
The week of Feb. 14 should keep the
financial markets humming, as several market
movers are scheduled for release. Not only is
there a lot of data on manufacturing, but January
retail sales and the producer price index (PPI)
also are on the docket. The PPI will be of spe-
cial interest as it monitors inflation at the whole-
sale level. In addition, housing starts and build-
ing permits for January will be eyed after mak-
ing big upward moves in December. Analysts
are expecting small to moderate gains in most
categories. However, Treasury yields began to
creep up at the end of last week due to selling on
employment claims. This will likely result in
rates moving back up to previous levels. If this
week’s data come in on target, however, rates
should hold t here. 

Monday the only event scheduled is
the weekly auction of 3 & 6 month T-bills. The

Tuesday calendar is much busier, with retail
sales for January due. In addition, there are two
weekly surveys on retail sales that come out
every Tuesday. The NY Empire State index on
February manufacturing conditions also will be
released and can impact the markets. 

On Wednesday Housing Starts and
Building Permits for January come out, along
with Industrial Production data. 

Thursday has weekly first-time
unemployment claims for the week ended Feb.
11. January reports on the Index of Leading
Indicators and U.S. Import/Export price indices
also are scheduled. 

The week closes on Friday with the
closely-watched Producer Price Index for
January along with the preliminary February
Consumer Sentiment Survey from the
University of Michigan.
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Active Buying in Treasuries Keeps Mortgage Rates Low
Week in review 2/7/05 - 2/11/05                                

KEY INTEREST RATES

HOUSING SNAPSHOT

MORTGAGE APPLICATION INDEXES (MBA)
Wk. ended Feb.4, 2005

Number of purchase applications              Up   +1.0%
Number of refinance applications               Up  +7.8%
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EVENTS THAT COULD IMPACT MORTGAGE RATES THIS WEEK
Date Time Event Forecast
Feb. 14 1:00 pm Treasury conducts weekly auction of 3 & 6 month T-bill
Feb. 15 8:00 am ICSC-UBS report on chain store sales (Wk. end 2/11)

8:00 am Redbook report on retail sales (Wk. end 2/11)
8:30 am Advance Retail Sales/ ex-auto (Jan.) -0.4%/ +0.5%
8:30 am Business Inventories/ Sales (Dec.) +0.3% (inv.)
8:30 am NY Empire State Index of Feb. Manufacturing Conditions                     19.5

Feb. 16 8:30 am Housing Starts (Jan.) 1.94 mil.
8:30 am     Building Permits (Jan.) 2.0 mil.
9:15 am Industrial Production & Capacity Utilization (Jan.) +0.3%/ 79.3%

Feb. 17 noon Philadelphia Fed Report on Feb. manufacturing conditions 17.4
8:30 am Weekly Unemployment Claims (Wk. end 2/11) 320,000
8:30 am U.S. Import (ex. oil)/ Export (ex. ag.) Price Indexes (Jan.)     NA

10:00 am Index of Leading Indicators (Jan.) -0.2%
Feb. 18 8:30 am Producer Price Index/core rate (Jan.) +0.4%/ +0.2%

9:45 am Univ. of Mich. Sentiment Survey (Feb.prelim.) 95.4

U.S. Treasury Yields 2/4/05 2/11/05
2year T-note 3.26%     3.31%
5year T-note                   3.65%     3.67%
10 year T-note 4.05%     4.07%
30 year T-Bond 4.46%     4.45%

Discount Rate    (wk. end 2/4)      3.50%
Fed Funds Rate (wk. end 2/4)      2.51%
Prime rate        (wk. end 2/4)       5.50%

ARM INDEXES
Natl. Avg. Contract Mtg. Rate (Dec.) 5.71%
12 mo. mvg. avg. (1-yr. TCM) (Jan.) 1.90%    
3 mo. LIBOR (FNMA for Jan.) 2.74%
6 mo. LIBOR (FNMA for Jan.) 2.96%
National COFI                    (Nov)   2.18%
11th District COFI               (Dec.)  2.19%
6 month CD (wk. end 2/4) 2.95%
1 Year TCM (wk. end 2/4) 2.95%
2 Year TCM (wk. end 2/4) 3.31%
3 Year TCM (wk. end 2/4) 3.46%
5 Year TCM (wk. end 2/4) 3.72%
7 Year TCM (wk. end 2/4) 3.93%
10 Year TCM (wk. end 2/4)  4.14%
20 Year TCM (wk. end 2/4)  4.62%

Required Yields for Delivery

Freddie Mac (2/11/05)
10 day 30 day 60 day 90 day

30 year 5.23%  5.24%    5.32%    5.37%
15 year 4.70%  4.74%    4.79%    4.84%

Fannie Mae no longer offers
information on required net yields. 

