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Summary 

 In May of 2019, we launched the Agency Plus strategy to pursue opportunities in higher quality, shorter duration (1) 
Agency Non-Guaranteed and (2) Non-Agency Residential Mortgage-Backed Securities (“RMBS”), employing the 
collateral-focused, relative value-based approach which had driven our Agency Guaranteed MBS portfolios for what 
was at that time 27 years. 
 

 In the more than three and a half years since the strategy’s inception through February 28, 2023, M.D. Sass Agency Plus 
has produced top decile returns relative to other Mortgage managers in the eVestment Securitized Fixed Income – 
Mortgage category* by focusing on the limited supply of higher rated tranches of what we believe are attractively 
priced securities backed by Agency-eligible collateral.  

 

 As of March 15, 2023, Agency Plus is allocating across more than 20 sub-sectors creating a portfolio with a 7.8% yield-
to-maturity (“YTM”), a 2.2 year duration and an A average credit quality.  With that, we believe Agency Plus is a 
compelling fixed income strategy which provides a high quality, premium yield along with the diversification 
benefits of a differentiated alpha source.    

 

 Agency Plus can also be combined with Agency MBS to meet specific client risk-return objectives.  For example, a 
50/50 mix of Short Term Agency and Agency Plus creates a portfolio with potential for a 6.7% YTM, a 2.2 year duration 
and a AA average credit rating which compares favorably to the Bloomberg 1-3 Year Government/Credit Index with 
a 4.4% YTM, a 1.9 year duration and an A average credit rating. 

Agency Plus – Agency Quality Collateral, Higher Rated Tranches, and Limited Supply   

Agency Quality Collateral  

Historically, collateral underlying Agency MBS securities has been equivalent to Prime Jumbo loans in terms of its credit 
performance such that the ratings agencies look at them jointly.  Notably, Fitch research shows that Prime Jumbo and Agency 
mortgage loans have exhibited much lower lifetime cumulative default projections than Non-Jumbo/Non-Agency collateral 
(known as Alt A pre-crisis) – see Chart 1 below.  

Chart 1:  Cumulative Default Projects – Prime Jumbo/Agency Vs. Alt. A pre-crisis

  

 Source: Fitch Ratings 
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As a result, we believe Agency Plus’s focus on “Agency quality” collateral can substantially reduce credit risk.  In the table 
below, loans with FICO scores above 700 (average Agency credit scores) significantly outperformed lower credit score loans 
in subsequent years in terms of the total number of credit events in all periods including those originated during the Global 
Financial Crisis (“GFC”).  

Chart 2:  Percent of Credit Event Experiences by Origination Year, FICO Score, and LTV 

 

 Source: Urban Institute 

Higher Rated Tranches  

In our view, Agency Plus’s focus on higher rated tranches (single A or above mezzanines for most sectors) within a 
securitization also distinguishes our approach.  At the risk of stating the obvious, higher rated tranches originated during the 
GFC incurred significantly lower principal losses in the subsequent years. 

Chart 3: RMBS Credit Losses as of December 2013 by Credit Rating and Mortgage Type 

 
 

Source: Becker Freidman Institute 
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We believe our focus on higher-rated tranches should provide significant downside principal protection even in a severe 
housing downturn.  As an illustration, in an Agency Credit Risk Transfer securitization, the higher rated mezzanine classes 
M1A (A-rated) would require a 20 times multiple of expected loss to incur a first dollar of principal loss (~3% credit enhancement 
/ 0.15% expected loss).  Similarly, the M1B (BBB-rated) implies a 13 times multiple loss ratio (~2% Credit enhancement / 
0.15% expected loss).  In contrast, the M2 (BB-rated) tranche implies only a 5 times loss multiple.  Recently, the B1 tranches 
offer additional 60% of spread relative to where M1B tranches are trading.   

