The Mortgage Backed Securities Market

This Closer Look articleisintended to help explain where mortgage rates come from. What isit that
causes rates to go up and down, day in and day out, year after year? Thisis perhaps the most
misunderstood aspect of real estate financing.

Y ou may have heard people in the past talk about the stock market or the 10 year Treasury Bill or even
the Federal Reserve, when it comes to what controls our interest rates. In truth, it is none of the above.
Each of these markets or entities has an indirect effect on our mortgage rates, but not a direct one.

So the question remains; Who or what controls the mortgage
rates that we see on adaily basis? And the answer is. ..
Mortgage Backed Securities (MBS). The MBS market
consists of mortgage loans that are grouped together into what
are called “pools’ and then sold on the open market as an
investment to the highest bidder. This securities market
(sometimes referred to as bond market) istraded at the
Chicago Board of Tradein Chicago Illinois. Sinceitisan
open market, it literally changes by the second.

The trading on these securities is what causes your mortgage
rates to fluctuate. The more people (or groups of people) that
are buying, the lower your rateis. The more peoplethat are
selling, the higher your rate will be.

Since these securities are just one of many investments
available, it competes with the other markets for investment
dollars. We have seen over the last several years that with the
equity markets (DOW, NASDAQ, S&P, etc) having suffered,
more inventors have chosen to place their money in credit
markets (Treasuries, MBS, etc). Thisisjust one of many
factors that cause market fluctuation.

So what does this have to do with you? Since you are
looking to obtain a new mortgage in the near future, you should begin to keep a close eye on what the MBS
market is doing in order to time the market as best as possible. What do | mean by this...? Each and every
morning the different wholesale lenders throughout the country look at the morning’s market and post their
rates accordingly. Thereisno set time each morning but most do it between 9:00 to 11:00 for their
respective time zones. |f something happens during the day and the market improves or declines past a
certain point, then those lenders will “re-price’ their loans for the day. If you know what the market is
doing, then you can lock in your loan ahead of that to keep from seeing your rate go up.

There are also internal technical market trends that offer support or resistance to movement. If thereis
stiff overhead resistance then it might be wise to lock in at that point.
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this market will do for you
though is give you the best

information possible to make

W the best decision possible.

\ The bottom lineis | will offer an
opinion asto what the current
; conditions are and give the best advice |
upcoming trends, but there is no way to know for sure. |
time and resources to educate myself and my clients so they can make
choices but it is still YOUR decision as to when you lock in your loan.
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It's a good life,
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Oh by the way. .. | work by referral. That means | can invest all of my time in delivering first-class service to my
clients rather than waste precious hours chasing new business. My goal is to build strong, lasting relationships one person
at a time. And because | do, my clients come to me on the advice of people such as yourself. | ask you to refer all your
friends and family to me when they are ready to purchase or refinance.



