
National Average Mortgage Rates

Rate Change Points

Mortgage News Daily

30 Yr. Fixed 7.10% +0.01 0.00

15 Yr. Fixed 6.57% +0.01 0.00

30 Yr. FHA 6.64% +0.02 0.00

30 Yr. Jumbo 7.35% 0.00 0.00

5/1 ARM 7.30% 0.00 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: 5/20

Market Data
Price / Yield Change

MBS UMBS 6.0 100.35 -0.05

MBS GNMA 6.0 100.73 -0.04

10 YR Treasury 4.4414 +0.0191

30 YR Treasury 4.5797 +0.0187
Pricing as of: 5/20 7:46PM 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%

Let's Get Real About Interest Rates and The
Stock Crash
An abrupt stock market sell-off dominated the week's financial news. It was
the kind of move that gets everyone talking (and speculating, and worrying,
and explaining). In those conversations and in the news, certain concepts
have garnered broad agreement. Unfortunately, just because something is
often repeated, it's not necessarily true.

To make a long story short, almost any explanation you'll hear for this week's
nosedive in stocks will pin the blame on rising interest rates, inflation
concerns, or a combination of the two.  While there are a few elements of
truth in these explanations, they're mostly bogus, as the charts below will
clearly show.

I'll admit, it's tempting and even logical to notice that rates are at the highest
level in years and assume the extreme behavior in one major market sector
has something to do with the extreme behavior in the other.  This week's
short-term charts validated that assumption, as long as those charts ignored
important considerations like the percent change in bond prices compared to
the percent change in stock prices. 

The upper pane of the following chart does just that.  In it, we see high rates at
the scene of Monday's big drop in stocks.  When rates moved back up into the
2.8% range, stocks dropped again.  Case closed, right?  10yr yields over 2.8%
are bad for stocks!  Right?

Not exactly...  While it's true that rates are at long-term highs and that stocks
seemed to respond, in terms of percentage change, rates barely budged this
week compared to stocks.  When we look at the price of 10yr Treasury notes
(which serve as the foundation for long-term interest rates in the US),
investors weren't taken on nearly as wild of a ride.
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In other words, it took a lot of movement in stocks to make a comparatively tiny dent in rates.  Rates might not have moved
that much this week otherwise, or they may have done what they've been doing and simply continued higher.  Either way,
higher rates and an accelerated Fed rate hike outlook haven't been an issue for almost the entire time that markets have
trading the potential effects of the tax bill (the key fundamental market motivation since September).  One must wonder: why
now?
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There are two arguments you might hear for the "why now" question.  The first concerns outright levels.  Specifically,
proponents of this theory suggest that the stock market was OK with 10yr yields in the 2.6% range, but that stocks started to
freak out when rates moved over 2.8%.  In other words, there's a limit to how high rates can go before stock investors assume
collateral damage.

It's true that higher rates can and will restrict economic activity, and thus cause potential headwinds for stocks.  The only
problem with choosing a magic line in the sand is that rates have been higher in the past, and it hasn't had the same effect
that's being argued this week.  Not only that, but the trip to those levels was much more abrupt in the past without so much
as an inconvenienced sigh from the stock market.
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When confronted with that chart, proponents of this week's stock market scapegoat hunt might turn their attention to
inflation.  They might say 2013 was different because inflation expectations hadn't yet become worrisome, and that new
fiscal policies and a tight labor market are creating major inflation risks.  Here too, the conceptual part of the analysis would
work just fine were it not for that pesky little matter of past precedent.

The following chart shows the S&P overlaid against market-based inflation expectations.  It's pretty conclusive.  In fact, one
could use it to suggest that falling inflation gave stocks pause in 2015--the opposite of the relationship being argued this
week!  
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Of course, that's not what gave stocks pause in 2015, but that's exactly the point.  Inflation is not the scapegoat we're looking
for.  It's just another interconnected cog in the global financial system and will therefore periodically exhibit certain degrees
of correlation to other cogs.  This is really good to remember when someone tells you 2 things in financial markets are
connected.  They usually ARE connected, but usually not as much as it seems.

If you're waiting to hear what actually caused this week's drop in stocks, I'm sorry to disappoint.  I can only tell you what
DIDN'T cause the drop.  I will say that the truth is almost always more nuanced and complex than the easy answers offered
up by news stories.  While it may not be as glamorous or conclusive as playing the blame game, I do know that while any given
market is moving surprisingly higher for a surprisingly long time with surprisingly low volatility, the eventual move back in
the other direction is simultaneously becoming bigger and more inevitable.  

