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Record Single Day Drop in Rates After
Inflation Comes in Cooler

Heading into this week, we knew that Thursday's Consumer Price Index (CPI)
would be critically important. It did not disappoint.

CPlis one of two key inflation reports in the US. PCE (Personal Consumption
Expenditures) is the other bigindex, but because CPI comes out 2 weeks
earlier, it gets almost all of the market's response.

The response to Thursday's CPl was record setting in at least one important
way, and still astonishing in many others. Let's talk about why.

Why was this week's CPI so important?

First off, almost every CPl report has been importantin 2022. No other
economic report has caused more volatility for the bond market. Because
bonds dictate interest rates, we can also say CPI has caused just as much
volatility in the mortgage world.

CPlis the king of economic data in 2022 because inflation is the dominant
focus of the financial market and the Federal Reserve (aka "the Fed"). The
Fed sets policies intended to keep inflation at a low, stable level. Runaway
inflation causes the Fed to hike interest rates in order to slow down the
demand side of the economy. In the post-pandemic environment where a
good amount of inflation is thought to be driven by the SUPPLY side of the
economy, that's resulted in the Fed being particularly aggressive in trying to
tamp down demand.

In other words, each time inflation has surprised to the upside, the market
has braced for even higher rates from the Fed. Although the Fed Funds Rate
(the overnight lending rate that the Fed actually sets) doesn't directly dictate
mortgage rates, Fed rate expectations set the tone for longer-term rates.

The Fed, along with the rest of the market, continues to wait for inflation data
to show any indication that it is responding to the tighter policies that have
been rocking the financial market throughout 2022. This week's data was so
important because it was the first great example of a potential turning point
in that saga.

What did the data show?

There are two ways to look at inflation in general: the "headline," which
includes everything, and the "core," which excludes more volatile food and
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National Average Mortgage Rates

Aug 23 Oct 23 Dec 23 Mar 24

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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energy components. Markets and the Fed care much more about the core
reading.

Traders and economists expected core inflation to rise at a pace of 0.5% in the current case. That would have been a victory
in and of itself compared to last month's 0.6% reading. The actual result ended up being 0.3%!
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While it wasn't the first time we'd seen 0.3%, the last two times were thought to be byproducts of temporary recoveries in
certain sectors. Pundits urged caution in reading too much into the last 0.3% report due to a big dip in fuel prices (even
though the core excludes fuel, it is still influenced by the cost to transport goods). There were no such yeah-buts for this
report considering gas and diesel prices were much higher over the data collection period. And unlike July, headline
inflation didn't drop at all.

© 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://housingmarketweekly.com/david-hanks



http://www.marketnewsletters.com
http://housingmarketweekly.com/david-hanks

US Housing Market Weekly

November 10, 2022

Monthly CPI Inflation L1
-- Headline headline
--Core unchanged-1
forpast | 05
2months |
/ 0.6
#0.4
L d
-0.2
-0
T --0.2
big drop in 04
fuel prices '
in July --0.6
--0.8
2018 2019 2020 2021 2022 2023 2024

Simply put, this is the best argument to date that inflation is turning a corner but as we've said time and again, confirmation
would require TWO consecutive months of similar victories.

So how did the markets react?

There are actually tradable securities that allow investors to bet on the future level of the Fed Funds Rate. Here's how this

week's CPl data impacted the outlook for June 2023:
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That shaves off roughly a quarter of a percent from the expected Fed rate ceiling. The rest of the rate market followed with a
similar drop. Stocks also surged in similar proportion because they also cheer for friendlier Fed policies. S&P futures rallied
more than 5% on the day. 10yr Treasury yields (the world's favorite benchmark for longer-term rates) dropped more than
0.30% from the previous day's official close.
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This made for the biggest day-over-day drop in 10yr yields since 2009.
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How about mortgage rates?

I'm glad you asked. They had a good day. In fact, they had the best day on record on Thursday. There may have been better
individual days at some point in the past as daily data only goes back to 2009, but even with that caveat, it was simply stellar.
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But I heard rates were higher this week. What's up with that?

You heard wrong. Or more accurately, you heard "stale." Any news headlines suggesting higher mortgage rates this week
will almost certainly be based on Freddie Mac's weekly rate survey. It's the industry's longest-running and most widely cited
rate index, but not the best metric for timely tracking. The survey primarily captures Monday and Tuesday's rates and
compares them to the same days from the previous week, but doesn't report the results until Thursday.

Freddieis in the process of updating its methodology, but in the meantime, 2022 has been a rough year for misdirection in
mortgage land. The following chart shows the highly regarded daily rate average calculated by MND versus Freddie's weekly
survey. (Note: MND is generally slightly higher because it factors in upfront costs whereas Freddie lists them separately).
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30yr Fixed Mortgage Rates
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That's great, but how long can this continue? Is this the big shift?

