
National Average Mortgage Rates

Rate Change Points

Mortgage News Daily

30 Yr. Fixed 7.09% +0.07 0.00

15 Yr. Fixed 6.56% +0.03 0.00

30 Yr. FHA 6.62% +0.07 0.00

30 Yr. Jumbo 7.35% +0.04 0.00

5/1 ARM 7.30% +0.06 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: 5/17

Market Data
Price / Yield Change

MBS UMBS 6.0 100.40 -0.15

MBS GNMA 6.0 100.78 +0.04

10 YR Treasury 4.4223 +0.0454

30 YR Treasury 4.5610 +0.0549
Pricing as of: 5/17 5:59PM 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%

The Real Reason Mortgage Rates Are
Dropping at a Record Pace
Mortgage rates have been all over the map recently, both in terms of their
movement and in their variation between lenders.  The disconnects are so big
as to require a deeper explanation.  

Let's quantify "big."  Best-case-scenario rates for a conventional 30yr fixed
are down about half a point from last week on average and more than a full
point below the mid-June highs.

This is an exceptionally fast drop!  In fact, it's a bit faster than the drop seen
in the 10yr Treasury yield, a frequently used benchmark for mortgage rates. 

That makes it even more exceptional because the 10yr almost always moves
faster than mortgage rates on the way down.  Here's an example from the last
time rates moved down from a long-term high:
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So why are things different this time, and what's up with the ultra sharp drop over the past few days?

A word of warning: answering these questions requires guided tour of some high level concepts involving the bond market. 
If it's all a bit confusing, that's normal.  We'll cordon off the most esoteric stuff in the six steps below.   These provide the
foundation for understanding what's going on.

Step 1: Mortgage rates are based primarily on mortgage-backed securities or MBS. As lenders originate mortgages,
those mortgages can be "turned into" MBS and sold to investors who want to earn interest on mortgage debt.  

Step 2: MBS have a coupon--which is the official rate paid out by a bond.  Other bonds, like the 10yr Treasury Note,
also have coupons. 

Step 3: MBS have a price.  Same story for a 10yr Treasury note.  This is the price an investor pays to own $100 of that
bond.  A price can be higher or lower than $100.  If I pay more than $100 for a bond with a hypothetical coupon of 4%,
I'm technically earning less than a 4% rate of return because I paid more upfront.  Coupons are periodically set in
stone and the bond market moves by changing the price it pays for that coupon.  The combination of price and coupon
allows investors to know the actual yield associated with a bond.  So when you see 10yr yields moving all over the
place every day, the coupon never changed.  Just the price.

Step 4: Unlike Treasuries, which change coupons only one per quarter, MBS coupons are offered in half point
increments (i.e. 4.0, 4.5, 5.0, etc) and are always available for investors to buy/sell.   

Step 5: In other words, investors have CHOICES TO MAKE when it comes to which MBS to buy. Investor demand for
any given coupon can wax and wane for multiple reasons.  In general though, when investors think the broader rate
market has topped out or that rates will continue to move lower, they prefer to buy the lowest MBS coupons possible.
As demand increases, those lower coupons gain value more quickly.  
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Step 6: Mortgage lenders have choices to make when it comes to choosing an MBS coupon to place their recently
originated loans into.  There are boundaries here.  Any given MBS coupon is limited to mortgage rates that are
between 0.25% and 1.125% above that coupon.  e.g. a 4.0 coupon MBS is like a bucket that can only hold mortgages
with rates of 4.25% through 5.125%.

Here's how all of the above has been playing out recently:

Falling rates and rising refinance demand can hurt investors' returns.

Investors who buy MBS see that rates likely topped out in June and have been heading lower ever since.  Dour economic data
added to that momentum this week.  If rates continue to move lower, mortgage borrowers who recently closed will begin to
refinance, effectively paying investors back too early, before investors have had a chance to earn much interest.  In other
words, early refinances cost investors money.

Investors try to get ahead of the game by buying lower coupon MBS (which are less susceptible to being paid off early due to
falling rates). This drives up the value of those coupons.

Why would you ever care about a lower MBS coupon rising in value?

