
National Average Mortgage Rates

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 99.49 +0.10

MBS GNMA 5.5 99.91 +0.13

10 YR Treasury 4.2315 -0.0210

30 YR Treasury 4.4542 -0.0183
Pricing as of: 7/23 8:58AM EST

Recent Housing Data
Value Change

Mortgage Apps Jul 10 206.1 -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%

Rates Are Low. They're Also High. What's
Up With That?
Interest rates are low!  Just how low depends on the rate in question.  For
instance, longer-term rates like those for fixed-rate mortgages and 10yr US
Treasuries are as low as they've been since November 2016.  Shorter-term
rates are another story.  2yr Treasury yields are only back to mid-2017 levels
and the all-important Fed Funds Rate has yet to move lower from its decade-
long peak. 

What's up with that?  Although the Fed Funds Rate and other interest rates
generally move in the same direction in the long run, there are certainly times
where longer-term rates break away.  The most obvious reason for this is that
the Fed only has an opportunity to announce a rate change every 6 weeks, but
that's not the only reason (clearly, longer-term rates have been moving lower
for more than 6 weeks!).

The more important reason is that the financial market is expressing doubt
about economic momentum.  In general, rates rise during an economic
expansion--especially when inflation is healthy (low rates hate inflation!). 
With that in mind, the current economic expansion is in record territory by
some measures.  As such, investors are starting to look for signs of a shift. 
They're seeing them in the form of weaker global economic data and the
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additional expected fallout from the trade war.  Persistently low inflation only adds to the case.

What are the implications?  This is the market's way of betting on--or at least positioning for--a transition.  If trade
agreements are hammered out more quickly than expected and if the global market responds surprisingly well, the economic
expansion certainly could encounter some sort of second wind.  At this point, however, bond traders will believe that when
they see it.  

There are past examples of similar positioning (where longer-term rates move below the Fed Funds Rate).  Each example falls
1-2 years ahead of a shift into lower gear for the economy.  The bigger and more obvious the crossover--as in '89, '00, and
'07--the bigger the eventual shift.  The current crossover isn't that big yet, but some investors are worried it will be soon.

So is the Fed going to cut rates then?  The market is definitely banking on that, as can be seen in the chart of rate cut
expectations below.
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Why haven't they done it already?  More than a few investors thought the Fed might cut at the most recent meeting on June
19th.  Instead, the Fed did what the majority thought they would by indicating a willingness to cut if the economic outlook
doesn't improve significantly.  They don't want to act too quickly or too slowly due to the uncertainty surrounding the rest of
the current economic expansion (i.e. it could get that second wind mentioned above, and rate cuts might not be ideal in that
scenario).

This makes next week's economic data EXCEPTIONALLY important.  The first week of any given month typically has the
highest concentration of economic reports that can affect interest rates.  Depending on the calendar and holidays, we usually
get both of the ISM Purchasing Managers Indices (PMIs) in addition to the big jobs report on Friday.  This will be the case
next week as well, even though markets will close early on Wednesday and remain fully closed for Independence Day on
Thursday.

There's always a chance that the data will "thread the needle" between strength and weakness in such a way that rates don't
change much.  But in this case, there's an equal chance of a fairly big reaction, and it could go either way.  The following chart
of 10yr Treasury yields from last week's newsletter is still very much in play.
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Enough speculation.  What happened this week?  Both stocks and bonds were increasingly interested in reacting to headlines
about US/China trade relations as we head into this weekend's G20 summit.  That said, the volatility was well-contained
inside recent ranges.  In fact, 10yr yields haven't moved outside the range seen on June 19th despite plenty of ups and downs
in the meantime.

That means the housing/mortgage markets can continue to enjoy the "low rate effect."  This is already apparent in some of
the housing-related data, but due to the time involved with the home purchase process, there's definitely a lag.  It's least
noticeable in the weekly mortgage application from the Mortgage Bankers Association.  The effects on refi demand are
obvious.  More subtly, low rates have helped purchase applications hold closer to springtime levels than they did in June
2018.
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Pending Home Sales--the most timely MONTHLY home sales numbers--confirm the purchase market's willingness to
respond to low rates.  This was already evident in the bounce earlier this year.  This week's data shows pending sales are
continuing to enjoy the low rate effect.
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New Home Sales data for May was also released this week.  Not only do these numbers tend to have almost no connection to
interest rates, but they're more prone to volatility and revisions than other data. As such, we shouldn't lose sleep over the
decline from 673k (annual pace) to 626k.  Moreover, the new homes market has climbed more steadily and held its gains
better than the existing homes market.

Finally, both of the major home price reports were out this week (Case Shiller and FHFA). Notably, these are for the month of
April and they're based on closed purchase transactions.  That means the homes in question went under contract in February
or March.  At that time, the big drop in rates was still fairly new.  Even so, FHFA prices ticked up for the first time since the
middle of 2018.  Case Shiller prices effectively held steady, declining by only 0.1% year-over-year.  
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Both indices have been well into positive territory since 2012.  The low rate effect--or simply the absence of alarmingly high
rates like those seen in late 2018--should help that trend to continue.

Subscribe to my newsletter online at: http://mortgageratesupdate.com/ericgousios

Recent Economic Data
Date Event Actual Forecast Prior

Tuesday, Jun 25

9:00AM Apr CaseShiller 20 yy (% ) 2.5 2.6 2.7

9:00AM Apr Monthly Home Price yy (%) 5.2 4.9

10:00AM May New home sales-units mm (ml) 0.626 0.680 0.673

10:00AM May New home sales chg mm (%) -7.8 1.9 -6.9

10:00AM Jun Consumer confidence 121.5 131.1 134.1

Wednesday, Jun 26

7:00AM w/e Mortgage Refinance Index 1949.5 1888.8

7:00AM w/e MBA Purchase Index 266.3 268.6

8:30AM May Durable goods (%) -1.3 -0.1 -2.1

8:30AM May Nondefense ex-air (%) 0.4 0.1 -1.0

Thursday, Jun 27

8:30AM Q1 GDP Final (%) 3.1 3.1 3.1

8:30AM w/e Jobless Claims (k) 227 220 216

10:00AM May Pending Home Sales (%) 1.1 1.0 -1.5

10:00AM May Pending Sales Index 105.4 104.3

Event Importance:
No Stars = Insignificant

  Low

  Moderate

  Important

  Very Important
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Friday, Jun 28

8:30AM May Core PCE Inflation (y/y) (%) 1.6 1.6 1.6

9:45AM Jun Chicago PMI 49.7 53.1 54.2

10:00AM Jun Consumer Sentiment (ip) 98.2 98.0 97.9

Monday, Jul 01

10:00AM Jun ISM Manufacturing PMI 51.7 51.0 52.1

10:00AM May Construction spending (%) -0.8 0.1 0.0

Wednesday, Jul 03

7:00AM w/e Mortgage Refinance Index 1925.6 1949.5

7:00AM w/e MBA Purchase Index 269.3 266.3

8:15AM Jun ADP National Employment (k) 102.0 140 27

8:30AM May International trade mm $ (bl) -55.5 -54.0 -50.8

8:30AM w/e Jobless Claims (k) 221 220 227

10:00AM Jun ISM N-Mfg PMI 55.1 55.9 56.9

10:00AM May Factory orders mm (%) -0.7 -0.5 -0.8

Friday, Jul 05

8:30AM Jun Non-farm payrolls (k) +224 160 75

8:30AM Jun Unemployment rate mm (%) 3.7 3.6 3.6

Date Event Actual Forecast Prior
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