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Historically Intrusive QE4 Now in Full
Run-off Mode

Source: FHN Financial, FRB NY
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Fed Holdings and Market Now 
Dominated by Discount Coupons

Source: FHN Financial, FRB NY and CPRCDR
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Will Take ~10 Years to Amortize SOMA 
Down to $1 Trillion at Current Prepays

Source: FHN Financial, YieldBook CPRCDR, and FRB NY

 -

 500

 1,000

 1,500

 2,000

 2,500

 3,000

2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

B
ill

io
n

s

Projected Outstanding SOMA MBS Portfolio

10-Year Horizon

Portfolio UPB



6

Banks Now Largest Holder of MBS,
Also in Run-Off Mode

Source: FHN Financial, NYFRB and CPRCDR
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Bank Portfolio Holdings of MBS;
Assets are “Stuck” for Time Being

Source: FHN Financial, S&P Global
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AOCI Adjustment Would be 2X Larger
If Not For Aggressive HTM Transfers

Source: FHN Financial, S&P Global
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Foreign Investors Are Awaiting Next
Phase for Central Banks

Source: FHN Financial and US Treasury
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Money Managers Off 2013 Peak, 
Can Add Quickly, Are “Swing Vote”

Source: FHN Financial and Federal Reserve
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Current State of Funding for the 
Agency MBS Market

Source: FHN Financial, Federal Reserve, Bloomberg, Various Company Disclosures
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Returning to Long-Term Trend
from Record Issuance in ’20 & ‘21

Source: FHN Financial, CPRCDR
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Coupon Profile of Monthly Issuance
Has Been Volatile Through QE/QT
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At Least $5 Billion Issued in a 
Single Month in Ten Different Coupons
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Single-Month Issuance Distribution
Across Coupons is Improving
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Net Agency MBS Issuance 
Still Above Trend, but…
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…Detail of Monthly Trend Shows
Quick Deceleration
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Net Issuance Estimate of $20-$25
Bln/Mo at Current Purch Index Level

Source: FHN Financial, Bloomberg, CPRCDR
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Non-Agency RMBS Deal Volume 
Still Higher Than 2020

Source: FHN Financial, Bloomberg
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TBA Trading Flows Still Higher Pre-
Covid Levels

Source: FHN Financial, FINRA STAR
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Spec Pool Flows Saw the Largest
Boom/Bust Cycle with Covid

Source: FHN Financial, FINRA STAR
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Trading in CMOs Has Flat-Lined at 
Lows of the Decade

Source: FHN Financial, FINRA STAR
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Virtually 0% of the MBS Market
ITM After Recent Moves

Source: FHN Financial and CPRCDR
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Refi’s Have Plummeted
Purchases at Multi-Year Lows

Source: FHN Financial and Bloomberg
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Employment in Mortgage Industry
Still High But Trending Down

Source: FHN Financial, Bloomberg, CPRCDR, and BLS

 Employment in the mortgage industry remains near all-time highs despite the recent 
pause in hiring.

 Lenders redirecting capacity to cash-out refinancing. 

 Purchase is dominating an otherwise fragile lending landscape.
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Aggregate Prepay Speeds Now at 
“Modern MBS” All-Time Lows

Source: FHN Financial and CPRCDR

0

10

20

30

40

50

60

0

10

20

30

40

50

60
2

0
0

2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

3
m

o
 C

P
R

Time Series Analysis: 3mo CPR of Main Cohorts
All Fixed-Rate MBS, Since 2002

30yr Conv 15yr Conv 30yr GNMA



28

Current S-Curve Very Flat:
Benign Environment for MBS

Source: FHN Financial and CPRCDR
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Faster Speeds Persist in 
New Issue, High Percentage 
Cash-out Pools

Source: FHN Financial and CPRCDR
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Dominant Non-Bank Market Share
Remains the “Big” Trend

Source: FHN Financial and CPRCDR
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Non-Banks Service ~75% of Ginnie

Source: FHN Financial and CPRCDR
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Serious Delinquencies Higher in GN

Source: FHN Financial and CPRCDR
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Negative Incentive Ageing Curves
Demonstrate Value in Ginnie

Source: FHN Financial and CPRCDR

0

5

10

15

20

25

0 10 20 30 40 50 60 70 80

1m
o 

C
P

R

WALA

A-Curve Analysis | -200bps to -50bps Incentive
Last 12 Months

VA

FHA

Conventional



34

Loan Balance is a Good 
Turnover Story, As Well

Source: FHN Financial and CPRCDR

0

2

4

6

8

10

12

14

-250 -225 -200 -175 -150 -125 -100 -75 -50 -25 0

1-
M

on
th

 C
P

R

Refinance Incentive (bps)

S-Curve Analysis by Loan Size | 30yr Conventional MBS
6-36 WALA | Last 3 Months

250k Max
200k Max
175k Max
150k Max
TX
FL
NY
Low FICO
Investor



1. Market Structure

2. Prepayments

3. Relative Value

Disclaimer is located on the last page of this presentation.



36

Three Basic Levers to Pull
In Fixed Income

 Duration: Rates are higher in current QT era, 
but YC is inverted.

