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Investing in Structured Credit 
 

A Primer 

 
 

 Structured credit comprises a large component of the U.S. fixed income 
bond market; however, it is generally underrepresented in many traditional 
fixed-income portfolios, in our opinion. 

 
 Progress in structured credit markets has reshaped U.S. fixed income mar-

kets by taking relatively illiquid assets and creating tradeable securities. 
This may have benefits for investors, lenders and underlying borrowers.  

 
 We believe that structured credit investments offer many portfolio benefits: 
 

    Diverse underlying credit exposures with fixed or floating coupons 

    Securities with recourse to real assets can potentially mitigate inflation risk 

    Structural features enable evolving credit profiles over time  
 

 The following primer is meant as an introduction to the structured credit 
asset class.  

 

    Market Overview  

    Diversified assets types and credit profiles 

    Basic understanding of the securitization process 

    Risk Mitigation Strategies 

    Structural Credit Enhancement 

    Investment Characteristics 
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Introduction 

 

Structured finance is a large component of the U.S. fixed in-

come bond market and, yet, generally underweighted in many 

traditional fixed income bond portfolios, in our opinion. The 

breadth of investment alternatives is quite large owing to the 

diversity of underlying collateral types and investment struc-

tures within. This primer is meant as an introduction to the 

structured credit asset class and provides the following: 
 

 Overview of the securitized credit market 

 Description of the underlying asset types   

 Basic understanding of the securitization process 

 Overview of what we believe are attractive investment 

characteristics 
 

At the core of structured finance is: 
 

 Pooling of similar debt obligations/assets 

 Structuring of the underlying cash flows 

 Selling the resulting structured cash flows as investable 

securities 
 

The process of structured credit has reshaped the U.S. fixed 

income markets by taking relatively illiquid assets and creat-

ing liquid tradeable securities. This may have benefits for in-

vestors, lenders/issuers, and the underlying borrowers.  
 

 

 

Investing in Structured Credit 

 Investors may benefit from the diversification of invest-

ment alternatives relative to more traditional fixed-

income exposures.  

 Lenders and issuers benefit from the addition of a new 

source of financing. Securitization can potentially provide 

off-balance sheet treatment of assets, better asset/liability 

matching, and potentially lower financing costs.  

 Borrowers may benefit as lower financing rates for lend-

ers increases competition and ultimately translates into 

lower borrowing costs for consumers and businesses. 

 

 

Total $61.2 Trillion
1

%

Treasuries 28,583               47%

Structured Finance 13,787               23%

Corporate 11,358               19%

Municipals 4,233                 7%

Money Market 1,281                 2%

Federal Agency 1,982                 3%

Sources: SIFMA, Federal Reserve, J.P. Morgan
1
Structured Finance as of Q4 2021, all other bond market segments as of Q1 2025

Exhibit 1:

Outstanding U.S. Bond Market Debt
$ Billions

U.S. Structured Finance Market
$13.787 Trillion1

Agency Guaranteed
$10,689bln

RMBS
$9,792bln

CMBS
$897bln

Structured Credit Market
$3,098bln

Non-Real Estate 

ABS
$1,585bln

Real Estate 

RMBS and CMBS
$1,513bln

Residential Real Estate
$840bln

Commercial Real Estate
$673bln

Consumer Credit
$766bln

Corporate Credit
$819bln

Collateral Types:

• 1-4 Family Residential Mortgages

(RMBS)

• Residential Non-Performing Loans 

(NPL) and Re-Performing Loans (RPL)

• Single Family Rental Loans

• Legacy Nonprime Loans

• Credit Risk Transfer (CRT) Securities

Collateral Types:

• Conduit CMBS

• Single Asset, Single Borrower (SASB) 

CMBS

• Commercial Real Estate CLOs - CRE 

CLOs

Collateral Types:

• Auto Loans/Leases

• Credit Cards

• Student Loans

• Unsecured Consumer

• Marketplace Lending

Collateral Types:

• Collateralized Loan Obligations (CLOs)

• Trust Preferred Collateralized Debt 

Obligation (CDOs)