Chart 4a: Freddie Mac Credit Risk Transfer Securitization Structure 

 
 

Chart 4b: Freddie Mac Mezzanine Tranches current spread and implied loss Multiple 
 

Tranche Loss Multiple Spread 

M1A 20x 200 
M1B 13x 325 
B1 5x 525 

       Source:  Freddie Mac, M.D. Sass    

Limited Supply  

Historically, AA and A-rated securities have constituted a fairly small part of Non-Agency mortgage securitizations.  
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Chart 5:  Non-Agency RMBS 1987-2013: Credit Rating Composition   

 
Source: Becker Friedman Institute 

The size of these higher rated mezzanine tranches limits the amount of investor participation.  After accounting for hold-to-
maturity investor types, the available float of these mezzanine tranches is even more limited, which we believe can benefit a 
structured product specialist such as M.D. Sass.  For instance, the AA-rated mezzanine tranche of the latest J.P. Morgan jumbo 
prime mortgage securitization is only 1.95% of the whole deal.    

Chart 6: Security description of the AA-rated mezzanine tranche of the latest 
J.P. Morgan Jumbo Mortgage-Backed Securitization 

 

                                         Source:  Bloomberg, J.P. Morgan  

Other technical reasons further constrain supply.  For instance, for Freddie Mac Multifamily mortgage-backed securities, the 
Agency has suspended offering the mezzanine pieces since 2020 given that Freddie appears to view these tranches as too 
undervalued.  

Portfolio Application   

Today, we can identify more than 20 subsectors within the 4 major categories within the Agency Plus strategy - Agency MBS, 
Agency Commercial MBS, Agency Non-Guaranteed, and Agency Eligible – with yield-to-maturities ranging between 6% and 
9% as outlined below. 
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Chart 7a: Agency Plus Sector Allocations & Detail 

Sector Allocation % Sample sub-sectors Yield-to-Maturity (without 
leverage) 

Agency RMBS 43% 
MBS Pass-through, CMO, Small 

Balance ACMBS, Project Loan IO, 
Reverse Mortgage 

6-8% 

Non-Agcy Agency 
Eligible 31% 

Jumbo, Single Family Rental, Non-
QM, Bridge, Manufactured 

Housing, Multi-Family Single-
Asset Single-Borrower CMBS, RPL, 

Small Balance CMBS 

6-9% 

Agency Non-Guaranteed 22% 
Freddie K-IO, K-Mezzanine, Re-

Remic, CRT, MI CRT, Multifamily 
CRT, Small Balance Multi-Family 

7-9% 

Other 4% ABS, HEL 6-8% 

Chart 7b: Agency Plus Sub-Sectors Cumulative Distribution Allocation 

 

       Source. M.D. Sass   

Conclusion 

With the reset in interest rates and the concurrent widening of spreads, Agency Plus is currently offering an especially 
attractive profile in our view – as of March 15, 2023, our Agency Plus portfolio has a 7.8% YTM, a 2.2 year duration and an 
A average credit quality.  With that, we believe Agency Plus is a compelling strategy for investors who are now evaluating 
the fixed income landscape in search of strategies that provide a high quality, premium yield and diversification benefits.  
Agency Plus can also be combined with Agency MBS to meet specific client risk-return objectives.  For example, a 50/50 
mix of Short Term Agency and Agency Plus creates a portfolio with potential for a 6.7% YTM, a 2.2 year duration and a 
AA average credit rating which compares favorably to the Bloomberg 1-3 Year Government/Credit Index with a 4.4% YTM, 
a 1.9 year duration and an A average credit rating.  

We would welcome the opportunity to discuss how Agency Plus and our Securitized Fixed Income platform can add value 
to your Fixed Income portfolios.  
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Past performance is not indicative of future results.  This presentation describes our views on certain benefits of investing in the relevant 
investment strategy and should only be considered in conjunction with relevant risks. There is no guarantee that investment objectives 
will be achieved. M.D. Sass does not guarantee any minimum level of investment performance or the success of any of its investment 
strategies, and investors may incur losses. Investing in any securities involves the risk of loss.  
 
