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The Fed Will Still Raise Rates in March, And
That’s Why Rates May Keep Falling

There’s certainly a chicken/egg problem when it comes to interest rate news.
Isit the Fed’s decisions that move rates? Or do market forces move rates, thus
forcing the Fed to react?

The answer is somewhere in between. If inflation and economic growth were
always positive, low, and stable, the Fed would never lift a finger, but they are
compelled to act when stability is threatened.
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Rate Change Points

Since March 2020, the Fed has acted quite a bit. They maintained rate- Mortgage News Daily
friendly policies for almost 2 years and then got precipitously unfriendly 30 Yr. Fixed 7.09% +0.07 0.00
ea;lyl;in 202f2. “Un:;riercljdly," iE this case, riferfri]o hiking, thedFefcfj Funds Rate f 15 Yr. Fixed 6.56% +0.03 0.00
and buying fewer bonds on the open market. The combined effect was one o
ving onds on the op 30 Yr. FHA 6.62%  +007 000

the sharpest rate spikes in history.

30 Yr. Jumbo 7.35% +0.04 0.00
Now after more than a year of unfriendliness, the Fed is finally thinking about 5/1 ARM 7.30% +0.06 0.00
leveling off and seeing how things play out without too many more rate hikes. Freddie Mac
They've already decreased the pace from 0.75% per meeting to 0.25%. -

30 Yr. Fixed 7.02% -0.42 0.00
This isn’t arandom decision on the part of the Fed. It comes in response to 15 Yr. Fixed 6.28% -0.48 0.00
shifts in inflation data as well as other signs that their unfriendly policies are Rates as of: 5/17
having an effect on the economy. .

& Y Recent Housing Data

The latest sign is the banking drama that has been in the news this week. It Value Change
began with Silicon Valley Bank last week but spiraled into a bigger problem Mortgage Apps May 15 198.1 +0.51%
with the closure of Signature bank over the weekend. Many people have Building Permits Mar 1.46M -3.95%
never heard of.these. |nst|tu.t|ons, but they now represent the 2nd and 3rd Housing Starts Mar 1.329M -13.15%
largest bank failure in US history.

New Home Sales Mar 693K +4.68%
Many people have heard of Credit Suisse. While the European institution has Pending Home Sales Feb 756 +1.75%
F)een on shaky ground for. months, markets nonetheless re?cted to news that Existing Home Sales Feb 3.97M  -0.75%
it too could get swept up in the recent drama. The stock price plummeted Builder Confidence Mar 51 +6.25%

almost all week and other European banks moved lower in sympathy.

All of the above contributed to yet another week with an obvious “flight to
safety” in the market. In not so many words, this involves selling riskier assets
like stocks and buying bonds. When traders buy bonds, it pushes interest
rates lower (represented by US 10yr Treasury yields in the chart below), all
other things being equal.
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Despite the apparent panic in financial markets, the Fed will almost certainly continue to hike rates when it meets next week.
It will also almost certainly signal that additional rate hikes are possible, if not probable, and that they depend much more on
the path of inflation than on a handful of mismanaged banks experiencing trouble coping with a tough rate environment.

When that happens, keep in mind that the market is less concerned with how the Fed changes rates at the current meeting
and more interested in how the rate outlook evolves for the coming months. That outlook is driven by two things: the Fed’s
stance on the economy and the economy itself.

By maintaining a tough stance on rates, the Fed makes it harder for the economy to experience strong growth. It also means
inflation will have a harder time experiencing a resurgence. That adds up to downward pressure on rates in the longer term.

