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The markets have been very volatile in the past week. On Friday Feb 28th, we saw a big rally on 

MBS prices. On Tuesday Mar 3rd, the Fed cut interest rate by half a percentage point, its biggest 

single cut in more than a decade. We have received client inquiries about model projections on 

current coupon, primary/secondary spread, and primary rates. Below, we provide you with the 

following information for your convenience: 

 

 

1. Current Coupon 

We adopted CMM102 as the current coupon. The methodology follows the methodology set up 

by TP ICAP, the arbiter of the CMM index. 

 

We note that the FNMA 30 year CMM102 moved below 2.5 after the big market rally on Friday 

02/28, and we now have to interpolate between 2.0 and 2.5 to arrive at CMM102. The major 

concern here is that we haven’t yet seen enough or significant trading volume on 2.0 TBAs; 

hence the quoted price might not be as reliable as those liquid coupons. On the other hand, 

ICAP introduced 2.0 into the calculation of CMM102 index on Friday 02/28. If the arbiter of the 

CMM index (ICAP) believes the pricing is reliable enough to use, then we believe it is 

appropriate for us to use as well. 

 

Another alternative is to use extrapolation, getting the price of 2.0 as the price of 2.5 minus the 

difference of prices of 3.0 and 2.5. However, this has its own limitations, because it tends to 

overestimate the 2.0 price and hence the CMM102 will be biased lower. 

 

We understand that some clients also choose to use yield of the lowest actively traded coupon 

as a proxy of the current coupon. This approach has inherent bias too, and we would rather 

choose the approach adopted by the arbiter of CMM index. 

 

 
2. Primary/Secondary Spread 

Our primary/secondary spread model has a long-term baseline, adjusted by the media effect, 

(the arithmetic average of 30-year mortgage rates over the past 15 months less the current rate). 

The media effect accounts for servicer capacity and servicer/borrower dynamics. 
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Under the current market rally, we expect to see a stronger media effect on primary/secondary 

spread, which widens the spread by 20-40 bps to 100-120 bps in the short term. The 

primary/secondary spread will gradually tighten to its long-term baseline, which currently is 

between 65-80 bps. 

 

Because we assume CMM102 holds constant along the static path, we will project primary 

mortgage rate to be around 3.4% and gradually ramps down to around 3.0% over the next 1.5 

years. Of course, along the forward curve or along any OAS path, the CMM102, the 

primary/secondary spread, and the projected primary rates will be different. Also note that given 

the current market volatility, we might see dramatic CMM102 changes and primary secondary 

widening in future. We will keep a close eye on all of this. 

 

We are working to expose path-wise primary secondary spread, primary 30 year, 15 year, and 

5x1 rates in Yield Book. Hopefully this should be available to clients in a future release which 

may bring additional transparency to our model. 

 

 

3. Primary Mortgage Rate 

Below we show a table along the static paths to give the clients a more intuitive feeling of the 

dynamics of the model projections. 
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We suggest the Yield Book users to make use of the P/S Spread Level Dial, which they can use 

to manage the primary rate themselves to levels above our projections if they feel our 

primary/secondary spread is too low or drops too quickly. The level dial adds the dial amount to 

the spread.  So if you put 10, it adds 10 bps to the spread. 
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4. TBA Definitions 

Some clients have pointed out that some of our TBAs have projected speeds lower than 

comparable pools, such as FNMA 3.0 TBA vs. FN BO3192. 

 

Previously, we set the retail channel percentage to 100% as a temporary measure to slow down 

the TBA speeds as some clients complained about our comparably shorter effective durations on 

TBA. If we compare the FNMA 3.0 TBA with FNMA BO3192, we can see that the TBA has 100% 

retail channel while the pool has roughly 23% retail, 77% correspondent. If we align the channel 

numbers, we can see that their speeds will be much more aligned. 

 

This modification is meant only as a temporary solution.  In the interim we have observed 

several Yield Book clients defining their own TBA stipulations via user bonds or simply selecting 

specific pools to use as a proxy.  We are considering moving to a basket of pools approach 

ourselves. For now the durations particularly on 2.5s and 3s are probably too short even with the 

temporary 100% retail channel modification. 

 

We are in the process of systematically reviewing all components that affect the effective 

duration such as term structure/MOATS, HPA assumptions, unemployment assumptions, TBA 

definitions and will be introducing them to a future model update. 

 

 
5. Future Speeds 

With the big market rally, mortgage rates have dropped significantly and have triggered the 

highest media effect the model has seen since 2012. The MBA refinance index soared 26% in 

one week and PIW also continues to gain momentum. We expect to see speeds increase in 

response to the ongoing rally. 

