
With respect to yesterday's note below, an error was made in the translation to my assistant that 
is important to clarify. Premium coupon mbs were not off 4 points, rather lost 4 to 8 ticks relative 
to lower current coupons, which is still very notable. The only explanation for a move like this was 
fear over these two research reports, released suspiciously simultaneously, as if they were a trial 
balloon. 
 
If the Admin announces this program, then premium coupons will experience coupon chaos 
where a four point loss on the premium coupon speculative mega-bubble will come in a tick, 
taking speculators out in a flash. And premium coupons are indeed in a spec coupon cutting 
bubble -- Fannie 6.5's are around 110-, which is 4 to 6 full points higher than anytime during the 
bubble years.
 
Sorry about the confusion. But don't let it take your eye off this ball. With respect to this 
stimulus, it is easy to implement and would be well accepted vs. turning on the printing press 
again. Hey, if .gov is on the hook for all these mortgages with an average 6% rate then being on 
the hook at 4.5% to 5% can only benefit their risk profile. And for the Fed who owns most of 
the less liquid 4% and 4.5% GSE coupons this puts a better bid into their portfolio allowing for a 
much better unwind. For incumbents in Nov, this could also be a huge win.
 
Longer term, however, there will be unintended consequences, as this will be the last refi-boom 
for the indefinite future regardless of where mortgage rates go. A lot of businesses and jobs 
depend on a solid flow of refi's. And I don't think it will effect the default and foreclosures 
universe much.  Those that would qualify for this program do not fit the profile of the typical 
defaulter. More than likely without this program, this borrower would apply and qualify for a 
mortgage mod and complete the trail period just fine. If they chose to strategically default, then 
they would chose a short sale vs. walking away...short sale volume is what could be really impact 
from this.
 
Will update later today if anything new comes.
 
Mark

forgot to attach the coupon stack for GSE mbs showing the divergence (lower cpns green and 
spec premium coupons red) between lower and premium coupons. Really interesting. Note the 
outta sight speculative prices for the 5.5% to 6.5% cpns.

Note the outta sight speculative prices for the 5.5% to 6.5% cpns.
 



___________________________

Careful - this got a lot of play in the mortgage cap markets today. Yesterday, both MS (attached) 
and Bassman over at ML put out exact reports speculating about an instant auto-refi program for 
GSE and FHA loans taking millions of borrowers to current market rates literally overnight.  
 
Bottom line: There are millions of American's with rates much higher than market rates who can't 
refi due to lack of equity or income needed to qualify for a new vintage loan.  Or, because after 
all of the new vintage loan level adjustments to the rate and fee structure for being less than 
perfect it makes the current 4.5% rate into a 6% rate taking away any benefit. We have 
discussed all of this ad nauseum over the past couple of years.
 
Their solution is to quickly identify all of the borrowers who are making payments on time and 
send them a one page refi form, which instantly takes their rate to current market. There would be 



a few other borrower hurdles but not many. The savings to the home owning consumer would be 
about $45bb per year, more than the cost of the recent extension to unemployment benefits.
 
This rumor has a lot of credibility behind it -- all of a sudden copycat reports come out from two 
credible mortgage shops and GSE premium coupons (5.5% to 6.5%) took a beating this morning 
-- down 4 POINTS on average. This is because these would get crushed if an auto-refi program 
was announced. 
 
On a side note if this were suddenly announced it would be coupon chaos crushing the massive 
number of speculators in the premium coupons, which happens to be just about everybody now 
days.
Best Regards,

Mark Hanson
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Best Regards,
Mark Hanson
Mark@MHanson.com
www.MHanson.com
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