As for the current week, the drop in rates was driven not only by the flight to safety, but also the expectation that the Fed will
be able to start cutting rates by the end of the year. This can be seen in the following chart with September’s Fed Funds Rate
expectations falling below March.
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Unfortunately for the mortgage market, a classic flight to safety tends to benefit Treasuries first and foremost, even though
the 10yr Treasury is often used as a benchmark for mortgage rate movement. Mortgages definitely improved--just not as
noticeably as Treasuries.
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That's OK though. The most sustainable improvement in mortgage rates is the improvement that happens gradually. The
housing market is already responding the the apparent ceiling in rates seen in the chart above. Ever since the highs in late

2022, housing metrics have slowly come off their lower levels, as seen in the latest construction and builder confidence data
released this week.
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Existing and New home sales will both be released next week for the month of February, but when it comes to market
movement and the impact on rates, all eyes will be on Wednesday afternoon's Fed events.

Why events? It's not just the Fed's rate hike that happens on Wednesday. They'll also have quite a few updates to the
verbiage of the policy announcement. Those words will help frame the policy path going forward. Markets will get even
more clarity and insight from the updated forecasts for future rate hikes (or cuts?) submitted by each Fed member. Those
forecasts will likely be at odds with market expectations and it will be interesting to see how the market reacts when
confronted with that reality.

Last but not least, every Fed day concludes with a press conference from the Fed Chair. This one will be one of the most
important and informative in recent memory as Powell will be forced to choose between policy goals and calming a
potentially panicked market.

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

Recent Economic Data Event Importance:
Date Event Actual Forecast = Prior No Stars = Insignificant
Tuesday, Mar 14 Low
Moderate
8:30AM  Feb m/m Headline CPI (%) 0.4 0.4 0.5
Important
8:30AM Feby/y CORE CPI (%) 5.5 55 56 Very Important
8:30AM Feb m/m CORE CPI (%) 0.5 0.4 0.4
8:30AM Feb y/y Headline CPI (%) 6.0 6.0 6.4
Wednesday, Mar 15
7:00AM w/e MBA Purchase Index 165.6 154.4
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Date Event Actual Forecast = Prior
7:00AM w/e MBA Refi Index 458.9 437.9
8:30AM Feb Core Producer Prices YY (%) 4.4 52 5.4
8:30AM Feb Retail Sales (%) -0.4 -0.3 3.0
8:30AM Feb Core Producer Prices MM (%) 0.0 0.4 0.5
8:30AM Mar NY Fed Manufacturing -24.6 -8.00 -5.80
10:00AM Mar NAHB housing market indx 44 40 42
10:00AM Jan Business Inventories (%) -0.1 0.0 0.3
Thursday, Mar 16
8:30AM Feb House starts mm: change (%) 9.8 -4.5
8:30AM Feb Build permits: change mm (%) 13.8 0.1
8:30AM Mar Philly Fed Business Index -23.2 -15.6 -24.3
Friday, Mar 17
9:15AM | Feb Industrial Production (%) 0.0 0.2 0.0
10:00AM Mar 1yr Inflation Outlook (%) 3.8 4.1
10:00AM Mar 5yr Inflation Outlook (%) 2.8 2.9
10:00AM Mar Consumer Sentiment 63.4 670 67.0
10:00AM Feb Leading index chg mm (%) -0.3 -0.3 -0.3
Tuesday, Mar 21
10:00AM Feb Existing home sales (ml) 4.58 420 4.00
10:00AM Feb Exist. home sales % chg (%) +14.5 5.0 -0.7
Wednesday, Mar 22
7:00AM w/e MBA Purchase Index 169.3 165.6
7:00AM w/e MBA Refi Index 481.3 458.9
2:00PM N/A FOMC rate decision (%) 4.750-5.000 4875 4.625
Thursday, Mar 23
8:30AM w/e Jobless Claims (k) 191 197 192
10:00AM Feb New Home Sales (%) (%) 1.1 7.2
10:00AM Feb New Home Sales (ml) 0.640 0.650 0.670
Friday, Mar 24
8:30AM Feb Durable goods (%) -1.0 0.6 -4.5
9:45AM Mar Markit Composite PMI 53.3 475 50.1
Wednesday, Apr 19
1:00PM  20-Yr Bond Auction (bl) 12
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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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