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DISCUSSION AGENDA

• Market Landscape
• Mortgage Rates | Prepayments | Spreads and Yields | Production | Delinquencies

• Forbearance
• Review | What’s happened? | What’s next?

• Prepay Models and Performance
• Perfect “test” environment | Benefits of using robust models | Historical comparison

• Relative Value
• What’s your exposure? | Risks to focus on | Practical relative value decisions

• Resources
• Performance Architect | Sector Updates, Prepay Commentary | Investment Alternatives Matrix
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Market Landscape



MARKET LANDSCAPE
Mortgage Rates – How low did they go?

11/8/2018
10-Year TSY: 3.24
15-Year Rate: 4.33
30-Year Rate: 4.94

1/1/2020
10-Year TSY: 1.92
15-Year Rate: 3.19
30-Year Rate: 3.74

5/26/2020
10-Year TSY: 0.70
15-Year Rate: 2.70
30-Year Rate: 3.24

4

6/10/2021
10-Year TSY: 1.49
15-Year Rate: 2.23
30-Year Rate: 2.96

1/7/2021
10-Year TSY: 1.08
15-Year Rate: 2.16
30-Year Rate: 2.65

10-Year TSY: -132 bps
15-Year Rate: -114 bps
30-Year Rate: -120 bps

10-Year TSY: -122 bps
15-Year Rate: -49 bps
30-Year Rate: -50 bps 10-Year TSY: +38 bps

15-Year Rate: -54 bps
30-Year Rate: -59 bps

10-Year TSY: +41 bps
15-Year Rate: +7 bps
30-Year Rate: +31 bps

Source: Bloomberg, Freddie Mac, Vining Sparks
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MARKET LANDSCAPE
Prepayments: Perspective From June 2020 Webinar

MBS Attract Investors 
in Low-Yield World

Mortgage Rates Hit Record Low, 
but Coronavirus May Deter Buyers

Mortgage Brokers Hire Like 
Mad to Handle Demand as 

Rates Plunge

Mortgage demand from homebuyers 
shows unexpectedly strong and quick 

recovery, as applications spike 9% from 
a year ago

UWM Now Offering 
Mortgage Interest Rates 

as Low as 2.5%
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5
Mortgage 
Rates Hit 

Another All-
Time Low
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MARKET LANDSCAPE
Prepayments: More Recently

May 2020 (Housing Wire) UWM Now Offering Mortgage Interest Rates as Low as 2.5%

“According to UWM, the sub-3% interest rate will be available on conventional loans, both purchase and rate and term refinances. But the 
program is not available for cash-out refis.”

July 2020 (Freddie Mac) Mortgage Rates Hit All-Time Record Low Heading Into Holiday Weekend

“…showing that the 30-year fixed-rate mortgage (FRM) averaged 3.07 percent, the lowest rate in the survey’s history dating back to 1971.”

September 2020 (WSJ) Mortgage Refinancings Boom, Even as Coronavirus Hits Economy

“The mortgage market’s response to the pandemic is the latest in a series of seemingly opposing indicators of Americans’ financial health.

November 2020 (WSJ) Mortgage IPO Boom Faces Market Turbulence

“At least six of the 30 largest U.S. mortgage lenders have gone public this year or are seeking to, according to industry-research group Inside 
Mortgage Finance.”

March 2021 (WSJ) 30-Year Mortgage Rate Tops 3% for First Time Since July

“Mortgage rates fell throughout most of 2020 after the Covid-19 pandemic ravaged the economy. That helped power the biggest boom in 
mortgage lending since before the financial crisis, fueled by refinancings. When rates hit 2.98% in July, it was their first time under the 3% mark 
in about 50 years of record-keeping.”

https://www.housingwire.com/articles/uwm-now-offering-interest-rates-as-low-as-2-5/
https://freddiemac.gcs-web.com/news-releases/news-release-details/mortgage-rates-hit-all-time-record-low-heading-holiday-weekend
https://www.wsj.com/articles/mortgage-refinancings-boom-even-as-coronavirus-hits-economy-11599557401
https://www.wsj.com/articles/mortgage-ipo-boom-faces-market-turbulence-11604313001
https://www.wsj.com/articles/30-year-mortgage-rate-tops-3-for-first-time-since-july-11614870208
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MARKET LANDSCAPE
Prepayments: More Recently

UWM Now Offering 
Mortgage Interest Rates as 

Low as 2.5%

Mortgage Rates Hit All-Time 
Record Low Heading Into Holiday 

Weekend

Mortgage Refinancings Boom, 
Even as Coronavirus Hits Economy

30-Year Mortgage 
Rate Tops 3% for 

First Time Since July

Mortgage IPO Boom 
Faces Market Turbulence1
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MARKET LANDSCAPE
Mortgage rates at or near all time lows

8

1

2

3



9

MARKET LANDSCAPE
Issuance by Coupon: FNMA 15-Year MBS

Source: eMBS, Vining Sparks
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MARKET LANDSCAPE
Prepayments: 15-Year MBS

