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Agency Prepayment Model
Model Commentary: COVID-19 Impact and Market Volatility
COVID-19 and the markets reaction to it are unprecedented. For the past three weeks, the CMM102
was as low as 2.0 and as high as 3.5. Clients have observed some issues with our primary/secondary
spread model and projected primary mortgage rates, which we have been working to improve
together with other issues, such as media effect.

With regard to prepayment considerations due to COVID-19, discussions and observances continue
with the expectation that we will learn more over the coming days. We do expect to assume a lower
HPA, higher unemployment, longer persistence of higher P/S spreads, and likely some temporary
turnover slowdown on top of what is driven by HPA and unemployment due to the expected weaker
“home shopping” season.

Many Yield Book clients have expressed interest in viewing the model-projected primary/secondary
spreads and primary rates. While we are working on exposing them, we recommend the following to
clients:
Clients can use Yield Book’s “HistData” functionality to view the primary/ secondary spread CMM102
and daily primary 30 year model rate. The below chart uses March 18 as an example.
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From the table you can see that the current coupon CMM102 is 3.179, while the primary mortgage 30
year model rate is 4.170. The model primary secondary spread is the difference (4.170 – 3.179 = 99.1
bps).
Along the static path, we assume the CMM102 holds constant, and over 12-18 months the
primary/secondary spread reverts to a long term baseline value which is currently 65-80 bps.
Therefore, approximately 15 months from today, the model primary rate will be around 3.829-3.979
(3.179 + 0.65, 3.179 + 0.80).
Note that beginning with Model v21.5, the primary/secondary spread baseline level itself depends on
the estimated refinancible universe and the shape of the curve; the result tends to be tighter spreads
at times of excess capacity, more widening in modest rallies, and a lower spread when the curve is
flat. We therefore caution clients not to interpret the 65-80 bps as a constant, but rather a general
baseline.
With the above, users will have a rough idea of our immediate model projected primary/secondary
spread and primary 30 year rate and our model projected primary rate along the static path 12-18
months from now. Clients who want to express their view over the model can make use of the “P/S
Spread Level Shift” dial, which accepts a vector. If you select 10, it adds 10bps to the spread, and
hence 10 bps to the model projected mortgage primary rate. (See the screenshot on next page for an
illustration).
Even after we expose the path-wise primary secondary spread and primary rates on Yield Book, the
dials functionality will still be useful to clients.
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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
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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,
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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
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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
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