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The Day Ahead: Can Bonds Weather Supply
Storm?

When someone asks a salty old bond market person why rates are doing what
they'd doing, they might get a seemingly dismissive reply: "supply and
demand!" No duh, salty old bond person. Of course supply and demand is
going to determine the price of almost anything, but we were looking for the
factors underlying the supply and demand. And the salty old bond guy might

reply:

"No, dummy. I mean SUPPLY and demand!
Look: https://home.treasury.gov/news/press-releases/sm1001 "

In other words, the conversation would concern the actual announcement of
additional supply. Granted, a certain amount of supply is always to-be-
expected when it comes to the bond market. Moreover, we already knew that
Treasury supply would have to increase substantially in order to finance the
coronavirus relief efforts (not to mention the revenue shortfall). But we
didn't know exactly how that supply would look.

As it happens, Treasury is explicitly stating a preference to push more of the
supply "out the curve" to longer duration securities. The additional of brand
new 20yr bonds was all we needed to confirm such a thing, but they've upped
amounts across the board (more long duration supply = bad for the rates we
care about).

The anticipated changes in auction sizes are presented in the table below in $ billion:

2-Year 3-Year 5-Year 7-Year 10-Year 20-Year 30-Year FRN
Apr-20 42 40 43 35 25 17 22
May-20 44 42 45 38 32 20 22 20
Jun-20 46 44 47 41 29 17 19 20
Jul-20 48 46 49 44 29 17 19 24

That's $43 billion additional dollars on the supply side of the equation in
May. And keep in mind, these are "anticipated" changes. It's not uncommon
to see them drift higher in the future. The net effect has been immediate and
obvious.
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MBS and Treasury

Price /Yield Change
MBS UMBS 6.0 99.43 -0.62
10 YR Treasury 49860 +0.0952
30 YR Treasury 5.3557 +0.0737

Pricing as of: 11/10 5:59PM EST

TN026 4155?\Phﬁnnie Mae 6.0

10-Mowv

10-Nov
Average Mortgage Rates
Rate Change Points
Mortgage News Daily
30YR Fixed 7.30% +0.12 0.00
15YR Fixed 6.92% +0.09 0.00
30YRFHA 6.89% +0.07 0.00
30YR Jumbo 7.40% +0.03 0.00
7/6 SOFR 6.80% +0.31 0.00
30YR VA 6.90% +0.07 0.00

Rates as of: 11/10

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.

Read or subscribe to my newsletter online at: http://housingnewsletters.com/richhomeloans
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While the longer-term chart doesn't look too troubling at the moment, we need to be cautious here. In a sideways
environment where we're unavoidably waiting on market movers that can't possibly arrive any time soon, traders love to
jump on opportunities to create some volatility. Money managers now have to reposition for higher-than-expected supply
in longer-dated Treasuries. That process can't play out in a few minutes. Many of them will sell now in the hopes of buying
more cheaply in the future.

Ultimately though, the coronavirus situation will be the key underlying narrative for the bond market. As long as it offers
massive suppression of the global economy, it will be hard for rates to spike as quickly as they did in March. The other
positive caveat is that this will naturally affect Treasuries more than MBS (but it will still affect MBS).

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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