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Supply: A Historic Year in Review
For full-year 2021, Agency MBS gross issuance was a record $3.5 trillion, a 9% year-over-year 
(YoY) increase, and net issuance was $880 billion.2 (Figure 1) Low mortgage rates and strong 
home price appreciation (HPA) contributed to record-high purchase and refinancing (refi) activity 
by homeowners. 

Mortgage rates neared historic lows at the beginning of 2021, and in the first quarter of the year, 
the Agency constant prepayment rate (CPR) hit its highest level in the post-Global Financial Crisis 
(GFC) era. (Figure 2) Although the Agency CPR in January remained marginally elevated relative to 
recent history, prepayment speeds have steadily trended lower since last March, as the 30-year 
mortgage rate has increased 120 basis points (bps) from its all-time low of 2.85% on Dec. 11, 
2020, to 4.05% on Feb. 11, 2022.3 

Key Takeaways
• The Federal Reserve is scheduled to conclude tapering its asset purchases in mid-March, which 

might set up the beginning of balance-sheet runoff as early as the second quarter of 2022.

• Tapering will leave a significant supply to be absorbed by the private market, and DoubleLine 
believes most of this will be taken up by relative value investors. 1

• Demand from these investors could keep Agency MBS spreads relatively contained, although 
the potential of more hawkish communication from the Fed might create asymmetrical risks 
of modest widening.

1 Money managers, real estate investment trusts (REITs), foreign investors 
2 Citi Research 
 3 Mortgage Bankers Association (MBA) U.S. 30-Year Contract Rate

Figure 1
Source: SIFMA    

Figure 2  
Source: eMBS, Bloomberg. Agency CPR as of January 31, 
2022; Mortgage rate as of February 11, 2022.
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The outlook for this year should be considerably different than 
2021. We expect gross supply will remain elevated but lower than 
in 2021, as refi issuance should decline with higher mortgage 
rates. However, further HPA would continue to make cash-out 
refinancing an attractive channel for homeowners to borrow, 
which might keep net issuance elevated in 2022.

Demand: One of These Things Is Not Like the Other
On the demand side, the Fed and U.S. commercial banks 
accounted for most of the buying in 2021. Net of prepayments, 
the Fed purchased approximately $550 billion, and banks bought 
roughly $375 billion. Commercial bank purchases have remained 
strong since the start of the pandemic, as bank reserves have 
increased while commercial and industrial (C&I) loan growth has 
declined. This has contributed to banks putting much of their 
reserve capital to work in Agency MBS. (Figure 3)

Unlike the strong demand from the Fed and banks, money 
manager holdings at the end of the fourth quarter were $600 
billion lower than pre-pandemic levels, as many managers 
reduced their allocations to Agency MBS throughout 2021.4  

(Figure 4) This was likely driven by relative value, as Agency MBS 
spreads to U.S. Treasuries reached their tightest levels since 2010.

4 Citi Research 
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Figure 3 
Source: Federal Reserve Economic Data. Red-shaded area indicates recession.

Commercial Bank Balance Sheets 
As of January 31, 2022
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Fed Taper: Boy, That Escalated Quickly
On Dec. 15, the Federal Open Market Committee (FOMC) said it 
would reduce the monthly pace of its net asset purchases by $10 
billion for Agency MBS from the $5 billion announced on Nov. 3. 
Minutes released from the FOMC meeting show that members 
were on board with earlier interest rate hikes relative to the 
schedule followed at the end of the third period of quantitative 
easing (QE3).5  After QE3 concluded on Oct. 29, 2014, it was 
approximately 14 months until the FOMC decided to raise the 
target range for the federal funds rate to 0.25% to 0.50% on Dec. 
16, 2015.6  Market expectations are that the gap will be much 
shorter this time. Going back to the December 2021 meeting, 
the FOMC appears comfortable in the current environment with 
balance-sheet runoff, by which the Fed will reduce its assets by 
allowing bond holdings to mature rather than selling the assets.

These comments have brought renewed attention to quantitative 
tightening (QT), as the discussions at the Fed have turned to the 
size and pace of balance-sheet reduction. The Fed’s tapering is 
scheduled to conclude in mid-March with expectations for an 
initial rate hike at the FOMC’s March 15-16 meeting. That could 
set up the Fed to allow assets to run off as they mature as early 
as the second quarter of 2022. Similar to the last QT cycle, it is 
expected that the Fed will phase in caps on the amount of runoff 
in any given month and will clearly communicate this aspect of 
monetary policy to the market.

Given the Fed’s participation in the Agency MBS market, a 
technical gap could develop as the Fed embarks on QT. Some of 
this decline in Fed demand will likely be offset by lower supply, 
however, it is projected that other market participants might have 
to absorb approximately $600 billion in net Agency MBS supply.7 

While this estimated supply could be partially absorbed by the 
money manager community, there are several uncertainties, 
including the Fed’s sizing and timing of QT (demand), and the 
path of Treasury and mortgage rates (supply).

