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Best Year For Rates Since 2002, How Low
Can They Go?

Mortgage rates are on a tear. As of this week, 2019 is now the best year in

more than a decade in terms of the peak-to-trough move. But there's a catch:

2019 isn't over yet, and there's always a risk that rates move higher between
now and the end of the year.

So, will they (move higher)?

There are plenty of opinions on the future direction of rates, but there are
NEVER any guarantees. All we can do is examine the available data and
precedent in an attempt to understand what's possible.

Things that build a case for lower rates
e Past precedent and market technicals

o Rates have been a bit lower in the past--both in 2016 and 2012.

o Theyield curve (gap between 2yr and 10yr Treasury yields)
inverted recently and some say that's a harbinger of recession
(and recession is good for rates)

o Rates have undergone an even bigger overall move from peak to
trough in 2011/2012 (1st chart below)

o The super long-term trend in rates is still pointing lower (2nd
chart below)
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National Average Mortgage Rates
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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 6.0 100.41 +0.01
MBS GNMA 6.0 100.75 -0.03
10 YR Treasury 44438 +0.0215
30 YR Treasury 45816 +0.0206
Pricing as of: 5/20 12:07PM 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%
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e US and Global market fundamentals
o The economic expansion in the USis now in record territory in terms of longevity. One school of thought
suggests this makes it increasingly susceptible to a shift. Such a shift would generally coincide with downward
pressure on rates (typical of most any economic downturn)
o Trade war uncertainty continues to promote safe-haven investments like bonds. Bond buying = lower rates
o European and Chinese economic data isn't nearly as strong as US economic data. Global weakness has spillover
effects that can benefit rates in the US.
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o Global central banks haven't been shy about pushing much of the world's supply of bonds into negative yield
territory. Although many market participants are forced to buy the bonds of a specific country for certain
reasons, investors who have a choice are obviously going to be more interested in keeping their safe-haven
assets in the highly liquid Treasury market where yields are still in positive territory across the board. US 10yr
yields are much higher than all G7 countries.
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Things that build a case for HIGHER rates
e Past precedent and market technicals

o Sure, it's easy enough to highlight the ONLY example in the past 16 years of a bigger move lower in rates, but
compared to every other example, 2019 is the biggest and thus the most susceptible to a shift in momentum. In
other words, big, sustained drops in rates only tend to go so far and last so long.

o Yes, theyield curve inverted, but past precedent suggests it could take 2 years for a recession to materialize in
response. There also aren't really enough past examples that have occurred in a low, stable rate environment to
draw a convincing conclusion.

o Looking back at the 2nd chart above, notice the red dotted line. Yes, we're technically still in the long term
downtrend in rates, but we could also be seeing rates level-off and favor a more sideways trend from here.

e US and Global market fundamentals

o Whileit's true the US economic expansion is long in the tooth, it's also true that 2015 is seen by many as a
"stealth recession"--one that effectively could have reset the expansion's lease on life.

o Whileit's true that foreign economies decelerated sharply in 2018 and 2019, the losses have been moderating
and they may be bottoming out in terms of growth levels.

o While trade war uncertainty has been a huge motivation for rates to move lower, to whatever extent trade
relations can be improved, rates could face some upward pressure as investors anticipate at least a token global
growth rebound.
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In terms of this week's underlying market movers, we saw a fairly even split between trade-related updates and US economic
data. The following chart breaks down the 3 most noticeable reactions in Treasuries. The first was a report citing China's
commerce minister saying that trade negotiations were set to resume in October. The biggest single uptick in bond yields
followed Thursday's exceptionally strong ISM Non-Manufacturing report. But bonds were able to recover a bit on Friday
after the Jobs report missed expectations.
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To be fair to the bond market and the jobs report, it was really only the outright job tally that was weaker than expected. The
unemployment rate held at 3.7% despite more workers entering the labor force, and average hourly earnings beat forecasts
on a monthly and annual basis. All told, if bond traders were determined to trade rates higher, this report wouldn't have
prohibited that. So the fact that rates recovered a bit is somewhat reassuring.

The other way to look at the point above would be to say that bonds have now pivoted above the high yields seen at the end
of August and refused to break back below those levels after Friday's jobs report. In other words, perhaps the ceiling is once
again becoming afloor...
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Ultimately though, unless next week brings a high-conviction move, we're likely waiting for the mid-September Fed
announcement before we get a clearer idea about the next phase of momentum in rates. For now, anyway, mortgage rates
have greatly enjoyed a bit of sideways weakness in Treasuries. Up until the past week and a half, they couldn't keep up. Now

they're closing the gap!
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Recent Economic Data Event Importance:
Date Event Actual = Forecast  Prior No Stars = Insignificant
Tuesday, Sep 03 Low
10:00AM Aug ISM Manufacturing PMI 49.1 51.1 51.2 Molderate
mportant
10:00AM  Jul Construction spending (%) 0.1 0.3 -1.3 Very Important
Wednesday, Sep 04
7:00AM w/e MBA Purchase Index 242.6 234.1
7:00AM w/e Mortgage Refinance Index 2367.2 2545.6
8:30AM Jul International trade mm $ (bl) -54.0 -53.5 -55.2
Thursday, Sep 05
7:30AM  Aug Challenger layoffs (k) 53.480 38.845
8:15AM Aug ADP National Employment (k) 195 149 156
8:30AM w/e Jobless Claims (k) 217 215 216
10:00AM Aug ISM N-Mfg PMI 56.4 54.0 53.7
Friday, Sep 06
8:30AM Aug Non-farm payrolls (k) 130 158 164
8:30AM  Aug Unemployment rate mm (%) 3.7 3.7 3.7
Tuesday, Sep 10
1:00PM | 3-Yr Note Auction (bl) 38
Wednesday, Sep 11
7:00AM w/e MBA Purchase Index 2535 242.6
7:00AM w/e Mortgage Refinance Index 2377.5 2367.2
8:30AM  Aug Core Producer Prices YY (%) 2.3 2.2 2.1
10:00AM Jul Wholesale inventories mm (%) 0.2 0.2 0.2
Thursday, Sep 12
8:30AM  Aug Core CPI (Annual) (%) 2.4 2.3 2.2
8:30AM w/e Jobless Claims (k) 204 215 219
Friday, Sep 13
8:30AM Aug Retail Sales (%) 0.4 0.2 0.7
8:30AM  Aug Import prices mm (%) -0.5 -0.4 0.2
8:30AM  Aug Export prices mm (%) -0.6 -0.2 0.2
10:00AM Sep Consumer Sentiment 92.0 90.9 89.8
10:00AM Jul Business Inventories (%) 0.4 0.3 0.0
Wednesday, Oct 09
1:00PM | 10-yr Note Auction (bl) 24
Thursday, Oct 10
1:00PM  30-Yr Bond Auction (bl) 16
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Helping families buy and refinance homes since 1996.

| appreciate the opportunity to help manage your mortgage and financial needs not just today, but for a lifetime. lllinois
Loan programs for buying your new home or refinancing with VA, VA IRRRL, FHA, FHA Streamline, and Conventional
loans. lllinois Residential Mortgage Licensee MB.6760479.

Eric Gousios @
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