• Equipment Leases

• Franchise/Whole Business

• Aircraft Leases

• Shipping Containers

Sources: SIFMA, Federal Reserve, J.P. Morgan
1Structured Finance market size as of Q4 2021

Exhibit 2: 

The U.S. Structured Finance Market is a Large and Diverse Subset of the Overall U.S. Bond Market 
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Investing in Structured Credit 

Structured Finance is a Large and Diverse Market 

 

The origins of structured finance date back to the 1970s when 

government agencies began bundling pools of residential 

home mortgages and selling residential mortgage backed se-

curities (or RMBS, as they are commonly known). Through-

out the 1980s and 1990s, the structured finance market ex-

panded to include many other income-producing debt obliga-

tions, such as commercial mortgages (CMBS), and a multi-

tude of alternative types of consumer and business debt 

(ABS). Today, the size of the U.S. structured finance market 

is large, totaling $13.8 trillion or roughly 23% of the total 

outstanding U.S. bond market (Exhibit 1).  

 

Approximately 78% of the overall U.S. structured finance 

market is guaranteed by a U.S. government agency (both 

RMBS and CMBS) and therefore effectively bear limited 

credit risk. The remaining 22%, which is not guaranteed by a 

U.S. agency, is what is generally referred to as “structured 

credit” (Exhibit 2). While agency-backed MBS and CMBS 

can offer compelling investment opportunities, the focus of 

this article is on the subset of structured finance, which is non-

agency guaranteed or structured credit. We believe excess 

returns may be available to investors who have a differentiat-

ed view of the underlying credit fundamentals. The interplay 

between these cash flows and the myriad of nuanced structural 

characteristics that exist within structured credit can provide 

further excess return opportunities, in our opinion.  

The diversity of collateral types backing the U.S. structured 

credit market is large and can be broken down into four pri-

mary exposures (Exhibit 2).   
 

 Residential real estate (RMBS) 

 Income producing commercial real estate (CMBS) 

 Loans to consumers (consumer ABS) 

 Loans to businesses (commercial ABS)  

 

Within the consumer ABS market, primary collateral types 

include auto loans, student loans, credit cards and unsecured 

consumer loans - including those from rapidly growing fintech 

lenders in the point-of-sale (POS) and buy-now-pay-later 

(BNPL) sectors. In the business or corporate ABS sector, col-

lateralized loan obligations (CLOs) account for the majority of 

issuance and outstanding; however, corporate ABS can be 

backed by a host of other business exposures, including equip-

ment and aircraft leases, shipping containers, and many oth-

ers. 

 

The Securitization Process 

 

 Step 1 - secur ing a pool of homogeneous assets/loans, 

such as home mortgages, auto loans, or other financial 

contracts. The pool of loans may have been originated by 

a bank, a finance company, or other non-bank entity. Al-

ternatively, the pool of loans may have been acquired 

from the original lender by a third-party entity for invest-

ment. 
 

 
Exhibit 3: 

Creating Investable Securities From Homogeneous Loan Pools 

An SPV is created for the 

sole purpose of buying a 

pool of underlying assets 

and issuing debt.  The 

SPV is a bankruptcy 

remote company which 

insulates investors from 

the credit risk of the 

originator.

The securitization 

structure stipulates the 

priority of principal and 

interest cash flows from 

the pool of loans to the 

individual securities 

across the capital 

structure.

SPV Investable Securities

Alternative Risk Reward Opportunities

AAA

A

AA

Last

Loss

First 

Loss

Lower

Risk

Higher 

Risk

Lower

Yield/Return

Higher 

Potential

Yield/Return

Individual 

Securities/Tranches

BBB

BB

B

Unrated

Corporate Loans

Student 

Loans

Loan Pools

Diverse Collateral Types

Home Mortgages

Etc., Etc....

