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The Day Ahead: Bonds Begin Day Testing MBS & Treasury Mag('et/?(?ﬁj .
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MBS UMBS 6.0 100.61 +0.22

It could just be random December trading that ultimately proves to be MBS GNMA 6.0 100.74 +0.21

inconsequential, but every visit to the top of our recent ranges has to be 10 YR Treasury 4.2818 -0.0784
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taken seriously. Every time 10yr yields rise to test (or break) the 2.42% 30 YR Treasury 44857  -0.0440

barrier, we're at risk of seeing a broader shift in momentum with "snowball
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selling" potential.

Snowball selling occurs when traders set up "stop loss" levels--yields or TS Er:ﬂ&ﬂd{.ﬁ%nme Mae 6.0
prices at which they'll automatically sell in order to avoid further losses. _—
While that's a sound trading strategy in general (risk management 101, really),
things get a bit tricky when the important technical levels are widely agreed
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For instance, we've seen 10yr yields hit 2.42, or close to it, time and time ;Wlﬂ
again. Some traders might see the magic line in the sand at 2.415 while others
seeit at 2.43. Assoon as yields cross the first trader's stop-loss level, they
automatically sell. That selling pushes the yield slightly higher, potentially
crossing the stop-loss level for other traders who had slightly higher lines in
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the sand. A chain reaction of selling occurs and a snowball sell-off is

underway. Average Mortgage Rates

Today begins with bonds potentially teetering on the edge of such a move. Rate Change Points
Mortgage News Daily
30 Yr. Fixed 7.03% -0.05 0.00
15 Yr. Fixed 6.44% -0.01 0.00
30 Yr. FHA 6.50% -0.05 0.00
30 Yr. Jumbo 7.24% -0.01 0.00
5/1 ARM 7.05% -0.02 0.00
Freddie Mac
30 Yr. Fixed 6.95% +0.09 0.00
15 Yr. Fixed 6.25% +0.09 0.00
Mortgage Bankers Assoc.
30 Yr. Fixed 7.03% +0.09 0.62
15 Yr. Fixed 6.56% +0.09 0.54
30 Yr. FHA 6.90% +0.11 0.95
30 Yr. Jumbo 7.11% -0.01 0.50
5/1 ARM 6.38% +0.11 0.54

Rates as of: 7/5
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Day begins with bonds challenging both the

internal range as well as the longer term range et

worse - 2.450

stochastics breaking out _g;
of consolidative pattern
(bad)

slow stochastics edging over 50% line (bad)
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The other option is to view the trend
as having morphed into a linear uptrend
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Fortunately, bond buyers can also identify the higher end of the range as a buying opportunity. These traders would be like
therisk tolerant clients who choose to float their rate when rates are at the top of an established range. They're betting the
range holds and that they'll soon be able to lock when rates move back to the lower end of the range.

The only catch for those buyers is that a definitive range breakout (to higher rates) ALSO forces them to sell, further adding
momentum to the snowball. Bottom line, SOME poking and prodding above the 2.42% level isn't the end of the world, but if
we happen to see yields over 2.44%, more weakness is likely to follow.

Subscribe to my newsletter online at: http://housingnewsletters.com/richhomeloans
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Expert Advice | Exceptional Service | Flawless Execution

With 27+ years of expertise in mortgage banking you can be confident in my knowledge and abilities to deliver a seamless
loan transaction while providing personalized service.
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