 

On the other hand, Coronavirus might bring some negative impact to speeds. The quarantine, 

business shutdowns, and travel restrictions might dampen the turnover speeds as fewer 

potential buyers will be able to shop around as freely as before. The Wall Street Journal had a 

good article on the impact of coronavirus on the mortgage industry, at 

https://www.wsj.com/articles/mortgage-rates-hit-record-low-but-coronavirus-may-deter-buyers-

11583417175. We will keep a close eye on all of this. 

https://www.wsj.com/articles/mortgage-rates-hit-record-low-but-coronavirus-may-deter-buyers-11583417175
https://www.wsj.com/articles/mortgage-rates-hit-record-low-but-coronavirus-may-deter-buyers-11583417175
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About FTSE Russell 

The Yield Book Agency RMBS Prepayment Model is co-owned by The Yield Book Inc. and Citi Global Markets Inc. 

FTSE Russell is a leading global provider of benchmarks, analytics and data solutions with multi-asset capabilities, 
offering a precise view of the markets relevant to any investment process. For over 30 years, leading asset owners, 
asset managers, ETF providers and investment banks have chosen FTSE Russell indexes to benchmark their 
investment performance and create investment funds, ETFs, structured products and index-based derivatives. FTSE 
Russell indexes also provide clients with tools for performance benchmarking, asset allocation, investment strategy 
analysis and risk management. 

About Yield Book 

Yield Book by FTSE Russell is a trusted and authoritative source for fixed income analytics that enables market 
makers and institutional investors to perform complex analysis of their portfolios, benchmarks, trading decisions, 
historical performance, and risk. Yield Book products offer analytical insight into an extensive range of financial 
products in the fixed income space including governments, agencies, corporates, high yield, emerging markets, 
mortgages, ABS, CMBS, CMOs, and derivatives. The platform utilizes dedicated centralized servers that help ensure 
reliable, prompt data delivery.  

 To learn more, contact us at sales@yieldbook.com or visit our website: yieldbook.com 

 Americas 

+1 646 989 2200 

EMEA 

+44 20 7334 8963 

Asia-Pacific 

Hong Kong +852 2164 3333 
Tokyo +81 3 4563 6346 
Taipei +866 2 8726 9778 

 
© 2020 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE 
International Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital 
Markets Limited (together, “FTSE Canada”), (4) MTSNext Limited (“MTSNext”), (5) Mergent, Inc. (“Mergent”), (6) FTSE Fixed Income LLC (“FTSE 
FI”), (7) The Yield Book Inc (“YB”) and (8) Beyond Ratings S.A.S. (“BR”). All rights reserved.  

FTSE Russell
®
 is a trading name of FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE FI, YB and BR. “FTSE

®
”, “Russell

®
”, “FTSE Russell

®
”, 

“MTS
®
”, “FTSE4Good

®
”, “ICB

®
”, “Mergent

®”
, “The Yield Book

®
”, “Beyond Ratings

®”
  and all other trademarks and service marks used herein 

(whether registered or unregistered) are trademarks and/or service marks owned or licensed by the applicable member of the LSE Group or their 
respective licensors and are owned, or used under licence, by FTSE, Russell, MTSNext, FTSE Canada, Mergent,  FTSE FI, YB or BR.  FTSE 
International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator. 

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE Group, from 
sources believed by it to be accurate and reliable. Because of the possibility of human and mechanical error as well as other factors, however, such 
information and data is provided "as is" without warranty of any kind. No member of the LSE Group nor their respective directors, officers, 
employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly, either as to the 
accuracy, timeliness, completeness, merchantability of any information or of results to be obtained from the use of FTSE Russell products, 
including but not limited to indexes, data and analytics, or the fitness or suitability of the FTSE Russell products for any particular purpose to which 
they might be put. Any representation of historical data accessible through FTSE Russell products is provided for information purposes only and is 
not a reliable indicator of future performance. 

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners or 
licensors for (a) any loss or damage in whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or other 
circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, communicating or delivering any 
such information or data or from use of this document  or links to this document or (b) any direct, indirect, special, consequential or incidental 
damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such damages, resulting from the use of, or 
inability to use, such information.  

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing 
contained herein or accessible through FTSE Russell products, including statistical data and industry reports, should be taken as constituting 
financial or investment advice or a financial promotion.  

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown may not 
represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance 
presented prior to the index inception date is back-tested performance. Back-tested performance is not actual performance, but is hypothetical. The 
back-test calculations are based on the same methodology that was in effect when the index was officially launched. However, back-tested data 
may reflect the application of the index methodology with the benefit of hindsight, and the historic calculations of an index may change from month 
to month based on revisions to the underlying economic data used in the calculation of the index. 

