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Are We On Our Way Back to All-Time Low
Rates?

Despite recent strength in Stocks and oil, mortgage rates have surged back to
3-year lows. Up until last week, we were at some risk of talking about rates
moving in the other direction.

Fed rate hike expectations were causing the most pressure. Through a
combination of several Fed speeches and the Fed's meeting minutes released
on May 18th, it certainly seemed the Fed was campaigning for a rate hike in
Juneor July. Infact, 2 Fed speakers said as much the following week and said
markets were now more in line with the Fed's thinking after a fairly abrupt
move toward higher rates.

But rates didn't stay on the same page as the Fed for long. This happened for
2 reasons. First, Fed speakers increasingly mentioned the possibility of the
UK voting to leave the EU as a major potential shock to the financial system.
Because that vote takes place a week AFTER the next Fed Announcement, the
Fed said they might hesitate to hike rates.

The second reason--last week's dismal jobs report--drove the nail into June's
rate hike coffin. Now financial markets have to confirm that report was an
anomaly before they can even begin to consider a rate hike in July. As such,
interest rates have taken this opportunity to move back to the lower end of
2016's range.

In the following chart, you can see the market's response to the Fed's mid-
May rhetoric in the form of the spike in 2yr Treasury yields. Meanwhile, 10yr
Treasury yields (which are more correlated with mortgage rates) didn't freak
out quite as much and thus remained in a better position to return to recent
lows after last week's jobs report.
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National Average Mortgage Rates
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Rate Change Points
Mortgage News Daily
30 Yr. Fixed 7.09% +0.07 0.00
15 Yr. Fixed 6.56% +0.03 0.00
30 Yr. FHA 6.62% +0.07 0.00
30 Yr. Jumbo 7.35% +0.04 0.00
5/1 ARM 7.30% +0.06 0.00
Freddie Mac
30 Yr. Fixed 7.02% -0.42 0.00
15 Yr. Fixed 6.28% -0.48 0.00
Rates as of: 5/17
Market Data
Price / Yield Change
MBS UMBS 6.0 100.40 -0.15
MBS GNMA 6.0 100.78 +0.04
10 YR Treasury 44223 +0.0454
30 YR Treasury 45610 +0.0549
Pricing as of: 5/17 5:59PM EST
Recent Housing Data
Value Change
Mortgage Apps May 15 198.1 +0.51%
Building Permits Mar 1.46M -3.95%
Housing Starts Mar 1.32M -13.15%
New Home Sales Mar 693K +4.68%
Pending Home Sales Feb 75.6 +1.75%
Existing Home Sales Feb 3.97M  -0.75%
Builder Confidence Mar 51 +6.25%
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This notion of longer term interest rates (like 10yr yields and mortgage rates) marching to their own beat is an important one,
because they've been tuning out other music as well. At the beginning of the year, stocks and oil prices were highly
correlated with the drop in interest rates. But now, rates have managed to remain low even though stocks and oil are clearly
bouncing. One of the best ways to understand why this might be happening is in the context of so-called "global growth
concerns."

The European Union is the world's largest economy and its central bank is still actively in crisis-management mode. That
means sub-zero overnight rates and ongoing asset purchases. Japan--with the world's 3rd largest central bank--is also
actively buying assets and depressing overnight rates.

10yr German bond yields are a good proxy for both the "growth concerns" and the central bank stimulus effect. They hit all-
time lows this week, just a stone's through above 0%.
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The bottom line is that the burden of proof is on the economy and inflation when it comes to making a case for higher rates.

Certainly, the Fed would like to be able to raise rates, but hurdles keep coming up. If this continues, it won't be long before
we see new all-time low mortgage rates--a fact that's interesting to consider in light of one piece of analysis this week.

Corelogic's Chief Economist asked the same question that's been asked time and again over the past 30 years. 'Is refinancing
dead?'

To be fair, there is always less refi demand than there otherwise would be when rates level-off at long-term lows, but there is
an important piece of information in the data that could make the conclusion very different. The "low rate" cohort in this
analysis has mortgage rates of 3.5-4.5%. The author concludes there's limited incentive for folks in that cohort to refi at
current levels.

This is too wide a range for one grouping in this analysis. Reason being: a homeowner with a 4.25-4.5% rate could find a lot
of valuein a 3.5-3.625% refinance with no lender closing costs today. Thereis a large contingent of homeowners in the
4.125%-4.25% range who haven't quite seen enough of a drop to refinance. If rates happen to move any lower, it would
quickly begin making good sense for those homeowners to take a look at lowering their rate.

In other housing-related news, Corelogic also noted the ongoing bull run in home prices, with the annual rate of
appreciation staying above 6%.
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National Home Price Change

HPI Percentage Change Year over Year
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Recent Economic Data Event Importance:
Date Event Actual Forecast Prior No Stars = Insignificant
Tuesday, Jun 07 Low
Moderate
8:30AM Q1 Productivity Revised (%) -0.6 -0.6 -1.0
Important
8:30AM Q1 Labor Costs Revised (%) +4.5 40 41 Very Important
1:00PM | 3-Yr Note Auction (bl) 24
Wednesday, Jun 08
7:00AM w/e Mortgage Market Index 520.4 476.1
Thursday, Jun 09
8:30AM w/e Initial Jobless Claims (k) 264 269 267
10:00AM  Apr Wholesale inventories mm (%) +0.6 0.1 0.1

Friday, Jun 10
12:00AM Roll Date - Fannie Mae 30YR, Freddie Mac 30YR
Tuesday, Jun 14

8:30AM May Import prices mm (%) +1.4 0.7 0.3
8:30AM May Retail sales mm (%) +0.5 0.3 1.3
8:30AM May Export prices mm (%) +1.1 0.3 0.5
10:00AM  Apr Business inventories mm (%) +0.1 0.2 0.4

Wednesday, Jun 15

12:00AM Roll Date - Fannie Mae 15YR, Ginnie Mae 15YR,
Freddie Mac 15YR

8:30AM Jun NY Fed manufacturing +6.01 -4.00 -9.02
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Date Event Actual Forecast Prior
2:00PM N/A FOMC rate decision (%) 0.25-  0.375 0.375
0.50
Thursday, Jun 16
8:30AM Jun Philly Fed Business Index 4.7 00 -18
8:30AM May CPI mm, sa (%) +0.2 0.3 0.4
8:30AM May Core CPl mm, sa (%) +0.2 0.2 0.2
10:00AM  Jun NAHB housing market indx 60 59 58
Friday, Jun 17
8:30AM May Housing starts number mm (ml) 1.164 1.150 1.172
8:30AM May Building permits: number (ml) 1.138 1.150 1.130
Tuesday, Jul 12
1:00PM | 10-yr Note Auction (bl) 20
Wednesday, Jul 13
1:00PM  30-Yr Bond Auction (bl) 12
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