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Disclaimer

This presentation is intended for educational and informational purposes only and does not constitute
legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or
other specific product. Information provided in this presentation was obtained from sources that are
believed to be reliable; however, it is not guaranteed to be correct, complete, or current, and is not
intended to imply or establish standards of care applicable to any attorney or advisor in any particular
circumstance. The statements within constitute HilltopSecurities’ views as of the date of the report and are
subject to change without notice. This presentation represents historical information only and is not an
indication of future performance.
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Production Trends

• HFAs continue to see robust TBA volume despite increase in MRB issuance
• Record low mortgage rates
• Strong home purchase activity

• 2020 another record year in lock volume for HTS clients
• 2020 locks through September month end $8.4 billion compared with $5.3 billion in same 

period of  2019 – up almost 59% year-over-year

• Since July 2012 represented 18 state programs and over $45.1 billion in locks with $33.9 
billion in MBS purchases

• 11 out of  18 HTS HFA partners using both MRB and TBA to fund single family activity
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Production Trends (cont..)
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Production Trends (cont..)

• Under 14% of  YTD locks comprise conventional product, down from 36% for the same 
period of  2019
• Many HFAs have discontinued offerings conventional products altogether

• Pipeline fallout has increased compared with ~19% long term average
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Production Trends (cont..)

• Strong correlation between number of  
days lender takes to close new lock and 
that lender’s fallout ratio
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Market Update – TBAs

• TBAs trade based on worst to 
deliver assumption

• As mortgage rates have continued to 
hit new lows, 2.5s and higher 
coupons have sped up

• Fed has been buying ~5bb/day 
supporting the TBA market

• Fed currently buying 2.0s and 2.5s in 
G2 TBA space
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Market Update – TBAs (cont..)

• In the past you could hedge your long HFA lock/pool risk with short corresponding 
TBA

• Now duration/convexity profile of  TBA are materially different than that of  HFA pool. 
If  you hedge your long G2 3.0 pool exposure with G2 3.0 TBA, you will be under-
hedged

• Given how integral pay-ups are to lock pricing at origination, it is very important to 
hedge pay-ups. Otherwise, the negative convexity of  the asset class will result in bigger 
losses

• Making best execution decisions (MRB vs TBA) should consider real “spec” pay-ups and 
not only screen TBA levels
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Market Update – HFA MBS

• G2 multi issuer pools continue to 
exhibit streamlined refi behavior

• Involuntary prepays stemming from 
Bank purchases of  seriously 
delinquent loans have intensified 
overall prepays further

• Perfect tailwind for HFA Specified 
pools that have slow empirical 
speeds, especially nonbank serviced

12
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Market Update – HFA MBS (cont..)

• Factors impacting prepay speeds on HFA Pools
• DPA format
• Home Price Appreciation
• Servicer

• How to maximize execution on HFA Pools
• Thorough analysis of  prepays on production since inception, updated each month as speeds 

get reported
• Industry standard MBS valuation models still do not understand HFA pools well, so onus 

lies on the entity that brings the HFA pools to market
• Distribution
• CMO structuring capability
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Financing HFA Programs

Product Options

Macro Considerations

Mortgage 
Revenue Bonds 

(MRBs)

Pass-Through 
Bonds

Direct MBS Sales 
in TBA Market

MBS Sale + IO 
Strip Purchase

U.S. Economic 
Conditions

Shape of Yield 
Curve & 

Mortgage Rates

Mortgage 
Prepayment, 

Delinquency, & 
Default Rates

Need for Subsidy 
to Achieve 

Affordability

Macroeconomic factors are deeply intertwined, and we are in a uniquely uncertain environment.

Decisions regarding financing product(s) are specific to each HFA’s legacy conditions and goals.
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Consideration: FAIT, Not Fait Accompli

What will happen to the US economy in the coming months and years?

• Flexible Average Inflation Targeting (FAIT)

• Front-end rates should stay low for next 2-3yrs

• Investors may adjust view of real returns to reflect inflation

• Could make fixed-income less attractive

• But could make tax-exemption more attractive 

• Inflation generally reduces free cash flow in households

• May put upward pressure on mortgage rates and housing prices

• Could present a challenge to affordability 

• Lackluster economic growth could lead to deflation or stagnation 

• Generally higher delinquencies and defaults could result
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2021 GDP Projections Vary Significantly
Real GDP Quarterly Growth Rate1

(WEI Index)(% Quarterly  Change)