Source: Bloomberg, Vining Sparks
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MARKET LANDSCAPE
Issuance by Coupon: FNMA 20-Year MBS

Source: eMBS, Vining Sparks
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MARKET LANDSCAPE
Prepayments: 20-Year MBS

Source: Bloomberg, Vining Sparks
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MARKET LANDSCAPE
Issuance by Coupon: FNMA 30-Year MBS

Source: eMBS, Vining Sparks
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MARKET LANDSCAPE
Prepayments: 30-Year MBS

Source: Bloomberg, Vining Sparks



MARKET LANDSCAPE
Home prices defy initial COVID fears and skyrocket

15Source: FHFA, Vining Sparks



MARKET LANDSCAPE
Understatement – Housing supply is very tight

16Source: Bloomberg, National Association of Realtors, Vining Sparks

2.4

1.9 months of 
supply was 
record low in 
January 2021.



MARKET LANDSCAPE
We’ve come a long way, a look at the top 15 MSAs as of 3/2021

17Source: Urban Institute and Black Knight HPI

It is estimated that U.S. 
home prices increased 
74.8% from 2000 until 
the financial crisis 
peak. 

They then declined 
25.2% and since then 
have increased 81%. 

This puts U.S. home 
prices 35.3% above 
pre-crisis highs.



MARKET LANDSCAPE
Lower mortgage rates help, but affordability is being stretched

18Source: Urban Institute

Mortgage affordability 
is defined as the share 
of median family 
income devoted to the 
monthly principal, 
interest, taxes, and 
insurance payment 
required to buy the 
median home.
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MARKET LANDSCAPE
Cashout Refinances Continue Upward Trend with Increased Home Values

Source: Freddie Mac, Vining Sparks



MARKET LANDSCAPE
The Fed has been busy (yes that is Trillions of $)

20Source: St. Louis Federal Reserve FRED, Vining Sparks



MARKET LANDSCAPE
The Fed has been busy (yes that is Trillions of $)

21Source: St. Louis Federal Reserve FRED, Vining Sparks



MARKET LANDSCAPE
The Fed owns nearly 1/3 of Agency MBS

22Source: Bloomberg, Vining Sparks



MARKET LANDSCAPE
Have owned north of 35% in the not too distant past

23Source: Bloomberg, Vining Sparks



MARKET LANDSCAPE
Federal Reserve activity in regards to total issuance

24Source: Urban Institute, eMBS, FRBNY, Vining Sparks

Fed Purchases of Agency MBS Securities

March 2020 - $292 Billion (over 100% of issuance)
April 2020 - $295 Billion (over 100% of issuance)
April 2021 - $120 Billion (32% of issuance)
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MARKET LANDSCAPE
Loans in Serious Delinquency/Foreclosure

Source: MBA, Urban Institute, Vining Sparks

1
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Unlike the financial crisis, 
foreclosures remain at/near 
historical lows due to, among 
other things, the option to enter 
into forbearance. 

Other factors include increased 
lending standards and low 
percentage of borrowers with 
negative equity.



MARKET LANDSCAPE
15-Year MBS Current Coupon Historical Spread
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MARKET LANDSCAPE
30-Year MBS Current Coupon Historical Spread
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MARKET LANDSCAPE
Investment Alternatives Matrix – Agency MBS
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Forbearance
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FORBEARANCE
Quick refresher – Government backed mortgages

• CARES Act granted payment relief to homeowners with federally-backed mortgages, up to 12 months 
initially, extended to 18 months – earliest required exits would occur in/around September

• Foreclosure and REO evictions banned until 6-30-2021, borrowers in forbearance are immune

• When a borrower exits forbearance, there are options for the missed payments

• Servicers are required to evaluate borrowers for one of the several options
• Payment Deferral Option – borrower resumes normal monthly payment, missed payments are due whenever they 

sell their home, refinance, or maturity

• Repayment Plan – part of past-due balance is added to regular monthly payment (up to 12 months)

• Reinstatement – borrower makes a lump sum payment

• Loan Modification – terms of loan are changed, lower interest rate and/or increased term



31

FORBEARANCE
A look back: How many borrowers are in forbearance?

MBA Share of Mortgage Loans in Forbearance Increases to 8.36% (5/26/2020)

1

2

Source: MBA, Vining Sparks

We didn’t know it 
last year, but we 
were 1-2 weeks 
away from peak 
forbearance.

https://www.mba.org/2020-press-releases/may/share-of-mortgage-loans-in-forbearance-increases-to-836
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FORBEARANCE
Current: How many borrowers are in forbearance?

MBA Share of Mortgage Loans in Forbearance Slightly Decreases to 4.16 Percent (6/7/2021)

Source: MBA, Vining Sparks

1

2

https://www.mba.org/2021-press-releases/june/share-of-mortgage-loans-in-forbearance-slightly-decreases-to-416-percent
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FORBEARANCE
What’s next, wait and see?

