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July 2023 — MBS Mantra MBS High Income/Absolute Return Strategy returns

% Net % Gross 2023 YTD Trailing 1 2022 YTD 2021 YTD

Return Return Net % year Net % Net % Net %
Aggregated SMAs -0.05% +0.02% +2.7% -0.4% -3.8% +10.0%
Founder’s Port +0.26% +0.34% +3.5% +0.6% -1.7% +10.1%
BB Barc Agg -0.02% +2.2% -3.5% -13.0% -1.8%
BB Barc MBS -0.05% +1.8% -4.5% -11.7% -1.0%
BB Barc HY +1.38% +6.8% +4.4% -11.2% 5.3%
S&P 500 +3.27% +20.6% +12.9% -18.2% 28.7%

July 2023 MBS Income: +1.2%; Annualized: +15.0% (Aggregated SMAs @ month end marks)
YTD 2023 MBS Income: +8.6%, 14.9% annualized (current portfolio, excluding bonds no longer in portfolio)

July 2023 MBS Cashflow: +1.3% (~15.9% annualized rate, implying a short weighted average life/duration)
July 2023 MBS Loss rate: +0.09% (a negative loss rate is a gain from subsequent recoveries)

Our legacy MBS prices were very mixed in June, with some down significantly, and others up significantly, netting
out to slightly down. Our income was slightly lower, but at 15% annualized still much higher compared to our pre-
2020 experience and target of around 8-10%. Cashflow was slightly lower. The net result was an almost flat month,
in line with Agg and MBB benchmarks.

Most fixed income benchmark total returns were mostly unchanged for the month (very slightly lower). However,
this does not reflect the volatility during the month —the 10yr UST yield had a high of 4.08% and a low of 3.73%,
while the 2yr UST traded between 5% and 4.6%!!

Between the rates volatility and summer doldrums, this month was relatively illiquid, with not much trading in
Non-Agency MBS, and a light BWIC calendar. The FDIC’s sales of agency MBS from various banks that it resolved
also reduced liquidity in other MBS sectors.

The slope of the UST curve has started getting less inverted (with the long end yield’s rising). This should bode well
for floaters as the implied forward curve will have risen.

However, this has triggered a bunch of news stories of investors being short the 30yr UST, etc.

One needs to keep in mind that the transactions of domestic investors are of sizes that are manageable by dealers.
The real market moves in rates come from sales by central banks, including the Fed, that are of sufficient
magnitude to move the markets and cannot easily be absorbed by dealers. Banks, too, have been reducing their
UST holdings.

Paying attention to Central Bank balance sheets, especially the Fed’s, and their statements are necessary to
understand rates.


https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/986167-MBS_Mantra_-_Aggregated_SMAs_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_July_2023-d3d94.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/986168-MBS_Mantra_-_Founders_Port_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_July_2023-8f14e.pdf

This relationship can be seen in the following graphs (from 12/31/22 to 8/11/23). As the Fed executes QT, and
other central banks sell USTs to weaken their currencies, US yields respond to the selling by rising.

I've created a custom index on Bloomberg that adds the total holdings of the Fed to the UST holdings of
commercial banks and foreign central banks (FARBAST Index + ALBNTANO Index + HOLDTOT Index). By inverting
this Index, one can easily see the relationship to UST yields.

2yr UST vs banks (R*2 = 0.32)
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10yr UST vs banks (R*2 =0.21)
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Commercial Bank Securities Holdings

I EPW ¥sets and Liabilities of Commercial Banks in the United States *

Seasonally adjusted, billions of dollars.
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2022 2023 | 2023 2023 Week ending
Jun Jan Feb Jun | Julos | Jul12 Jul 26

