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Mortgage Rates Are Low, But They're Not National Average Mortgage Rates
Falling as Fast as The 10yr

Mortgage rates have been putting on a rather frustrating and exciting show in
the month of February. On the one hand, they're at their lowest levels since
2012 and are off to their strongest start of any year on record. On the other
hand, they're not nearly as low as you'd expect them to be based on
movement elsewhere in the interest rate world. In fact, even on a day like
today where the mighty 10yr Treasury yield (something that a lot of people
mistakenly view as the basis for mortgage rates) precipitously fell to new all- : :
time lows, many mortgage lenders were offering the same rates as yesterday. s FrET
More than a few were offering HIGHER rates. What's up with that?!

Rate Change Points

It's certainly true that the 10yr yield sets the tone for mortgage rates better Mortgage News Daily
than any other mainstream rate. Treasuries set the tone for all manner of 30 Yr. Fixed 6.27% -0.08 0.00
rates in the US, in fact. They serve as the most basic expression of borrowing 15 Yr. Fixed 5.65% -0.20 0.00

money in America. After all, Treasuries are simply loans taken out by the US

30 Yr. FHA 5.67% -0.05 0.00

government. Lend to anyone else beyond Uncle Sam and you'll be .
compensated with slightly higher interest and a slightly different set of risks 30 Yr. Jumbo 6.49% -0.06 0.00
(Treasuries are considered "risk-free," and I'd agree with that for all practical 5/1 ARM 6.05% -0.16 0.00
purposes. Point being, sure, there's a risk the government might not pay you Freddie Mac
back, but in .a world where such a thing is actually possible, receiving loan 30 Yr. Fixed 6.35% -0.51 0.00
payments will be the least of your concerns). 15 Yr. Fixed 547% -0.69 0.00
Either way, Treasuries carry the lowest risk of default. They've been around Mortgage Bankers Assoc.
the longest. Their borrower has deeper pockets than anyone you know. The 30 Yr. Fixed 6.44% -0.06 0.54
markfet for ther;: is biigger than for any other loans. Simply put, they set the 15 Yr. Fixed 5.88% -0.16 0.68
tone for everything else.

yHning 30 Yr. FHA 636%  -006 085
To use an analogy I've used in the past, the 10yr yield is like an aircraft carrier 30 Yr. Jumbo 6.75% +0.07 0.39
and other rates are like planes, helicopters, soldiers, rafts, boats, and 5/1 ARM 5.98% -0.27 0.65
unmanned submersibles that are along for theride. Atany given time, Rates as of: 9/6
mortgage rates may or may not be on the deck of the USS 10yr Yield, but as
long as the seas are calm, they're generally not far. MBS and Treasury Market Data

In rare cases, the USS 10yr can move too quickly or erratically for mortgages Price/ Yield Change

and the latter can jump ship and opt to follow along in their own little row MBS UMBS 5.0 100.14 +0.03
boat. The faster the big boat moves and the more erratically it moves, the MBS GNMA 5.0 100.36 +0.02
harder it is for the little boat to catch up. If things are crazy enough, the little 10 YR Treasury 37113 +0.0024

boat may just camp out on a convenient nearby desert island until the
volatility blows over. That's basically where we are now when it comes to the
mortgage vs Treasury relationship.

30 YR Treasury 4.0215 +0.0021
Pricing as of: 9/7 11:47AM EST
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Of course there are factual and objective underlying reasons for this, but it's much easier to understand in terms of the
analogy. The net effect is that the bonds that actually dictate mortgages (Mortgage-backed-securities or MBS) haven't
improved nearly as quickly as 10yr Treasuries. Moreover, lenders themselves are hesitant to drop rates too quickly because
doing so will lead to more of those "factual and objective underlying reasons" for the underperformance mentioned above

For those who simply must attempt to understand the nitty gritty details, this is about as simply as | can put it: most of the
time, the average mortgage is only profitable to investors if it lasts. The quicker mortgages are paid off, even if via
refinancing, the less valuable they are to investors. When investors pay less for mortgages, it puts upward pressure on rates.
That upward pressure can be big enough to offset the downward pressure coming from the general improvement in the bond
market. In other words, the mortgage market's rowboat can temporarily move in the opposite direction from the aircraft
carrier. The net effect of that net effect is that mortgage lenders simply don't have much to work with when it comes to
pushing rates any lower. Even if they did, it would still be slow going because mortgage lenders have a similar relationship
with MBS as MBS have with Treasuries.

Bottom line: rates aren't as low as you think they should be if you're a person who follows the 10yr. And it's going to take
weeks if not months for the mortgage market to hop in its dinghy and row row row back toward the big boat.
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