


Vol. 2021, Issue I

In the News
Here’s what they say; here’s what we see.

This newsletter provides an insight into how
market analytics and statistical interpretation is
used to support or persuade. We take a news
item and contribute an evidence-based
perspective regarding the claim. This week, we
look at the potential impact of in�ation on
mortgage rates.
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Article Summary
The U.S. economy is still seeing the e�ects of
the coronavirus. Between the �rst and second
week of May, the 30-year �xed mortgage rate
decreased according to Freddie Mac, following
the same pattern as the benchmark mortgage
rate, which has fallen since the end of March,
when it had been the highest since June 2020.
The 15-year �xed rate mortgage and 5-year
Treasury-indexed adjustable-rate mortgage also
have decreased.

Low rates tend to bene�t homeowners by
re�nancing as well as buyers that are dealing
with increasing home prices, a large demand,

and a decreasing supply of homes. Mortgage
rates have decreased despite the potential for
increased in�ation in the economy. Consumer
goods have reached their highest price since
2008, according to the Consumer Price Index.
There are also reports of in�ation on wholesale
prices.

Concerns over in�ation combined with the
supply in the market, in theory, should cause
mortgage rates to increase along with Treasury
yields (the 10-year Treasury yield has risen this
month). These concerns have been dismissed
by the Federal Reserve; they have been deemed
a “pandemic-related �uke.” If in�ation
continues for a longer period, the Federal
Reserve may potentially react by increasing
interest rates, which in turn could a�ect
mortgage rates.

What the Evidence Shows
Graph 1:
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Graph 1 shows that Treasury yields and
mortgage rates followed a similar pattern in
2019; however in the middle of 2020, mortgage
rates continued to decrease while 5 and 10-year
Treasury yields steadily increased, indicating a
shift in the relationship between variables.

Graph 2:

Mortgage rates and the Consumer Price Index
are shown in Graph 2. The Consumer Price
Index scale is between 220 and 270 points,
while the scale for Mortgage Rate is 0-5
percent. The two variables have an overall
indirect relationship, with mortgage rates
trending downwards between 2019 and late
2020 and the Consumer Price Index trending
upwards in that timeframe. By the end of 2020,
mortgage rates and the Consumer Price Index
were increasing, but a sharp decrease in
mortgage rates in April 2021 inversed the
relationship again. Overall, the Consumer
Price Index, an indicator of in�ation in the
economy, has the potential to increase in the
next few months, but mortgage rates have the

potential to decrease. Considering the data
from 2019, this trend is to be expected.

Takeaways
The customary economic indicators have
changed their behavior since the coronavirus
shocked the global economy. Now, a little over
a year from the beginning of the pandemic, the
relationships between economic indicators
have changed: mortgage rates and Treasury
yields are not following the same pattern and
the relationship between mortgage rates and
Consumer Price Index is changing. Although
the Federal Reserve has indicated that the
current increase in prices is temporary and
related to the pandemic, a continuous increase
in the CPI over several months will likely mean
that the Fed will have to step in and increase
interest rates to control in�ation.

The impact of these changes on predictive
models may be signi�cant. Predictive models
typically do not account for shocks in the
economy, and therefore may not be prepared
for a change in the relationship between
economic indicators.


