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The Total Return Strategy concept, which I started nearly 30 years ago, began as a result of
observing that it was possible to have the same or higher income with the same or lower risk
than that of the Bloomberg Barclays US Aggregate Bond Index (the “Agg”), which is the most
commonly used index in the intermediate-term fixed income category. We looked at the
historical performance and yields of the various major fixed income sectors, and the data
was powerfully convincing that the Agency mortgage-backed securities (MBS) market had
lower volatility than the Agg and the market it covers and roughly the same return.
Therefore, it was possible to have
higher risk-adjusted returns just
by indexing in Agency MBS rather
than indexing with the Agg. The Agg
generally comprises three sectors:
roughly one-third government bonds,
one-third corporate bonds and onethird Agency MBS. (Figure 1)
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corporate bond exposure. Instead, the
Strategy utilizes securitized credit: nonAgency residential MBS (RMBS), commercial MBS (CMBS), asset-backed securities (ABS) and
collateralized loan obligations (CLOs). (Figure 2)
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Using this barbell approach of Agency MBS and securitized credit, we’re able to put together a portfolio that has the potential to have a
lower interest rate risk with a higher yield than the Agg. (Figure 3) The goal of the Strategy is to have a higher income stream with lower
observable risk and volatility with the potential for attractive risk-adjusted returns.
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Source: Bloomberg, DoubleLine
*CLO and Bank Loans are typically floating rate assets, meaning quarterly coupon payments pay a variable rate of interest depending on a widely accepted interest rate.
Duration is calculated as 0.25 years using an underlying base rate of 3-month LIBOR.

How do you risk mitigate in the portfolio?
When I started almost 30 years ago, thinking about
the relative risks and rewards of fixed income sectors,
it was clear that Agency mortgages had much better
characteristics than either U.S. Treasury bonds or corporate
securities. Thirty years later, we have observed that the
relationship has held the entire time.

Standard Deviation
March 31, 2021

When we map out the standard deviation of the various
sectors of the intermediate-duration fixed income market,
represented by the Agg on a rolling basis, the standard
deviation of the Agency mortgage market has always
been lower than both Treasuries and corporate bonds,
as well as municipal bonds, which are not part of the Agg.
(Figure 4) Interestingly, the volatility of Agency MBS is also
more stable.

Figure 4
Source: Bloomberg
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Similar to the Strategy’s dynamic allocations to both structured
credit and Agency MBS, so too does the overall portfolio duration
change over time. One way in which risk is mitigated in the
Strategy is by maintaining a lower duration than the Agg. For
much of the last few years, the Strategy’s duration has been
approximately two to three years shorter than the Agg’s. (Figure
5) Our risk management process allows us to respond to changing
market environments while the Strategy’s philosophy and process
remains consistent.

Corporate Debt to Gross Domestic Product (GDP)
March 31, 2021
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Why do you favor structured credit over corporate
credit?
In recent years, corporate bond issuance has more than doubled
from the 2007 levels, with corporate CFOs taking advantage of
lower interest rates and leveraging their balance sheets to very
high levels. Corporate credit as a percentage of GDP in the United
States is now at the highest level in history. (Figure 6) Buyers
of corporate bond issuance may not know that they will find
themselves with unintended interest rate risk at a time when
corporate bond spreads are very tight relative to history.
This dynamic of increased corporate issuance, long duration and
tight spreads is one of the reasons we prefer not to use corporate
credit in the Strategy, as we believe that the yield-to-risk ratio of
corporate securities is unfavorable relative to securitized credit.
As of March 31, the duration of the Bloomberg Barclays US
Corporate Bond Index was 8.5 years while the yield-to-worst ratio
was 2.1%.

Figure 6
Source: Bloomberg. Red shaded areas indicate recessionary periods.

Investing in structured products and adding them to traditional
fixed income portfolios can potentially enhance returns while
minimizing volatility over a full market cycle.
Securitized credit often delivers a yield advantage with lower
effective duration compared to investment grade (IG) corporate
bonds and often displays:
• lower interest rate risk,
• lower credit spread risk
• and lower correlation to the S&P 500 relative to corporate
credit alternatives.
Additionally, the structured product landscape has significantly
evolved since the Global Financial Crisis, with stricter underwriting
standards in parts of the market and conservative changes to
rating agency criteria, which resulted in a material increase of
required subordination for IG ratings. The implementation of the
risk retention requirements of the Dodd-Frank Act of 2010 also
increased “skin in the game.”

Why don’t all bond fund managers use a similar
approach?
We often get asked why all bond fund managers don’t learn
from the DoubleLine Total Return Strategy and adopt a similar
approach. The answer is quite simple: We don’t think they know
how. DoubleLine’s seasoned investment professionals have
decades of experience investing in structured products through
many market cycles and various interest rate environments.
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Having been recognized as a leader in the space, DoubleLine’s
time-tested investment philosophy and process have established
track records of attractive absolute and risk-adjusted returns.
Many firms have traders focus on only one subsector, or the entire
firm focuses on a single subset of the opportunity set available
in structured products. Being able to trade all the subsectors
successfully is only one part of DoubleLine’s strategy equation.
The second part of the firm’s approach relies on leveraging our
experience to assess risks appropriately, which not only involves
a deep understanding of the underlying collateral, sectors, and
asset types, but it also requires knowing when to shift sector
allocations in the face of changing market and credit conditions.
We believe this second part of the puzzle gives DoubleLine its
competitive advantage.

