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The Federal Reserve (“Fed”) raised the prospect of reducing their balance sheet positions in both U.S. Treasury
(UST) and Mortgage-Backed Securities (MBS) a few weeks ago. This is not the first time the Fed has mentioned
reducing its balance sheet over the last couple of years. Accordingly, the mortgage market has been expecting
this for quite some time. While the headlines bring investors’ attention to the UST and MBS market sectors, we
think Fed asset sales could have a larger impact in other fixed income sectors.
At this point, the Fed has provided no clear plan of action; the Fed’s rhetoric amounts to posturing with no clear
indication on how the Fed would act. Moving forward and reducing its balance sheet would give the central
banks an additional tool to tighten monetary conditions. There are several unknowns for such a tool, including
the possible impact on the velocity and frequency of future Federal Funds rate hikes.
At DoubleLine, we believe it is unlikely that the Fed will sell its $4.5 trillion+ UST and MBS positions outright. The
Fed has hinted that a possible first step could be to let the reinvestments of MBS pay-downs to roll off its balance
sheet. Based on current prepayment speeds of approximately 10 conditional prepayment rate (CPR), the Fed has
been reinvesting proceeds of approximately $10-15 billion per month for MBS. At this rate, we do not expect this
to have a meaningful long-term impact on the MBS market. We could see a slight uptick in spreads of around 1020 basis points (bps). It’s important to note that mortgage investors have been awaiting this event for a long
time, so it is unlikely to catch investors off guard. In addition, higher absolute rates in UST and Agency MBS
markets could create a domino effect, causing a sell-off of other asset classes and containment of MBS spread
widening.
The actual affect on spreads depends on many factors that influence supply and demand. Supply depends on
prepayment speeds. On the demand side, investors have likely been factoring in spread widening when
evaluating MBS as part of their asset allocation process. Changes like these do not happen in a vacuum and can
affect other investment sectors. For example, investors compare the relative cheapness of mortgages to
investment-grade corporate bonds. A change in that spread relationship could cause investors to re-allocate into
MBS.
Moreover, we have witnessed growing global and domestic demand for MBS. Factors affecting this demand
include the relative value of MBS versus UST and other more credit-sensitive spread products. This relative value
would only increase with the initial spread widening. Furthermore, the demand for safety in today’s fixed income
market with credit spreads tight would be supportive of Agency MBS. Agency MBS does not have the credit risk
of other sectors due to the fact that the securities are either implicitly or explicitly backed by the U.S.
government. The last thing to highlight is the potentially shorter duration profile of MBS versus other bond
sectors in the face of potential volatility around rising interest rates.
We continue to monitor the Fed’s rhetoric with an eye specifically on its outlook on the future of the MBS
market. We remain vigilant with respect to all potential regulation and maintain an open dialogue with
government-sponsored enterprises (GSEs) which issue these securities. We believe that the Fed will act slowly
and communicate its policy changes beforehand to minimize any impacts to this multi-trillion dollar market,
which influences banks, pension funds, investors and the Fed itself.
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Disclaimers
Important Information Regarding This Report
Issue selection processes and tools illustrated throughout this presentation are samples and may be modified periodically. Such charts are not the only
tools used by the investment teams, are extremely sophisticated, may not always produce the intended results and are not intended for use by nonprofessionals.
DoubleLine has no obligation to provide revised assessments in the event of changed circumstances. While we have gathered this information from
sources believed to be reliable, DoubleLine cannot guarantee the accuracy of the information provided. Securities discussed are not recommendations
and are presented as examples of issue selection or portfolio management processes. They have been picked for comparison or illustration purposes
only. No security presented within is either offered for sale or purchase. DoubleLine reserves the right to change its investment perspective and
outlook without notice as market conditions dictate or as additional information becomes available. This material may include statements that
constitute “forward-looking statements” under the U.S. securities laws. Forward-looking statements include, among other things, projections,
estimates, and information about possible or future results related to a client’s account, or market or regulatory developments. These statements
should not be considered investment advice or a recommendation of any security, strategy or product.
Important Information Regarding Risk Factors
Investment strategies may not achieve the desired results due to implementation lag, other timing factors, portfolio management decision-making,
economic or market conditions or other unanticipated factors. The views and forecasts expressed in this material are as of the date indicated, are
subject to change without notice, may not come to pass and do not represent a recommendation or offer of any particular security, strategy, or
investment. All investments involve risks. Please request a copy of DoubleLine’s Form ADV Part 2A to review the material risks involved in
DoubleLine’s strategies. Past performance is no guarantee of future results.
Important Information Regarding DoubleLine
To receive a complimentary copy of DoubleLine Capital’s current Form ADV (which contains important additional disclosure information, including risk
disclosures), a copy of the DoubleLine’s proxy voting policies and procedures, or to obtain additional information on DoubleLine’s proxy voting
decisions, please contact DoubleLine’s Client Services.
Important Information Regarding DoubleLine’s Investment Style
DoubleLine seeks to maximize investment results consistent with our interpretation of client guidelines and investment mandate. While DoubleLine
seeks to maximize returns for our clients consistent with guidelines, DoubleLine cannot guarantee that DoubleLine will outperform a client's specified
benchmark or the market or that DoubleLine’s risk management techniques will successfully mitigate losses. Additionally, the nature of portfolio
diversification implies that certain holdings and sectors in a client's portfolio may be rising in price while others are falling; or, that some issues and
sectors are outperforming while others are underperforming. Such out or underperformance can be the result of many factors, such as but not limited
to duration/interest rate exposure, yield curve exposure, bond sector exposure, or news or rumors specific to a single name.
DoubleLine is an active manager and will adjust the composition of client’s portfolios consistent with our investment team’s judgment concerning
market conditions and any particular sector or security. The construction of DoubleLine portfolios may differ substantially from the construction of any
of a variety of market indices. As such, a DoubleLine portfolio has the potential to underperform or outperform a bond market index. Since markets
can remain inefficiently priced for long periods, DoubleLine’s performance is properly assessed over a full multi-year market cycle.
Important Information Regarding Client Responsibilities
Clients are requested to carefully review all portfolio holdings and strategies, including by comparing the custodial statement to any statements
received from DoubleLine. Clients should promptly inform DoubleLine of any potential or perceived policy or guideline inconsistencies. In particular,
DoubleLine understands that guideline enabling language is subject to interpretation and DoubleLine strongly encourages clients to express any
contrasting interpretation as soon as practical. Clients are also requested to notify DoubleLine of any updates to Client’s organization, such as (but not
limited to) adding affiliates (including broker dealer affiliates), issuing additional securities, name changes, mergers or other alterations to Client’s legal
structure.
DoubleLine Group is not a registered investment adviser with the Securities Exchange Commission (SEC).
DoubleLine® is a registered trademark of DoubleLine Capital LP.
© 2017 DoubleLine Capital LP
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