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Welcome to the first edition of Viewpoints – MBS Mantra’s view of 

Economics, Financial and MBS Markets 

Macro View 

Markets and Fed watchers are increasingly discussing the possibility of a US June 

rate rise, with Fed officials stating that ‘conditions are almost met for June 

tightening’ (FT 5/22/16).  

While everyone frets about whether the Fed will raise rates, it is questionable 

whether this leads to a ‘tightening’ of monetary policy, as is generally assumed. As 

I have discussed in my past Crisis Notes, and shown in the ‘Failure of Macro 

Economics’ study, the ability of Interest Rate Policy to impact money supply 

ceased in 1999 when Japan entered its Liquidity Trap. Interest Rate policy since 

then has the opposite-to-desired impact on money supply, as rate increases attract 

carry capital from liquidity-trapped countries, and vice-versa. With Europe and 

Japan currently having NIRP, (negative yield government debt now exceeds $10T) 

US rate increases will only serve to attract even more money to the US, increasing 

US Money Supply, and decreasing the money supply in NIRP countries.  

After initial knee-jerk selloffs in US markets, this should result in continued asset 

inflation in the US, (historically with a 30 day lag), with counter-balancing 

declines in foreign markets. As such, when viewed globally, changes in asset 

valuations resulting from changes in central bank interest rate policy are a zero 

sum game, since there is no positive velocity of money (money multiplier) in most 

countries – net money flows determine asset appreciation and depreciation. 

Impact on Financial Assets and US Yield Curves 

A 25bps rate increase in the Fed Funds is mostly symbolic. However, if foreign 

equities sell off, there could be a powerful ‘flight-to-quality’ into US Treasuries. 

Thus, I suspect the US yield curve will rally and flatten, with the short end being 

anchored by the new FF rate.  

A small rate rise is not likely to have much impact on most financial assets. It 

might impact levered assets like Agency MBS Reits, as well as brokerage firms, as 

funding cost increases could crimp their net margins, in which case Agency MBS 
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spreads are at risk as well from deleveraging and selling (as during the Bernanke 

Taper Tantrums of 2013). Banks are unlikely to pass on any rate increases to their 

deposit base, and so should not experience any significant increase in funding 

costs. Whether their asset yields, and thus net interest margins, increase, is 

questionable, as a flight to quality to USTs might actually reduce asset yields. 

Non Agency MBS, as well as other securitized credit spreads, might also come 

under temporary pressure if there is selling due to redemptions in anticipation of 

higher yields. Any such widening is likely to be temporary, as we believe this 

sector offers attractive relative value in comparison to other fixed income assets, 

and any Non Agency MBS assets, which are scarce in block size, will be scooped 

up by unlevered investors. 
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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.   

 

 


