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Time Once Again to Discuss "All-Time Low" Mortgage
Rates

August 4th, 2020 was the best day ever for mortgage rates.  That's when we hit the lowest all-
time lows we've ever seen, and none of the most prevalent news stories about all-time lows
since then have been technically accurate.  What's going on here?

So many things... but they're not too complicated.

First off, there is no universal mortgage rate.  The closest thing to a purely universal
benchmark that will ever exist is the trading price of the bonds that underlie the mortgage
market.  These bonds (mortgage-backed securities or MBS) determine how much mortgage
loans are worth to investors, thus setting the boundaries of mortgage lender profitability.  In
other words, there's a certain line in the sand for mortgage rates below which a lender is
losing money.  The only objective and universal contributor to that line is the aforementioned
price of MBS.

With that in mind, it's no surprise to find that MBS prices were at an all-time high on August
4th (higher MBS price = lower mortgage rate).  We came close today, and before that on Nov
5th and 6th.  But November is distinctly different from August 4th because every lender is
now applying a new mandatory fee on almost all conventional refinance loans.  If we weight
the average loan quote for refis (which still account for a majority of mortgages, despite the
strong purchase market). we now have objective, logical evidence to support the objective,
logical fact that the average mortgage rate is still not back to August 4th's all-time lows (for
the secondary mortgage market experts in the audience, yes, I'm well aware that MBS prices
aren't the only piece of the puzzle, but they are the only objective constant across all lenders.  Either way, raw lender rate
sheets from August 4th don't lie).

So why are all-time lows being reported by reputable sources who aren't trying to sell you anything?  I'm thinking specifically
of Freddie Mac's weekly rate survey, which is used extensively by the news media for the one article per week they dedicate to
checking in on the mortgage market.  In addition, the Mortgage Bankers Association reported all-time lows last week, and Ellie
Mae (the purveyor of the industry's dominant loan origination software) just today reported an average rate under 3% across
all closed loans for the first time since it began collecting data 9 years ago.  

For those of you expecting me to say what I've said in the past about large data aggregators missing the mark because they
aren't nimble enough to keep up with my hour to hour assessment of rate options, here's a twist: the MBA and Ellie Mae are
not wrong.  I have no doubt that they are indeed seeing the lowest mortgage rates they've ever seen and that their numbers are
an accurate representation of the true average.  I'm also certain that if we could drill down in their data and examine only the
top tier 30yr fixed rates for the more competitive lenders, that number would be slightly lower for August 4th than it would
be today.  

Bottom line: any debate about "all-time lows" at this point is getting very close to splitting hairs.  If you locked a loan with a
competitive lender back on August 4th--especially if it was a refinance--we still haven't seen anything better.  But for certain
lenders, that would cease to be the case if you locked on any other day.  By the time we factor out the ill effects of the
refinance fee, many lenders are right in line with August 4th for purchases.  
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