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Main Topics 

 Secondary market features 

Mechanics of trading and settlement 

 Liquidity issues 

 Pricing and valuation tools 
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Primary vs. Secondary 

 Primary market 

New issues 

Main vehicle for capital formation 

 Secondary market 

 Transactions in previously issued securities 

Helps induce investors to buy in the primary market by providing a 

means later selling a position 
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Secondary Market Features 

OTC: over-the-counter 

No organized exchange 

No centralized reporting of transaction prices or volumes 

No market makers 

 Transparency varies by product 

 Fungible vs. idiosyncratic positions 



U.S. Debt Capital Markets 
Selected Components, as of 2007Q4 ($ trillions) 
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Securitization Marketplace 
Outstandings as of 2007Q1 
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Average Daily Trading Volume in 

the U.S. Bond Markets 
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Motivations for Secondary 

Purchases 

Reasons to buy in secondary 

Ability to observe performance on seasoned deals 

Sometimes cheaper (wider) spread compared to new 

issues 

Headlines can widen spread on affected bonds; if you 

feel the widening is unjustified then you buy cheaper  

Certain accounts may be forced to liquidate and there 

can be good value  
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Terminology 

 Bid – price at which bidder is willing to purchase 

 Ask – price at which seller is willing to sell 

Hit a bid – to agree to sell at a bidder's bid price 

 Lift an offer – to agree to purchase at a seller's ask price 

 BWIC – bid wanted in competition – a solicitation of bids 

by a potential seller 

OWIC – offer wanted in competition – a solicitation of ask 

prices by a potential buyer 

MWIC – market wanted in competition – a solicitation of 

two-way (bid & ask) prices  
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Terminology (2) 

 V1 x V2 – in describing a price quote, the maximum volume 
that a dealer is willing to execute on each side of the 
market; V1 is the maximum on the bid side and V2 is the 
maximum on the ask side 

 Tick – 1/32nd;  99-24 means a price of 99-24/32 or 99.75 

 Plus – half a tick, 1/64th; 99-24+ means a price of 99-49/64 
or 99.765625 

¼ – quarter of tick, 1/128th; 99-24¼ means a price of 
99-97/128 or 99.7578125 

 Example: a quote of 99-8 / 99-16 10x15 means that the 
dealer will to by up to $10 million at a price of 99.25 and is 
willing to sell up to $15 million at a price of 99.5. 



12 5/12/2008 Copyright © 2007 American Securitization Forum. All Rights Reserved. 

Terminology (3) 

 Spread 

Bid-ask spread – difference between the contemporaneous bid and 
ask prices quoted by a dealer 

Yield spread – in describing the yield on a security, the incremental 
yield over or under a specified benchmark 

 Swaps, swap rates – for a given tenor, the fixed rate that a 
party to an interest rate contract would have to agree to 
pay in order to receive LIBOR; a common benchmark for 
spreads on fixed-rate instruments 

 LIBOR – London interbank offered rate for short term (1, 3, 
6 months) deposits; a common benchmark for spreads on 
floating-rate instruments 



13 5/12/2008 Copyright © 2007 American Securitization Forum. All Rights Reserved. 

Pricing Conventions 

 Securities traded by price 

Agency pass through MBS 

 specified pools price relative to TBAs 

 private-label pass-throughs price relative to TBAs 

 IOs (interest-only MBS) & POs (principal-only MBS) 

whole mortgage loans 

ABX and TABX 

 distressed securities 

 Securities traded by yield 

 everything else; CMOs, private label MBS, ABS, CMBS, CDOs 

 need to make prepayment assumption for yield calculation 
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Pricing Conventions (2) 

 Popular Bloomberg benchmark curves for spreads 

 I - conventional yield spread to interpolated Yield Curve 

 Z - cashflow spread to implied spot curve 

N - conventional yield spread to swap curve 

E - cashflow spread to Eurodollar spot curve (IMM) 

CMOs (incl. private label) spread to Treasuries (I curve) 

 use BBrg median speed 

Most fixed rate ABS spread to swaps (N curve) 

 

 



15 5/12/2008 Copyright © 2007 American Securitization Forum. All Rights Reserved. 

