing prices slow.

• There are ramifications for a  40-year extended term,
combined with other features such as Interest Only ARMs
and slowing house appreciation.

• Borrowers need to understand the mortgage they are getting
into.

• Lenders must provide sufficient information to borrowers
on the terms, features, benefits and risks of mortgage
products so borrowers can make the best choice.
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Automated Risk Tools

The value of automated risk tools is increasing for
both:

• Collateral Risk
• Credit Risk
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Value of Automated Collateral Risk Tools

• QC tools for property values are growing in importance
and number.

• Freddie Mac scores each of its loans with  HVE® and
Calibrator®.

• Calibrator® is Freddie Mac’s automated tool for property
QC that measures the risk that an appraisal is inflated.

• We monitor the risk of loans on an aggregate level, as
well as on a loan-level, such as lender scores.
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Value of Automated Collateral Risk Tools

• The risk that the appraised value of a property is inflated is
related to the overall risk of the loan.

• Riskier loans such as cash-out refinances and sub-prime
loans tend to have greater appraisal risk.

• In markets with rising property values, credit losses are not
as great as when values are flat and/or declining.

• As property value growth slows around the U.S. the risk of
inflated appraised values will increase.
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Value of Automated Credit Risk Tools

• A good AUS tool helps to segregate the risks
and focus the levels of underwriting.

• Results are only as good as the data going into
the tool.

• Loan Prospector® indicates an acceptable layer
of credit/capacity risk, but does not remove the
need for borrower education.



Hot Spots-
Hot Topics
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Open Investigations as of July 15, 2006
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Evolving New Trends of Mor tgage Fraud

• New players in the industry

• Sources of inventory used for schemes

• Twists in loan-level misrepresentations
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New Players in the Industry

• Dec 2004 (Detroit, MI) - DNA evidence in mortgage
fraud murdermurder

• July 2005 – World News Tonight with Pierre
Thomas reporting – “Across the country, con men,
scam artists, even drug dealersdrug dealers are increasingly
turning to mortgage fraudÉ  with a scheme known as
property flipping.”
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New Players in the Industry

• April 2005 (Milwaukee, WI) - "There is growing
evidence that a lot of criminals are using the
mortgage finance industry to launder moneylaunder money -
people like drug dealersdrug dealers and terroriststerroristsÉ ..," said
Tim Doyle, the Mortgage Bankers Association's
director in government affairs.
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New Players in the Industry

• October 2004 (Chicago, IL) - City says streetstreet
gangsgangs using real estate deals to launder money

• October 14, 2004 (Atlanta, GA) “Antifreeze
killerkiller  charged with forgery in mortgage fraud”



26

Why?

• Generally shorter sentences

• Capability for high profits
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Sources of Inventory for  Schemes

• Tax liens

• MLS sales (buy high / sell higher)

• Short sales

• Foreclosure scams

• Theft of property through identity theft
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Foreclosure Rescue Scams



29

Identity Theft - Deed Scams

• Lee County, FL (July 2005) – “Investigation
uncovers phony deed scam”

• Baltimore, MD (February 2006) – “Man guilty of
tricking senior out of home”

• Detroit, MI (February 2006) – “Criminals steal
homes out from underneath unsuspecting citizens”
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Twists in Loan-Level Misrepresentations

• Borrower often not aware HOW they were
qualified

• Complete loan packages supplied by property
seller to loan officer – including appraisal and
credit report

• Altered documents such as bank statements, W-2s,
pay stubs
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Fraud Resources

•• www.mortgagefraudblog.comwww.mortgagefraudblog.com
(recent fraud case blog)

•• www.mortgagefraud.squarespace.comwww.mortgagefraud.squarespace.com
(recent fraud case blog)

•• www.mortgagebankers.org/MBAFightsFraud/www.mortgagebankers.org/MBAFightsFraud/
(Mortgage Bankers Association fraud website)

• Freddie Mac Fraud Hotline (800) 4 FRAUD



Where to Get More Information

• Look for regular updates to our economic forecast,
commentary and data at
– www.FreddieMac.com/news/finance
– www.FreddieMac.com/news/finance/data.html

• Contact us at chief_economist@FreddieMac.com
Opinions, estimates, forecasts and other views contained in this document are those
of Freddie Mac's Office of the Chief Economist, do not necessarily represent the
views of Freddie Mac or its management, should not be construed as indicating
Freddie Mac's business prospects or expected results, and are subject to change
without notice.  Although the Office of the Chief Economist attempts to provide
reliable, useful information, it does not guarantee that the information is accurate,
current or suitable for any particular purpose.

© 2006 by Freddie Mac. Information from this document may be used with proper
attribution. Alteration of this document is prohibited.
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