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• Housing and Mortgage Market Update

• Affordable Housing Discussion

• Hedging Loans for Sale



Housing and Mortgage Market Update
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Mortgage Primary Rate: 30-Year Fixed
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Primary/Secondary Spread
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Striving to Keep Volumes Up

• Lenders reducing lock margins

• Cost to originate remains 
between 0.50-1%

• United Wholesale Mtg target 
GOS is 75-85bps
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Higher Mortgage Rates Will Drive Down Refinance Activity
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Out-of-the-money
Coupon < 4.0%
~ $5.3 Trillion

Marginally In-the-money
4.0% <= Coupon < 5.0%

~ $0.6 Trillion

Deep In-the-money
Coupon >= 4.5%

~ $0.1 Trillion

Source: Bloomberg as of 12/8/2021
Conforming includes Freddie Mac, Fannie Mae, Ginnie Mae 30-year fixed MBS Outstanding (UMBS, GNMA1, GNMA 2) 8
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Value of Housing Stock

Home Equity

Single-family Mortgage Debt Outstanding

$24
Trillion

$11 Trillion

$35 Trillion
(2021Q2)

Note: Value of U.S. housing stock includes homes with and without underlying mortgages.  U.S. home equity is the difference between the value of the U.S. housing stock and the amount 
of U.S. single-family mortgage debt outstanding.

Source: Freddie Mac, Federal Reserve Board’s Financial Accounts of the United States, Table B. 101. Data as Q22021

Homeowners are Sitting on Trillions of Dollars of Home Equity… 
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Demographic Tailwind Likely to Support Housing Market for Longer
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Purchase Originations are Expected to Remain Strong in 2022 and 2023 on 
Solid Demand for Housing due to Low Rates and Demographic Tailwinds
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Inventory Remains Low and Not Enough for Renters Looking to Buy
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United States: 16.7%
Year-Over-Year Growth Nov 2021 Freddie Mac Forecast 

Q12022 2021 2022 2023

House Price Growth 15.9 % 6.2% 2.5%

The Freddie Mac House Price Index for the U.S. is a value-weighted average of the state indexes where the value weights are based on Freddie Mac’s single-family credit 
guarantee portfolio.   Other indices of home prices may have different results, as they are determined using different pools of mortgage loans and calculated under different 
conventions.  The Freddie Mac House Price Index for the U.S. is a non-seasonally adjusted monthly series.  Percent changes were rounded to the nearest whole percentage point

Source: Freddie Mac

House Price Appreciation Strongest in the Mountain West
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Affordable Housing
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Hedging Loans for Sale



Why Sell? Liquidity Needs

Risk Management

Generate Return

31



The Portfolio Versus Sell Decision

Profitability Calculator Funding Curve: FHLB_Avg

Asset Inputs Profitability Outputs

LoanNumber Product Desc
Loan 

Amount
NonInt 

Exp
Credit 

Cost Price Yield AvgLife EffDur
Credit 

Cost FTP Rate
FTP 

Spread ROA ROE Hold/Sell

124293 30-Year Fixed Rate Term>180: 1.250 180,000 0.25% 0.15% 99.42 3.70% 10.43 7.33% 0.15% 1.96% 1.74% 1.49% 29.77% HOLD

121668 30-Year Fixed Rate Term>180: 0.500 | CORefi: 0.875 120,000 0.25% 0.15% 100.04 3.62% 10.36 7.20% 0.15% 1.97% 1.65% 1.40% 27.96% SELL

122385 30-Year Fixed Rate Term>180: 1.000 225,000 0.25% 0.15% 101.64 3.89% 8.98 5.72% 0.15% 2.09% 1.80% 1.55% 30.94% HOLD

122445 30-Year Fixed Rate Term>180: 0.500 439,500 0.25% 0.15% 100.44 3.82% 9.59 6.24% 0.15% 2.06% 1.75% 1.50% 30.06% HOLD

122487 30-Year Fixed Rate Term>180: 0.750 116,000 0.25% 0.15% 101.62 3.66% 9.93 6.71% 0.15% 2.00% 1.66% 1.41% 28.26% SELL

122652 30-Year Fixed Rate Term>180: 0.500 | CORefi: 1.125 115,000 0.25% 0.15% 101.92 3.86% 9.40 6.22% 0.15% 2.04% 1.82% 1.57% 31.43% HOLD

123222 30-Year Fixed Rate CORefi: 0.375 258,000 0.25% 0.15% 100.05 3.74% 9.98 6.58% 0.15% 2.02% 1.72% 1.47% 29.37% HOLD