It was a good week for U.S.
Treasury securities and a great week for
mortgage rates - many of which edged down.
Momentum from the weaker-than-expected
January employment report carried over into
the week of Feb. 7, sending Treasuries prices
up and yields, which move in the opposite
direction of prices, down. In fact, the yield on
the benchmark 10-year note that mortgage
lenders use to set rates, fell below 4 percent -
if only for one day -- for the first time in more
than four months. Two successful bond auc-
tions boosted demand for government debt,
and statements from Fed officials allaying
fears of inflation only added to the clamor.
As a result, yields slid and mortgage lenders
were able to follow by lowering rates on
many mortgage products.

Treasuries didn't hit a speed bump
until Thursday, when they sold off on a dis-
appointing 10-year note auction and
stronger-than-expected first-time jobless
claims. For the week ended Feb. 4, claims
fell to 303,000 - the lowest level in four
years. The more closely watched four-week
average, which smoothes volatility, slipped

to 315,000 -- its lowest level since November
2000. The U.S. trade deficit in December
narrowed to $56.4 billion from a revised,
record-setting $59.3 billion in November. In
2004, however, the deficit increased by 24.4
percent. The expanding deficit with China -
rising 30.6 percent in 2004 -- had substantial
impact on the bottom line. Consumer credit
rose by only $3.1 billion in December, while
wholesale trade inventories climbed by a
mere 0.4 percent versus a revised 1.2-percent
increase in November.

Low mortgage rates for the week
ended Feb. 4 had little impact on mortgage
applications, according to the Mortgage
Bankers Association. Refinances remain-
ed active, rising 7.8 percent, but purchase
applications crept up by only 1.0 percent.
The 30-year fixed-rate mortgage (based on
zero discount points) was the chief benefi-
ciary of the drop in yields, with the rate
falling to 5.375 percent. The 15-year
fixed-rate is now just above 4.875 percent,
while the introductory rate on the volatile
one-year adjustable-rate mortgage held at
3.375 percent.

Month Total Change
Construction Spending     Dec. $1.03 tril.  +1.1%%

Housing Starts              Dec.           2.0 mil. +10.9%

Building Permits            Dec. 2.02  mil.      -0.3% 

Existing Home Sales     Dec.         6.69 mil.     -3.3%

New Home Sales          Dec.         1.10 mil.    +0.1%
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DATE TIME EVENT PERIOD SOURCE OUTCOME PREVIOUS
Jan. 31 8:30 am Personal Income and Outlays Dec. Commerce Dept. +0.6%*/ +0.8% +0.3%/ +0.2%

10:00 am Chicago Purchasing Managers Institute releases  index of Jan. Mfg. Conditions 62.4 61.2
10:00 am New Home Sales Dec. Commerce Dept.     +0.1% @ 1.1 mil. -12% @  1.125 mil.
1:00 pm Treasury conducts weekly auction of 3 & 6 month T-bills

Feb.1 8:00 am ICSC/UBS report on chain store sales Wk. end Jan. 28 -1.9% NA
8:00 am Redbook report on retail sales Wk. end Jan. 28 NA NA
9:00 am FOMC convenes two-day meeting to discuss interest rates

10:00 am Institute of Supply Management releases index of Jan. Mfg. Conditions 56.4 57.3 (rev.)
10:00 am New Construction Dec. +1.1% unch.

Feb. 2 2:15 pm FOMC releases statement regarding decision on interest rates +25 basis points +25 basis points
Feb. 3 8:30 am Weekly Unemployment Claims Wk. end Jan. 28 Dept. of Labor 316,000 325,000

8:30 am Productivity & Costs (rev.) 3rd Qtr. +0.8%/ +1.8%/ +1.8%
10:00 am Institute of Supply Management releases index of Jan. Non-Mfg. Conditions 59.2 63.9 (rev.)
10:00 am Factory Orders Jan. Commerce Dept. +0.3% +0.5%

Feb. 4 8:30 am The Employment Report Jan. Dept. of Labor +146,000 @ 5.2% +133,000 @ 5.4% (rev.)
8:30 am Hourly wage earnings Jan. Dept. of Labor +0.2% @ $16.86 +0.1% @ $15.83
9:45 am Univ. of Mich. Sentiment Survey (final) Jan. Univ. of Michigan          95.5 95.8

Feb. 7 1:00 pm Treasury conducts weekly auction of 3 & 6 month T-bills
3:00 pm Consumer Credit Dec. Federal Reserve +$3.1 bil. $8.7 bil.