Homogeneous Assets

Assets Assets AssetsAssets

Assets are contractual loans to individual borrowers
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Investing in Structured Credit 

Risk Mitigation Strategies 

 

One type of risk mitigation/loss reduction is the “secured” or 

“collateralized” nature of many types of structured credit as-

sets. The assets backing structured credit are contractual loans 

to underlying borrowers. However, in many cases these con-

tractual loans contain terms which provide recourse to collat-

eral backing the loans. For instance, residential mortgage 

loans are secured by the underlying home. In the event that a 

homeowner defaults on their mortgage, the underlying home 

can be repossessed and sold in an attempt to recover the prin-

cipal amount of the loan. This is an important feature of many 

types of structured credit securities and helps to differentiate 

them from corporate bonds, for instance.   

 

The degree of credit protection derived from the underlying 

assets can vary significantly across different collateral types 

and originators. One measure would be the loan–to-value ratio 

(LTV), which specifies the size of the loan relative to the mar-

ket value of the underlying asset. All else equal, a lower LTV 

would generally imply a higher likelihood of being able to 

recover the principal owed on the loan from the sale of the 

asset.  

 

However, not all structured credit securities are backed by 

loans secured by an underlying asset. There are many types of 

consumer and business loans which are not secured and rely 

on structural features within the securitization to provide cred-

it enhancement and risk mitigating features. 

   

 

 

  

 

Weighted 
Average

Loan Interest 

Rate

Assets/Underlying 

Loans

$100mm

principal value

Special

Purpose

Vehicle

SPV

Loan Servicer

Servicing Fee = 0.35%

Loan Pool $100
(less servicing fee)

Tradeable Securities

Senior Securities 40
Senior Mezz 48

Junior Mezz 7

Total/Wtg Avg 95

Overcollateralization 5%

Excess Spread

4.65%

2.50%

4.00%
6.00%

3.34%

1.31%

Interest
Rate %

Principal
Value $mm5.00%

Assets  =

4.65%
Payment

Waterfall

Senior
Securities

AAA rated

Senior Mezzanine

Investment Grade

AA, A, BBB  rated

Junior Mezzanine

Non-Investment Grade

BB,  B  rated

Residual/Equity

Not Rated

Initial 
Credit

Enhancement

60%

5%

12%

Liabilities + Equity

Exhibit 4: 

Sample Securitization 

 Step 2 - creation of a special purpose vehicle or  SPV 

(as it is commonly known). An SPV is a legal entity cre-

ated for the sole purpose of acquiring a pool of underly-

ing assets and issuing tradeable securities secured by 

those assets. The advantage of creating an SPV is that it is 

legally independent of and considered bankruptcy-

remote, from, the originator/seller of the underlying as-

sets. As a result, investors of the securitized assets issued 

by the SPV are not exposed to the potential bankruptcy 

risk of the originator/seller of the assets. This is an im-

portant feature because it removes the idiosyncratic credit 

exposure of the originator/seller of the assets.  
 

 Step 3 - “structure”, or create, individual securi-

ties/tranches to be sold to investors. The structure stipu-

lates the priority of payment, principal, and interest cash 

flows received from the pool of loans, to the individual 

securities issued by the SPV. The diagram in Exhibit 3 

highlights a sample securitization structure and hypothet-

ical credit ratings of alternative tranches. The most senior 

tranche generally has first claim to the interest payments 

generated from the underlying loans. After interest is paid 

to the first tranche, remaining interest is then paid to the 

second, third, etc. The reverse is true for bearing any loss-

es. The bottom-most tranche will be the first to realize 

any losses recognized on the underlying loans.  

 

Each security or tranche issued has a different risk-and-return 

profile, each appealing to alternative types of investors. Senior 

tranches have the lowest potential risk and thus offer lower 

potential yields/returns, while the more junior tranches have 

higher risk and thus offer a higher potential return. Each secu-

ritization offers different types of investor protections against 

potential losses from the underlying loans.  

