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Fairly Innocent Wake-Up Call For Mortgage Rate
Watchers

Mortgage rates were unchanged today for the average lender.  That means they remain at all-
time lows that are even lower than the all-time lows seen during the previous 3 business
days.  Even so, today's underlying market movement might be a bit of a wake-up call for
anyone waiting to lock an interest rate.

In general, the decision to lock or float a mortgage rate has had low consequences recently. 
While that will likely continue to be the case until the coronavirus situation meaningfully
improves, it doesn't mean we should fall asleep at the wheel.  We need to remain vigilant for
signs that the most recent all-time low mortgage rates are the last we'll see for months or
years. 

Today served as a fairly non-threatening wake-up call in that regard--at least for those
following the intraday movement in the bond market.  Mortgage rates are ultimately dictated
by the bond market.  When yields move higher (and specifically when mortgage-backed bond
prices are moving lower), we need to be on the lookout for mortgage rates to move up.  That was exactly the sort of market
movement we saw this morning, and it forces some of the risk takers out there to question how many times they will push
their luck before finally resigning to lock.

There is NO WAY to know when rates have finally bottomed.  So it's best to decide a personal set of rules as to how you'll
approach the lock/float decision. 

What can we know about the future?  That's tough because coronavirus has changed the playbook to some extent.  In general,
though, mortgage lenders are hesitant to drop rates very aggressively when they're already at all-time lows.  I can also tell you
that, outside of an apocalyptic scenario, mortgage rates are highly unlikely to drop by more than half a percent (which is still
significant).  Even dropping by that much would require a significant deterioration in the covid narrative. 

But how about we discuss this in a slightly simpler way.  People always ask me for predictions, and I always tell them why it
would be silly for me to provide and for them to put any stock in such things.  What I CAN do is give you my sense of the most
and least probable rate ranges within the next 3.5 months (presidential election will likely create new volatility for better or
worse).

Most probable: 0.25 lower to 0.25 higher
Somewhat probable:  0.25 to 0.50 higher
Less probable: 0.25 to 0.5 lower OR 0.50 to 0.75 higher
Improbable: >0.5 lower or greater than 0.75 higher

Please keep in mind that this is as of July 8, 2020.  Things can and do change rapidly when it comes to pandemics and financial
markets.  That said, if your takeaway is that we're slightly more likely to see a 0.5% move higher than a 0.5% move lower, that
is indeed what I am saying.  Again, it would take further deterioration in the covid narrative to reverse that order.  That's
totally possible, but it's not a given as of today.  
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