But enough of this hashing out of who did what to whom!  Things are what they are!  Rates are where they are.  Even though
there's always a chance they'll bounce lower, most of the industry is bracing for more upward pressure in 2018. 
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Higher rates create obvious challenges for the housing and mortgage markets, but so far, those challenges have been slow to
crop up.  Most of the recent housing data has been solid.  In fact, just this week, Fannie Mae's Home Purchase Sentiment
Index hit the highest levels since its inception in 2011. 

In separate news, mortgage applications managed to improve, even if only slightly.  Still, any improvement is striking
considering the data is seasonally adjusted.  That means applications aren't merely improving because the Spring
homebuying season is approaching.  

Granted, we could simply be witnessing some delayed reaction to rates that are finally getting high enough to throw a
wrench into the housing market's engine.  If that's the case, it will become increasingly apparent in February's housing-
related data (released in March). In the meantime,  weekly reports (like Mortgage Applications) will offer clues as early as
next Wednesday.  

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

Recent Economic Data
Date Event Actual Forecast Prior

Monday, Feb 05

10:00AM Jan ISM N-Mfg PMI 59.9 56.5 55.9

Tuesday, Feb 06

8:30AM Dec International trade mm $ (bl) -53.1 -52.0 -50.5

1:00PM 3-Yr Note Auction (bl) 26

Wednesday, Feb 07

7:00AM w/e MBA Purchase Index 255.4 255.5

7:00AM w/e Mortgage Refinance Index 1299.3 1288.0

Thursday, Feb 08

8:30AM w/e Jobless Claims (k) 221 228 230

Event Importance:
No Stars = Insignificant

  Low

  Moderate

  Important

  Very Important
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Friday, Feb 09

10:00AM Dec Wholesale inventories mm (%) 0.4 0.2 0.2

Wednesday, Feb 14

7:00AM w/e Mortgage Market Index 416.3

8:30AM Jan Retail Sales (%) -0.3 0.2 0.4

8:30AM Jan CPI mm, sa (%) +0.5 0.3 0.1

8:30AM Jan Core CPI Year/Year (%) +1.8 1.7 1.8

Thursday, Feb 15

8:30AM Jan Producer Prices (%) +0.4 0.4 -0.1

8:30AM Jan Core Producer Prices YY (%) +2.2 2.1 2.3

8:30AM Feb Philly Fed Business Index 25.8 21.1 22.2

8:30AM Feb NY Fed Manufacturing 13.1 17.50 17.70

8:30AM w/e Jobless Claims (k) 230 230 221

9:15AM Jan Industrial Production (%) -0.1 0.2 0.9

9:15AM Jan Capacity Utilization (%) 77.5 78.0 77.9

10:00AM Feb NAHB housing market indx 72 72 72

Friday, Feb 16

8:30AM Jan Import prices mm (%) +1.0 0.6 0.1

8:30AM Jan Export prices mm (%) +0.8 0.3 -0.1

8:30AM Jan House starts mm: change (%) +9.7 -8.2

8:30AM Jan Build permits: change mm (%) +7.4 -0.2

10:00AM Feb 5yr Inflation Outlook (%) 2.5 2.5

10:00AM Feb Consumer Sentiment 99.9 95.5 95.7

10:00AM Feb 1yr Inflation Outlook (%) 2.7 2.7

Wednesday, Apr 11

1:00PM 10-yr Note Auction (bl) 21

Thursday, Apr 12

1:00PM 30-Yr Bond Auction (bl) 13

Date Event Actual Forecast Prior
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All Your Mortgage Needs, Professionally Delivered with a Personal
Touch
Whether you're a first-time homebuyer hoping to navigate the process of buying a home so that it is a fun and anxiety-free

process or a homeowner looking for refinance options that deliver more freedom and flexibility, I can help you analyze your

current situation and find money saving options. With expertise in all areas of mortgage and financing, my hope is that once

I become your mortgage partner, I’ll stay your mortgage partner. With clients from A to Z, files never leave my hands or my

desk. From start to finish, every step of the way, my goal is to keep the lines of communication open, provide complete and

attentive service, and ensure the most seamless and satisfactory process possible.

Kevin Litwicki - NMLS # 289959 
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