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Rates Dream of Green Christmas With Help
From The Fed

As far as financial markets are concerned, a green Christmas is better than
anything Bing Crosby could have crooned about. Green is the color that
flashes when markets are improving or when interest rates are falling. Green,
for lack of a better word, is good.

For mortgage rates, it's been an especially difficult year. They've risen at the
fastest pace in 40 years to levels not seen for 20 years. They've gotten their
hopes up a few times only to have them crushed more and more
convincingly.

Despite being downtrodden, market participants knew that the bad times
couldn't last forever. The higher rates went, the closer they were to the peak-
-even if that peak ended up being quite a bit higher than most anyone
imagined earlier in the year.

To understand why rates went as high as they did and why there's renewed
hope for areversal, we need to remember that inflation has been the driving
force. Every time inflation surprised to the upside, rates ratcheted abruptly
higher.

Most recently though, inflation surprised to the downside when the most
recent Consumer Price Index (CPI) data came out on November 10th. The
result was the single best day for mortgage rates on record (in terms of day-
over-day movement). This isn't the first time for such a surprise, but it's the
most compelling. It sets the stage for the next CPl report to confirm a big
picture shift in the inflation narrative.

CPIl comes out on December 13th--not quite Christmas, but close enough to
ensure lower rates through the end of the year if it shows inflation continues
to cool. Of course there's a risk that rates move in the opposite direction if
inflation bounces back up. Either way, the swings in underlying bond markets
could be especially large as the Fed releases its next policy announcement on
December 14th.

We know the Fed will hike rates, but they'll almost certainly be hiking by a
smaller amount than last time (unless inflation comes in hot). How can we be
so sure? Many Fed speakers said so last week. Now this week, the notion was
confirmed by Fed Chair Powell on Wednesday.
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National Average Mortgage Rates

Rate Change Points
Mortgage News Daily
30 Yr. Fixed 7.07% +0.02 0.00
15 Yr. Fixed 6.45% 0.00 0.00
30 Yr. FHA 6.51% +0.02 0.00
30 Yr. Jumbo 7.26% 0.00 0.00
5/1 ARM 7.02% -0.01 0.00
Freddie Mac
30 Yr. Fixed 6.86% -0.01 0.00
15 Yr. Fixed 6.16% +0.03 0.00
Rates as of: 6/28
Market Data
Price / Yield Change
MBS UMBS 5.5 98.49 -0.45
MBS GNMA 5.5 99.10 -0.44
10 YR Treasury 43980 +0.1111
30 YR Treasury 45640 +0.1383
Pricing as of: 6/28 5:59PM EST
Recent Housing Data
Value Change
Mortgage Apps Jun12 208.5 +15.58%
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%

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.
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Rates responded by dropping sharply by Thursday morning, but the underlying bond market was having second thoughts by
Friday morning owing to a strong jobs report. Officially called "The Employment Situation," the government's big jobs
report is one of the only economic reports other than CPI that consistently registers a big response in the bond market (many
reports move markets, but we're talking about BIG reactions).

Both stocks and bonds reacted on Friday because both stocks and bonds are imagining what the data suggests about the
Fed's course of action in 2 weeks. We know the Fed cares about inflation first and foremost, but they've also pointed to the
tight labor market as allowing them to hike rates aggressively with lower risk of adverse economic outcomes. In other words,
if job creation is still so strong, they figure they might as well hike rates even more in order to defeat inflation.
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We know the market was reacting to the implications for the Fed meeting because we can see correlated movement in the
securities that traders actually use to bet on future Fed rate hikes (and cuts). The following chart shows how those
expectations shifted after Powell's speech on Wednesday and then after the jobs report on Friday.
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Stocks and bonds both gradually recovered throughout the day because markets know that the labor market is only a
supporting actor in the Fed's decision. A strong jobs market ALLOWS the Fed to push rates aggressively higher, but it won't
prevent the Fed from slowing the pace of rate hikes if inflation continues to subside. Additionally, the Fed knows it has a
certain amount of tightening "in the pipeline." That means it has already hiked rates enough that inflation and the economy
should increasingly respond, but that the response is far from immediate.

