OUSING NEWSLETTER

Mortgage Rates Hit 10-Month Lows — Here’s Why a Fed
Cut Might Not Help

Inflation data was in focus this week, with one major report helping mortgage rates officially
hit new 10-month lows before the 2nd report pushed back in the other direction.

The biggest report, Tuesday’s Consumer Price Index (CPI), was generally friendly for rates
despite comingin rightin line with forecasts. Some categories showed tariff-related price
pressures, but easing in housing costs kept the overall number from spiking. Markets initially
cheered, and Fed rate cut expectations for September were effectively 100% by midweek.

This chart shows actual annual core inflation as

well as what annual inflation would be if the

most recent month wererepeated 11 more

times or the most recent 6 months were
repeated one more time.

Core Annual Inflation
(6-month annualized)
(1-month annualized)
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Wednesday offered a brief lull with no major reports, and rates managed to hold ground thanks to continued optimism on the
Fed outlook.

Thursday's Producer Price Index (PPI), which measures inflation at the wholesale level, was a different story. It came in much
hotter than expected and raised concerns that tariffs could push inflation higher in the months ahead. Damage was limited by
the fact that some of the PPl components that overlap with PCE (yet another inflation report, to be released in 2 weeks, and

also the Fed'’s preferred inflation gauge) were less alarming. Even so, PPI raised enough doubt to push bond yields — and the
rates tied to them — higher by the afternoon.
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Friday brought moderately stronger retail sales numbers. Bonds didn’t react much at first, but as the day wore on, trading
conditions tilted unfavorably, and several lenders issued small afternoon rate increases. Despite those changes, the average
rate remained far closer to the lower boundary of most of the past 10 months.
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The takeaway is that rates have generally rallied alongside growing expectations for Fed rate cuts. For all the time we spend
pushing back on the belief that the Fed dictates mortgage rates, this is the one time that there's a sort of exception.

Specifically, mortgage rates do indeed tend to move the same direction as Fed rate EXPECTATIONS. This is mostly because
the two share many common motivations and NOT because mortgage rates are waiting for a change in the actual Fed Funds
Rate. A prime example was seen in late 2024 when mortgage rates hit long term lows only to begin moving higher when the
Fed finally cut rates.
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With the Fed still likely to cut rates in the upcoming meeting, it's important to keep that precedent in mind. To be clear, an
actual Fed rate cut WOULD NOT guarantee further improvement unless the economic data keeps supporting the case for
more cuts ahead.

For now, rates remain within striking distance of recent lows, but next month’s jobs report and the next round of inflation
data will determine whether they break even lower or retreat back up into 2025's prevailing range.

The upcoming week will bring a few key updates from the Fed. Wednesday's release of the Fed meeting minutes simply
provides a more detailed account of the meeting that took place 3 weeks ago. It's the lesser of the two Fed events because it
will not be able to account for data that's come out over the past 3 weeks. Thursday marks the start of the Fed's Jackson Hole
symposium. Unlike the Minutes, this will give the Fed Chair and other speakers a forum to make forward looking statements
that take this week's inflation developments into consideration.
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