“For Retail Distribution” 
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Investing in Structured Credit 

Structural Credit Enhancement 

 

Aside from the collateralized nature of many structured credit 

assets, securitization structures offer a number of other forms 

of credit enhancement that can provide important investor 

protections. Credit enhancement is a method of risk-reduction 

to help mitigate credit risk from potential losses under stressed 

asset scenarios. There are many types of structural characteris-

tics that can be utilized within a securitization to help mitigate 

investor risk, and it is not uncommon that many securitiza-

tions utilize several within a given securitization. The three 

most common types of structural credit enhancement are sub-

ordination, overcollateralization, and excess interest.  

 

Subordination is the process of creating tranches or differ-

ent classes of securities and prioritizing the order of principal 

and interest payments made to those individual securities, 

such that the lower-rated junior bonds provide credit support 

for the higher-rated senior bonds. As we described earlier, 

interest payments are first paid to the most senior bonds and 

then sequentially down the capital structure, or payment wa-

terfall, as it is sometimes referred. Thus, any potential interest 

shortfall will be absorbed by the more junior bonds first. Al-

ternatively, principal losses are allocated from the bottom up. 

Therefore, any principal losses realized from the underlying 

loans will result in a write-down of the principal on the most 

junior bond first. In our sample securitization diagram 

(Exhibit 4), the senior securities have 60% subordination or, 

in other words, the underlying loan pool would need to realize 

more than 60% principal losses before the senior securities 

would realize a loss.  

 

Overcollateralization is another  form of credit enhance-

ment in some securitization structures. Overcollateralization 

refers to the par value of the underlying loans/assets being 

greater than the par value of the securities issued by the SPV. 

For instance, in our sample securitization, the $100 million 

loan pool is supporting only $95 million of issued securities. 

This overcollateralization provides a form of credit enhance-

ment by having a larger amount of assets supporting the cash 

flows of fewer liabilities.  

 

Excess spread can be another  form of credit enhancement 

in some securitizations. The majority of securitizations have 

excess spread, which arises when the income being generated 

from a pool of assets is greater than the total interest paid to 

the structured liabilities including fees. In our sample securiti-

zation, the underlying assets have a weighted average interest 

rate of 5.00% or 4.65% after paying a servicing fee, while the 

weighted average interest cost of the securitized liabilities is 

only 3.34%. This creates an excess spread of 1.31% from the 

underlying assets within our example securitization. The actu-

al amount of excess spread will depend on a number of factors 

including other fees associated with the securitization. How 

this excess spread is utilized and/or distributed within a secu-

ritization depends on many factors, including the type of col-

lateral, other forms of credit enhancement, and details specific 

to a given securitization. In many cases, the excess spread 

flows to the equity or residual owner of the securitization. 

However, if the performance of the pool of assets deteriorates, 

or specific performance triggers are breached, the excess 

spread can be diverted from the residual owner to paying 

down the principal balance on the most senior tranches, thus 

de-leveraging the structure.   

 

While not exhaustive, these are some of the primary types of 

credit enhancements utilized within the securitization market 

to provide risk mitigation against potential principal loss. In 

addition, the nature of asset securitization - aggregating large 

pools of many individual assets - provides diversification and 

may limit idiosyncratic exposure to individual loans.   

 

However, while the secured nature of many collateral types 

and structural protections built into securitization structures 

are meant to create investor protections against potential credit 

loss, the risk of default/loss cannot be eliminated. In certain 

market environments, collateral performance can deteriorate, 

increasing the risk of potential loss.  

 

Potentially Attractive Investment Characteristics 

 

We believe that structured credit assets can offer many attrac-

tive investment opportunities, owing to the diversity of under-

lying credit exposures and the many nuanced structural fea-

tures that can influence asset performance. Diversification 

does not protect against investment losses. Understanding the 

unique structural characteristics of a given securitization is 

critical to both understanding and managing the embedded 

risks but also in identifying potential opportunities for outper-

formance.   
 

 Potentially Attractive Yield and Return Opportuni-

ties: In par t due to their  complexity, we believe struc-

tured credit investors are often compensated via a higher 

relative risk premia/yield compared with traditional fixed 

income credit securities. We believe that, in addition to 

outright value, many idiosyncratic return catalysts can 

drive excess return opportunities, due to the many struc-

tural nuances that vary across deals and time.  
 