After all, rates may have moved sharply lower on 11/30 (this past Wednesday) and 11/10, but they're still much higher than
they had been. The overall altitude of rates still presents a headwind to economic growth. The Fed knows it. The market
knows the Fed knows it. And long term rates should continue to fall if the December 13th inflation data brings more
evidence of the Fed's restrictive policies having the desired effect.
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30yr Fixed Mortgage Rates
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In this week's other news, Fannie and Freddie's regulator the FHFA announced updated conforming loan limits for 2023.
The new base amount is $726,200, but certain counties and certain property types have limits over $1 million (read more).
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Recent Economic Data Event Importance:
Date Event Actual Forecast Prior No Stars = Insignificant
Tuesday, Nov 29 Low
Moderate
9:00AM Sep Case Shiller Home Prices-20y/y (%) +10.4 10.8) 13.1 Important
9:00AM  Sep FHFA Home Prices y/y (%) 11.0 11.9 Very Important
9:00AM | Sep CaseShiller Home Prices m/m (%) -1.2 -1.2 -1.3
9:00AM | Sep FHFA Home Price Index m/m (%) 0.1 -0.7
10:00AM Nov Consumer confidence 100.2 100.0 102.5
Wednesday, Nov 30
7:00AM w/e MBA Purchase Index 181.0 174.4
7:00AM w/e MBA Refi Index 325.5 373.6
8:15AM Nov ADP jobs (k) 127 200 239
8:30AM Q3 GDP Prelim (%) 2.9 2.7 2.6
9:45AM  Nov Chicago PMI 37.2 47.0 452
10:00AM  Oct Pending Sales Index 77.1 79.5
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Date Event Actual | Forecast @ Prior
10:00AM  Oct Pending Home Sales (%) -4.6 -5.0 -10.2
1:30PM | Powell Speech at Brookings Institute
Thursday, Dec 01

8:30AM Oct Core PCE Inflation (y/y) (%) 5.0 5.0 5.1
8:30AM w/e Jobless Claims (k) 225 235 240
10:00AM Nov ISM Manufacturing PMI 49.0 498 50.2
10:00AM  Oct Construction spending (%) -0.3 -0.3 0.2
Friday, Dec 02
8:30AM Nov Average earnings mm (%) 0.6 0.3 0.4
8:30AM Nov Non-farm payrolls (k) 263 200 261
8:30AM Nov Unemployment rate mm (%) 3.7 3.7 3.7
Monday, Dec 05
10:00AM  Oct Factory orders mm (%) 1.0 0.7 0.3
10:00AM Nov ISM N-Mfg PMI 56.5 533 544
Wednesday, Dec 07
7:00AM w/e MBA Refi Index 340.8 3255
7:00AM w/e MBA Purchase Index 175.5 181.0
8:30AM QS8 Labor Costs Revised (%) 2.4 3.1 3.5
Thursday, Dec 08
8:30AM w/e Jobless Claims (k) 230 230 225
Friday, Dec 09
8:30AM Nov Producer Prices (%) 0.3 0.2 0.2
10:00AM Oct Wholesale inventories mm (%) 0.5 0.8 0.8
10:00AM Dec Consumer Sentiment 59.1 56.9 5638
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Real Talk

At The Rate Shop, we're not your average mortgage banker. We specialize in bringing you ridiculously low interest rates that
will make you wonder what the other guys are doing. In fact the ONLY objection we ever hear is “your rates sound too good
to be true”. Well they're not, and here is why...

After 15 years in the retail banking world | was frustrated with the high interest rates that came from that business model.
As | looked around at all the bloated layers of management and their expensive salaries and the overhead of running a larger
company (think rent costs, employee health and benefit costs, payroll taxes, and on and on) it dawned on me that | was a part
of the problem, and the solution, for me at least, was so easy to see.

Start my own mortgage brokerage shop. No expensive executive salaries, no expensive building to pay rent at, no
unnecessary employees and all the costs that are associated with that. What happens when you cut out all the fat? You can
provide lower rates and lower closing costs. It’s simple. Now here is the best part, you still get great service from alocal
Kansas City Lender. My mission is to let everyone know that low rates and great customer service are NOT mutually
exclusive.

Thanks for coming along on this journey where Low Rates meet Great Service. The two do NOT have to be mutually
exclusive. It's just a lie that the big box mortgage companies have been telling you for years. Don’t believe me? Give me a call
or shoot me a text on my personal cell phone today and compare my rates and costs up against any other lender in the

country, and be prepared to be blown away.
Mike Baker a
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