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The Federal Reserve hinted at tapering their $85 billion-a-month bond-buying program sooner than later in the latest 

Fed minutes released on Wednesday from their October meeting.  This caused the yield on the 10-year treasury to 

jump to its highest close since September 17.  Yields were on the decline before this due to accommodative policy 

talk from the Fed and softer economic data.  It is unlikely that the Fed would make any drastic policy changes at their 

last meeting of the year on December 17-18 but this opens the door for a reduction in the early part of 2014. 

 

A strengthening economy increases the likelihood of a Fed slowdown in bond buying.  Advance estimates for third 

quarter GDP growth and October job growth numbers were both stronger than expected which caused yields to spike 

earlier in November.  The economy grew at a 2.8% clip during the third quarter which matches its quickest pace in a 

year while residential investments jumped 14.6% during the quarter.  The labor market continues to improve as initial 

jobless claims declined to their lowest levels since the end of September this past week while the economy added 

204,000 jobs in October. 

 

The chart below highlights some of the key moves so far this year for the 10-year treasury while we also analyze 

what a Fed taper would mean for the housing industry: 

 

 

 Mortgage rates are considerably lower than their historical average.  To put this into perspective, 

during the housing bubble, rates were averaging in the 5% and 6% range.  Even if rates increased from 

here, we would still be running below those 2002-2005 levels.  The 30-year fixed rate mortgage averaged 

8.5% over the past 41 years which means we are still significantly below the historical average. 

 

 Taper not terminate bond buying.  Even if the Fed starts scaling back their bond buying, they have stated 

that monetary policy will remain extremely accommodative for the foreseeable future.  Soft inflation data 

released this week gives the Fed plenty of flexibility to stimulate the economy.  This means that QE will likely 

continue but just in a smaller dose.  This is positive for housing because it will give employers the 

confidence to keep hiring which will lead to more demand for housing. 

 

 Rates should remain capped.  The yield on the 10-year treasury has not exceeded 3% since July 2011.  

They reached a high of 2.98% in early September but dropped back down after the Fed decided not to 

taper.  Around that time, the 30-year fixed rate mortgage was averaging a little below 4.60%.  This still 

leaves plenty of room before mortgage rates even reach 5%.  With the ability to keep QE going, expect the 

Fed to keep a cap on rates unless inflationary price pressure arises. 

 

 

While higher rates may briefly take some steam out of the market, it is a positive sign that underlying fundamental 

trends are improving in the economy.  The Fed is also discussing reducing the 6.5% unemployment rate threshold 

and/or not raising rates unless inflation rises above a certain level.  Such discussion should confirm their commitment 



 

 
 

to propping up the economy.  Combine a highly accommodative Fed with improving economic trends and we should 

see a very favorable environment for housing going into 2014. 

 

 

About Meyers Research 

Meyers Research is a premier consulting practice for the residential industry, providing a national perspective as well as local 

expertise to homebuilders, multifamily developers and financial institutions. The company is based in Beverly Hills, CA with a team 

of 35 employees. To learn more, please visit www.meyersresearchllc.com.  

 

About Kennedy Wilson 

Founded in 1977, Kennedy Wilson is an international real estate investment and services company headquartered in Beverly Hills, 

CA with 24 offices in the U.S., U.K., Ireland, Spain and Japan. The company offers a comprehensive array of real estate services 

including auction, conventional sales, property services, research and investment management. Through its fund management and 

separate account businesses, Kennedy Wilson is a strategic investor of real estate investments in the U.S., U.K., Ireland and Japan. 

To learn more, please visit www.kennedywilson.com.  
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