However, structural complexity can create barriers of 

entry and result in reduced market liquidity for some 

securities, particularly during times of market stress.  

“For Retail Distribution” 
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Investing in Structured Credit 

 

 Portfolio Diversification: In a por tfolio context, we 

believe structured credit provides value owing to the 

broad diversification of underlying credit exposures. Res-

idential and commercial real estate are both large market 

categories that offer subsectors with varying concentra-

tions to specific property and borrower profiles. The mul-

titude of sectors backed by consumer credit can provide 

broad diversification to traditional corporate credit.  
 

 Potentially Low Correlation with other Asset Types: 

In part due to the diversity of underlying credit exposures, 

structured credit has historically displayed low correlation 

with other investment sectors (Exhibit 5). For instance, 

the Bloomberg ABS and CMBS indices have featured 

low correlation with treasuries, equities and even tradi-

tional corporate credit. Even CLOs backed by 1st lien 

senior corporate loans have shown relatively low correla-

tion with traditional corporate bonds and equities. In a 

portfolio context, the addition of investment alternatives 

with low correlation can improve the overall risk/return 

profile of the portfolio while it does not eliminate risk.  
 

 Potential Inflation Hedge: By very nature of many 

asset-backed securitizations, cash flows are derived from 

borrower payments on loans “secured” by real assets. If 

the underlying assets increase in value (like residential 

home values backing RMBS), asset coverage for the se-

curitization increases and investors’ risk of loss declines. 

Increasing asset values both reduce the likelihood of bor-

rower default and increase recovery values in the event of 

default. As a result, many structured credit securities can 

provide an effective inflation hedge, which can be a driv-

er of higher asset prices. Risk can increase if asset prices 

decline. 
 

 Amortizing Cash Flows: Another  unique character is-

tic of many structured credit securities, particularly con-

sumer-backed sectors like RMBS and ABS is that many 

of underlying loans are fully amortizing, meaning that the 

underlying borrower payments are comprised of both an 

interest payment as well as partial repayment of principal. 

This is quite different from most fixed income debt, like 

corporate or sovereign debt, which typically have a fixed 

bullet maturity. As the underlying loans repay principal, 

the principal component is used to pay down principal on 

the outstanding securitized debt. This creates a deleverag-

ing of the credit risk within the securitization over time 

and can be a source of investor liquidity even in times of 

market stress when risk premia have expanded.  
 

Changes in interest rates may effect the value of struc-

tured credit securities prior to maturity date. Many of the 

underlying loans backing structured credit securities are 

fully prepayable, by the underlying borrowers. As inter-

est rates decline, prepayments may increase causing a 

securities average life to shorten. Conversely, in a rising 

rate environment, prepayments may decline resulting in 

the securities average life to lengthen or extend. Changes 

in prepayments are a risk factor that must be evaluated 

when investing in structured credit securities.  

 

While the many nuanced structural characteristics within 

structured credit is beyond the scope of this article, we believe 

the unique structural characteristics discussed above, along 

with diversified collateral types, differentiate structured credit 

from traditional credit sectors. We believe the structured cred-

it market encompasses a diverse set of cross-cycle investment 

opportunities that are accretive to all fixed income portfolios. 

The complexity of deal capital structures and the granularity 

of collateral risk attributes create barriers to entry for many 

investors that we believe result in market inefficiencies and 

alpha-generating opportunities. Idiosyncratic return drivers 

run the gamut, from-time varying structural nuances, to off-

the-run collateral types, and a host of other unique sector/

security-specific characteristics. Ultimately, we believe these 

idiosyncratic return catalysts are meaningful contributors not 

only to outright return performance, but also to diversifying 

and reducing the volatility of structured credit portfolios. 

