
23/ Housing: expect a final frenzy of 
good news as last-minute buyers
lock-in still low rates, but it will not last

The Federal Reserve Bank of New 
York reported that the 10-year 
term premium moved above zero 
for the first time in 10 months on 
November 14, less than a week 
after Mr. Donald Trump's surprise 
election. And here we are, three 
weeks after Trump’s took power, 
the yield on the benchmark 10-
year Treasury bond at 2.42%. 
That’s 1.05 percentage points 
higher than July 11 yield of 
1.366%, an all-time record low 
posted in the wake of the Brexit 
vote. And most of these gains are 
attributable to a sharp surge risk 
premia over such a short period. 
The bond market sees the 
world as binary outcomes: 
events are either inflationary 
or deflationary. The incoming 
Trump administration was (and 
still is) unquestionably viewed 
by investors as a reflationary 
catalyst. Talks of spending $1 
trillion on infrastructural projects 
across the country would require 
a big increase in the supply 
of Treasury notes to fund the 
venture. In investors’ minds, such 
a large fiscal shot in the arm 
would also be expected to place 
strong upward pressure on bond 
yields, as well as prices across 
the real economy. Investors 
therefore pre-supposed that the 
Federal Reserve would respond 
to an uptick in inflation with a 
regime of interest rate hikes; 
yields soared as a consequence. 
The largest adjustments to the 
sharp upmove in bond yields 
came from the housing sector 
--- mortgage rates have been 
sharply higher as well.  Housing 
is one, if not the, most sensitive 
sector of the economy to rising 
interest rates as it negatively 
impacts those home buyers who 
have to go to the credit markets 
to finance their house purchases 
– which is to say, just about 

everyone who enters the market. 
The reason is self-evident -- 
mortgage rates follow Treasury 
yields. The 30-year mortgage 
rate has soared from 3.36% to 
4.32% at the end of the year, 
moderating somewhat during 
the first week of February to 
4.20%. The sharp upmove from 
the 2016 low of 3.42% on the 
30-year mortgage benchmark, 
to 4.20% attained this week, 
nonetheless suggest a strong 
directional signal for higher 
mortgage rates. Remember – 
the mortgage rate has been 
rising since July and accelerated 

upwards in late October, with 
a sharp vertical surge after Mr. 
Trump’s victory.
 
However, you will not know 
it from the way the housing 
market actually responded to 
the escalating mortgage rate. 
Anecdotally, housing activity 
notched up the buzz, and we 
expect it to culminate in further 
frantic attempt by BUYERS 
of existing homes in need of 
financing to try and lock-up 
lowest interest rates available 
in this environment. In reality, 
4% mortgage is still historically 
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very low, but may no longer be 
available after a while. The same 
phenomenon could also ignite 
housing starts and building 
permits for a while, in bids to 
lock in lowest available rates. 
But not too long from now, starts 
and permits should decline in 
earnest. Residential investment 
has declined in each of the last 
two consecutive quarters, falling 
7.4% in the Q3 in the Q4 2016, 
and will likely decline further 
over the next 6 months.  (see 
2nd chart on previous page)

On the other hand, rising interest 
rates are likely dishing up strong 
disincentives for SELLERS 
(homeowners) to part with 
their current homes, placing 
downward pressure on the 
inventory of homes for sale, and 
pressuring the trade-up markets 
across the country. This is how 
those disincentives to sell are 
currently affecting the internals 
of the housing market, which 
are sending homeowners to hog 
heaven -- sellers are putting off 
sales in the hope of one last 
surge in price revaluations. 

HOUSE PRICE
•  In December 2016, despite 
average 30-year mortgage rates 
jumping to 4.2% --- the highest 
they've been since April 2014 --- 
preliminary median and average 
new home sale prices set almost 
new records. The first estimate of 
the median new home sale price 
in the U.S. came in at $322,500, 
which was just $1,200 shy of the 
final record high of $323,700 
that was set in September 2016.

•  The first estimate of the 
average new home sale price 
in the U.S. was $384,000, which 
ties the all-time record that was 
set back in October 2014. Based 
on historical trends, analysts 
say there is a very high chance 
that when the estimates for 
December 2016 are finalized 
three months from now, they will 
set new record highs.

•  Geographically, all four regions 
posted double digit gains with 
the national house median 
price for all housing coming in 
at $234,900, up almost 7% on 
a year-over-year basis. Single 
family home prices were up 6.8% 
to $236,500 while condominium 
prices were also up 5.8% to 
$222,600, year-over-year.

 SALES VOLUME
•   New Home Sales fell sharply 
in December 2016, from a 
seasonally-adjusted annual rate 
of 598k in November to 536k. 
That wasn't unexpected given 
that mortgage rates have been 
up since October.
•   New home sales were weaker 
than expected in December, the 
first sign that higher mortgage 
rates may be keeping marginal 
home buyers out of the market. 
There are reasons for optimism, 
though, as DR Horton, the largest 
US homebuilder, reported a 15% 
rise in orders.
• Contracts to buy previously 
owned U.S. homes fell in 
November to their lowest level 
in nearly a year, a sign rising 
interest rates could be weighing 
on the housing market.
The new trend of rising rates are 
pressuring property valuations 
as homeowners wait for the 
new surge in demand to peak 
at some point, and that holds 
true for refinancing deals. 

Mortgage lenders are also 
anticipating the demand for 
refinancing existing home debt 
to rise to levels last seen in 
2000. Trading up market entails 
swapping out an historically 
low mortgage for a new higher 
rate loan. The economics should 
spur more homeowners toward 
home improvement projects 
than entering the homebuying 
market, padding house valuation 
even higher, at least for a short 
time. 
However, the surging valuations 
are sowing the seeds of the 
next housing market price 
downturn – as interest rates 
rise and affordability becomes 
an increasing headwind. Wage 
growth in January has been flat. 
Moreover, home price growth 
remains almost twice that of 
wage growth through January 
posted by the 20-city composite 
S&P Case Shiller Home Price 
Index.  There's another side to 
this equation: Those homebuyers 
willing and able to stretch to 
make those higher payments 
cannot spend this money on 
other things – a negative impact 
to growth. Falling mortgage rates 
have been a huge boon to home 
prices and the entire economy. 
But that process is going to get 
reversed. The housing picture is 
not brightening and most likely 
will not because the benefits of 
historically low interest rates are 
mainly behind us.

24


