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Rates Closingin on 8 Month Lows

After going to great lengths to explain why the Fed Funds Rate isn't the same as mortgage

rates, we'll now have to discuss how the Fed nonetheless found a way to push rates lower this P: (951) 899-0009

week. M:(951) 899-0010
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We already know the Fed held rates steady last week, and we've discussed the fact that 41923 Second St.

mortgage rates wouldn't necessarily have fallen even if the Fed had cut the Fed Funds Rate. Temecula CA 92592

But mortgage rates definitely respond in real time to changes in the EXPECTATIONS for the NMLS 246763
. .. . CADRE01411989
Fed Funds Rate in the future, and that was a key motivation this week.
This arguably began as early as the end of last week with comments from the Fed's Chris /\ B |_ —
Waller that were much more open to the notion of a near-term rate cut than the consensus at MORTGAGE

last week's Fed meeting. That sentiment shifted into an even higher gear on Monday
following a series of comments from Fed Vice Chair Bowman who plainly said that it was
time to consider cutting and that it could happen as early as July if inflation pressure is contained.

A day later, Fed Chair Powell began 2 days of scheduled congressional testimony in which he arguably struck a more rate-
friendly tone compared to last week's press conference. In a nutshell, the Fed just wants to rule out any tariff-related inflation
surprises but is otherwise ready and willing to cut. Both stocks and bonds cheered the news, and bonds got an extra boost
from some weaker labor market data that was concurrent with Powell on Tuesday.
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If there was any doubt that Fed rate expectations were a driving force, the following chart overlays Fed Funds Futures (a
tradeable security that allows the market to bet on the Fed Funds Rate in the future) and the 10yr Treasury yield (a ubiquitous
yard stick for longer term interest rates, like mortgages).

10yr Treasury Yield (right axis)

Fed Funds Rate Expectation
for December, 2025 (left axis)

The bond market improvement translated as it normally does to mortgage rates. The following chart shows broad indexes for
best-case-scenario rates. By Thursday, MND's daily index was at the lowest level since early April.
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From here, it would only take a few more solid days for rates to be back to the lowest levels since October 2024. The coming
week certainly has enough in terms of economic data to create that sort of movement. The catch is that the move has an equal
chance of being higher or lower, depending on how the data comesin.
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