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Mortgage Rate Rules Are Completely Out National Average Mortgage Rates

The Window S0 vgar Pixed Rate Moflgage

Mortgage loans ultimately "turn into" bonds and those bonds have a certain
value to investors. When those values change, so do the rates offered by
mortgage lenders. This is basically a hard and fast rule. But it's completely out
the window right now. And that's a good thing this week.

It's a good thing because bonds had a pretty bad week. 10yr Treasury yields--
the most popular bond market benchmark--rose by more than 0.15%, making
this the worst week since early August.
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(US Treasuries, specifically) are used to pay for it. That creates a higher

supply of bonds which, in turn, pushes bond prices lower. And as bond prices Value Change

fall, yields (aka "rates") move higher. Mortgage Apps Aug28 226.9 +0.49%

Building Permits Mar 1.46M -3.95%
. . . . 5 .

So what did the jobs report have to do \{Vlth stimulus prospef:ts. In sI:u?r.t, it Housing Starts Mar 1.32M -13.15%

was bad enough that markets assumed it would further motivate politicians .

to strike a deal. New Home Sales Mar 693K +4.68%
Pending Home Sales Feb 75.6 +1.75%

The even.ing. news may tout a drop in the unemployment rat.e,. but thatis not Existing Home Sales Feb 3.97M -0.75%

the best indicator for the health of the labor market. In addition to being Builder Confidence Mar 51 +6.25%

based on a much smaller and more subjective sample, the unemployment rate
doesn't account for workers who've given up the job search. They're simply
not considered to be participating in the labor force after 4 weeks.

That number is measured too--shockingly enough--by the Labor Force
Participation Rate (LFPR). Savvy talking heads will often point out LFPR any
time they discuss a change in the unemployment rate. In Friday's case, LFPR
was down 0.2%. That means true unemployment actually held steady with
last month's levels.
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The lackluster data is even easier to understand when we look at the much more reliable and objective nonfarm payrolls
(fancy words for "job count"). Before the pandemic, the economy was adding 180-260k jobs per month. As such,
Friday's result of 245k suggests job growth is leveling off after months of historically strong numbers.

It's not that 245k is a low number for this report. Rather, it's the fact that there are still roughly 10 million jobs missing from
the pre-covid economy, and 245k/month isn't going to restore those very quickly.
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The bond market reaction lined up perfectly with the release of the data. The only other similar spike happened on Monday
morning following the initial announcement of the bipartisan stimulus bill that serves as the focus of the week's news cycle.

Reaction 0.8
to Jobs ¢
Report -0.96
~
-0.94
-0.92
Reaction to
Stimulus \ L 0.9
Prospects
(among
. -0.88
other things)
) -0.86
10yr Treasury Yield
-0.84
29 01 02 03 04 06 08
| December 2020

© 2024 MBS Live, LLC. - This newsletteris a service of MarketNewsletters.com.

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.

Read or subscribe to my newsletter online at: http://housingnewsletters.com/thebestloanofficer



http://app.mbslive.net/asset/5fca549f1323842970516a34
http://www.marketnewsletters.com
http://housingnewsletters.com/thebestloanofficer

US Housing Market Weekly December 4, 2020

At any other time in history, these Treasury yield spikes would cause similar spikes in mortgage rates, but again, those nearly
unbreakable rules are all but shattered at the moment.

Why?

In a word: capacity. Mortgage rates have been increasingly beholden to mortgage lenders' ability to handle the new
business. Lenders hit max capacity months ago. That left little incentive to offer lower rates (which would result in less
money per loan and a whole host of problems associated with taking too long to close loans).