Feb. 8 8:00 am ICSC/UBS report on chain store sales Wk. end Feb. 4 +2.2%  -1.9%         
8:00 am Redbook report on retail sales Wk. end Feb. 4 vs. 1 yr. ago +2.3% NA

Feb. 9 10:00 am Wholesale trade/Inventories and Sales Dec. Commerce Dept. +0.4%/ +0.9% +1.2%/ +0.8% (rev.)
Feb. 10 8:30 am Weekly Unemployment Claims Wk. end Feb. 4 Dept. of Labor 303,000                         316,000

8:30 am U.S. Internatl. Trade in Goods & Services (deficit) Dec. Commerce Dept.  $56.4 bil. $59.3 bil.(rev.)
2:00 pm Treasury Statement (monthly budget) Jan. Treasury Dept. $8.7 bil. -$1.4 bil. (rev.)

Feb. 11 There are no economic reports scheduled for release.

Feb. 14 1:00 pm Treasury conducts weekly auction of 3 & 6 month T-bill
Feb. 15 8:00 am ICSC-UBS report on chain store sales Wk. end Feb. 11 __________ +2.2%

8:00 am Redbook report on retail sales Wk. end Feb. 11 +3.1% __________ +2.3%
8:30 am Advance Retail Sales/ ex-auto Jan. Commerce Dept.        __________ +1.2%/ +0.3%
8:30 am Business Inventories/ Sales Dec. Commerce Dept. __________ +1%/ +0.4%
8:30 am NY Empire State Index of Feb. Manufacturing Conditions __________ 20.08

Feb. 16 8:30 am Housing Starts Jan. Commerce Dept. __________ +10.9% @ 2 mil.       
8:30 am     Building Permits Jan. Commerce Dept. __________ -0.3% @ 2.02 mil.
9:15 am Industrial Production & Capacity Utilization Jan. Federal Reserve __________ +0.8%/ 79.2%

Feb. 17 noon Philadelphia Fed Report on Feb. manufacturing conditions Federal Reserve __________ 13.2
8:30 am Weekly Unemployment Claims Wk. end Feb. 11 Dept. of Labor __________ 303,000
8:30 am U.S. Import (ex. oil)/ Export (ex. ag.) Price Indexes Jan. Commerce Dept.         __________ -1.3%/ +0.2%

10:00 am Index of Leading Indicators Jan. Conference Board __________ +0.2%            
Feb. 18 8:30 am Producer Price Index/core rate Jan. Dept. of Labor __________ -0.7%/ +0.1%

9:45 am Univ. of Mich. Sentiment Survey (prelim.) Feb. Univ. of Michigan          __________ 95.5

Feb. 21  The federal government and financial markets will be closed to observe Presidents Day
Feb. 22 1:00 pm Treasury conducts weekly auction of 3 & 6 month T-bill

10:00 am Consumer Confidence Report Feb. Conference Board __________ 103.4
Feb. 23 8:00 am ICSC-UBS report on chain store sales Wk. end Feb. 18 __________ __________

8:00 am    Redbook report on retail sales Wk. end Feb. 18 __________ __________
8:30 am Consumer Price Index/core rate Jan. Dept. of Labor __________ -0.1%/ +0.2%

Feb. 24 8:30 am Weekly Unemployment Claims Wk. end Feb. 18 Dept. of Labor __________ __________
8:30 am Durable Goods Orders (adv.) Jan. Commerce Dept. __________ +0.6%

Feb. 25 8:30 am Gross Domestic Product  (prelim.) 4th Qtr. Commerce Dept. __________ +3.1%
8:30 am GDP Chain Deflator (prelim.) 4th Qtr. Commerce Dept.            __________ +2.0%

10:00 am Existing Home Sales Jan. Natl. Assn. of Realtors® __________ -3.3% @ 6.69 mil.

Feb. 28      8:30 am Personal Income and Outlays Jan. Commerce Dept. __________ +0.3%/ +0.2%
10:00 am Chicago Purchasing Managers Institute releases  index of Feb. Mfg. Conditions __________ 62.4
10:00 am New Home Sales Jan. Commerce Dept.     __________ +0.1% @  1.098 mil.
1:00 pm    Treasury conducts weekly auction of 3 & 6 month T-bills +0.1% @ 1.1 mil.