Past periods when money managers added materially to their 
Agency MBS holdings reported include 2018 and 2019, which 
marked approximately $250 billion in growth each year.8  Generally 
speaking, Agency MBS spreads during those periods were roughly 
10 bps to 20 bps wider than 2021 year-end levels. (Figure 5)

We expect bank demand will remain strong in 2022, although 
banks will likely purchase Agency MBS at a slower pace relative 
to last year. On the margin, higher yields and wider spreads make 
Agency MBS more attractive for banks to deploy their reserve 
capital. However, the slower pace of deposit growth due to 
tightening monetary policy might pressure overall bank demand.

Money Manager Exposure | As of December 31, 2021

Agency MBS Outlook: Economics 101
While Agency MBS spreads widened ahead of and after the 
November FOMC meeting, they tightened following the December 
meeting. This is similar to 2013 and 2018, when option-adjusted 
spreads (OAS) widened ahead of the implementation of taper and 
QT before tightening during the early stages of each. (Figure 6) 
However, toward the end of taper in 2013 and QT in 2018, Agency 
MBS OAS traded in a range of 30 bps to 40 bps, modestly wider 
than the mid-20 bps as of Feb. 22.

5 Minutes of the Dec. 14-15 FOMC meeting 
6 FOMC Statement, Dec. 16, 2015 

7Based on assumptions of higher Treasury and mort-
gage rates this year, and estimates for a midyear 
start to QT with progressing monthly reduction caps 
8BofA Global Research
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Figure 5 
Source: Morningstar. The dashed line indicates average Agency MBS money 
manager weight. Includes actively managed fixed income funds with a primary 
prospectus benchmark of the Bloomberg US Aggregate Bond Index.
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Agency MBS OAS During Prior Taper QT 
As of January 31, 2022

While history might serve as a guide, we believe it is hard to 
identify what the appropriate level for Agency MBS spreads 
should be in the current environment. As discussed earlier, the 
tapering of Fed purchases will leave a significant amount of supply 
to be absorbed by other investors. (Figure 7) 

Most of this excess supply could be taken up by banks with excess 
reserves as loan growth may underwhelm expectations. Demand 
from other more-price-sensitive account types, including money 
managers, foreign investors, and REITs, could increase if Agency 
MBS spreads widen. Broadly speaking, demand from these 
buyers might help balance the technical picture in 2022 and keep 
spreads relatively contained.

Additionally, there is a case to be made for investing in Agency 
MBS in a rising-rate environment. Potentially slower prepayments 
and increased collateralized mortgage obligation (CMO) issuance 
could create attractive opportunities for mortgage investors, 
where it might be possible to source lower-dollar-priced 
securities with positive convexity. Moreover, the lower duration 
of Agency MBS compared to Treasuries and investment grade (IG) 
corporate bonds could bode well for the asset class on a relative 
basis. (Figure 8) The risks to these assumptions are uncertainties 
over the path of inflation, the Fed’s policy response and supply 
outpacing demand. Until there is further clarity from the Fed, 
given the risk of more hawkish communication, we remain 
cautiously optimistic.  
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Figure 7 
Source: BofA Global Research
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Figure 8 
Source: Bloomberg

Ownership of Agency MBS by Investor 
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Index Duration | As of February 18, 2022
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Figure 6 
Source: Bloomberg. Grey-shaded area represents taper. Red-shaded area  
represents QT. Data set is monthly.
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Definitions of Select Terms
Cash-Out Refinancing – Mortgage-refinancing option in which an old mortgage is replaced 
by a new one with a larger amount than owed on the previously existing loan, helping 
borrowers use their home mortgage to get some cash.

Constant Prepayment Rate (CPR) – Metric (also known as “conditional prepayment rate”) 
that indicates a loan prepayment rate at which the outstanding principal of a pool of loans, 
such as mortgage backed securities (MBS), is paid off. The higher the CPR, the more pre-
payments are anticipated and thus the lower the duration of the note. This is called “pre-
payment risk.”

Federal Funds Rate – Target interest rate, set by the Federal Reserve at its Federal Open 
Market Committee (FOMC) meetings, at which commercial banks borrow and lend their 
excess reserves to each other overnight. The Fed sets a target federal funds rate eight 
times a year, based on prevailing economic conditions.

Federal Open Market Committee (FOMC) – Branch of the Federal Reserve System that 
determines the direction of monetary policy specifically by directing open market opera-
tions. The FOMC comprises the seven board governors and five (out of 12) Federal Reserve 
Bank presidents. 

Quantitative Easing (QE) – An unconventional monetary policy used by central banks to 
stimulate the economy when standard monetary policy has become ineffective. A central 
bank implements quantitative easing by buying specified amounts of financial assets from 
commercial banks and other private institutions, thus raising the prices of those financial 
assets and lowering their yield, while simultaneously increasing the monetary base.

Quantitative Tightening (QT) – Reverse of quantitative easing (QE); a central bank that 
acquired financial assets under QE undertakes steps to reduce its balance sheet.

Important Information Regarding This Material
Issue selection processes and tools illustrated throughout this 
presentation are samples and may be modified periodically. These 
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 non-professionals.
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.
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 copy of DoubleLine’s current Form ADV (which contains 
important additional disclosure information, including risk disclosures), 
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. 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 clients’ 
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.
CFA® is a registered trademark owned by CFA Institute. 
DoubleLine Group is not an investment adviser registered with the 
Securities and Exchange Commission (SEC).
DoubleLine® is a registered trademark of DoubleLine Capital LP.
© 2022 DoubleLine Capital LP


