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CURRENT OFFERING YIELDS - Thursday:  05/06/2010 8:53 AM TODAY'S ECONOMIC DATA

Trsy Change Agcy NC Muni - TEY CMO MBS 6-May Nonfarm Productivity
(Last Price) (From Yest) (Bullets) (A1; GO; BQ) (Avg Life) (Avg Life) Prior:  6.9%  Actual:  3.6%

3 mo 0.137% - -0.90 bp's 0.164% 0.344% 6-May Unit Labor Costs

6 mo 0.193% - -2.00 bp's 0.228% 0.465% Prior:  -5.9%  Actual:  -1.6%

12 mo 0.361% -0.4 32'ds 0.456% 0.738% 6-May Initial Jobless Claims

2 yr 0.849% + 0.5 32'ds 0.980% 1.314% 1.749% 1.799% Prior:  448K  Actual:  444K

3 yr 1.329% 1.460% 1.920% 2.329% 2.429%  

5 yr 2.290% UNCH 2.420% 3.132% 3.140% 3.440% DJIA 10,844.24 -23.88

10 yr 3.543% UNCH 3.736% 5.117% 4.493% 4.543% NASDAQ 2,398.32 -3.97

30 yr 4.384% -1.0 32'ds 4.906% 7.011% S & P 500 1,163.52 -2.38

TODAY'S NEWS

Treasury 10-Year Yields Trade Near Four-Month Low on European Debt Concern

    

Today's Topic:  "Mortgage Bond Spreads at Widest in Five Months"

PORTFOLIO MANAGER's REPORT

Thursday  May 06, 2010 8:53 AM

Source: Bloomberg Fair Value Curve or Last Price (Treasury only); ALL yields and spreads are "representative", not actual. Spreads change as the market changes, actual offerings may be higher or lower than 

May 6 (Bloomberg) -- Treasury 10-year yields traded near a four-month low as stocks and U.S. stock futures fell on concern Europe’s debt crisis 
is worsening.  U.S. government securities rose for the past two days, driving down yields, on concern Greece’s sovereign-debt problem may 
spread.  European Central Bank President Jean-Claude Trichet today resisted pressure from economists to consider buying government bonds 
to help relieve the crisis.  He said in Lisbon the bank “didn’t discuss the matter” at its meeting today.

The headline above is taken from an article appearing yesterday on Bloomberg.  Indeed, yields on FNMA and FHLMC mortgage-backed 
securities climbed to the highest in five months relative to treasuries.  After hitting a record low March 29, agency spreads have widened – 
due partly to the Federal Reserve ending its program that purchased $1.25 trillion of mortgage bonds over the previous 15 months, and 
also to the recent flight to quality to treasuries due to the European solvency issues.  The government purchase program intended to 
reduce home financing costs by decreasing the supply of mortgage securities in the market and, thus, drive down yields or at least keep 
them at lower levels.  Mission Accomplished. 

But now that spreads have begun to widen again, maybe it’s time to reconsider adding some shorter final maturity mortgage product to the 
portfolio mix.  Shown below is a 15 year FHLMC pool with a 4.00% coupon and a dollar price of 102 11/32. 

With a projected 3.44% yield and 4.86 year average life, this bond spreads the comparable maturity treasury by 124 basis points.  And in a 
+300 rising interest rate scenario, the extention to the average life is only 1.5 years.
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Shown above is the Cash Flow Table for this bond based on the Bloomberg modeled speed of 228 PSA.  At this speed assumption, you 
can see that half of the principal is returned at four years.  Good yield, short average life, low premium dollar price, heavy consistent cash 
flows – we continue to recommend these key attributes for the well positioned portfolio.  
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