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MBS Recap: Uneventful Gains and a MBS & Treasury Market Data
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Discussion About "Escape Velocity MES UMES 6.0 10040 015
It was almost a wholly uneventful day for bond markets. If not for the fact MBS GNMA 6.0 100.78 +0.04
that trading levels improved day-over-day, there wouldn't be much to talk 10 YR Treasury 4.4223  +0.0454
about apart from technicals. For more on the relevant technicals, check out 30 YR Treasury 45610 +0.0549
the Day Ahead.

Pricing as of: 5/17 5:59PM EST

Away from bond markets, the day was made interesting by the news that FHA R
MIP premiums are dropping (by 25bps for most). Here's the full story with a et gﬂWEE}-\—nnie Mae 6.0
table of the various changes.

But back to technicals... The breakout of the long-term bull market in bonds k

(since 1981) is a hot topic these days. To be sure, this definitely won't be the 4 ".“" rH; ervq’d

last time we talk about it. Today's opportunity comes from an article in the M M
news stream from Bloomberg that mentions the "escape velocity" level that

will let us know bonds have sold-off enough for the trend to be breaking.
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If you've read anything I've written recently, there's nothing new here. In fact,
it's just a paragraph without any analysis. But there were a few questions in g
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MBS Live chat as to whether or not this is a fair level.
Please understand that the break of the long-term trend just doesn't work Average Mortgage Rates
like that! There's not some magic line in the sand that, once crossed, signifies Rate Change  Points
the end of the tre!'ld. W.e (.:an wath:I technical levels for gen.eral indications as Mortgage News Daily
to how the Frend is SL.,II’VI\./II’Ig or dy|r}g, but even then, th.ere is no hard and fast 30 Vr. Fixed 2 09% +0.07 0.00
rule for which technical interpretation we should be using.
15 Yr. Fixed 6.56% +0.03 0.00

Just for the sake of reconciling the "2.80%" claim from the article, sure... that 30 Yr. FHA 6.62% +0.07 0.00
could be a level to watch. But so could 2.§%, 3.1%, 2.9%, and many others. 30 Yr. Jumbo 735% +0.04 0.00
We can make a case for all four of those in the chart below. Each

. 5/1 ARM 7.30% +0.06 0.00
corresponds to a beginning and end of year mark on one of two upper )
trendlines. Both lines are standard deviations of a linear regression of 10yr Freddie Mac
yields going back to 80's. One is narrower. One is wider. The narrow one is 30 Yr. Fixed 7.02% -0.42 0.00
crossing the 2.80% territory right now at the beginning of the year, but will be 15 Yr. Fixed 6.28% -0.48 0.00

at 2.60% by the end of the year. The wider line falls from 3.1% to 2.9% over

; Mortgage Bankers Assoc.
the same time.

30 Yr. Fixed 7.08% -0.10 0.63
15 Yr. Fixed 6.61% +0.01 0.65
30 Yr. FHA 6.89% -0.03 0.94
30 Yr. Jumbo 7.22% -0.09 0.58
5/1 ARM 6.56% -0.04 0.66

Rates as of: 5/17
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Measuring a break of the long-term k Al
trend: it depends when it happens and
which trendline you're following.
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There are 47 other ways we could come up with 47 other levels, but it doesn't much matter considering a diagonal trend was
never meant to last forever when it comes to interest rates (though Europe and Japan tried their best!). Unless bonds find
another reason to push the rally to all-time lows, we'll soon be sliding sideways out of the long-term trend in the bigger
picture, and that will have absolutely no bearing on where we go next.
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