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Opinions/Commentary provided as of August 30, 2022 is for informational purposes only and
are subject to change at any time, are not guaranteed, should not be considered investment
advice, does not pertain to any security product or service, and is not an offer or solicitation of
an offer to buy or sell any product or service. Investors must make their own investment
decisions based on their specific investment objectives, financial position and using such
independent advisers as they believe necessary. Past performance is not indicative of future
performance. Current and future holdings are subject to risk.
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 Non-Qualified Mortgage securitizations (Non-QM), one of the last holdouts in the Non-
Agency MBS (RMBS) stabilization/spread compression that has occurred over the last
several weeks, have outperformed significantly in the last two weeks. As a result of the
sharp interest rate increase during the first half of 2022, the lag between mortgage
originations and securitization activities caused a mismatch between the deals’
collateral coupon and required new issue economics. The weighted average coupon of
these new issues’ collateral has now begun to rise, supporting healthy economics for
new issues. Spreads from AAA down to mezzanine classes have been tightening, and
deal subscription levels have risen sharply. On average these borrowers have credit
scores in the 725 to 750 range.

In response to the Fed’s decision, coupon rates for the sectors’ large concentration of
floating rate coupons, including Agency Credit Risk Transfer (CRT) and Mortgage
Insurance (MI) bonds reset nearly 75 basis points higher last week. These higher
coupons continue to support higher yield to maturity and cash flows to investors.

Overall fixed income market volatility – both in terms of Treasury yields/swap rates and
general spreads - has ramped up again in the face of continued Fed hawkishness. The
RMBS market has firmed significantly since early July, but given how undervalued it
was in our view at the beginning of the summer combined with the strength we continue
to see in both borrower performance and RMBS credit fundamentals, we believe that
RMBS performance can continue to be better on a relative basis.


