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Who (or What) Is Pulling The Strings?

Conventional market wisdom tends to classify stocks and bonds as
archetypal investments on opposite ends of the risk spectrum. Stocks are for
those who feel confident enough in the economy to take risks and bet on
growth. Bonds are safe havens that offer at least some return no matter
what.

With this in mind, it's no surprise to see correlations. The month of June

has been a great example. Both sides of the market even bounced at the same
time right after the June 13th Fed announcement. (NOTE: the big spike in the
blue line in late May was all about Italy, and isn't relevant to what follows).

5Stocks vs Bonds
usD .
Both have moved ] Y F3.12
2,780 lower since Fed l" b
day. Soit'sall ‘\‘ Stocks |-
27607 about the Fed, | = 06
right?
2,702 Fed .
. .
. Day
2,720 1 3
2,700 1 q L -2.97
\ AN
2,680 1 ‘\‘ 294
k -2.91
X
2,660 Y
-2.88
2,640 1
Bonds |#35
2,620 (Rates) .
2,600 |1 2,79
2,580 | r2.75
2,560 273

01 06 12 18 24 29 04 10 16 22 27 OL 07 13 19 24 29 05 12 18 25
|  April2018 | May 2018 |  June2018 | luly 2018

So, it's all about the Fed?

While the Fed definitely had an effect, this chart actually tells us other forces
are at work. The clue is that Fed policy tends to push stocks and bond yields
in OPPOSITE directions.
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National Average Mortgage Rates
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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 44223 +0.0454
30 YR Treasury 45610 +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%
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Think of it this way: if the Fed is seen as being more generous (refilling the proverbial punch bowl, if you like), it's good for
everyone at the party. Stocks would rise and bond yields (which move inversely to bond prices) would fall.

In the chart, however, we see stocks and bond yields falling together. In other words, investors really are shedding risk in the
stock market and moving some money into safer havens like bonds.

But why?

Trade war fears are high on most investors' lists when it comes to explaining recent stock weakness and bond strength. The
fact that we can plainly see both sides of the market react to trade-related headlines means it would be silly to argue. That
said, it also might be good to expand.

Some investors are nervous that the longstanding economic expansion is going to "die of old age." Trade war fear is just the
latest reason to ask if it's too soon to start thinking about the next recession (as we asked 2 months ago).

When markets are asking such questions, they tend to CONSOLIDATE. Consolidations are useful because they let us know
that markets are getting ready to make their next move.
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We can't be sure if it will be a "bounce" or a "continuation"--only that it's coming. In the current case, investors are
particularly interested in the stock market's consolidation because of where it sits in the grandest of schemes.
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But in the bigger picture,
the consolidation for stocks
is happening at loftier levels
after a much more focused
move, thus adding to the
fear of a correction.
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Simply put: if stocks start snowballing lower from there, things could get ugly. Fortunately, most of the recent economic
data suggests the economy is firing on all cylinders.

If the data is good, why worry about a shift?

A simple "fear of losing something really nice" isn't cause for much concern on its own. But there's an important metric that
more and more pundits are discussing, and it continues pointing in an alarming direction.

The metric in question is the YIELD CURVE. Technically, the curve refers to the whole spectrum of US Treasury yields, but
for all practical purposes, it's synonymous with the gap between 2-year and 10-year yields (which is why you may see it
referred to as the "twos tens curve").

Why do people care?

At least in terms of modern economic history, the curve has quite the batting average when it comes to predicting recessions,
and the current trajectory of the curve makes the next one look inevitable.

If it's inevitable, why aren't markets panicking more?

First of all, nothing is ever truly inevitable when it comes to financial markets. The yield curve may not fully invert (2yr yields
higher than 10yr yields), and even if it does, there's typically considerable lag time between the inversion and its ill effects.
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Perhaps the most important point made by the chart above was one that | didn't highlight. Notice the drop in the yield curve
heading into 1995. An inversion looked even more inevitable than it does in 2018. While the inversion did eventually
happen, the next several years served to extend an already strong economic expansion.

Bottom line: there will eventually be a recession. In hindsight, scholars will say the yield curve proved to be a surefire
indicator yet again. But for those of us living through the realities of this economy today--and especially for those of us who
are stakeholders in the housing/mortgage markets, such surefire predictions leave much to be desired when it comes to
adopting an outlook for the near-term future.

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

**Qur 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 pyF
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