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that 
ultimately may prove to be inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by various 
factors that may cause actual results to differ materially. No member of the LSE Group nor their licensors assume any duty to and do not undertake 
to update forward-looking assessments.  

mailto:sales@yieldbook.com
https://wwwyieldbook.com/
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No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, 
photocopying, recording or otherwise, without prior written permission of the applicable member of the LSE Group. Use and distribution of the LSE 
Group data requires a licence from FTSE, Russell, FTSE Canada, MTSNext, Mergent, FTSE FI, YB, BR and/or their respective licensors. 

 

TO THE EXTENT THAT ANY INDICATIVE PRICING INFORMATION IS PROVIDED HEREUNDER (THE “VALUATION”) AS PART OF THE DATA 

AND/OR MODELS, SUCH VALUATION IS BEING PROVIDED AT CUSTOMER’S REQUEST FOR CUSTOMER’S INFORMATION PURPOSES 

ONLY AND IS NOT INTENDED AS AN OFFER OR SOLICITATION FOR PURCHASE OR SALE OF A SECURITY OR A CONTRACTUAL 

OBLIGATION (COLLECTIVELY, THE “FINANCIAL INSTRUMENTS”), INCLUDING THE FINANCIAL INSTRUMENTS SPECIFIED HEREIN. ANY 

VALUATION IS ONLY AN ESTIMATE AS OF THE DATE PROVIDED AND THE ACTUAL MARKET PRICE OF THE FINANCIAL INSTRUMENTS 

CAN BE DETERMINED ONLY WHEN AND IF EXECUTED IN THE MARKET; CONSEQUENTLY, ANY VALUATION MAY NOT REFLECT 

LEVELS AT WHICH: (A) ACTUAL TRANSACTIONS MAY OCCUR OR HAVE OCCURRED OR (B) COLLATERAL CALLS MAY BE MADE. THERE 

MAY BE NO OR MAY NOT HAVE BEEN ANY SECONDARY TRADING MARKET FOR ANY SUCH FINANCIAL INSTRUMENTS. ANY 

VALUATION MAY INCORPORATE INFORMATION FROM THE MOST ACTIVE MARKETS TO WHICH A SOURCE HAS ACCESS AND, 

CONSEQUENTLY, MAY NOT REPRESENT AN ESTIMATE OF THE VALUE OF THE PARTICULAR FINANCIAL INSTRUMENT IN THE MOST 

ACTIVE MARKET TO WHICH OTHERS MAY HAVE ACCESS. 

 

Any Valuation is only an estimate of LSE Group or third-party data providers as to the general value of the specified Financial Instruments, as of the 

dates indicated, and are subject to change at any time without notice. Each Valuation is only one view as to the estimated general value of a 

particular Financial Instrument at a particular point in time.  

 

Any Valuation may take into account a number of factors including, but not limited to, any one or more of the following: (a) general interest rate and 

market conditions; (b) macroeconomic and/or deal-specific credit fundamentals; (c) valuations of other financial instruments which may be 

comparable in terms of rating, structure, maturity and/or covenant protection; (d) investor opinions about the respective deal parties; (e) size of the 

transaction; (f) cash flow projections, which in turn are based on assumptions about certain parameters that include, but are not limited to, default, 

recovery, prepayment and reinvestment rates; (g) administrator reports, asset manager estimates, broker quotations and/or trustee reports, and (h) 

comparable trades, where observable. LSE Group’s view of these factors and assumptions may differ from other parties, and part of the valuation 

process may include the use of proprietary models. Any Valuation is based upon information derived from sources believed to be reliable; however, 

LSE Group have not independently verified such information. In addition, reports may be available only periodically and with a delay and 

accordingly, where any Valuation relies upon the most recently available information in such reports for a transaction, any Valuation may be based 

on information that may not be current as of the valuation date. 

 

LSE Group is not acting as your advisor, agent or fiduciary in providing any Valuation to you. To the extent permitted by law, LSE Group expressly 

disclaim any responsibility for or liability (including, without limitation liability for any direct, punitive, incidental or consequential loss or damage, any 

act of negligence or breach of any warranty) relating to: (a) the accuracy of any models, market data input into such models or estimates used in 

deriving any Valuation, (b) any errors or omissions in computing or disseminating any Valuation, (c) any changes in market factors or conditions or 

any circumstances beyond LSE Group’s control, and (d) any uses to which such Valuation is put. You are responsible for your own independent 

verification and should consult with your own auditors and other advisors with respect to any Valuation and before deciding the uses to which any 

Valuation may be put. Specifically, LSE Group does not assert that any Valuation is appropriate for the purposes of valuing particular Financial 

Instruments in your financial statements in accordance with the requirements of your local accounting framework (for example FASB Statement No. 

157 “Fair Value Measurements” under US GAAP or International Accounting Standard No. 39 “Financial Instruments: Recognition and 

Measurement”). 

 

LSE Group and any third-party data provider may make a market in or engage in transactions in the Financial Instruments referred to herein. Any 

Valuation may be affected by those parties’ own transactions and own quotations.  

 