You might care more than you know.  Mortgage lenders base their rates on several factors, but the price of the MBS coupon
associated with those rates is the biggest consideration because most lenders turn your loan into MBS in order to sell it to
investors.  

Sounds simple enough, but again, MBS coupons can hold rates in a range from 0.25% to 1.125% above the coupon (remember
1.125%... we'll be using it in a moment). So a mortgage lender has a choice to make.  Any loan they close can be slotted into
one of two MBS coupons.

Lenders Like Making Money Too.

We talked about how investors shift their buying habits to make more money.  This leads directly to lenders shifting their
selling habits to make more money!  Let's use a real world example from this week to bring us back out of the rabbit hole:

Rates were in the mid-to-upper 5% range last week. 

A rate of 5.75% is too high for an MBS coupon of 4.5. 

A rate of 5.625% is NOT too high for a 4.5 coupon (4.5 + 1.125 = 5.625)

Investor demand made 4.5 coupon MBS prices higher than normal compared to 5.0 coupon prices.

This meant that lenders selling MBS actually made more money selling a 5.625% loan than a 5.75% loan!

Note: the rate still factors into the profit equation.  In other words, with a high enough rate, a 5.0 coupon can be more

profitable than a 4.5 coupon, but not until moving at least 0.25% higher in rate.  Here's an example comparing rates,

coupons, and relative prices from a lender who makes more money by giving you 5.625% as opposed to 5.875:

Moving down to the next MBS intersection, we find a similar scenario with 5.125% and 5.375%.  
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Perhaps more important than 5.125 being roughly as profitable as 5.375 to your lender is the fact that there's only 0.79 in
price separating 5.875% and 5.125% (103.13 - 102.34). 

A 0.79 improvement in the price of MBS is very large, but it's the sort of thing that happens during the course of a single day
every now and then, and over 48 hour time frames quite often.  

What this means is that 2 good days in the bond market could result in a 30yr fixed rate quote dropping by a staggering
0.75%--a relatively unheard of amount for a time frame so short.

A note on points: The much-smaller-than-normal gap in profitability between certain rates can be paid upfront in the form
of "points."  Using the example above, a lender makes the same amount of money giving you a rate of 5.875% with no points
or 5.125% with 0.79 points.

Which is better?  That's up to the borrower.  It would take roughly 17 months to recoup that extra upfront cost via monthly
payment savings, and rates could easily drop enough between now and then that it makes much better sense to refinance. 
The comparison isn't the point (no pun intended).

The point is that "points' are more prevalent and more valuable than normal--a fact that helps us reconcile seemingly big
differences between lenders as well as rate quotes that might seem too low to be real at first glance.  Thanks to points, there
were plenty of 30yr fixed rate quotes at 4.625% by Friday afternoon this week.  

Other news this week:

Many of the links below have the full story on several of the week's biggest developments, but to be sure, Thursday morning's
GDP data was the biggest market mover of the week for rates.  We also heard from Powell and the Fed on Wednesday and
although the Fed hiked rates by 0.75% again, markets had long since priced that in. 

Powell shifted the Fed out of the path of clearly telegraphed rate hike amounts.  Market participants debated on whether or
not this was rate-friendly, but the best takeaway is probably that the Fed will be guided by upcoming data when it comes time
to decide on the size of September's rate hike.  That assessment is nicely in line with the relative calm in bond markets for a
Fed announcement afternoon.

Subscribe to my newsletter online at: http://housingne.ws/mvloans

Recent Economic Data
Date Event Actual Forecast Prior

Tuesday, Jul 26

9:00AM May Case Shiller Home Prices-20 y/y (% ) +20.5 20.6 21.2

9:00AM May FHFA Home Prices y/y (%) 18.3 18.8

9:00AM May CaseShiller Home Prices m/m (%) +1.3 1.5 1.8

9:00AM May FHFA Home Price Index m/m (%) 1.4 1.6

Event Importance:
No Stars = Insignificant

  Low

  Moderate

  Important

  Very Important
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10:00AM Jun New Home Sales (ml) 0.590 0.660 0.696