Exhibit 5: 

Structured Credit Offers Low Correlation with Other Investment Sectors (20-year historical returns 12/31/2005  - 12/31/2025) 

Bloomberg 

ABS

Index

Bloomberg

CMBS

Index

Bloomberg 

AGG

Index

Bloomberg Inv 

Grade Index

Bloomberg 

High Yield 

Index

Morningstar 

LSTA LevLoan

Index

Bloomberg 

Treasury Index

S&P 500 Equity

Index

Bloomberg ABS 1.00 0.44 0.51 0.61 0.58 0.59 0.27 0.25

Bloomberg CMBS

Non-Agency
1.00 0.44 0.54 0.69 0.50 0.21 0.43

Sources: OWS, Bloomberg Indices, JPMorgan Indices, S&P Dow Jones Indices 
There may be material differences between the indexes referenced in Exhibit 5 and Structured Credit including, credit quality, duration, investment type, etc.

See important disclaimers and definitions beginning on page 7. Investors cannot invest directly in an index. 
 

“For Retail Distribution” 



 
 

7 

 

RISK DISCLOSURES 

 

Prior to investing, Investors should carefully consider the investment objectives, risks, charges and expenses of 1WS Credit Income Fund. This 

and other important information about the Fund is contained in the prospectus, which can be obtained by calling (833) 834-4923 or visiting 

www.1wscapital.com. The prospectus should be read carefully before investing. Investing in the Fund may be considered speculative and involves 

a high degree of risk, including the risk of possible substantial loss of your investment. 

 

1WS Credit Income Fund is distributed by ALPS Distributors, Inc. ALPS Distributors, Inc. is not affiliated with 1WS Capital Advisors, LLC or One 

William Street Capital Management, L.P 

 

Limited liquidity is provided to shareholders only through the 1WS Credit Income Fund’s quarterly repurchase offers for no less than 5% of the 

Fund’s shares outstanding at net asset value. There is no guarantee that a shareholders will be able to sell all of the shares they desire to sell in a 

quarterly repurchase offer. The Fund is suitable only for investors who can bear the risks associated with the limited liquidity of the Fund and should 

be viewed as a long-term investment. 

 

Diversification does not eliminate the risk of experiencing investment losses. Below investment grade instruments or “junk securities” are particular-

ly susceptible to economic downturns compared to higher rated investments. In addition to the normal risks associated with investing, investing in 

international and emerging markets involves risk of capital loss from unfavorable fluctuations in currency values, differences in generally accepted 

accounting principles or from social, economic or political instability in other nations.  
 

Market risk may affect a single issuer, sector of the economy, industry or the market as a whole. Mortgage-backed and asset-backed securities are 

affected by interest rates, financial health of issuers/originators, creditworthiness of entities providing credit enhancements and the value of underly-

ing assets. Fixed-income securities present issuer default risk. Prepayment and extension risk exists because a loan, bond or other investment may be 

called, prepaid or redeemed before maturity and similar yielding investments may not be available for purchase. Investing in structured finance secu-

rities may be affected by a variety of factors, including priority in the capital structure of the issuer thereof, the availability of any credit enhance-

ment, and the level and timing of payments and recoveries on and the characteristics of the underlying receivables, loans or other assets that are 

being securitized, among others. Market or other (e.g., interest rate) environments may adversely affect negatively, impacting their price.  

 

Investors should carefully consider the risks generally associated with Structured Credit, including the following: 

 

Increased complexity; reduced liquidity and marketability.  Structured credit investments may have limited or no liquidity.  Liquidity risk exists 

when particular investments may be difficult to purchase or sell, potentially preventing sale of such illiquid investments at an advantageous time or 

price. Structured credit investments are complex securities that may trade infrequently and, therefore, may be difficult to price and to liquidate. 

 

Credit risks and default risks.  This relates to the risk of loss due to adverse developments in the underlying collateral.  Credit risk is the risk that 

an issuer of, or obligor under, a credit investment, may be unable or unwilling to make dividend, interest and principal payments when due and the 

related risk that the value of a credit investment may decline because of concerns about the issuer’s or obligor’s ability or willingness to make such 

payments. This risk may be especially heightened for certain credit investments, such as below-investment-grade securities, and may include the pos-

sibility of dividend or interest deferral, default or bankruptcy. The market values for below investment grade securities or credit investments of com-

parable credit quality tend to be very volatile, and these instruments are generally less liquid than investment grade securities. 

