US Housing Market Weekly

Mid Valley Financial Office: (559) 432-8221

Mortgage Banker, Since 1985 E40|.3||5851;522)24§§;88221

Broker CA DRE#01206057 | NMLS ID#219418 FaRROLE 52
info@mvloans.com

7644 N. Palm Avenue Fresno, CA 93711 . )
View My Website

Rates Are Officially Breaking The Rules, But = National Average Mortgage Rates
Why? 30 Year Frod Rate Morigage

This was supposed to be the week where a key inflation report would cast a
vote on the fate of interest rate momentum. The vote was ostensibly friendly
but rates surged higher anyway. What gives?

First off, let's revisit why rates would care so much about an inflation report.
CPI (the Consumer Price Index) is the biggest monthly report on inflation in
the US. Inflation is the key reason that rates are as high as they are. If
inflation falls back to target levels, rates would theoretically move lower in
concert.
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As seen in the chart above, the indecisive trend resolved toward lower levels New Home Sales Mar 693K +4.68%
last month with core inflation falling to 0.16%. It matched that same level in Pending Home Sales Feb 756 +1.75%
the new data released this week. If this were the only thing that mattered to Existing Home Sales Feb 3.97M -0.75%
interest rates, rates would be much lower than they are today. Alas, rates Builder Confidence Mar 51  +6.25%
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found other things to worry about. The following chart of 10yr Treasury
yields serves as a benchmark for this week's rate movement (starting with last Friday's jobs report).
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If we take the 10yr yield's word for it, rates are thinking less about inflation and more about other things. Part of the reason
is that inflation still has to prove it can maintain this trajectory. Annual numbers remain far from target levels, especially at
the core level.
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Therecent rise in oil prices has some economists thinking that the next few inflation reports might not result in the same
easy victory. Oil doesn't always dictate day to day changes in the rate market, but there's no question about its broad
correlation with inflation (note: correlation isn't necessarily causality, as can easily be seen amid rising oil prices and falling
inflation between 2011 and 2014).
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If we take a bigger step back to examine the longer term trends in rates, we can see that the market was more willing to head
toward lower levels between late 2022 and May 2023. Since then, rates have trended higher with a purpose and,
notably, without paying much attention to tamer inflation data.
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One hugely underappreciated factor in the summertime rate saga is the role of banking sector fears. Up until March of 2023,
there was really no discernible progress toward lower rates. Bank failures led to an immediate drop and rates have only
slowly been inching back toward previous levels.

© 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

US Housing Market Weekly

bank failures
10yr yield
17
May Sep 2023 May Sep

4.000%

3.500%

3.000%

2.500%

2.000%

1.500%

@

The regional bank stock index bottomed and bounced at the same time rates abandoned their attempts to continue moving

lower.
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Longer term rates have also had to consider that they are increasingly responsible for the brunt of the bond market's
response to economic data and Fed policy. This is an esoteric concept, but it has to do with the fact that bonds exist with
varying levels of duration (aka life spans) and that shorter duration bonds have a slightly different set of concerns than longer
term bonds.

For instance, the shortest terms bonds are almost perfectly correlated with expectations for the Fed Funds Rate. Here's a
chart of the market's short term Fed rate expectations and 6-month US Treasuries.
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Same chart, same time frame, but 6 month Treasuries are replaced with 10yr Treasuries:
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The phenomenon here is that shorter-term rates have had to go much higher due to the Fed's aggressive rate hike campaign,
but longer term rates "believe" the Fed will succeed in lowering inflation and crimping economic growth. Longer term rates
believed that shorter term rates would eventually come back down such that the average over 10 years would be much lower
than current short term rates.

But now that the Fed is talking about holding its policy rate steady, we are no longer seeing as much of an adjustment in short
term rates. Instead, the adjustments that arise due to economic data and other motivations are playing out in longer-term
rates. This doesn't mean short-term bonds like 2yr Treasuries aren't moving. They just aren't moving as much as the 10yr
and they're less willing to spike to higher levels.
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Looked at another way, the Fed's unlikely plan of engineering a "soft landing" for the economy by hiking rates abruptly
enough to defeat inflation, but not as abruptly as seen in the 1980s (in order to avoid the associated economic pain) appears
to be working. To whatever extent that continues to be the case, longer-term rates must continue to adjust for a
comparatively better economic outlook than they'd been expecting. They are also adjusting for the reality of lower revenues
and higher debt issuance from the Federal government--a supply/demand scenario that has certainly added to upward
pressure on rates recently (and potentially exacerbated by new of additional spending needs related to Ukraine and the
wildfires in Hawaii).

Last but not least, in case it needs to be clarified, mortgage rates fall into the "longer-term" category and have been walking a
similar path to longer-term Treasuries--albeit at higher outright levels.
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30yr fixed mortgage rate index
(source: MND.NEWS)
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This is the new and persistent reality until one of 3 things happens:
1. Annual coreinflation makes it back near 2%
2. The economy starts showing more serious signs of stress (or actual signs of recession)
3. Something completely unprecedented and unexpected results in the U.S. government taking in higher revenue and
spending less money
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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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