• From an investor standpoint, it’s generally good news when forbearance/foreclosure dates are 
pushed out into the future as the potential for return of principal at par is delayed

• Loans in forbearance have declined already by over 50%, so the overall population is smaller

• An exit from forbearance does not mean a loan is bought out of a pool (prepayment)

• Servicers are required to evaluate borrowers for one of the several options
• Payment Deferral Option – borrower resumes normal monthly payment, missed payments are due whenever 

they sell their home, refinance, or maturity (loan not bought out)

• Repayment Plan – part of past-due balance is added to regular monthly payment (loan not bought out)

• Reinstatement – borrower makes a lump sum payment (loan not bought out)

• Loan Modification – terms of loan are changed, lower interest rate and/or increased term (loan is bought out)



Prepay Models and 
Performance
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PREPAY MODEL PERF.
Models Matter

• Income and Cashflow are highly dependent on prepayment assumptions

• Models forecast borrower behavior based on numerous inputs (see next slide)

• A good prepayment model will help you
• Better understand the risk of an investment

• The potential to help identify relative value opportunities (and also what to avoid)
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PREPAY MODEL PERF.
Benefits of a robust model – many factors accounted for

Source: Yield Book



Median/Consensus

The first “model”?

Lives on primarily as 
MBS/CMO Pricing 

Convention

PSA based, hasn’t 
kept up with 

consumer or tech 
behavior

BPM

Good step-up from 
Median but struggled 

to compete

Never seemed to 
develop a following

Will be retired, 
currently un-

supported

BAM

Bloomberg’s “new” 
model

Good compliment to 
other widely used 

models

Have likely seen this 
already from brokers

Yield Book

Our “Core Analytics” 
are processed using 

Yield Book

In operation, now for 
30+-Years

Widely used, highly 
regarded, 3rd party 

model

Available via Bloomberg Terminals

PREPAY MODEL PERF.
Quick landscape

37
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PREPAY MODEL PERF.
Predicting human behavior - not bad, all things considered
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PREPAY MODEL PERF.
Predicting human behavior - not bad, all things considered
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PREPAY MODEL PERF.
Predicting human behavior - not bad, all things considered



Relative Value



42

RELATIVE VALUE
What’s your exposure?

• What is the risk to your total balance sheet?
• Rates Rising, Rates Falling, Current earnings pressures, Liquidity

• Almost always a combination

• Most balance sheets have risk to Rates Declining Current Earnings
• Any further spread compression in investments, even absent rate declines, will hurt earnings

• Current rate environment has been detrimental to earnings, has gotten better though

• You must prepare for risk before it is realized
• Buying insurance after an event has occurred will be more costly than usual

• Many have done a good job here
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RELATIVE VALUE
Recap, risks, and practical approaches

• Lower mortgage rates have driven prepayments higher, though they have trended lower the past two months

• Spreads are generally tighter but there is more certainty (and lower coupons) than this time last year

• Prepay risk is still #1 on my radar, Fed exit is distant #2
• If rates move back up, from a balance sheet perspective most depositories would benefit as overall earnings pressures would decline
• Fed exit or big decrease in purchases potentially accretive to future purchases, still all about the marginal buyer though

• What are ways to avoid prepay risk and still earn a competitive return?
• All else equal, lower coupons (straight or cut) will decrease the price
• Characteristics that make prepayments less likely (low loan balance, 100% NY)
• What about forbearance? Might make a difference on the margin, the COVID-deferral option likely to be most popular

• Use robust prepayment models (Yield Book and BAM)
• The last time anything similar to COVID-19 happened was 100 years ago!
• Pay attention to borrower WAC and how low you think mortgage rates can go
• Models aren’t omnipotent, no one knows what will happen, supplement with common sense approaches
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RELATIVE VALUE
15-Year MBS: Prepay protection isn’t just about coupon
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RELATIVE VALUE
30-Year MBS: Prepay protection isn’t just about coupon
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RELATIVE VALUE
Sideways markets, low volatility, what happens next?

1
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RELATIVE VALUE
Cut-Coupon CMOs, relief for premium fatigue

1

2
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RELATIVE VALUE
Closing Thoughts

• Can help to shy from areas of the MBS Market (TBA eligible) where the Fed is intervening
• Don’t forget CMOs, ability to structure coupons lower than collateral is very popular

• Give up of liquidity can enhance returns

• Depositories flush with liquidity

• Models do not dictate returns, reality does

• Use good 3rd party models (Yield Book, BAM)
• I  like to “frame” them with a margin of error and consider potential returns

• Invest with your entire balance sheet in mind
• Not always easy, even in “normal” times
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Closing and Questions

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together
with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been
prepared for general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This
information is, by its very nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness
of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot
be assured; therefore, the actual results achieved during the projection period may vary from the projections. The firm may have positions, long or short, in any or all securities mentioned.
Member FINRA/SIPC.

I appreciate your valuable time.

Kevin A. Smith, CFA
Director of Investment Product Strategies

ksmith@viningsparks.com


