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August 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 +0.56% +0.63% +3.2% +0.8% -3.8% +10.0%
Founder’s Port +0.37% +0.45% +3.9% +0.6% -1.7% +10.1%
BB Barc Agg -0.63% +1.6% -1.1% -13.0% -1.8%
BB Barc MBS -0.76% +1.0% -2.0% -11.7% -1.0%
BB Barc HY +0.28% +7.1% +7.2% -11.2% 5.3%
S&P 500 -1.63% +18.7% +15.8% -18.2% 28.7%

Aug 2023 MBS Income: +1.76%; Annualized: +23.3% (Aggregated SMAs @ month end marks)
YTD 2023 MBS Income: +10.2%, 15.5% annualized (current portfolio, excluding bonds no longer in portfolio)

Aug 2023 MBS Cashflow: +1.4% (~17.2% annualized rate, implying a short weighted average life/duration)
Aug 2023 MBS Loss rate: -0.07% (a negative loss rate is a gain from subsequent recoveries)

A good month to bandy the “uncorrelated” buzzword: all our accounts were up for the month, in spite of a
significant selloff in the AGG and MBB in August. We outperformed MBB by over ~1.25%!

This outperformance is due to the fundamental nature of our strategy: the High Income of our MBS selections
buffers price change, and results in positively skewed returns. This month, the Income of the MBS portfolio was
1.76%, offsetting the negative price changes from marks, which were almost all down in line with most bond
market proxies, such as MBB and the AGG.

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.

For the year, our Income is approximately 10% (~15% annualized). This has been offset by mark-price declines in
our portfolios, especially for the fixed rate bonds, as rates have risen. We continue to believe that our floaters are
mispriced too low, resulting in under-reported TRRs.gp

Our boilerplate: MBS is a Variable Income asset class and product, and not Fixed Income, as it is widely viewed and
categorized. Unlike traditional managers that understand MBS as Fixed Income and do not differentiate between
Low-Income and High-Income MBS, we systematically identify and harvest High-Income MBS to construct
portfolios that generate total returns with low correlations to Fixed Income as well as with other assets. High
Income MBS can be an Absolute Return component of a portfolio, or a diversifier. This is explained in detail in our
white paper, The MBS Income Factor.



https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/987801-MBS_Mantra_-_Aggregated_SMAs_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_Aug_2023-c9f0f.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/987784-MBS_Mantra_-_Founders_Port_Fact_Sheet_-_High_Income-Absolute_Return_Strategy_-_Aug_2023-d3d94.pdf
https://mbsmantrallc.com/var/m_0/00/003/44984/845090-The_MBS_Income_Factor_-_What_is_MBS_Income_-_10-25-2019_v3-8f14e.pdf

This newsletter will cover a number of topics

Yen Carry Trade and US Equities

The market appears mystified as to why stocks keep rallying in the face of a Fed that keeps raising rates.

As | have discussed ad-nauseam since my first Crisis Note of August 2007, interest rate policy works in reverse to
how central bankers thinks it works, due to global capital flows and the Yen Carry trade driving flows of capital into
the US. Raising rates results in increased money supply for investment (M3-M2) from Carry flows.

Powell’s raising of US rates has resulted in a re-peaking of the Yen Carry Incentive (YCI) — Fed Fund rates minus
Japan’s Call Rate. This is in spite of Japan easing off on yield curve control —the US is still raising rates faster than
Japan, increasing the Yen Carry Incentive.
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Pre-2007, the YCI (and Japan QE) relationship to the S&P500 was pretty direct. Since 2008 and the advent of US
QE, Euro QE, Euro and China Carry, the drivers of asset prices have become more multi-dimensional, reducing the
relativce importance and strength of the Japan carry relationship. However, at the margin, YCI still matters, and
appears to have driven the recent rally in asset prices.
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Currently, | view the YCI declining, or anticipation of this, as the greatest risk the market faces. | had discussed this
previously in the March 2023 newsletter.