Assets

1 Bank credit 17,1852 17,4943 17530.8| 175719 17,4649 | 17,3474 | 173396 17,2981 | 17,257.3| 172655 17,282.2| 17,280.4
2 Securities in bank credit 2 5,795.9 55133 5,505.7 54914 5,366.2 5,250.7 5216.8 5,193.3 5,168.2 51723 51722 5157.8
3 Treasury and agency securities > 46546 44241 43841 43798 42755 4,175.3 41520 4,140.3 41134 41151 4,119.8 4,112.8
4 Mortgage-backed securities (MBS) * 2,899.3 2,780.5 27433 27476 2,683.2 26155 2610.2 2,605.6 2,591.3 2,594.6 2,599.0 2,592.8
5 Non-MBS * 1,755.2 1,643.6 1,640.8 1,632.2 1,592.3 1,559.8 1,541.9 15347 1522.2 1,620.5 1,520.8 1,520.0
6 Other securities 1,141.4 1,089.3 1,121.6 1,116 1,090.7 1,075.4 1,064.8 1,053.0 1,054.8 1,057.2 1,052.4 1,045.0
7 Mortgage-backed securities (MBS) © 116.2 M7 1125 1109 109.1 107.3 106.4 105.5 104.3 105.0 105.6 105.2
8 Non-MBS 7 1,025.1 9776 1,009.0 1,000.7 981.6 968.1 958.4 9475 950.5 962.2 946.8 939.8
9 Loans and leases in bank credit ¢ 11,389.2| 11,981.0| 12,025.1| 12,0805| 12,0986 | 12,096.7| 12,1228 12,104.8| 12,089.1| 12,093.2| 12,110.0| 12,122.6

Fed Balance Sheet, UST holdings of Commercial Banks and foreign Central Banks
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Please call anytime with questions.
Regards, Samir Shah
July 7, 2023

President and CIO

MBS Mantra, LLC (a CT Registered Investment Advisor)
(dba) Alpha Research and Management

Alpha Research and Consulting, LLC

"Alpha Through Analysis"®

203-388-8356 P

203-273-0360 C

sshah@mbsmantrallc.com

https://www.linkedin.com/in/samir-shah-6a9096a

Please visit our website https://www.mbsmantrallc.com for important disclosures.

Important Notice - Disclaimer

This overview is being provided to you by MBS Mantra, LLC (“MBS Mantra” or the “Firm” or the “Adviser”), for
informational purposes only, on a confidential basis and is intended solely for use by the company or individual to
whom it is being delivered. Potential investors are advised to request and carefully read and review MBS Mantra’s
Firm Brochure (Form ADV Part 2), and other documents, if any, provided by MBS Mantra (the “Documents”).
Under no circumstances should this overview be used or considered as an offer to sell, or a solicitation of any offer
to buy, interests in any securities, funds, other financial products or investment strategies managed by MBS Mantra,
nor shall it or its distribution form the basis of, or be relied upon in connection with, any contract for advisory
services or otherwise.

The information contained with this brochure has not been audited and is based upon estimates and assumptions. No
reliance should be placed, for any purpose, on the information or opinions contained in this overview. The
information contained in this brochure is based upon proprietary information of MBS Mantra and public
information, but it may not be comprehensive, and it should not be interpreted as investment advice. No
representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the
information or opinions contained in this overview by MBS Mantra or by its affiliates and any of their principals,
members, managers, directors, officers, employees, contractors or representatives.

Investors must make their own investment decisions based on their specific investment objectives and financial
position. Charts, tables and graphs contained in this overview or in the Documents are not intended to be used to
assist an investor in determining which securities to buy or sell or when to buy or sell securities. While this overview
may contain past performance data, PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS,
WHICH MAY VARY. There can be no assurance that any investment strategy will achieve its investment objective
or avoid substantial or total losses. Except as required by law, MBS Mantra assumes no responsibility for the
accuracy and completeness of any forward-looking statements. Further, MBS Mantra does not provide legal and tax
advice; MBS Mantra recommends that investors consult with their own independent tax and legal advisers.

Any example represents an actual trade made by Samir Shah, MBS Mantra’s principal, and/or MBS Mantra; any
hypothetical represents a possible trade. None of the examples, whether actual or hypothetical, contained in this
overview and the Documents should be viewed as representative of all trades made by MBS Mantra, but only as
examples of the types of trades MBS Mantra expects to complete for its customers. None of the examples provided
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can in and of themselves be used to determine which securities to buy or sell, or when to buy or sell them. It should
not be assumed that recommendations made in the future will be profitable or will equal the performance of the
securities used as examples in these Documents. To the extent that this document contains statements about the
future, such statements are forward looking and subject to a number of risks and uncertainties, including, but not
limited to, the impact of competitive products, product demand and market risks, fluctuations in operating results
and other risks. (A complete list of trades made by Samir Shah and/or MBS Mantra is available upon request.)

This overview and all Documents provided by MBS Mantra should only be considered current as of the date of
publication without regard to the date on which you may receive or access the information. MBS Mantra maintains
the right to delete or modify the information without prior notice; MBS Mantra undertakes no obligation to update
such information, including, but not limited to, any forward-looking statements, as of a more recent date, except as
otherwise required by law.