The upside to this logical sort of foot-dragging is that mortgage rates are still so much higher than they could be that lenders
really don't have to panic too much when the bond market has a bad day. In fact, we've seen mortgage rates continue to
move lower even as Treasury yields move above their highs from early June.
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Such a phenomenon is only made possible when there's a very wide margin between actual mortgage rates and those implied
by the bond market. The following chart shows just how wide that margin has become post-covid. Notably, it's moving even
wider--not because lenders are raising rates, but because demand for mortgage bonds has been MUCH stronger than
demand for US Treasuries. In other words, the blue line goes higher for one of two reasons (sometimes both): higher
mortgage rates or stronger demand for mortgage-backed bonds.
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The effect on refinance demand has been obvious, but purchase applications are gaining more and more market share.
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There were some headlines earlier this week indicating a slowdown in home sales, however. Those were in reference to the
National Association of Realtors Pending Home Sales report. While those numbers did indeed decline for the 2nd straight
month, here's what that decline looks like in the bigger picture (spoiler alert: without the last 2 months, this week's report

would have been a record high).
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One last point of order because questions continue comingin: yes... it is too late to avoid the 0.5 point refinance fee on
conventional loans. This was the case for most lenders well over a month ago because the Dec 1 cutoff date was for lenders
to deliver the loans to the housing agencies, and delivery typically happens 2 or more weeks after closing.

Subscribe to my newsletter online at: http://housingnewsletters.com/thebestloanofficer

Recent Economic Data Event Importance:
Date Event Actual = Forecast  Prior No Stars = Insignificant
Monday, Nov 30 Low
Moderate
9:45AM  Nov Chicago PMI 58.2 59.0 61.1 Important
10:00AM  Oct Pending Sales Index 128.9 130.0 Very Important
10:00AM  Oct Pending Home Sales (%) -1.1 1.0 -2.2
Tuesday, Dec 01
10:00AM  Oct Construction spending (%) 1.3 0.8 0.3
10:00AM Nov ISM Manufacturing PMI 57.5 58.0 59.3
Wednesday, Dec 02
7:00AM w/e MBA Refi Index 3891.1 4077.7
7:00AM w/e MBA Purchase Index 342.9 314.6
8:15AM Nov ADP National Employment (k) 307 410 365
Thursday, Dec 03
8:30AM w/e Jobless Claims (k) 712 725 778
10:00AM Nov ISM N-Mfg PMI 55.9 56.0 56.6

Friday, Dec 04
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Date Event Actual = Forecast Prior
8:30AM Nov Non-farm payrolls (k) 245 469 638
8:30AM Nov Unemployment rate mm (%) 6.7 6.8 6.9
8:30AM Oct International trade mm $ (bl) -63.1 -64.8 -63.9
Monday, Dec 07
3:00PM  Oct Consumer credit (bl) +7.23 16.00 16.21
Tuesday, Dec 08
1:00PM | 3-Yr Note Auction (bl) 56
Wednesday, Dec 09
7:00AM w/e MBA Purchase Index 325.7 342.9
7:00AM w/e MBA Refi Index 3959.2 3891.1
10:00AM Oct Wholesale inventories mm (%) 1.1 0.9 0.9
Thursday, Dec 10
8:30AM Nov Core CPI (Annual) (%) 1.6 1.6 1.6
Friday, Dec 11
8:30AM Nov Core Producer Prices YY (%) 1.4 1.5 1.1
10:00AM Dec Consumer Sentiment 81.4 76.5 76.9

Tuesday, Jan 12

1:00PM | 10-yr Note Auction (bl) 38
Wednesday, Jan 13
1:00PM  30-Yr Bond Auction (bl) 24

Professional Mortgage Lending

With over two decades of experience in the mortgage business and a background that sets me apart from many lenders, |
bring an unprecedented level of expertise to each client. Through knowledge of current lending markets, and access to
innovative products for buyers with unique backgrounds my clients can expect justifiable results quickly and easily. More
than simply understanding numbers though; tech-savvy communication ensures quick returns on questions while always
keeping their best interests at heart is what truly makes me stand out.

Finding the right professionals to make life's big decisions can be daunting. A great doctor and lawyer, a savvy financial
advisor, and a spiritual leader - these are all important considerations. But don't forget your mortgage situation! It pays to
have an experienced professional helping you navigate one of life’s largest investments in order for it to pay off down the
road. Let me offer that expert guidance through my trusted services - I'd love to help make this process as straightforward as

possible so you get exactly what you need out of home ownership.
Michael Trahan a
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