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Rate Reckoning Draws Closer

Rates are dictated by the bond market and bonds are flashing a warning sign
about volatility on the horizon. In other words, rates look like they're ready to
make a bigger move in the near future, for better or worse.

This isn't readily apparent at first glance--especially when it comes to
mortgage rates (which are still very close to all-time lows). Even when we
look at a rate benchmark like 10yr Treasury yields, it seems that volatility has
died down recently.
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But the absence of volatility is actually the problem. Rates had been moving
decisively higher early in the year as vaccines and fiscal stimulus fueled hopes
of a quicker economic recovery. More recently, political gridlock and the
delta-driven surge in covid cases took 10yr yields back in the other direction.
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National Average Mortgage Rates

30 Year Fixed Rate Mortgage

Mational A ge: 6.89%

OctZ3 Dec 23 Feb 24  May 24
Rate Change Points
Mortgage News Daily
30 Yr. Fixed 6.89% 0.00 0.00
15 Yr. Fixed 6.33% +0.01 0.00
30 Yr. FHA 6.33% +0.01 0.00
30 Yr. Jumbo 7.05% 0.00 0.00
5/1 ARM 6.58% 0.00 0.00
Freddie Mac
30 Yr. Fixed 6.77% -0.09 0.00
15 Yr. Fixed 6.05% -0.11 0.00
Rates as of: 7/22
Market Data
Price/Yield  Change
MBS UMBS 5.5 99.39 -0.01
MBS GNMA 5.5 99.78 +0.00
10 YR Treasury 42418 -0.0107
30 YR Treasury 44622 -0.0103
Pricing as of: 7/22 9:01PM EST
Recent Housing Data
Value Change
Mortgage Apps Jul10 206.1 -0.19%
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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Covid numbers are the first part of the warning. The growth in case counts is leveling off. This could be part of the reason
that the trend toward lower rates has subsided in the past month. Rates and case counts have had a generally inverse
correlation:
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The bounce in rates is also occurring at an important level (1.20% in 10 year yields). As the following chart shows, this was
the first level where rates paused when they were in free-fall at the start of the pandemic. It then marked the ceiling that

blocked the only attempt to move significantly higher in 2020. Then in 2021, it was the last place that rates paused before
their biggest post-covid surge.
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Zooming out to a very wide view, we find that current Treasury yields are in the desert, so to speak. This is the first time
they've ever spent more than 2 weeks in this zone (referred to below as the "indecision" zone). Yields could rise quite a bit
and still be considered historically low.
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The "macro risk" zone highlights the times where the global economy faced bigger challenges in the past decade and it would
be no surprise for rates to convalesce there if the covid situation progressively improves.

Perhaps more importantly, that same improvement would render rate-friendly Fed policies obsolete. Incidentally, there's a
fairly important Fed meeting coming up in 2 weeks, and it coincides almost perfectly with the consolidation in rates.
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In other words, the compression of the rate range is like the compression of a spring. The only catch is that we don't know if

it's being pushed against a ceiling or a floor. Generally speaking, if we get past this phase in covid (schools stay open, more
people go back to work, case counts start dropping, etc), rates would most likely be springing higher.

If there's a covid resurgence and the labor market refuses to recover as fast as previously hoped, rates could easily move back
to the recent floor marked by 1.15% in the chart above (which equates to the mid 2% range for best-case-scenario mortgage
rates).

A few side notes...

The Fed isn't the only game in town, and even if they were, their decisions depend on inflation and the labor market. Some
people are very concerned about inflation, but the Fed maintains that current price pressures are most likely temporary side-
effects of supply constraints. In other words, covid messed everything up and it will take some time for things to settle

down. To their credit, the Fed admits they could be wrong, but assures us they have the tools to address that eventuality, if
needed.

Fiscal policy is also a consideration. Fiscal spending implies the need for revenue or Treasury issuance. Treasury issuance
creates additional "supply" in the bond market, and like anything else, higher supply means lower prices. Connecting the
dots, lower bond prices mean higher rates/yields.
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The market's concern over Treasury supply is constantly playing out in trading levels. This week offered a fresh example
during the scheduled Treasury auction cycle. There were 2 longer-term auctions (Wed & Thu). Together, they accounted for
more market movement than last week's jobs report (a notoriously big market mover). In this case, yields moved lower
because the auctions went well. In fact, much of the upward movement after the jobs report is thought to reflect traders
being cautious ahead of these auctions (big financial firms are required to submit bids).
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Bottom line: multiple variables are colliding at a rather pivotal moment for the interest rate landscape and we're all but
guaranteed to see more volatility soon. Moreover, if the variables align, the movement could be surprisingly big when
compared to the recent range.

Subscribe to my newsletter online at: http://housingnewsletters.com/thomaspayne
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Update: Buyer Broker Agreement

After requests from real estate companies, a nonprofit consumer watchdog group the Consumer Federation of America has
developed a list of factors to consider when creating a buyer contract in preparation for upcoming practice changes in the
industry.

CFA released its “Proposed Criteria for Evaluating Home Buyer Contract Forms” on Tuesday. The 15 criteria focus on the
contracts’ form — whether the documents are readable and understandable — and content — whether they are fair to
homebuyers.

-the document’s expiration date (CFA recommends buyers asks for a three-month contract and never sign one longer than
six months)

-the right to terminate the contract

-the disclosure that compensation is negotiable

-the broker’s compensation clearly stated and that the buyer broker can’t receive additional compensation for facilitating a
sale

-that any additional fees, such as for showing a home, will be deducted from the broker’s commission if there is a successful
sale

-that the commission is due only if there is a successful closing

-that buyers have an obligation — for no longer than 60 days, CFA recommends — to pay a broker who earlier showed them
a home they purchased after the contract ended

-seller concessions paid directly to buyers

-dual agency not pre-approved by the contract

-an explanation of how a broker treats different buyer clients interested in the same property

-that buyers should not be required to first go through mediation or arbitration if they have a complaint

Contact me for more information. 702-303-0243 or TPayne@loandepot.com
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