MBS Market Report

MBS Live Week Ahead: High Gear nCov Fear
Pushing Rates Toward All-Time Lows
By: Matthew Graham | Mon, Feb 24 2020, 10:58 AM
Coronavirus (or nCov for short) made more disconcerting headlines over the weekend
and has generally proven itself to be far more capable in that regard than it's long lost
cousin, SARS. When the nCov market narrative first emerged in mid-January, the
comparison to SARS was still unknown. Now that the virus is unequivocally spreading
faster, farther, and killing more people, markets are free to express more panic.
But why panic? It's not as if nCov will kill more people than the flu does each year, right?
So what's the big deal?
In short, the big deal is that everyone is used to dealing with the flu. There are wellestablished figured on how many people will probably get it and how many of those will
die. There's also a vaccine that is occasionally effective and that may at least mitigate
symptoms even if it fails to prevent infection.
nCov, on the other hand, is a new thing. There's no vaccine yet. There's no cure (fight it off
or die). There has even been some suggestion that the re-infection risk is much higher
than that of the flu. Despite all that, you'd still be well within your right to contend that it will
not wipe out humanity. I would not disagree, but that's not what matters.
What matters is simply that a NEW disease has been virulent and deadly ENOUGH to
force the global economy to slow down as events/plans are canceled or changed. These
events drive some small portion of economic growth. Combine that with the general fear
about going somewhere or doing something that the general public may feel in many
parts of the world and commerce/consumption is guaranteed to decreasing before our
very eyes by some yet-to-be-determined amount. The net effect for financial markets is a
flight-to-safety or a "risk-off" trade pushing bond yields and stock prices lower.

MBS & Treasury
MBS Prices
UMBS 5.0
UMBS 5.5
GNMA 5.0
GNMA 5.5

Price
100.03
101.34
100.20
101.23

Change
+0.05
+0.11
+0.02
+0.02

Pricing as of: 1/9 5:04PM EST

Treasuries
2 YR
5 YR
7 YR
10 YR
30 YR

Yield
4.2080
3.6670
3.6000
3.5270
3.6510

Change
-0.0498
-0.0379
-0.0371
-0.0329
-0.0331

Pricing as of: 1/9 5:30PM EST

Average Mortgage Rates

Mortgage Rates
30 Yr. Fixed
15 Yr. Fixed
30 Yr. Jumbo
5/1 ARM
30 Yr. FHA
30 Yr. VA
Rates as of: 1/9

The net effect for bonds specifically is a 10yr yield less than a decent few hours of trading
away from all-time lows.
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Rate
6.14%
5.40%
5.72%
6.05%
5.82%
5.85%

Change
-0.06
-0.30
+0.02
-0.16
-0.18
-0.20
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In this environment, please understand that MBS cannot, will not, and should not be doing
as well as Treasuries. You wouldn't really want them to anyway. Reason being: if MBS
improved that quickly and a few lenders decided to adjust rates accordingly, it would
produce massive lock fallout on top of the already massive prepayment speed increases.
The faster MBS are being paid off and the more locks that are falling out, the worse MBS
will be able to keep pace with Treasuries in the first place. MBS need to be the tortoise to
the Treasury's hare in this case. The upside is that even if the hare turns around and
heads back in the other direction, the tortoise (with its satchel of mortgage lender rate
sheets) could easily decide to keep heading for the finish line.
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