 

Inadequate collateral.  There can be no assurance as to the amount of any funds that may be realized from recovering and liquidating any collat-

eral or the timing of such recovery and liquidation and hence there is no assurance that funds will be available to offset any payment defaults. For 

example, with respect to real estate-related loans, the real property security for the loan may decline in value, which could result in the loan amount 

being greater than the property value and therefore increase the likelihood of borrower default.  If a borrower or obligor enters bankruptcy, an auto-

matic stay of all proceedings against such borrower’s property will be granted. This stay will prevent any recovery and liquidation of the collateral 

securing such loan, unless relief from the stay can be obtained from the bankruptcy court. There is no guarantee that any such relief will be obtained. 

 

Interest rate risk.  Structured credit investments may decline in value because of changes in market interest rates.  Interest rate risk is the risk that 

fixed rate instruments will decline in value because of changes in market interest rates. When market interest rates rise, the market value of such 

instruments generally will fall. Longer-term fixed rate instruments are generally more sensitive to interest rate changes. Moreover, an increase in 

interest rates could negatively affect financial markets generally, increase market volatility and reduce the value and liquidity of credit investments in 

which we may invest. Because the values of lower-rated and comparable unrated fixed rate instruments are more affected both by credit risk and 

interest rate risk, the price movements of such lower grade instruments in response to changes in interest rates typically have not been highly corre-

lated to the fluctuations of the prices of investment grade quality instruments in response to changes in market interest rates.  Default rates of credit 

investments may increase due to factors such as prevailing interest rates, the rate of unemployment, the level of consumer confidence, real estate 

values, the value of the U.S. dollar, energy prices, changes in consumer spending, the number of bankruptcies, disruptions in the credit markets and 

other factors.  
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The information provided herein is not intended to be a forecast of future events, a guarantee of future results or investment advice, so actual out-

comes and results may differ significantly from the views expressed. These views are subject to change at any time based upon economic, market or 

other conditions and the portfolio manager disclaims any responsibility to update such views. The views expressed in this report reflect the current 

views of the portfolio manager as of January 31st, 2026. 
 

This document and the information contained herein are for educational and informational purposes only and do not constitute, and should not be 

construed as, an offer to sell, or a solicitation of an offer to buy, any securities or related financial instruments.  Responses to any inquiry that may 

involve the rendering of personalized investment advice or effecting or attempting to effect transactions in securities will not be made absent compli-

ance with applicable laws or regulations (including broker dealer, investment adviser or applicable agent or representative registration require-

ments), or applicable exemptions or exclusions therefrom.  Wherever there is the potential for profit, there is also the possibility of loss. 
 

The materials, including the information contained herein, may not be copied, reproduced, republished, posted, transmitted, distributed, disseminated 

or disclosed, in whole or in part, to any other person in any way without the prior written consent of One William Street Capital Management, LP 

(together with its affiliates, “OWS”).  By accepting this document, you agree that you will comply with these restrictions and acknowledge that your 

compliance is a material inducement to OWS providing this document to you. 
 

Certain information contained herein concerning economic trends and performance is based on or derived from information provided by independent 

third-party sources.  OWS believes that such information is accurate and that the sources from which it has been obtained are reliable; however, it 

cannot guarantee the accuracy of such information and has not independently verified the accuracy or completeness of such information or the as-

sumptions on which such information is based.  Moreover, independent third-party sources cited in these materials are not making any representa-

tions or warranties regarding any information attributed to them and shall have no liability in connection with the use of such information in these 

materials. 

 

 

 

DEFINITIONS 
 

AAA: AAA is the highest possible rating that may be assigned to a bond by any of the major credit rating agencies. 

ABS: Asset-Backed Securities are instruments secured by financial, physical, and/or intangible assets (e.g., receivables or pools of receivables), and 

investments in any assets/instruments underlying the foregoing structured/secured obligations. 