That's the big question! We've been steadfast in saying that ONE stellar inflation report is only half of the equation required
to confirm a big shift in the inflation/rate narrative. Thursday's market movement clearly suggests some traders are jumping
the gun. Can we really blame them?

Rates have risen at the fastest pace since the 80's to levels not seen in more than 20 years. The Fed has been ultra transparent
in telling us what it will take for them to ease their unfriendly rate policies. The market has established an unequivocal focus
on CPl data as THE report to speak most loudly to the Fed's goals.

So..... when CPIl comes out MUCH lower than expected a week after Fed Chair Powell just reminded the market that the rate
hike outlook would be getting even worse in December UNLESS inflation data shifted in a big way, it's no surprise to see
markets react in record-setting ways. They not only have to account for the inflation implications in the bigger picture, but
they also had some extra defensiveness from last week's Fed meeting to erase. It was a brutal 180°--brutally good for rates.
Bottom line, there aren't many times where the entire financial market is so obviously on the edge of its seat over one
moment of economic data with everyone in agreement about how to trade a specific result. It was no surprise to see a big
drop in rates on Thursday. The only arguable surprise was that the move was a bit bigger than most would have expected
based on the data.

But can it last?

It may or it may not. At some point, rates will be lower than they are today. None of next week's data is on par with CPlin
terms of the power to influence rates, but the market may simply conclude that it made a big enough move on Thursday that
it can wait and see how the data evolves from here.
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Either way, it was a big victory in the saga that is 2022's rate landscape. If a similar CPI result (or better?) follows next month,
we'll be able to say with near certainty that we've seen the highest rates in a long time.

Subscribe to my newsletter online at: http://housingmarketweekly.com/david-hanks

Recent Economic Data Event Importance:

Date Event Actual Forecast  Prior No Stars = Insignificant

Tuesday, Nov 08 Low
Moderate
1:00PM | 3-Yr Note Auction (bl) 40
Important

Wednesday, Nov 09 Very Important

7:00AM w/e MBA Refi Index 373.1 386.7

7:00AM w/e MBA Purchase Index 162.6 160.5
Thursday, Nov 10

8:30AM Oct y/y CORE CPI (%) 6.3 6.5 6.6

8:30AM  Oct m/m Headline CPI (%) 0.4 0.6 0.4

8:30AM  Oct m/m CORE CPI (%) 0.3 0.5 0.6

8:30AM  Oct y/y Headline CPI (%) 7.7 8.0 8.2

8:30AM w/e Jobless Claims (k) 225 220 217

Friday, Nov 11
12:00AM Veterans Day

10:00AM Nov 1yr Inflation Outlook (%) 5.1 5.0
10:00AM Nov Consumer Sentiment 54.7 59.5 59.9
Tuesday, Nov 15
8:30AM Oct Producer Prices (%) 0.2 0.4 0.4
8:30AM Oct Core Producer Prices YY (%) 6.7 7.2 7.2
8:30AM Nov NY Fed Manufacturing 4.50 -6.50 -9.10
Wednesday, Nov 16
7:00AM w/e MBA Purchase Index 169.7 162.6
7:00AM w/e MBA Refi Index 367.1 373.1
8:30AM Oct Retail Sales (%) 1.3 1.0 0.0
8:30AM  Oct Import prices mm (%) -0.2 -0.4 -1.2
8:30AM  Oct Export prices mm (%) -0.3 -0.4 -0.8
9:15AM | Oct Industrial Production (%) -0.1 0.2 0.4
10:00AM Nov NAHB housing market indx 33 36 38
10:00AM Sep Business Inventories (% ) 0.4 0.5 0.8
Thursday, Nov 17
8:30AM  Oct Housing starts number mm (ml) 1.425 1.410 1.439
8:30AM Oct Build permits: change mm (%) -2.4 1.4
8:30AM  Oct Building permits: number (ml) 1.526 1.512 1564
8:30AM Nov Philly Fed Business Index -194 -6.2 -8.7
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Date Event Actual = Forecast = Prior
8:30AM Oct House starts mm: change (%) -4.2 -8.1
Friday, Nov 18
10:00AM  Oct Existing home sales (ml) 443 4.38 471
10:00AM Oct Exist. home sales % chg (%) -5.9 -1.5
10:00AM  Oct Leading index chg mm (%) -0.8 -0.4 -0.4
Wednesday, Jan 11
1:00PM | 10-yr Note Auction (bl) 32
Thursday, Jan 12
1:00PM  30-Yr Bond Auction (bl) 18
Wednesday, Jan 18
1:00PM  20-Yr Bond Auction (bl) 12

Listen, Analyze, Solve

David started in the mortgage industry in 2001 and has kept the same philosophy from day one: "Keep the client’s best
interest at the forefront of every transaction." What works for one client will not necessarily work for the next. David first
listens, then evaluates and finally researches options making sure all possibilities have been considered. Once the proper
path is determined, David works to make the process as quick and painless as possible, providing excellent service and

communicating every step along the way.
David Hanks B
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