Any investment with M.D. Sass involves certain material risks.  The principal and interest on Non-Agency MBS, unlike those on 
Agency fixed income securities, are not guaranteed by GSEs such as Fannie Mae and Freddie Mac or, in the case of Ginnie Mae, the 
U.S. government.  In the event of defaults under mortgage loans backing any of the Non-agency MBS held by the strategy, the strategy 
will bear a risk of loss of principal to the extent of any deficiency between the value of the collateral and the principal and accrued 
interest of the mortgage loan.  Additionally, in the event of the bankruptcy of a mortgage loan borrower, the mortgage loan to such 
borrower will be deemed to be secured only to the extent of the value of the underlying collateral at the time of bankruptcy (as 
determined by the bankruptcy court), and the lien securing the mortgage loan will be subject to the avoidance powers of the bankruptcy 
trustee or debtor-in-possession to the extent the lien is unenforceable under state law.  Foreclosure of a mortgage loan can be an 
expensive and lengthy process which could have a substantial negative effect on the strategy’s anticipated return on the foreclosed 
mortgage loan.  If borrowers default on the mortgage loans backing the strategy’s Non-Agency MBS and the strategy is unable to 
recover any resulting loss through the foreclosure process, the strategy could suffer significant losses. 
 
*eVestment, a Nasdaq company, provides institutional investment data, analytics and market intelligence covering public and private 
markets.  The US Securitized Fixed Income – Mortgage category consists of US Fixed Income products that primarily invest in 
investment grade Mortgage-Backed Securities (MBS).  There are 33 strategies reporting performance in the category from May 1, 2019 
through February 28, 2023.  Returns are reported gross-of-fees.   
 
Yield-to-maturity is the total return anticipated on a bond if the bond is held until it matures.  Yield-to-maturity is considered a long-
term bond yield but is expressed as an annual rate.  In other words, it is the internal rate of return (IRR) of an investment in a bond if 
the investor holds the bond until maturity, with all payments made as scheduled and reinvested at the same rate. 
 
Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of 
income and dividends and do not reflect the impact of advisory fees.  Investors cannot invest directly in an index.  Comparisons to 
indexes have limitations because indexes have volatility and other material characteristics that may differ from a particular portfolio.  
For example, a portfolio may typically hold substantially fewer securities than are contained in an index. 
 
The Bloomberg Barclays 1-3 Year Government/Credit Index includes all medium and larger issues of U.S. government, investment-
grade corporate, and investment-grade international dollar-denominated bonds that have maturities of between 1 and 3 years and are 
publicly issued. 
 
M.D. Sass does not provide tax or legal advice, or determine an investor’s investment objectives, risk tolerance or suitability.  Certain 
statements contained in this report represent forward-looking statements that involve risks and uncertainties.  These risks and 
uncertainties could cause actual results or outcomes to differ materially from those expressed in such forward-looking statements.  In 
addition, while the information contained herein from third parties was from sources we believe to be reasonably reliable as of the date 
hereof, M.D. Sass accepts no responsibility or liability for any errors or omissions or misstatements however caused related thereto. 
Opinions expressed herein are those of the author, are subject to change, are not guaranteed and should not be considered investment 
advice.          



 

 

55 West 46th Street, 28th Floor New York, NY 10036 © 2023 M.D. SASS Private & Confidential 7 

 
Any references to specific investments are for informational purposes only.  The specific investments identified and described herein do 
not represent all of the securities purchased, sold, or recommended by M.D. Sass.  The reader should not assume that investments in the 
securities identified and discussed were or will be profitable.  All information is provided for informational purposes only and should not 
be deemed as a recommendation to buy the securities mentioned.  There can be no assurance that the portfolio will continue to hold the 
same positions noted herein, and the portfolio may change any portfolio position at any time. 