- In 2007, starting in August 2007, it took a 25bps decline in YCI, as Bernanke cut rates, for the party to end
and the world to start delevering, creating the GFC.
- In August 2000, it also only took a 25bps decline in YCI for the S&P to start declining.

| would use a 25bps to 50bps decline in YCI, once YCI peaks, as a signal to start de-risking. Powell is expected to

raise rates one more time, so this is not imminent. Watching both Powell and Ueda will be key, as the BOJ can
easily do the unexpected and raise rates.

There is also another important implication — until Japan normalizes its interest rates and comes into line with

the central banks of rest of the industrialized world, this sword till always hang over the markets. There cannot
be a ‘soft landing’ that will allow relaxation of macro risk monitoring.

You can read more the mechanics of interest rate policy that impact US money supply and investment flows in
great detail in the following documents:


https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/981596-MBS_Mantra_newsletter_-_Mar_2023-aab32.pdf

First Crisis Note

The Failure of Macro Economics

Understanding Beta — Determinants of the US Stock Market (this is a model of US Equities using purely central
banking inputs that were first identified in The Failure of Macro)

Inflation and Real GDP update

For the January 2022 newletter, | created a framework for determining when GDP growth would peak and inflation

would subside. My thinking was that, since the majority of our GDP is consumption (primarily of services, which is
> 70% of GDP), stimulus driven demand for foregone consumption will keep GDP, and inflation, high, until the
deferred consumption GDP from COVID’s sheltering was made up.

While rate hikes, foreign QE (UST purchasing), US QT, and bank failures have confused matters, making it
impossible to know if inflation would have declined on its own (ie was “Transitory”), given the various
governmental interventions, it’s still interesting to check out the ‘foregone GDP” model. The underlying
assumption is the historical real GDP growth rate of 2.24%. Here it is updated for 2022.

Actual Real GDP
2019 2020 2021 2022
GDP Growth -2.8 5.9 2.1
GDP index 100.0 97.2 1029 105.1

Real GDP Target
2019 2020 2021 2022
Hist GDP growth 224 224 224
GDP index Target 100.0 102.2 104.5 106.9

Foregone GDP Gap 0.0 -5.0 -1.6 -1.8

This model suggests, not only is there outstanding unsatiated consumption demand (the Foregone GDP Gap),
but that the gap has grown since 2021.

The following chart suggests the sources of the GDP gap — capex spending has declined with rate hikes, going
negative, while reducing CPl. However, the forces that are preventing CPI declining more to 2%, | would suggest,
are a function of the Foregone GDP Gap.


https://mbsmantrallc.com/cn-2007-1.shtml
https://mbsmantrallc.com/macro.shtml
https://mbsmantrallc.com/var/m_0/00/003/44984/689019-MBS_Mantra_-_Understanding_Beta_-_Determinants_of_the_US_Stock_Market_-_Sep_20_2016.pdf
https://static.wpb.tam.us.siteprotect.com/var/m_0/00/003/44984/954901-MBS_Mantra_newsletter_-_Jan_2022-16790.pdf
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The contribution to CPI graph shows that Services demand is still high and needs to decline for Powell to get to his
2% inflation target.
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While the Fed’s rate policy should and will impact Shelter, and was discussed by Powell at his recent press
conference, Transportation services are probably something most people have not thought of.
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| found this surprising — motor vehicle insurance as a source of CPI inflation.
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This could be a result of the rising costs of new vehicles. Various sources suggest that this might be due to Biden’s
EV-ification policies, as car makers make up for their EV manufacturing losses and unsold inventories via higher
prices on gas vehicles, and the elimination of lower priced compact cars.

https://finance.yahoo.com/news/biden-plan-increase-ev-ownership-124514375.html

If my theory is correct, MV insurance inflation won’t be declining anytime soon.

The implication is higher rates for longer.

Please call anytime with questions.

Regards, Samir Shah

September 6, 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"®


https://finance.yahoo.com/news/biden-plan-increase-ev-ownership-124514375.html
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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
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.
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