10:00AM Jul Consumer confidence 95.7 97.2 98.7

10:00AM Jun New Home Sales (%) (%) -8.1 10.7

1:00PM 5-Yr Note Auction (bl) 46

Wednesday, Jul 27

7:00AM w/e MBA Purchase Index 206.4 208.0

7:00AM w/e MBA Refi Index 631.4 655.7

8:30AM Jun Durable goods (%) 1.9 -0.5 0.8

10:00AM Jun Pending Sales Index 91.0 99.9

10:00AM Jun Pending Home Sales (%) -8.6 -1.5 0.7

2:00PM N/A FOMC rate decision (%) 2.25 - 2.50 2.375 1.625

2:30PM Powell Press Conference

Thursday, Jul 28

8:30AM Q2 GDP Advance (%) -0.9 0.5 -1.6

8:30AM w/e Jobless Claims (k) 256 253 251

1:00PM 7-Yr Note Auction (bl) 38

Friday, Jul 29

8:30AM Q2 Employment costs (%) 1.3 1.2 1.4

8:30AM Jun Core PCE Inflation (y/y) (%) 4.8 4.7 4.7

9:45AM Jul Chicago PMI 52.1 55.0 56.0

10:00AM Jul Sentiment: 5y Inflation (%) 2.9 2.8

10:00AM Jul Consumer Sentiment (ip) 51.5 51.1 51.1

10:00AM Jul Sentiment: 1y Inflation (%) 5.2 5.2

Monday, Aug 01

10:00AM Jun Construction spending (%) -1.1 0.1 -0.1

10:00AM Jul ISM Manufacturing PMI 52.8 52.0 53.0

Wednesday, Aug 03

7:00AM w/e MBA Purchase Index 208.4 206.4

7:00AM w/e MBA Refi Index 640.6 631.4

10:00AM Jul ISM N-Mfg PMI 56.7 53.5 55.3

10:00AM Jul ISM N-Mfg Bus Act 59.9 54.0 56.1

Thursday, Aug 04

7:00AM Bank of England Announcement

8:30AM w/e Jobless Claims (k) 260 259 256

Friday, Aug 05

8:30AM Jul Non-farm payrolls (k) 528 250 372

8:30AM Jul Average earnings mm (%) 0.5 0.3 0.3

8:30AM Jul Unemployment rate mm (%) 3.5 3.6 3.6

Date Event Actual Forecast Prior
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Who is Mid Valley Financial?
Mid Valley Financial, located in Fresno, CA, is the Central Valley’s premier destination for a wide range of residential and

commercial real estate loans. Our commitment to excellence has made us a trusted partner for property buyers and

investors seeking tailored financial solutions.

**Why Choose Us:**

With a track record spanning back to our inception in 1985, we have established ourselves as a reliable and innovative

lender. We proudly serve properties exclusively within California, having funded loans in all 58 counties of the state. Our

deep-rooted experience enables us to navigate complex loan scenarios with expertise and efficiency.

**Our Approach:**

At Mid Valley Financial, we prioritize your financial goals. Whether you're a first-time homebuyer, envisioning your dream

property, refinancing an existing mortgage, or looking to tap into your property's equity, our seasoned loan officers offer a

wealth of knowledge and over 300 years of collective experience. We ensure that your funds are prepared when you need

them, providing a smooth and swift loan process.

**Unlocking Possibilities:**

As one of California’s leading direct lenders, we've streamlined the loan process, minimizing obstacles that often deter

borrowers. Many of our clients receive approvals within an hour, showcasing our dedication to quick and hassle-free

solutions.

**Your Journey with Us:**

Contact the MVF team today and let us put your journey to property ownership on cruise control. Our mission is to

empower borrowers while fostering enduring and meaningful relationships. With highly competitive rates, a commitment

to transparency, and a dedication to your financial success, Mid Valley Financial is your partner in realizing your real estate

aspirations.

Mid Valley Financial 

July 29, 2022US Housing Market Weekly

© 2024 MBS Live, LLC. - This newsletter is a service of MarketNewsletters.com.

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.

Read or subscribe to my newsletter online at: http://housingne.ws/mvloans

http://www.marketnewsletters.com
http://housingne.ws/mvloans

	The Real Reason Mortgage Rates Are Dropping at a Record Pace
	National Average Mortgage Rates
	Market Data
	Recent Housing Data
	Recent Economic Data
	Event Importance:
	Who is Mid Valley Financial?