___________________________
1. Source: FRED As of October 23, 2020.
2. Source: Barclays Research. As of October 15, 2020.
3. Source: Bloomberg. As of October 21, 2020.
4. WEI Index: Produced by the Federal Reserve Bank of New York, The WEI provides a signal of the state of the U.S. economy based on data available at a daily or weekly frequency 
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Inflation: Mixed Signals
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___________________________
1. Source: FRED As of October 23, 2020.
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TIPS flows have been muted, and the price of gold has been 
similar to the change in commodity prices broadly

TIPS Flows and Price Since Declaration of State of Emergency U.S. 1,2

Gold vs IMF Commodity Index Since Declaration of State of Emergency U.S. 3,4
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1. Source: FINRA TRACE Treasury Aggregates: As of October 16, 2020.
2. Source: NYSEARCA:TIP: As of October 16,2020
3. Source: IMF Data: Primary Commodity Price System: As of October 22, 2020; date axis presented to align with available TIPS flows data.
4. Source: FRED: As of October 22,2020.
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Spending recovers, boosting CPI, with PPI muted
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Food Away from Home 6%

CPI Component Breakdown
CPI: Component Contribution1

Rent of primary residence 8%

Owners’ equivalent rent of 
residences 24%

Used Cars and Trucks 3%

New Vehicles 4%

Other Commodities 7%

Household furnishing 4%

Apparel 3%

Energy Services 4%

Energy Commodities 3%
Food at Home 8%

Other Services 2%

Education 
Services 6%

Transportation 
Services 10%

Medical Care 
Services 7%

Monthly % Change: Select CPI Components1
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MoM % Change in Index
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Shelter 33%
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Energy 7% Food 14%

Services 26%
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___________________________
1. Source: Bureau of Labor Statistics: CPI Tables.
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Food: 14% Commodities: 20% Shelter: 33% Services: 26% CPI Contribution

3.1%

-6.7%

1.8% 0.5%1.3%

___________________________
1. Source: Barclays Research: As of October 14, 2020.
2. Source: FRED As of October 23, 2020.
3. Source: Bureau of Labor Statistics: CPI Tables.
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Survey Question

What do you think will happen to the U.S. economy, broadly 
speaking, in 2021-2023?

• Inflation: greater than 4%

• Inflation: flat to 3.9%

• Deflation: flat to -3.9%

• Deflation: lower than -4%

• Stagflation: price inflation without economic growth
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Consideration: How will the curve shape up?

Yield curve shape influences product choice:

• Steep Curve moving down the yield curve:

• PACs, variable rate, frontloading, and pass-throughs

• Flat yield curve provides the opportunity to sell longer fixed-rate debt or backload

• Increasing short-term rates may

• Pressure mortgage rates higher

• Slow legacy prepayments dramatically leads to easier to earn spread on MRBs

• May increase the value of IO strips, which exhibit negative duration as 
prepayments slow with higher rates
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Taxable and Tax-Exempt Rate Environment
US Treasury Yield Curve1 Front End of UST Curve at All-Time Low1

High Grade MMD Yield Curve2 MMD Yields Are Below 10 Year Averages1

___________________________
1. Source: US Department of Treasury. As of October 22, 2020.
2. Source: Thomson Reuters. As of October 22, 2020.
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Rates rising, but tax-exemption severely underperforming
10 Year MMD vs. 10 Year Treasury1,2

___________________________
1. Source: US Department of Treasury. As of October 22, 2020.
2. Source: Thomson Reuters. As of October 22, 2020.
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1. Source: FRED As of October 13, 2020.
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13



-5

-3

-1

1

3

5

600,000

1,100,000

1,600,000

2,100,000

2,600,000

3,100,000

Nov-05 Mar-06 Aug-06 Jan-07 Jun-07 Nov-07 Apr-08 Sep-08 Feb-09 Jul-09 Dec-09 May-10 Oct-10 Mar-11 Aug-11

($Millions)

Fed Balance Sheet WEI

-12

-10

-8

-6

-4

-2

0

2

4

3,000,000
3,500,000
4,000,000
4,500,000
5,000,000
5,500,000
6,000,000
6,500,000
7,000,000
7,500,000

Sep-18 Dec-18 Mar-19 Jun-19 Oct-19 Jan-20 Apr-20 Aug-20 Nov-20 Feb-21 May-21 Sep-21 Dec-21 Mar-22 Jul-22
Fed Balance Sheet WEI

Quantitative easing has gone from tool of last resort, to the 
dominant instrument

Federal Reserve Total Assets and WEI during Great Recession1

Federal Reserve Total Assets and WEI during COVID-19 Pandemic1

(WEI Index)

