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The market for private MBS has largely disappeared 

since 2007 
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Agency MBS has largely replaced private MBS 
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The list of possible explanations is long and ranges 

from principal-agent issues to competition 

5/3/2010 
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Data 

Possible cause Effect 

P
ri
n

c
ip

a
l-

A
g

e
n
t Limited risk retention Originator, investor incentives misaligned 

Diverse reps and warranties Originator, investor incentives misaligned 

Diverse servicing standards Servicer, investor incentives misaligned 

Poor trustee guidelines No ability to resolve conflict between investors 

Is
s
u

e
r 

R
is

k
 Legal uncertainty Hard to securitize before understanding grounds 

for put backs, foreclosure, eminent domain 

Regulatory uncertainty Hard to securitize before resolving QM/QRM and 

servicing standards under Dodd-Frank 

Poor past performance Lack of confidence in credit rating agencies and/or 

investors’ own risk assessments 

Competition Agency MBS and bank portfolio lending takes the 

business 
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The conundrum: securitization has rebounded in other 

assets like consumer loans… 

5/3/2010 

SA 

Data 

0

50

100

150

200

250

300

350

400

450

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

G
ro

ss
 Is

su
an

ce
 (

$
B

ill
io

n
)

Autos Student Loan Credit Card Equipment Other

Securitization of subprime auto loans has led the ABS rebound 

Source: Deutsche Bank 
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And in commercial mortgage loans… 
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Securitization of commercial mortgages has returned to pre-boom levels 

Source: Deutsche Bank 
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And in leveraged loans… 

5/3/2010 
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Data 

Securitization of leveraged loans has nearly returned to pre-crisis levels 

Source: Deutsche Bank 
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And even in the credit risk of loans guaranteed by 

Fannie Mae and Freddie Mac 
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STACR 2013-DN2 M1 BBB- STACR 2014-DN1 M1 A

STACR 2014-DN1 M2 BBB CAS 2014-C01 M1 BBB-

Agency risk-sharing transactions 

Spreads – Rated Tranches* Spreads – Unrated Tranches 

7 

Date Transaction Innovation 

July 2013 STACR 2013-DN1 Inaugural risk share transaction 

October 2013 CAS 2013-C01 First rated (Fitch) senior note 

November 2013 STACR 2013-DN2 Multiple rating agencies rate the senior note 

November 2013 STACR 2013-DN2 Exchangeable classes introduced 

February 2014 STACR 2014-DN1 Sold above 3.00%, introduced 3 note structure 

February 2014 STACR 2014-DN1 Single A ratings 

* Except STACR 2013-DN1 M1, which is unrated 

Source: Deutsche Bank 
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The rebound in other markets frames the prospects for 

private MBS 
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Possible issue Selected evidence from other securitized markets 

P
ri
n

c
ip

a
l-
A

g
e

n
t Risk retention None required in auto ABS, CMBS, CLOs 

Reps and warranties Made in ABS, CMBS, CLOs but not standardized 

Servicing standards Applicable in ABS, CMBS, CLOs but not standardized 

Trustee guidelines No new mechanisms in ABS, CMBS, CLOs to resolve 

investor conflicts 

Is
s
u

e
r 

R
is

k
 Legal uncertainty Less in ABS, CMBS, CLOs 

Regulatory uncertainty Less in ABS, CMBS and possibly CLOs 

Past performance Strong in most ABS and CLOs, weaker in CMBS; very 

weak in MH (1990s), aircraft ABS (early 2000s), 

subprime cards (late 2000s), private student lending 

(late 2000s), which never recovered; no obstacle to 

GSE risk transfers 

Competition Competition in CRE from insurers, competition in 

student lending from government, competition in aircraft 

lending from EU banks 
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Primary suspect: competition 

5/3/2010 

SA 

Data Source: Bankrate.com, Freddie Mac 

Agency securitization and bank lending has offered better 

economics than private MBS 
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Agency securitization and bank portfolio lending have 

competitive advantage in capital, funding, information 
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Data 

Source of funds Advantage 

Agency securitization • Low implicit capitalization 

• Sizable liquidity premium 

Bank portfolio lending • Low cost of funds 

• Better information 
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Implications: a little daylight 

5/3/2010 

SA 

Data 

• Markets remain willing to price private securitizations 

• Private MBS can return under limited circumstances 

– Demand for loans exceeds government and bank willingness 

and capacity 

– Government and bank willingness or capacity shrinks, or 

– Both 
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Appendix 1 

Regulatory Disclosures 
 

1.  Important Additional Conflict Disclosures 
 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.  Investors are 
strongly encouraged to review this information before investing. 

 
2.  Short-Term Trade Ideas 
 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche Bank’s existing 
longer term ratings.  These trade ideas can be found at the SOLAR link at http://gm.db.com. 

 
3.  Country-Specific Disclosures  
 

Australia & New Zealand:  This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act and New Zealand 
Financial Advisors Act respectively.  
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and its(their) securities, including in relation to Deutsche 
Bank. The compensation of the equity research analyst(s) is indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases 
where at least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the preparation of this research report, the Brazil based 
analyst whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.  
EU countries:  Disclosures relating to our obligations under MiFiD can be found at http://www.globalmarkets.db.com/riskdisclosures. 
Japan:  Disclosures under the Financial Instruments and Exchange Law:  Company name – Deutsche Securities Inc.  Registration number – Registered as a financial 
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.  Member of associations:  JSDA, Type II Financial Instruments Firms Association, The 
Financial Futures Association of Japan, Japan Investment Advisers Association.  Commissions and risks involved in stock transactions – for stock transactions, we charge stock 
commissions and consumption tax by multiplying the transaction amount by the commission rate agreed with each customer.  Stock transactions can lead to losses as a result of 
share price fluctuations and other factors.  Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations. "Moody's", "Standard & 
Poor's", and "Fitch" mentioned in this report are not registered credit rating agencies in Japan unless “Japan” or “Nippon” is specifically designated in the name of the entity. 
Russia:  This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity requiring a license in 
the Russian Federation. 
 

Risks to Fixed Income Positions  
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For an investor that is 
long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. 
The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, fiscal funding needs, and FX 
depreciation rates are among the most common adverse macroeconomic shocks to receivers.  But counterparty exposure, issuer creditworthiness, client segmentation, regulation 
(including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibili ty (which may constrain currency conversion, repatriation of 
profits and/or the liquidation of positions), and settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income 
instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in 
emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. 
The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate 
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be received 
are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements. 
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