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发言人1   00:00
Jim, can a lot of questions about mortgage rates. We've been flying across the country talking to people, are your arms tired? I'm hoping that all the extra flapping will give them just a little bit more definition so we can show them off as we talk about adjustable mortgage. 

发言人1   00:15
And that is the definition of an ARM. Welcome to thoughts on the market. I'm j back o cohered of secure tech products research and Morgan sunday and i'm Jimmy gan, the other ahead of securities products research Morgan standing today. 

发言人1   00:29
We're here to talk about more gage rates, how quickly we've moved, why they're here, where they might go and what that means for the mortgage and housing market. It's thursday, october at nine name in new york. Jim, as of this recording, the ten year is over five point three percent. 

发言人1   00:49
Rates haven't closed this high since two thousand and two. The thirty year mortgage ge rate is around seven and a half percent. It's about one hundred and fifty basis points up since the beginning of february, right? There have been quick moves in rates, has had to quick moves in mortgage rates. 

发言人1   01:08
There are a lot of implications to that from affordability, housing market, mortgage market. But when we think about the relationship between mortgage ids and interest rates, j, there's also a feedback mechanism there. Convexity hedging is what is typically called. 

发言人1   01:24
Can you discuss the role that, that might have played in this current episode and what we should expect going forward? sure. So the biggest driver of mortgage rates is treasury rates, and treasury rates are driven by a number of factors. 

发言人1   01:38
And right now, what people would point to inflation expectations and geopolitical turns. However, as treasury rates go higher, home owners that currently have a mortgage are less likely to move. And because they're less likely to move, that means that the average life of those mortgagees that investors own gets longer. 

发言人1   02:00
And because mortgage investors typically want to keep their duration profile consent as the average life of those mortgage gets longer, they are then going to need to either sell those mortgage or sell treasury ies, which will cause yields to go even higher. And there's a bit of a feedback loop on that which can pressure yields and margate rates even higher. But what we would say is at this point, we don't think there's a huge mechanism of that going through at this rate level. 

发言人1   02:34
The average mortgage rate that homeowners have in amErica is almost exactly four and a half percent. Obviously, there's less like a move as where to go up, but there's three hundred basis points out of the money. So from that point, IT matters. 

发言人1   02:49
But IT didn't matter as much as when rates for a little lower. However, jim, seven half percent more you trade. What does this do for housing affordability? Can you put that in context? yes. So if we just think about this in terms of what seven and a half percent more graduates implies for the monthly payment on the medium Price home, we are now up over three hundred and twenty five dollars. 

发言人1   03:10
If we use at seven and a half percent, assuming home Prices are where they are today, incomes are where they are today, that monthly payments up over three hundred and twenty five dollars where we are at local lows in february or where we wear at local los february. 这请关注公众号思维纪要社，更多纪要请加V西安20210130。Seventeen percent increase in terms of that monthly payment over just a seven month period, right? So seventeen percent increase over seven months period, that's kind of scary. 

发言人1   03:42
But as you and I have talked about in the past, given the fixed right nature of you as mortgage market, it's a chemist leading for the average homework or in america. So what is this due to sales office scary for new homes so that you brought up the implications from a duration perspective of convexity hedging perspective? All of this is just how the lock effect continues to have material implications for the housing market for mortgage markets. 

发言人1   04:13
But yes, these affordability issues, not that had for homeowner who have an average rate below four and half percent, that's not changing. Over ninety percent of the baLance account of mortgage depending on in the united states remains fixed rate. The payments aren't changing, right? But the marginal home buyer things are getting less affordable. 

发言人1   04:32
I don't like to use the term demand destruction and think that sounds a little bit to over the top here. But like we are seeing, some of our higher frequency or more leading indicator demand metrics show a little bit as opening here. Pending home sales past two months, three to five percent down year over year. 

发言人1   04:48
Purchase applications, which had been very strong in september, they were down about ten percent year over year. So look, we were seeing a little bit of demand increases this year. We were about two percent year to date through july, the small increase off of a very, very low base. 

发言人1   05:03
But we think you're going to see with rates at these levels, if we maintain these levels is effectively the probability or any real ability of the market to escape to the upside from an activity perspective, that probability keeps coming down and we're going to be stuck in this turn over very range bound lowest level of sales as a percentage of the housing market in forty years. So really low activity. What is that due to Prices? Is there some flow through? Is a relief coming look as demands soften the kind of first order expectation or the heroism s should be that Prices should often as well, but again, lock in effect. 

发言人1   05:43
But we've actually seen as the rate of growth for existing listings at these levels has slowed and slowed pretty materially, that's actually LED. The home Price appreciation accelerating over the past few months. We've gone from just point seven or point eight percent four month ago to one point nine percent for the data that we ve just received. 

发言人1   06:00
We think that, that level is kinds sustainable here. And we're going to be between like roughly two percent giver take for the remainder of this year. Now you and I have both been mentioning the lock and effect throughout the course of this. 

发言人1   06:11
yes. And overwhelming majority of the market is fixed rate right now. But the media are conversations with clients. 

发言人1   06:17
There has been a lot of discussion of potentially a growing share of adjustable rate mortgage is is to kind of help the marginal home owner with affordability. What are we seeing in arms right now? Yeah, so great question. We are seeing a pickup in our missions. 

发言人1   06:31
If we look at the percentage of mortgage ages that were arms for the first step of this year and compare them to the percentage of arms in the first set of last year, it's increased by about one percent, an aggregate issue. And this went from about a little over fifteen percent to a little over sixteen percent. And so one person increase is not a huge number by itself, but we are talking about a little over two trillion dollars of expected issuance in the course of the year across entire mortgage market. 

发言人1   06:59
This does help on the margin. And we do think, as we said in the past, that more uptake of arms would likely be a little bit of a positive solution to some of the affordability chAllenges. But jim, if people take out more arms, recognizing that most people only have two arms, should we be wearing about a repeat of the financial crisis and lending centers? So this is a question that we get a lot when we start talking about moving away from fix rate mortgage ages. 

发言人1   07:31
And the point that I want to stress, that we want to stress here is not all arms are created equal, minor, stronger than us. Sure, we'll go with that. But also if we control for borrower characteristics, right, credit scores, loan to valued ratios, dead to income ratios, right? And then we compare performance of adjustable rate mortgage to fix rate mortgages. 

发言人1   07:58
Seven one arms, ten one arms, they perform very much like fixed rate mortgages. It's really the short reset arms, what will call affordability products. So they only have twenty four months or thirty six months, six periods. 

发言人1   08:11
Those are what have historically showed a much higher rate of default and something that would get us a little bit more concerned about landing standard if those were the products were talking about. Thankfully, they're not right now. The armed growth that we're seeing is in the five, one, seven, one, ten, one space, those of historical again, controlling for borrower performance, performance like fixed rate mortgage. 

发言人1   08:30
And so we think that you can expand mortgage product into arms and do IT responsibly, right? Jim, always a pleasure speaking with you and always great speak of you to j and do all of our regular listeners out there. Thank you for adding us to your playlist. 

发言人1   08:47
Let us know what you think wherever you get this podcast is your thoughts on the market with a friend or colleague today. Go smash the sky button. The proceeding content is informational only and based on information available when creating IT is not an offer or solicitation, nor is a tax or legal advice. IT does not consider your financial circumstances and objectives and may not be suitable for you. 
