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Looking For Silver Linings National Average Mortgage Rates

When it comes to the mortgage and housing markets, there's been no
shortage of gloomy news for months. This generally involves slumping sales,
lower prices, and higher rates. All of the above are interconnected to some
extent. The interconnection can be summed up in a single paragraph:

Home prices surged post-covid as demand greatly outpaced supply and
low rates increased buying power. High home prices (and rents)

then contributed significantly to decades-high inflation numbers. Oct 23 Dec 23 Mar24  May 24
Decades-high inflation is the single biggest reason for the fastest rate Rate Change Points
spike since the 1980s. Newly high rates made buyers increasingly Mortgage News Daily

reluctant to shop for homes and homeowners increasingly reluctant to
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give up the super low rates obtained over the previous 2 years. i
15 Yr. Fixed 6.31% -0.02 0.00
In January, it looked like there might be some reprieve for high rates and 30 Yr. FHA 6.32% -0.06 0.00
slumping s.ales. B.ut then February happened. A ser!es of economic rep(?rts 30 Yr. Jumbo 7.04% -0.03 0.00
f:ause.d ar.l |mmed|a.te renewal of fe.ar over the inflation outlook, and again, 5/1 ARM 6.53% -0.02 0.00
inflation is the key input for rates right now.
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The most recent addition to the inflation narrative was this week's PCE Price 30 Yr. Fixed 6.78% -0.08 0.00
!ndex.wh!ch .is frequently referred to as Fhe Federal Reserve's favorite 15 Yr. Fixed 6.07% -0.09 0.00
inflation indicator. PCE doesn't usually impact markets too much. That Rates as of: 7/26
honor is reserved for CPI (the Consumer Price Index, which comes out
earlier in the month). But if PCE delivers a different message, it can get the Market Data
market's attention. That's what happened this week. Price/Yield Change
By Thursd H hat th heb | | MBS UMBS 5.5 99.68 +0.27
y Thursday, rates were showing signs that they might be willing to calm

down after several weeks spent surging quickly higher. Then Friday's PCE MBS GNMA 5.5 99.98 +0.13
inflation numbers came out hotter than expected with the closely-watched 10 YR Treasury 4.1958 -0.0474
"core" number, which excludes more volatile food and energy, rising back to 30 YR Treasury 44523 -0.0305
the highest month-over-month levels in decades. This paints a very different Pricing as of: 7/26 5:59PM EST

picture than the CPI version of the data which had generally been trending
lower for more than a year.
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Whether core inflation is 0.4 or 0.6 in month over month terms, that implies a range of 4.8% to 7.2% annually. That's
catastrophically high in either case considering the Fed's target is 2.0%.

The Fed attempts to control inflation by raising overnight lending rates, so it was no surprise to see another bump in rate
hike expectations after the data. The following chart shows the market's expectations for the Fed Funds Rate at various
points in the future. Notice that December is now seen remaining very close to the high rates achieved in June/Sept ("narrow
range") and that the outlook has moved higher across the board.
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The Fed Funds Rate doesn't dictate mortgage rates, but the long-run rate outlook lines up very well with mortgage rate
momentum, much like 10yr Treasury yields. The following chart overlays 10yr yields on the December Fed Funds Rate
expectations to show the correlation.
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In other words, higher inflation and stronger economic data caused traders to bet on more Fed rate hikes in the future.
Longer term rates (like 10yr Treasuries and mortgage rates) moved up in response to the shift in the outlook.

Mortgage rate dataisn't as granular as the charts above, but it's easy to see the big jump in February.
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The silver lining here is that mortgage rates were more cautious at the end of January than they were in August. This time
around the rate spike--while no doubt unpleasant--hasn't had the same sort of frantic quality. It has occurred in measured

steps and each step has come in response to economic data that legitimately makes a case for higher rates. This means that
rates should remain receptive when the data eventually shifts.

When that happens, there are signs that the housing market will also be receptive. To be sure, outright sales numbers have
plummeted in the Existing Homes market, but the drop has been very different from the last comparable drop seen during
the Financial Crisis. Back then, the mortgage market was systemically imploding and there was an unprecedented glut of
inventory.

The opposite is true these days. Granted, mortgage companies have certainly been contracting due to the rapid decline in
loan origination, but from an investor's standpoint, present day lending is infinitely more sound and sustainable than it was
before the Financial Crisis. The inventory contrast is even clearer. Simply put: there is none!
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The takeaway is that a sensible moderation in interest rates (the kind we'll see whenever economic data suggests inflation is
calming down and the labor market is losing some steam) can pave the way for an uptick in inventory, affordability, and
demand. That's a fairly ideal recipe for stronger sales. The only question is how long it takes for that data to show up.

Subscribe to my newsletter online at: http://mortgagenewsletters.org/eaglecommercialfunding
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Unlock The Power of Private Money Financing...

Elliot "EJ" Paul is CEO of Eagle Commercial Funding Capital Corporation, adirect private commercial lender that finances
residential and multifamily real estate properties, for cash-out, refinance, purchase, rehab, and ground-up construction.

Nationwide in most states
DSCR loans: no upfront fees, tax returns or income verification

Eagleis a Certified Member of the American Association of Private Lenders and a contributing writer and Member of
Forbes Finance Council.

EJ Paul is a LinkedIn Top Real Estate Development Voice.
Harvard Graduate Business School and University of Pennsylvania educated (Economics).
Please ask for more information and competitive terms.

Have a relaxing weekend!
Elliot "EJ" Paul

Elliot "E J" Paul n
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