Timely insights fro m
portfolio managers
and industry experts
on key financial,
economic and political
issues.

The views expressed in these posts are those of the authors and are current only through the date
stated. These views are subject to change at any time based upon market or other conditions, and
Eaton Vance disclaims any responsibility to up date such views. These views may not be relied upon
as investment advice and, because investment decisions for Eaton Vance are based on many
factors, may not be relied upon as an indication of trading intent on behalf of any Eaton Vance
strategy. The discussion herein is general in nature and is provided for informational purposes only.
There is no guarantee as to its accuracy or completeness.

J U N E 2 4 , 2 0 21

Investment Grade Fixed Income

Business as usual for agency MBS market after
Supreme Court ruling on regulator
Boston - On June 23, the U.S. Supreme Court made t w o important rulings
regarding the Federal Housing Finance Agency (FHFA), the regulator of Fannie
Mae and Fred die Mac.
While both of the rulings are essentially non-events for the agency mortgagebacked securities (MBS) market, the court's action does solidify t w o beliefs that
we have held for some time. First, Fannie and Fred die will remain under
government conservatorship. Second, and more importantly, there will be no
change to the government backing of bonds issued by Fannie and Fred die.
Specifically, the court found that the FHFA's structure was in violation of
separation of po wers. Previously, the director of the FHFA could only be
replaced "for cause." Wednesday's ruling opened the door for the president to
fire current FHFA Director Mark Calabria and replace him with someone who
shares Biden's agenda. (Wasting no time, the White House has already removed
Calabria from his post as director.)
In ad dition, the court rejected claims that the FHFA exceeded its authority in
sweeping profits from Fannie and Fred die. Note that the federal government has
been retaining the bulk of each company's profits since they went into
conservatorship in 2 0 0 8.
The first ruling ensures the status quo for agency MBS investors, as it relates to
Fannie and Fred die remaining under government control. Mark Calabria, who
was appointed by the previous ad ministration, was intently focused on removing
Fannie Mae and Fred die Mac from government conservatorship and
re-privatizing them. This ruling essentially squashes that potential outcome, as
the Biden ad ministration is much more focused on affordable housing goals
rather than ending government conservatorship.
The second ruling has some major implications, but not for MBS investors.
Instead, the news is taking its toll on activist hed ge fund investors in Fannie and
Fred die common and preferred shares. These investors' hopes of a substantial
windfall from recapitalizing Fannie and Fred die have evaporated, sending
preferred shares do wn almost 6 0% and the common stock do wn nearly 4 0%.
Bottom line: Although these rulings have certainly grabbed headlines, we expect
the impact on agency MBS to be relatively muted. As has been the case since
2 0 0 8, bonds issued by Fannie Mae and Fred die Mac will continue to be implicitly
guaranteed by the U.S. government and carry AAA ratings.
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"These rulings solidify t w o
beliefs that we have held
for some time: Fannie
and Fred die will remain
under government
conservatorship and,
m ore importantly, there
will be no change to the
government backing of
the bonds they issue."

All investing involves risk, including the risk of loss.
The value of investments may increase or decrease in response to economic, and
financial events ( whether real, expected or perceived ) in the U.S. and global
markets. Securities with longer durations tend to be more sensitive to interest
rate changes than securities with shorter durations. As interest rates rise, the
value of certain income investments is likely to decline. Mortgage- and assetbacked securities are subject to credit, interest rate, prepayment and extension
risk. Investments in debt instruments may be affected by changes in the
credit w orthiness of the issuer and are subject to the risk of non-payment of
principal and interest. The value of income securities also may decline because
of real or perceived concerns about the issuer's ability to make principal and
interest payments. U.S. Treasury securities generally have a lo wer return than
other obligations because of their higher credit quality and market liquidity.
While certain U.S. government-sponsored agencies may be chartered or
sponsored by acts of Congress, their securities are neither issued nor
guaranteed by the U.S. Treasury.
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