Trade Settlement 

 BMA Uniform Practices for the Clearance and Settlement of Mortgage-

Backed Securities and Other Related Securities 

 MBS TBA trade 

 monthly settlement cycle (chapter 13) 

 notification date 

 settlement date 

 Class A: FN/FH FRM30 

 Class B: FN/FH/GN FRM15 

 Class C: GN FRM30 

 Class D: FN/FH balloons and all ARMs, VRMs, GPMs, MH, and multifamily 

 good delivery guidelines (chapter 8) 

 volume tolerance 0.01% 

 up to 3 pools per $1 million 

 cheapest to deliver 

 stipulated TBA trading 
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Trade Settlement (2) 

 Specified pool trade (CUSIP) 

 usually settle T+3 

 parties can vary settlement if they choose 

 intervening paydown – yield maintenance 

 Fails 

 failing is expensive 

 shorting is tricky; can lead to failing 
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Responding to a Bid List 

 Try to respond 

 looks bad not to respond 

Often need hours or days to analyze bonds 

 Bid the bond in or have the sales force shop it around 

Usually don't really want to buy the bond 

Usually best to be the cover 

 Even if there is a "riskless" cross, must have a value on the 

bond 

Might end up owning it if buyer reneges or puts back because of 

grossly bad price 
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Selling a Bond from Inventory 

 Inventory considerations 

 Axe sheet 

Use computational materials (yield tables) 

 Sales force 

 Last resort: sell to the Street 
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Liquidity 

 Factors 

Size of market 

Size of issue 

Public offering vs. 144A vs. private placement 

Ratings 

Availability of monitoring info; access to info 

 Evidence 

 Time to sell 

Bid-ask spread 

Volume of transactions 

Number of transactions and who's trading 
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Crossed Market Example 

 Buy $10 million from Dealer 1 at 99-8 and sell $10 million 

to Dealer 2 at 99-12.  Profit is $12,500. 

 Use MWICs to get dealer quotes and then pick-off dealers 

 Dealers will respond by widening the bid-ask spread 

 Recent real world example: TABX on first week of trading 

Bid Ask Volume 

Dealer 1 98-24 99-8 10x10 

Dealer 2 99-12 99-28 10x10 
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Result: Wide B-A Spread 

One Dealer's TABX.BBB- Active Market 3/8/07 

Tranche Bid Ask Volume 

40-100 88-00 90-00 25x25 

25-40 58-00 64-00 10x10 

15-25 45-00 53-00 5x5 

10-15 35-00 42-00 5x5 

5-10 31-00 36-00 5x5 

0-5 26-16 29-16 5x5 
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Tools – BBrg TBA Monitor 
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Tools – BBrg Prepayment F'casts 
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Tools – BBrg Sec. Desc. (1) 
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Tools – BBrg Sec. Desc. (2) 



26 5/12/2008 Copyright © 2007 American Securitization Forum. All Rights Reserved. 

Tools – BBrg Yield to Call 
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Tools – BBrg Yield Table 
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Tools – BBrg Yield Table (2) 
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Tools – BBrg Yield Table (3) 
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Tools – BBrg Collateral Hist.  



Tools – Combined Approach 
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Loan-by-loan 

credit and 

prepayment model 

Base case 

prepayment and 

default vectors 

Expand base case 

to multiple 

scenarios 

Run scenarios 

through bond 

structure (Intex) 

Collate and 

present results 

Price, duration, 
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loss, bond loss 



Heat Map Presentation 
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Handling Bid Lists 
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Bid List 

Bids 
Deeper 

Analysis 
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Tools – Intex Deal Summary 
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Tools – Intex Deal Summary 
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Tools – Intex Deal Report 
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Tools – Intex Deal Report 
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