(WEI Index)

Fed Balance Sheet 
is currently 3.4x 

of 2008 Peak 

($Millions)

___________________________
Source: FRED. As of October 23, 2020.

14



Massive Fed buying is impacting GNMA pricing
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Survey Question

In 2021-2023 the yield curve will be:

• Unchanged

• Steeper

• Flatter

• Inverted

• I have no idea

16



Election Ramifications
There may be an extended period of uncertainty around the 2020 Election this year, due to an
unprecedented number of mail-in and absentee ballots

November 3, 2020 2020 Election Day

State Safe Harbor deadline to finalize vote tally 
and resolve any legal disputesDecember 8, 2020

Electoral college delegations meetDecember 14, 2020

Certificates of electoral vote results deliveredDecember 23, 2020

Joint session of Congress to ratify official resultsJanuary 6, 2021

InaugurationJanuary 20, 2021

 Equity markets are not demonstrating
concern, as implied volatilities for the post-
election period have fallen

 Expected market movement has come
down from 6.0% to 3.5%

 Markets are prepared for a 0% to 5% sell-off

Election Scenarios and Muni Market Reaction (Muni yields and MMD-UST Ratios)
Market Reaction

Scenario Long-Term Effects Yields Ratios Immediate Medium-Term

Delay in Results Flight to safety Lower Higher - -

Democratic Sweep Fiscal expansion, stimulus, higher taxes Higher Lower Risk-off Rally Bear 
Steepening

Biden + Republican Congress Risk of fiscal tightening, no stimulus Lower Elevated Relief selloff Bull Flattening

Trump + Republican Congress Trade uncertainty, neutral fiscal policy Slightly 
Lower Elevated Relief selloff Mild Bull

Flattening

Trump + Democratic Congress Areas of compromise Slightly
Higher Neutral Relief selloff Mild Bear

Steepening
___________________________
1. Source: Barclays Research. As of October 15, 2020
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Consideration: What will happen to prepayments and 
delinquencies?

Mortgage prepayment expectations impact planning:

• If prepayments are low:

• Earn more spread on MRBs

• Could put pressure on maintaining higher PSA PAC bonds

• Will TBA pay-ups adequately compensate for slower prepayments speeds?

• Existing IO strips can generate impressive returns 

• If prepayments increase:

• Do delinquent mortgages default and increase prepayments?

• MRBs may earn less than planned

• Existing IO strips may experience severely diminished returns

• TBA prices shift, but profit from sales may be insulated, if well hedged 
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___________________________
1. Serious Delinquency Loans are those that have been delinquent for more than 90 days.
2. Source: U.S. Department of Housing and Urban Development: FHA Production Reports.
3. Source: FHFA National Mortgage Data Base.
4. Source: Bloomberg as of October 20th, 2020.
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Owners unconcerned, while rental fears slowly subsiding
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___________________________
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Unemployment rate falls, but some is due to people leaving the 
workforce; some industries suffering more than others

Unemployment Rate – National vs Discouraged Workers1
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Survey Question

Prepayments and delinquencies for existing HFA loans in 2021-
2023 will generally be:

• Much faster

• A little faster

• A little slower

• Much slower

• Will vary a lot by region and HFA program
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Consideration: What is the cost of affordability?

Subsidy has become a critical component of many HFA programs:

• If prices continue to rise or accelerate:

• DPA may not prove sufficient in some markets

• HFAs may have to sacrifice full spreads or pursue higher yield opportunities

• But if housing prices fall:

• It could be an indicator of a suffering economy, which could be problematic 
for existing borrowers (high LTVs)

• If rents rise:

• More projects pencil out, but affordability/subsidy is a concern

• If rents fall:

• Potential shortage in new MF construction may result
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Housing prices exhibit inverse relationship with mortgage rates

Household Debt Service as a Percentage of Income vs. 30 Year Mortgage Rate Chart1,2

Housing Price Indexes1,2
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Sales Numbers for Lowes and Home Depot vs Construction Spending2,3,4
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1. Source: FRED: As of October 19,2020, Note: Employment Cost Index released quarterly. 
2. Source: Home Depot Investor Relations: As of October 19, 2020.
3. Source: Lowes Investor Relations: As of October 19, 2020.
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Survey Question

Housing prices in 2021-2023 will:

• Be higher for single family and rentals

• Be higher for single family but rents will fall

• Be lower for single family but rents will be higher 

• Be lower for both single family and rentals

• This will vary significantly by region
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