120816 30-Year Fixed Rate Term>180: 0.250 | CORefi: 0.625 168,000 0.25% 0.15% 98.55 3.55% 10.76 7.55% 0.15% 1.95% 1.60% 1.35% 27.05% SELL

120999 30-Year Fixed Rate Term>180: 1.000 112,000 0.25% 0.15% 100.42 3.57% 10.60 7.51% 0.15% 1.95% 1.62% 1.37% 27.44% SELL

121128 30-Year Fixed Rate Term>180: 0.500 77,500 0.25% 0.15% 99.82 3.40% 11.10 8.00% 0.15% 1.92% 1.48% 1.23% 24.62% SELL

121173 30-Year Fixed Rate Term>180: 0.500 181,475 0.25% 0.15% 100.17 3.60% 10.37 7.07% 0.15% 1.98% 1.62% 1.37% 27.50% SELL

32The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 



Hedging Mortgage Lending: Selling Vs. Holding

• Hedging objective:
– HFI versus HFS

• Selling a mortgage loan generates two sets of cash flows and creates a servicing asset

Mortgage Loan

Loan

Principal and interest cash flow

MSR Asset

Fee earned by the servicer (typically 
25bps)

Risk on BS 
(if retained)

Price risk at 
loan sale

EV risk on 
balance 
sheet
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Why hedge?

• Market volatility during the pipeline period can result in price volatility and potential losses at sale

Source: Bloomberg
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Shaded area represents 
value protected through 
hedging. For example, this 
area equates to $2mm on a 
$50mm pipeline.
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Three Tips for Enhancing Intended for Sale Pipeline
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• Centralized lock desk
– Manage initial lock margin and loan changes

• Increase investor price
– Minimize hedge cost – improvements in hedge cost go directly to bottom line!
– Improve execution for existing investors
– Multiple investors increase best ex opportunity

• Interest carry component 
– Identify which loans carry best – not all loans carry equally



The Loan Sale Process

36

Borrower interaction and 
product pricing Lock Desk

Hedging and 
Committing

Post-Closing

• Loan pricing
• Borrower application
• Eligibility screening

• Exposure modeling
• Capital markets
• Investor committing

• Loan delivery
• ULDD data manage
• Purchase recon

Exposure management and 
hedging

Loan sale and delivery



Different Mortgage Hedging Instruments

Best Efforts

Commitments

•Pros
•No fall-out risk
•Extremely flexible
•Effective hedge

•Cons
•Lower price
•Loan by loan
•Tied to one investor

Mandatory

Commitments

•Pros
•Better price
•Effective hedge
•Bulk committing

•Cons
•Difficult to scale
•Tied to one investor
•Hard to implement pull 

through

To-be announced      

(TBA) MBS Market

•Pros
•Extremely liquid market,
•Effective hedge
•Easy to adjust hedges
•Bifurcates hedge & end 

investor
•Ability to scale

•Cons
•Difficult for lower volume
•Must connect with multiple 

investors
•Separate security 

instrument

37
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Delivered Loan Profitability

LoanNumber UPB DiscountFee InvestorPrice Llpa DeliveredGainLoss HedgeInstrumentGainLoss InterestIncome DeliveredGainLoss 

1 203,089.02 - 98.63 -2.125 (7,104.26) 6,416.25 1,861.95 1,110.31 

2 303,937.80 (762.50) 98.46 -0.875 (8,089.22) 9,437.12 2,488.84 3,751.42 

3 308,863.08 (388.13) 97.90 -0.5 (8,425.06) 9,454.82 2,619.77 3,556.03 

4 545,297.93 - 97.35 -0.875 (19,247.93) 16,168.39 4,576.66 1,311.69 

5 426,388.01 (535.75) 98.59 -1.125 (11,330.62) 11,577.23 4,006.87 4,105.06 

6 219,806.84 (828.75) 96.03 -0.375 (10,385.51) 10,424.66 1,857.21 1,815.16 

7 422,540.48 (2,120.00) 96.76 -1.5 (22,166.59) 20,277.32 3,963.23 2,073.95 

Source:  ALM First, Freddie Mac



Peer Comparisons

The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 39



Interest Carry Analysis by Note Rate

The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 
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Interest Carry Analysis by Product for 3.875%

The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 
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Conclusion



Final Thoughts

• Shifting to a purchase market

• The need for more creative products to capture 
volume

• Rising rates a headwind for mortgage 
profitability

• MSR values increasing; revenue stream during 
origination declining

• Effective hedge strategy paramount
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Disclaimer

Speakers today are affiliates of ALM First, an investment adviser registered with the U.S. Securities and Exchange Commission. All investment decisions for client portfolios are made independently by the asset
managers at ALM First. The views expressed are those of the speakers, and do not necessarily reflect the views of ALM First or any of its affiliates. These comments may not be relied upon as recommendations,
investment advice or an indication of trading intent.

