
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 99.39 -0.01

MBS GNMA 5.5 99.78 +0.00

10 YR Treasury 4.2204 -0.0175

30 YR Treasury 4.4259 -0.0209
Pricing as of: 7/22 5:59PM 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%

Fed Talking About Big Rate Hikes, But
Mortgage Rates Moved Lower
It was a week for paradoxes on several fronts, most notably when mortgage
rates moved lower just after the Fed floated the idea of an even bigger hike.

There's a popular misconception that the Fed sets mortgage rates, or controls
them directly in some way.  They don't.

The Fed sets the Fed Funds Rate (FFR) which applies to loans between big
banks for less than 24 hours.  Mortgage rates are control by bonds that last
years.  FFR is a short-term rate and mortgages are longer-term.   

The only major exception is seen when the Fed is changing its bond-buying
plans.  Those bond purchases have a direct impact on mortgage rates because
they include the bonds that underlie the mortgage market as well as other
longer-term bonds that move in concert with mortgages.  All that having been
said, we haven't had any big news on Fed bond buying in months.

The other reason mortgages don't care about the Fed Funds Rate is that the
Fed only meets 8 times a year whereas mortgage rates change every day
(sometimes more than once!).  That means mortgages as well we the rest of
the bond market can move well in advance of the Fed actually pulling the
trigger.  

In fact, betting on future Fed rate hikes is big business.  Securities known as
Fed Funds Futures trade for exactly this purpose.  They go a long way in
explaining this week's paradoxical movement.  The chart below shows Fed
rate hike expectations for the middle of next year as well as 10yr Treasury
yields (which correlate very well with mortgage rates)
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The next chart shows Fed rate hike expectations 3 months from now.  Notice this week's surge is much more pronounced:

What does it all mean?  

These charts tell us that something happened this week that greatly increased the odds of bigger rate hikes in the short term,
but that traders didn't think those higher rates would be sustainable by the middle of next year.  A closer look reveals the
culprit, but first let's name the culprit explicitly: CPI!
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CPI, or the Consumer Price Index is a key inflation report.  It was responsible for the big surge in rates last month (which can
be seen even more easily via the orange line in the chart above after June 9th).  This time around, it surprised to the upside
yet again, coming in at the highest month-over-month levels since 2005 and the highest annual levels since the early 80s. 
Here's how it impacted bonds.  The following chart uses 2yr Treasury yields instead of Fed Funds Futures).

After CPI came out, the market quickly ramped up bets for a 1.00% Fed rate hike at the upcoming meeting. That would make
it the biggest hike since 1984.  The following day, Fed member Christopher Waller said the market might be a bit ahead of
itself and that, while a 1.00% hike was on the table, it wasn't necessarily the base case.  This helped 2 year yields and Fed rate
hike expectations cool off.  Notably though, 10yr yields were already much cooler--basically trading flat on the week.

We've already established that longer-term rates (like 10yr yields) don't care as much about shorter term Fed rate hike
expectations.  One key reason for that is that 10yr yields have to consider everything that might happen over 10 years.  And
although inflation is high now and may remain higher in the short term, it's expected to fall one way or another in the coming
months.  Some measures, such as CORE CPI (which ignores more volatile food and energy prices) has already been declining
in year-over-year terms.
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If inflation doesn't decline as expected, the market BELIEVES the Fed will hike rates even more aggressively.  The effect of
such rate hikes and high inflation would almost certainly be a recession (something that almost always leads to falling
prices).  If consumer sentiment is any indicator, a recession might already be in the cards.

