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Rates and Housing Back in The Waiting Game

After embarking on a volatile journey in early October, the past 2 weeks have been calmer for
mortgage rates.  The present week was especially uneventful relative to the past 2 months. 
The following chart measures volatility in the underlying bond market, which is the
precursor for mortgage rate movement.

As such, it's no surprise to see volatility subside in mortgage rates.  The average 30yr fixed rate held inside a narrow 0.05%
range and ended at the exact same levels seen last Friday.  Rates are also broadly in line with late October levels.  In other
words, if we look past the volatility, things arguably flattened out more than a month ago.
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"Flat" is the best victory that we could have hoped for in the near term.  Rates will need convincing if they are to move lower
in a meaningful way and there are only so many potential sources of inspiration.  At the top of that list are things like the
monthly jobs report, inflation reports, and other top tier economic data. 

That means that markets must wait until these big ticket economic reports are released in the first 2 weeks of December. 
We're more likely to be in a holding pattern until then, although some of next week's data has a spotty track record of
surprising the market.  Random volatility is also a slightly bigger risk on major holiday weeks.

If the rate market has been in a holding pattern for a few weeks, the broader housing market is not impressed.  Sales and
sentiment metrics have been sideways at depressed levels for many months.  Incidentally, interest rates deserve a good
amount of the blame. 

For example, there is normally strong correlation between housing sentiment metrics and hard numbers in sales and
construction. That correlation hasn't been well behaved for roughly 2 years now.  This week brought fresh examples in the
sentiment index for homebuilders and updated residential construction numbers.  In the chart below, housing starts are
merely back to pre-pandemic highs, but builder confidence is still swooning.
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It's only when we bring interest rates into the mix that we can account for the otherwise mysterious lag in builder confidence. 
The vertical moments of the bigger-picture rate spike line up perfectly with the vertical drop in confidence.

It's the same for Existing Home Sales numbers--also reported this week... also kicking around lower levels for the last 2 years.
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The "nice" thing about long term charts like this is that they offer hope.  Of course there are no guarantees about how markets
will perform in the future, but these patterns are consistent with past examples of rates finding a long term ceiling and
housing metrics finding a long term low. 
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