“ALM First” is a brand name for a financial services business conducted by ALM First Group, LLC (“ALM First”) through its wholly owned subsidiaries: ALM First Financial Advisors, LLC (“ALM First Financial
Advisors”); ALM First Advisors, LLC (“ALM First Advisors”); and ALM First Analytics, LLC (“ALM First Analytics”). Investment advisory services are offered through ALM First Financial Advisors, an SEC registered
investment adviser with a fiduciary duty that requires it to act in the best interests of clients and to place the interests of clients before its own; however, registration as an investment advisor does not imply any
level of skill or training. Moreover, ALM First Financial Advisors, LLC (“ALM First Financial Advisors”), an affiliate of ALM First Group, LLC (“ALM First”), is a separate entity and all investment decisions are made
independently by the asset managers at ALM First Financial Advisors. Access to ALM First Financial Advisors is only available to clients pursuant to an Investment Advisory Agreement and acceptance of ALM
First Financial Advisors’ Brochure. You are encouraged to read these documents carefully. Balance sheet advisory services are offered through ALM First Advisors. Financial reporting services, loan introduction
services, and other special project services are offered through ALM First Analytics. Neither ALM First nor any of its subsidiaries provide legal, tax, or accounting advice.

Returns are gross of fees, unaudited, and estimated using the Modified Dietz method. ALM First does not have complete discretionary trading authority over each account reflected in the performance discussed
herein. Some clients had investment results materially different from those portrayed in this document. These data were compiled from client portfolios that consistently accepted ALM First investment advice.

Investments in securities are valued based on quotations obtained from independent pricing services or independent dealers. With respect to securities where independent valuations are not available on the
valuation date, or where a valuation is not deemed reasonable by ALM First, ALM First will determine the fair value. The fair valuation process requires judgment and estimation by ALM First. Although ALM First
uses its best judgment in estimating the fair value of investments, there are inherent limitations in any estimation technique. Future events may affect the estimates of fair value and the effect of such events on the
estimates of fair value, including the ultimate liquidation of investments, could be material to returns. The production and delivery of this material to any investor/recipient does not establish any express or implied
duty or obligation between ALM First and any such investor/recipient, including (without limitation) any duty to determine fair market value or update such material.

This report was prepared as of the date indicated herein. No representation or warranty is made by ALM First that any of the returns or financial metrics detailed herein will be achieved in the future, as past
performance is not a reliable indicator of future results. Certain assumptions may have been made in preparing this material which have resulted in the returns and financial metrics detailed herein. Changes to the
assumptions may have a material impact on any returns or financial metrics herein. ALM First gives no representation, warranty or undertaking, or accepts any liability, as to the accuracy or completeness of the
information contained in this report.

This report was prepared for informational purposes only without regard to any particular user’s investment objectives, financial situation, or means, and ALM First is not soliciting any action based upon it. This
material is not intended as, nor should it be construed in any way as accounting, tax, legal, or investment advice including within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer
Protection Act. Certain transactions give rise to substantial risk and are not suitable for all investors. The strategies discussed herein can have volatile performance and may employ leverage. Moreover, investment
advisory fees and expenses may offset trading gains.

This report was prepared by ALM First Financial Advisors, LLC. The hereto mentioned report contains information which is confidential and may also be privileged. It is for the exclusive use of the intended
recipient(s). If you are not the intended recipient(s), please note that any distribution, copying, or use of this report or the information contained herein is strictly prohibited. If you have received this report in error,
please notify the sender immediately and then destroy any copies of it. ALM First neither owes nor accepts any duty or responsibility to the unauthorized reader. ALM First shall not be liable in respect of any loss,
damage, or expense of whatsoever nature which is caused by any use the unauthorized reader may choose to make of this report, or which is otherwise a result of gaining access to the report by the unauthorized
reader.
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3800 Maple Avenue, Suite 600
Dallas, TX 75219
Phone: 800.752.4628
Fax: 214.987.1052

www.almfirst.com
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