
iShares MBS ETF (MBB)
A Strategic Fixed Income Allocation

Presented by: Alex VanZandt, Cole Carpenter, Ethan Schweitzer

https://gamma.app/?utm_source=made-with-gamma


Investment Proposal: Portfolio Reallocation
Invest in MBB 
7% allocation (approximately $29,000)

Why Reallocate?

• Aligning with benchmark allocation

• Gaining Real Estate Market exposure

• Optimizing duration for a soft landing

• Target duration: 4.7-5.2 years

Invest more into SHY
Add 5% (8% total allocation) -12% (24% Total Allocation)

Divest from FTYXX (MMF)
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Understanding MBS ETFs

Mortgage-Backed Securities (MBS)

• Bonds collateralized by pools of U.S. 
home mortgages.

Exchange-Traded Fund (ETF)

• A diversified fund, traded like 
traditional stocks.

iShares MBS ETF (MBB)

• Tracks Bloomberg U.S. MBS Index

• Holds hundreds of agency mortgage 
pools

• Payments flow from homeowners to 
bondholders

MBB provides exposure to the U.S. housing market through a diversified, liquid investment vehicle.
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The Concept of a Mortgage Pool

What is it?

• Bundle of many individual, similar home loans

• E.g., 30-year fixed, Fannie/Freddie conforming loans

• Investors own shares of the entire pool, not individual mortgages

How it Works

• Homeowners make monthly payments

• Payments collected and passed through to investors (like MBB)

• Offers diversification and bond-like cash flows
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Key Agencies: Fannie, Freddie, and Ginnie

Fannie Mae

• Government-sponsored enterprise (GSE)

• Buys mortgages, bundles into MBS

• Guarantees investor payments

• Focuses on conventional loans

Freddie Mac

• GSE similar to Fannie Mae

• Buys mortgages, creates MBS

• Guarantees payments

• Works with smaller banks, credit unions

Ginnie Mae

• U.S. government agency (not a GSE)

• Guarantees MBS backed by FHA, VA, USDA 
loans

• Full faith and credit of U.S. government

These agencies play a crucial role in the mortgage market, ensuring liquidity and stability for investors.
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Composition of MBB Holdings

Primarily Agency Residential Mortgage Pools

• Fannie Mae (Federal National Mortgage Association)

• Freddie Mac (Federal Home Loan Mortgage Corporation)

• Ginnie Mae (Government National Mortgage Association)

Asset Mix (Approximate)

• Mortgages: ~98–99%

• Cash/Other: ~1–2%

No exposure to corporates, municipals, or equities, maintaining a balanced portfolio.
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MBB Credit Quality

High Quality Holdings

• ~99% AA-rated agency MBS

• Guaranteed by Fannie, Freddie, or Ginnie

• Very low default risk compared to other bonds

Credit Risk Comparison

• Treasuries: No credit risk, pure interest-rate risk

• IG Corporates: Risk of business weakening or default

• BAB (Munis): Risk of state/city financial deterioration

• MBB (Agency MBS): Backed by U.S. housing with agency guarantees

https://gamma.app/?utm_source=made-with-gamma


Main Risks of MBB for the Oros 
Fund

Interest-Rate Risk

Rising rates: MBB prices decrease short-term.

Falling rates: MBB prices increase, but prepayment risk emerges.

Prepayment & Extension Risk

Falling rates: Homeowners refinance faster; early payouts, reinvest at lower 
yields.

Rising rates: Homeowners refinance slower; cash stuck in longer, below-market 
bonds.

Spread Risk vs. Treasuries

MBS typically offer yield premium over Treasuries.

Risk-off markets: Spreads widen, MBB may underperform Treasuries despite 
credit quality.
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Aligning with Our Soft-Landing View

• Earn extra yield over Treasuries from high-quality bonds.

• Avoid large shifts into lower-quality credit or equities.

• Maintain duration around 5 years.

• Portfolio duration remains near target, below AGG's.

• Adding ~7% MBB: still overweight Treasuries/Munis, underweight 
MBS vs. AGG.

• Improved income via a high-quality, agency-backed MBS sleeve.

If our soft-landing view is accurate, we gain a reasonable 
spread for agency MBS risk.
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Changes to Oros Fund
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Oros Portfolio: ETF Allocation Update

Key ETF Changes
+7% in MBB 
-12% in FTYXX
+5% in SHY

Dollar Amount Changes
(+$30,500 in MBB, Total $30,500)
(+16,500 in SHY, Total $34,885)
(-$47,000 in FTYXX, Total 104,657)
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Sector Benchmark (AGG) Oros Fund Weighting

Treasury (GOV) 47% 31% Underweight

Corporate 26% 20% Underweight

Municipal 0% 13% Overweight

Commodities 0% 5% Overweight

MMF (Cash) 1% 24% Overweight

Mortgage 26% 7% Underweight

Benchmark Sector Comparison
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ETF Universe: Benchmark & Fund Comparison

- Oros Portfolio (W/O MBB)

Before Changes:
Duration: 4.69
Yield: 3.93%

After Changes:
Duration: 5.18
Yield: 4.00%

AGG:
Duration: 5.82
Yield: 3.85%

MBB: 
Duration: 5.42
Yield: 4.12%
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Oros Portfolio: ETF Allocation Update

Credit Analysis Update
Before Re-Allocation: AA Rated
After: AA Rated (A little worse)

MBB Annual Cash Flow Estimation
12 month trailing yield: 4.12%
Estimated Annual CF: $1,195
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Why MBB?

• Provides high-quality IG exposure aligned 

with our benchmark.

• Offers agency MBS exposure tied to U.S. 

housing strength.

• Mid-4-year duration suits soft-landing rate 

stabilization.

• Duration closely matches our 4.7–5.2-year 

target.

Recommendation
Reallocate roughly $29,000 to purchase 
7% position in iShares MBS ETF (MBB)
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Index
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Key Allocation Changes
-  MMF: 36% to 24%
- Treasury: 27% to 31%
- MBS: 0%- 7%



AAA 25.42% 1 0.254173

AA 45.98% 2 0.919528

A 12.07% 3 0.362202

BBB 9.55% 4 0.38196

BB 0.42% 5 0.0211

nr 0.06% 6 0.00366

AAA 1

AA 2

A 3

BBB 4

BB 5

NR 8



BAB, 1.13

FTYXX, 0.04

IGIB, 0.64

IGSB, 0.28

SHY, 
0.16STIP, 

0.20

VGLT, 2.34

MBB, 0.40

Duration Visual



Before Re-Allocation: 4.69
After: 5.18

Before Re-Allocation: AA Rated 
After: AA Rated (A little worse)



Sector Benchmark (AGG) Oros Fund Weighting

Treasury (GOV) 47% 31% Underweight

Corporate 26% 20% Underweight

Municipal 0% 13% Overweight

Commodities 0% 5% Overweight

MMF (Cash) 1% 24% Overweight

Mortgage 26% 7% Underweight



Benchmark Sector Comparison
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