Do you think you will close your Total Return Strategy
at some point?
We strive to ensure our clients have the best experience possible,
and if that means closing strategies to maintain performance,
that’s what we do. DoubleLine believes in offering high-quality
products that will not compromise the return for clients.
Fortunately, the structured product market is quite large, and we
don’t believe there are any capacity constraints for the DoubleLine
Total Return Strategy currently.

What opportunities do you see going forward and
how will rising rates effect the strategy?
It’s constructive to look at the performance of the Strategy over
prior periods of rising rates versus the Agg and its components.
When interest rates rise, generally, mortgages get longer in
duration. However, Agency MBS still have a lower duration than
Treasuries and IG corporate bonds. Typically, for that reason, you
see a lower standard deviation, lower drawdown, and higher
return from Agency MBS relative to the Agg and its components.
(Figure 7)
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Figure 7
Source: Bloomberg, Barclays, DoubleLine
* Using month end data due to Bloomberg data set pre-1994. Peak to Trough using daily closes all time periods had 100bps+ increase.
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Definitions and Terms
Agency and Non-Agency Residential Mortgage-Backed Securities (RMBS) –
Debt-based security (similar to a bond), backed by the interest paid on loans
for residences. The interest on loans such as mortgages, home-equity loans and
subprime mortgages is considered to be something with a comparatively low
rate of default and a comparatively high rate of interest, since there is a high
demand for the ownership of a personal or family residence. “Non-Agency”
refers to RMBS not issued by the government-sponsored entities. “Agency”
refers to RMBS issued by one of three quasi-governmental agencies: The
Government National Mortgage Association (GNMA or Ginnie Mae), the Federal
National Mortgage Association (FNMA or Fannie Mae), and the Federal Home
Loan Mortgage Corporation (Freddie Mac).
Asset-Backed Security (ABS) – Investment security, such as a bond or note,
that is collateralized by a pool of assets, such as loans, leases, credit card debt,
royalties or receivables.
Bloomberg Barclays US Aggregate Bond Index – This index represents securities
that are SEC registered, taxable and dollar denominated. It covers the U.S.
investment grade, fixed-rate bond market, with components for government
and corporate securities, mortgage pass-through securities and asset-backed
securities. These major sectors are subdivided into more specific indexes that
are calculated and reported on a regular basis.
Bloomberg Barclays US Corporate Bond Index – This index measures the
investment grade, fixed-rate taxable corporate bond market. It includes U.S.
dollar-denominated securities publicly issued by U.S. and non-U.S. industrial,
utility and financial issuers.
Bloomberg Barclays US Mortgage-Backed Securities (MBS) Index – This index
measures the performance of investment grade, fixed-rate, mortgage-backed,
pass-through securities of the government-sponsored enterprises (GSEs):
Federal Home Loan Mortgage Corp. (Freddie Mac), Federal National Mortgage
Association (Fannie Mae) and Government National Mortgage Association
(Ginnie Mae).
Important Information Regarding This Material
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.

Bloomberg Barclays US Treasury Total Return Index – This index measures U.S.
dollar-denominated fixed-rate nominal debt issued by the U.S. Treasury with
a remaining maturity of one year or more. Treasury bills are excluded by the
maturity constraint but are part of a separate Short Treasury Index.
Collateralized Loan Obligation (CLO) – Single security backed by a pool of debt.
Commercial Mortgage-Backed Securities (CMBS) – Securitized loans made on
commercial rather than residential properties.
Fannie Mae (FNMA) – The Federal National Mortgage Association is a
government-sponsored enterprise that buys loans from mortgage lenders,
packages them together, and sells them as a mortgage-backed security to
investors on the open market.
Freddie Mac (FHLMC) – The Federal Home Loan Mortgage Corporation is a
stockholder-owned, government-sponsored enterprise (GSE) chartered by
Congress in 1970 to keep money flowing to mortgage lenders in support of
homeownership and rental housing for middle income Americans.
Ginnie Mae (GNMA) – The Government National Mortgage Association
(Ginnie Mae) is a federal government corporation that guarantees the timely
payment of principal and interest on mortgage-backed securities (MBS) issued
by approved lenders. Ginnie Mae’s guarantee allows mortgage lenders to obtain
a better price for MBS in the capital markets.
Legacy Residential Mortgage-Backed Securities (RMBS) – Securities issued pre2008 financial crisis.
Non-Agency Mortgage-Backed Securities – Mortgage securities issued by
private entities that have no guarantee.
it is not possible to invest directly in an index.

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 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.
DoubleLine Group is not an investment adviser registered with the Securities
and Exchange Commission (SEC).
DoubleLine® is a registered trademark of DoubleLine Capital LP.
© 2021 DoubleLine Capital LP
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