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With the rise in interest rates in 2022, there has been an explosion of new Fixed Income funds and
ETFs in 2023 and 2024. Of these 151 identify as “Actively Managed.

Almost all funds benchmark against a Passive Index. There are no “Active Indices” to assess the
performance of an “Active” fund against an Active Index, to determine an Active Fund’s relative

performance versus what is possible.

We have created a pair of Active Benchmark Portfolios that can be used to assess whether funds that

are Actively Managed are reaching their potential.

. Cum
Benchrrmark Active Model Aug-24 |(YTD 2024 | 1-year 3-year 5-Year returns Annual Beta Corr Coef of
Portfolios Alpha Var
1/2016
[AGG Passive Index 1.5% 3.2% 7.3% -6.2% -0.4% 15.2% 0.0% 1 1.00 1028
Benchl: ARAM Active AGG+ IG 1.2% 3.3% 7.2% -3.3% 4.4% 20.7% 0.6% 0.96 0.91 802
zs:::z’ ARAM Active AGG+ 12% | 49% | 88% | 06% | 93% | 282% | 1.7% 0.76 087 | 627

e We use 9 benchmark Fixed Income ETFs to represent bond market sectors

ETF [Sector Assets ($B) | Duration
AGG |Aggregate (All US IG) $117.6 6.3
TLT  |UST Long Duration $53.2 17.1
BIL UST T-Bills $32.5 0.1
MBB [MBS Agency $31.3 5.9
LQD |US S Inv Grade Corps $30.8 9.1
GOVT |US Treasury $25.8 6.1
TIP  |UST Inflation Bonds $17.8 6.8
IAGG |International AGG IG bonds $6.2 7.0
HYG |High Yield Corps $16.8 3.1




e 2 Model Portfolios are created that can be used as Active Benchmark Indices
o Benchl: Active AGG+ IG — using purely Investment Grade assets

o Bench2: Active AGG+ Broad - adding HYG, as a proxy for higher yielding sectors that

are often used by Active Managers — CLOs, convertible bonds, emerging market, etc

Methodology

e Active Benchmark Portfolios are constructed from combinations of the 9 possible ETFs

e A systematic risk targeting algorithm is used to build the active model portfolios, creating a
consistent repeatable process for index construction

e The performance of the majority of Fixed Income “Active Funds” is best mapped to the AGG
(high correlations)

e We target the risk of the AGG to construct the model portfolios

e Model Portfolios are reconstructed and rebalanced quarterly, responding to changes in
volatility in AGG monthly returns, with weights of holdings changing

¢ The maximum weight of any fund is 50%

e Usually, 2-3 funds are selected at every rebalancing.

Statistical Characteristics for Identification of Active Funds

e A successful actively managed fund would have low correlation to their benchmark index

e The Beta to the benchmark index of an Active manager should also demonstrate volatility
and vary though time as market regimes change and the manager responds though sector
rotation or changing portfolio duration

e [f the fund manager succeeds in finding Alpha (the intercept of a regression of total returns),
then the Beta to the benchmark index could be lower

e A higher or lower Beta could also indicate duration differences compared to the benchmark, if
the correlation is high, and can be used to estimate the implied duration of a fund

e A change in Beta between periods would suggest a duration change and active management

e Conversely, high correlations and stable Betas would imply that the fund is not truly ‘Active’




Active Benchmark Model Portfolio Weights

Active AGG+ IG - Benchmark Portfolio ETF Weights
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Active AGG+ Broad - Benchmark Portfolio ETF Weights
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Active Benchmarks - Beta and Correlation vs AGG

12mo Beta vs AGG
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Active AGG+ Broad
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12mo Correlation vs AGG
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Active Benchmarks - Annualized Alpha vs AGG

Annualized 12mo Alpha vs AGG
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e Active AGG+ IG === Active AGG+ Broad

Active Benchmarks - Cumulative Returns

Cumulative Returns - AGG vs Active Benchmarks
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Active Benchmarks - Duration

Duration - AGG vs Active Benchmark Portfolios
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e AGG == Active AGG+IG === Active AGG+ Broad

The Case for Active Management in Fixed Income

The chart below highlights duration volatility in Fixed Income sectors. This creates opportunities for
Active Management through duration management and sector rotation in response to rate, credit,
yield curve and QE regime changes.

Durations of Benchmark Bond Market Sectors
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What makes a Fixed Income Fund “Active”

| asked ChatGPT some questions, and the answers (bold emphasis is mine) matched my understanding.

“Active fixed income funds have fund managers who actively make decisions to buy and sell
securities in an attempt to outperform the market. Passive fixed income funds, on the other hand,
aim to replicate the performance of a specific bond index.”

“Making fixed income funds active typically involves the fund manager actively managing the
portfolio to generate returns that outperform the benchmark. Common active strategies in fixed
income funds include:

e Security Selection: Actively choosing individual bonds or other fixed-income securities based on
the manager's analysis of credit risk, interest rates, and economic conditions.

e Duration Management: Adjusting the fund's average duration, or interest rate sensitivity,
based on expectations for interest rate movements. This can help capitalize on changing interest
rate environments.

e Credit Analysis: Assessing and actively managing credit risk by selecting bonds from issuers with
strong creditworthiness or improving credit conditions.

e Sector Rotation: Shifting allocations among different sectors of the fixed income market (e.g.,
government bonds, corporate bonds, mortgage-backed securities) based on market conditions
and economic outlook.

e Yield Curve Strategies: Adjusting the portfolio's exposure along the yield curve to capitalize on
anticipated changes in interest rates at different maturities.

e Global Diversification: Actively managing exposure to bonds in different regions and currencies
to take advantage of global economic trends.

These strategies require active monitoring, analysis, and decision-making by the fund manager to
navigate market conditions and generate returns beyond what might be achieved through
passive management.”

Our Active Fixed Income Benchmark Indices and Model Portfolios fill a gap in the ability of the
market and allocators to assess performance. We look forward to your comments.

Samir Shah

President and CIO

MBS Mantra, LLC (a CT Registered Investment Advisor)
(dba) Alpha Research and Management

Alpha Research and Consulting, LLC
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Please visit our website https://www.mbsmantrallc.com for important disclosures.
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Important Notice - Disclaimer

This overview is being provided to you by MBS Mantra, LLC, d/b/a Alpha Research and Management (“MBS Mantra” or
the “Firm” or the “Adviser” or “ARAM?), 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.