The same report that tallies consumer sentiment also asks about inflation expectations.  There was a notable shift this week.
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Even Friday's hotly anticipated Retail Sales report, which beat expectations by coming in at 1.0 vs 0.8% failed to remain in
positive territory after accounting for inflation.  Here's the unadjusted retail sales chart:

And here's how it looks when we subtract inflation:
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The bottom line is that although we have high inflation and high Fed rate expectations today, the market increasingly
foresees a scenario where the combination of those factors squeezes consumers to the point that inflation falls significantly. 
Because longer term rates like 10yr Treasuries and mortgages are more aligned with longer-term expectations, they've been
the first to benefit as the narrative shifts.  Both are still elevated from a recent historical standpoint, but both are well off
their mid-June highs and have generally been declining since then.
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Next week brings several housing-related economic reports which will help us understand how 2022's rate spike (not to
mention the decline in consumer sentiment and affordability) have impacted the housing market.  The following week brings
the next Fed announcement and rate hike.  It remains to be seen whether it will be 0.75% or 1.00%.  Either way, longer-term
rates will have a much better idea by then, and will already have moved accordingly.

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

Recent Economic Data
Date Event Actual Forecast Prior

Monday, Jul 11

1:00PM 3-Yr Note Auction (bl) 43

Tuesday, Jul 12

1:00PM 10-yr Note Auction (bl) 33

Wednesday, Jul 13

7:00AM w/e MBA Purchase Index 224.3 232.6

7:00AM w/e MBA Refi Index 685.3 670.3

8:30AM Jun Consumer Price Index (CPI) (%) 1.3 1.1 1.0

8:30AM Jun Core CPI (Annual) (%) 5.9 5.7 6.0

8:30AM Jun Core CPI, Monthly (%) 0.7 0.6 0.6

8:30AM Jun CPI (annual) (%) 9.1 8.8 8.6

1:00PM 30-Yr Bond Auction (bl) 19

Thursday, Jul 14

8:30AM Jun Producer Prices (%) 1.1 0.8 0.8

8:30AM Jun Core Producer Prices MM (%) 0.4 0.5 0.5

8:30AM w/e Jobless Claims (k) 244 235 235

Friday, Jul 15

8:30AM Jun Retail Sales (%) 1.0 0.8 -0.3

8:30AM Jun Import prices mm (%) 0.2 0.7 0.6

8:30AM Jul NY Fed Manufacturing 11.10 -2.00 -1.20

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

10:00AM Jul 5yr Inflation Outlook (%) 2.8 3.1

10:00AM Jul 1yr Inflation Outlook (%) 5.2 5.3

10:00AM Jul Consumer Sentiment 51.1 49.9 50.0

Monday, Jul 18

10:00AM Jul NAHB housing market indx 55 65 67

Tuesday, Jul 19

8:30AM Jun Building permits: number (ml) 1.685 1.650 1.695

8:30AM Jun Housing starts number mm (ml) 1.559 1.580 1.549

8:30AM Jun House starts mm: change (%) -2.0 -14.4

8:30AM Jun Build permits: change mm (%) -0.6 -7.0

Event Importance:
No Stars = Insignificant

  Low

  Moderate

  Important

  Very Important
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Wednesday, Jul 20

7:00AM w/e MBA Purchase Index 208.0 224.3

7:00AM w/e MBA Refi Index 655.7 685.3

10:00AM Jun Existing home sales (ml) 5.12 5.38 5.41

10:00AM Jun Exist. home sales % chg (%) -5.4 -3.4

Thursday, Jul 21

8:15AM ECB Statement (Press Conf. 845am)

8:30AM Jul Philly Fed Business Index -12.3 0.0 -3.3

8:30AM w/e Jobless Claims (k) 251 240 244

10:00AM Jun Leading index chg mm (%) -0.8 -0.5 -0.4

Friday, Jul 22

9:45AM Jul Markit Composite PMI 47.5 52.3

Date Event Actual Forecast Prior

Choose the Right Independent Home Loan Expert
Your Trusted Nationwide Mortgage Advisor

With over a decade of experience, Jay Rodriguez is your go-to mortgage broker. Originally from Southern California, Jay has

13 state licenses and a deep understanding of the mortgage landscape. Whether you’re in Texas or beyond, his commitment

to personalized service, competitive rates, and on-time closings sets him apart. First-time buyers, refinancers, and investors

alike benefit from his expertise. Contact Jay today to turn your homeownership dreams into reality!
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