 Optionality: The BofA MOVE index near 
historical highs.  Selling options looks like a 
winning strategy.

 Credit: Bloomberg/Barclays High Grade Index 
OAS/Spread is percolating, but is still slightly 
below long-term averages.
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Bull Steepener in Forward Curve,
But Curve Still Inverted in One Year

Source: FHN Financial and Bloomberg
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Yield Curve Historically Flat/Inverted

Source: FHN Financial and Bloomberg

-150

-125

-100

-75

-50

-25

0

25

50

75

100

125

150

175

200

225

250

275

300

325
2

0
0

0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

2
0

2
3

B
as

is
 P

o
in

ts

Shape of UST Yield Curve

60 DMA

5yr less FDTR

2/10 Curve



39

Implied Volatility Ratcheting Lower
But Still Plenty of Room to Fall

Source: FHN Financial and Bloomberg
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30yr CC Spreads Still Wide
Despite Recent Strong Performance

Source: FHN Financial and Bloomberg
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30yr CC Static Spread & OAS Also
Generous on an Historical Basis

Source: FHN Financial and Bloomberg
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High Volatility/Inverted YC Produced
Negative ER for Spread Product in ‘22

Source: FHN Financial and Bloomberg
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Cleanest Dirty Shirt:
Ginnie Relatively Better During QT

Source: FHN Financial and Bloomberg
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Recent Performance, Positive and 
Negative, Has Been “Historical”
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But Std Dev of Returns in MBS Far
Lower Than in Corporate Credit

0.0

1.0

2.0

3.0

4.0

5.0

6.0

1991 1995 1999 2003 2007 2011 2015 2019

12-Month Standard Deviation of Excess Returns
30+ Year History from January, 1990

Corp MBS
Source: FHN Financial and Bloomberg



46

The 4.0 through 5.0 Coupons Are
“Sweet Spot” on the 30yr Stack

Source: FHN Financial and Tradeweb
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Spread Is Clearly a Function of 
Price, OAS Flat Across Stack

Source: FHN Financial and Bloomberg
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The 3.0 and 3.5 Coupons Leading
The Way So Far in 2023

Source: FHN Financial and Bloomberg
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Market is Cheaper Now;
Looking for Next “Big” Buyer

 CURRENT COUPON MBS spreads now wider 

than past Fed unwinds: Spreads still in a good 
spot, but market relies on “fast money”.

 This is now a “turnover market”: Alpha can be 
derived from superior turnover in a discount 
environment.

 Relative Value has changed: Front Sequentials, 
UIC on 20yr and 30yr stacks and longer CMOs 
cheap vs. low-coupon index constituents. (We do 
NOT like 30yr 2.0s and 2.5s.)  But two key themes: 

 Diversification and Dollar-Cost Averaging.
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Disclaimer
This material was produced by an FHN Financial Strategist and is not considered research and is not a product of any research department.
Strategists may provide information to investors as well as to FHN Financial's trading desk. The trading desk may trade as principal in the
products discussed in this material. Strategists may have consulted with the trading desk while preparing this material, and the trading desk may
have accumulated positions in the securities or related derivatives products that are the subject of this material. Strategists receive compensation
which may be based in part on the quality of their analysis, FHN Financial revenues, trading revenues, and competitive factors.

Some data in this report may be derived from information provided by CPR & CDR Technologies, Inc. Neither CPR & CDR Technologies, Inc.
nor any of its directors, employees, or agents accept any liability for any loss or damage arising out of the use of all or any part of this report.

Although this information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be
incomplete or condensed. This is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or
sale of any security. All herein listed securities are subject to availability and change in price. Past performance is not indicative of future results,
and changes in any assumptions may have a material effect on projected results. Ratings on all securities are subject to change.

FHN Financial Capital Markets, FHN Financial Portfolio Advisors, and FHN Financial Municipal Advisors are divisions of First Horizon Bank. FHN
Financial Securities Corp., FHN Financial Main Street Advisors, LLC, and FHN Financial Capital Assets Corp. are wholly owned subsidiaries of
First Horizon Bank. FHN Financial Securities Corp. is a member of FINRA and SIPC — http://www.sipc.org.

FHN Financial Municipal Advisors is a registered municipal advisor. FHN Financial Portfolio Advisors is a portfolio manager operating under the
trust powers of First Horizon Bank. FHN Financial Main Street Advisors, LLC is a registered investment advisor. None of the other FHN entities,
including FHN Financial Capital Markets, FHN Financial Securities Corp., or FHN Financial Capital Assets Corp. are acting as your advisor, and
none owe a fiduciary duty under the securities laws to you, any municipal entity, or any obligated person with respect to, among other things, the
information and material contained in this communication. Instead, these FHN entities are acting for their own interests. You should discuss any
information or material contained in this communication with any and all internal or external advisors and experts that you deem appropriate
before acting on this information or material.

FHN Financial, through First Horizon Bank or its affiliates, offers investment products and services. Investment products are not FDIC insured,
have no bank guarantee, and may lose value

.
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