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The Day Ahead: MBS May Have Gotten Too = MBS&Treasury Ma':fet/?(?tlj .
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Strong For Thelr Own GOOd MBS UMBS 6.0 100.39 +0.19
There's a bit of 20/20 hindsight in the observation that MBS strength MBS GNMA 6.0 100.53 +0.14
could/should only last for so long before experiencing a bit of a correction. 10 YR Treasury 4.3602 -0.0724

I'm not talking about outright price levels per se. Rather, MBS 'performance'
is measured against a benchmark for the asset class. 10yr Treasuries are the
most common.

30 YR Treasury 45297 -0.0761
Pricing as of: 7/3 5:59PM EST

As the Fed's bond buying campaign caused MBS prices to skyrocket, iz :E%Eﬁdr'l-l':{‘lq—]'—annie Mae 6.0
Treasuries were feeling pressure from increased Treasury issuance -
expectations (due to fiscal measures) among other things. More issuance =
more supply = lower prices and higher yields.

Here too, everything is relative. Obviously, Treasury yields managed to fall
quite nicely from March 19th through April 1st. They just didn't fall as much
as they could have without the looming issuance threat.

At the same time, MBS "issuance" (new originator supply) was dying down
due to wacky pricing and the shrinking credit box created by defensive g
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overlays. Other supply (from sellers who already had MBS to get rid of) was

quickly drying up due to massive Fed purchases during that time.
Average Mortgage Rates

The result was insanely high prices while Treasuries were merely doing Rate Change  Points

"really really well." If we chart the spread between MBS yields and Treasury Mortgage News Daily

yields we can see the initial surge of F.ed buying d.riving the sprea.ld to long- 30 Vr. Fixed 2 08% 20,05 0.00

term lows at the end of March. Then in early April as Treasury yields were

weakening slightly, MBS managed to improve, ultimately resulting in another 15 Yr. Fixed 6.45% -0.02 0.00

trip to the same strong spread levels. 30 Yr. FHA 6.55% -0.05 0.00
30 Yr. Jumbo 7.25% -0.04 0.00
5/1 ARM 7.07% -0.03 0.00
Freddie Mac
30 Yr. Fixed 6.86% -0.01 0.00
15 Yr. Fixed 6.16% +0.03 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: 7/3
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UMBS spread vs 10yr

The lower this line, the stronger
MBS are versus Treasuries.

Last Thursday's bounce

lined up with the once seen

in late March.
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At least some of yesterday's weakness can be attributed to a certain class of investor monitoring this spread and consciously
deciding to decrease their MBS holdings. Indeed, I've seen more than a few notes from trade desks in the past 48 hours

recommending a move to neutral from overweight. Granted, this alone isn't enough to cause the weakness, but it has been
contributing to it.

In the bigger picture, there are bigger concerns and bigger issues. These include several problems in the servicing market
causing investors to shy away from their typical level of demand. Backstops and bailouts aren't enough to fix those
problems. We need time and clarity on the forbearance issue. From a pure price standpoint, the concern is that "risk" has
turned a corner with respect to coronavirus. Bonds are doing their best to hold relatively sideways for now, but stocks

continue making a case for more optimism. The more than continues, the more MBS may face pressure from those macro
undercurrents.
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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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