Mar.1 8:00 am ICSC-UBS report on  chain store sales Wk. end Feb. 25 __________ __________
8:00 am     Redbook report on retail sales                                Wk. end Feb. 25  __________ __________
8:30 am New Construction Jan. __________ +1.1%

10:00 am Institute of Supply Management releases index of Feb. Mfg. Conditions __________ 56.4
Mar. 2 There are no economic reports scheduled for release.
Mar. 3 8:30 am Weekly Unemployment Claims Wk. end Feb. 25 Dept. of Labor __________ __________

8:30 am Productivity & Costs (rev.) 4th Qtr. __________ +0.8%/ +2.3%
10:00 am Institute of Supply Management releases index of Feb. Non-Mfg. Conditions __________ 59.2

Mar. 4 8:30 am The Employment Report Feb. Dept. of Labor __________ +1146,000 @ 5.2%
8:30 am Hourly wage earnings Feb. Dept. of Labor __________ +0.1% @ $15.83
9:45 am Univ. of Mich. Sentiment Survey (final) Feb. Univ. of Michigan          __________ __________

10:00 am Factory Orders Jan. Commerce Dept. __________ +0.3%

Note: In some  instances, these dates are merely approximations. Release times are Eastern Standard Time
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INDUSTRY NEWS

McLean, VA-- In six steps over the last eight months, the
Federal Reserve (Fed) has raised the federal funds rate from a 45-
year low of 1.0 percent to 2.5 percent (as of Feb. 2).  The language
and the intent of the Fed have been clear: to keep raising rates at a
“measured” pace until it is no longer “accommodative.”  

The objective is to leave no doubt that it plans to keep
inflationary pressures and expectations in check.  Ironically, per-
haps the Fed has done too good a job convincing the markets of
its intentions, as evidenced by today's low long-term rates.  

Parsing Fed statements can be an art form, and we are
not about to get started on that exercise. Yet, when the Fed
keeps saying it wants to be less “accommodative,” what does it
really mean?  Two things.  First, the real fed funds rate (that is,
factoring in inflation) is still close to zero, which continues to
be stimulative.  Second, the Fed is indicating concern that there
remains a lot of liquidity in the system: Minutes of the Dec. 14,
2004, Federal Open Market Committee meeting state that “a
significant degree of liquidity might be contributing to signs of
potentially excessive risk-taking in financial markets as evi-
denced by quite narrow credit spreads, a pickup in initial pub-
lic offerings, an upturn in mergers and acquisitions activity…”  

Chairman Greenspan is likely to want a neutral mone-
tary policy by the end of his term next January.  Consistent with
this we believe that the fed funds rate will be at 3.5 percent by
the end of the year.  

The Fed's actions to raise short-term interest rates have
calmed market fears of inflationary pressures and have had the
effect of lowering long-term interest rates and flattening the
yield curve. Since the Fed began raising short-term rates last
June, 10-year Treasury yields have fallen from a monthly aver-
age rate of 4.73 in June 2004 to 4.09 percent (February 4, 2005)
while the 1-year Treasury yield has risen from 2.12 percent to
2.93 percent over the same time period. This flattening of the
yield curve will have different effects on various parts of the
housing and mortgage markets.

As of early February, the 30-year fixed-rate mortgage
rate stood at 5.63 percent, a drop of approximately 0.60 percent-
age points since the Fed began its tightening. This is likely to put
significant pressure on adjustable-rate mortgage (ARM) pricing,
with many lenders offering greater initial rate discounts to main-
tain their current share of production. We see the proportion of
ARMs originated staying near 35 percent of origination volume
in 2005, with lower shares in the latter part of the year.

Because of continued overall low mortgage rates, we
expect home sales and housing starts to stay very strong but at
slightly lower levels than 2004's record highs -- each down
about 3 percent or at 7.66 million and 1.9 million units respec-
tively. The underlying strength of the economy will also keep
house prices moving up, with an average increase of 7 percent
to 8 percent for the year.

We have been fortunate that the macroeconomic envi-
ronment has given the Fed the luxury to be “measured.”  While
all macroeconomic indicators point to a sanguine outlook for
the economy in general, and the housing sector in particular,
there are downside risks.  

The first is that disruptions to oil supplies might cause
a rise in oil prices.  

The second risk is that federal budget deliberations
might produce a larger-than-expected deficit, and that might
unsettle financial markets.  

The third risk is that the dollar, which has remained
relatively stable in the last month relative to our major trading
partners, might depreciate again, putting even more upward
pressure on inflation. 

--Freddie Mac

Freddie Mac Economic Outlook for February 2005
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