Agency Guaranteed: The  majority of MBS and many CMBS are issued or guaranteed by an agency of the U.S. government such as Ginne Mae, 

or by GSEs, including Fannie Mae and Freddie Mac. 

Basis Points (bps):  A basis point is a common unit of measurement for interest rates and credit spreads and is equal to one hundredth of one 

percent.  

Bloomberg ABS Index: Bloomberg AGG eligible ABS total return Index. 

Bloomberg U.S. Aggregate Bond Index (BB US AGG Index):  The index is a broad-based flagship benchmark that measures the investment grade, 

US dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries, government-related and corporate securities, MBS (agency 

fixed-rate pass-throughs), ABS and CMBS (agency and non-agency). Investors cannot invest directly in an index. 

Bloomberg CMBS Index: Bloomberg AGG eligible Non-Agency CMBS total return Index. 

Bloomberg U.S. Investment-Grade Credit Index (BB US IG Index):  The index measures the investment-grade, fixed-rate, taxable corporate bond 

market. 

Bloomberg U.S. High-Yield Credit Index (BB US HY Index):  The index measures the USD-denominated, high-yield, fixed-rate corporate bond 

market.  

Bloomberg Treasury Index: The Bloomberg US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treas-

ury. 

CDO: A structured finance security that is backed by a pool of loans and/or other assets. 

CLO: Collateralized Loan Obligations are instruments that represent debt and equity tranches of collateralized loan obligations and collateralized 

debt obligations. 

CMBS: Commercial Mortgage-Backed Securities are fixed income instruments that are secured by mortgage loans on commercial real property. 

CMBX: CMBX indices are synthetic tradable indices referencing a basket of 25 commercial mortgage-backed securities (CMBS).  

Conduit CMBS: A securitization backed by a pool of commercial real estate loans. 

Credit Quality Ratings: A bond rating is a measure of the credit quality of a bond. Bond ratings are determined by private independent bond rat-

ing agencies, such as Standard & Poor’s, Moody’s, Fitch, among others.  

Correlation:  Correlation is a statistical measure that expresses the extent to which two variables are linearly related (meaning they change together 

at a constant rate).  A correlation coefficient's values range between -1.0 and 1.0. A perfect positive correlation means that the correlation coefficient 

is exactly 1. This implies that as one variable moves, either up or down, the other variable moves in lockstep, in the same direction. A negative corre-

lation means that two assets move in opposite directions, while a zero correlation implies no linear relationship at all.  

CRE CLO: CRE CLOs are a type of CLO collateralized by a pool of commercial real estate loans.  

CRT: Credit Risk Transfer securities structure mortgage credit risk into securities, transferring credit risk exposure to private investors. 
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First Loss/Last Loss: First lost position refers to a security/tanche within a securitization which will be first to bear any principal losses if the 

credit quality of the securitized exposures deteriorates.  Alternatively, last loss position refers to a security/tranche within a securitization which will 

be last to bear any pricipal loss from a deterioration in the credit quality of the underlying securitized exposures. 

JPM CLO Index: The JPMorgan CLO index measures the total return of the U.S. dollar denominated CLO market.  

Loan to Value (LTV): refers to the ratio of the loan amount relative to the value of the underlying property. 
Mezzanine Tranche: A mezzanine tranche within a securitization lies in the middle of the capital structure, below the senior tranche and above 

the junior tranche (typically an unrated equity tranche). 

Morningstar LSTA LevLoan Indices: A market value-weighted index designed to measure the performance of the U.S. leveraged loan market. 

NPL: Non Performing Loans are loans in which the borrowers are in default and hasn’t made scheduled payments of principal or interest for 

some period of time.  

RMBS: Residential Mortgage-Backed Securities are securities that may be secured by interests in a single residential mortgage loan or a pool of 

mortgage loans secured by residential property. 

Risk Premia: Risk premia is the investment return an asset is expected to yield in excess of the risk-free rate of return.  

S&P 500 w/dividends: The S&P 500 index includes 500 leading companies and captures approximately 80% coverage of available market capital-

ization. 

Tranche:  Tranches refer to the segmentation of a pool of securities/loans into individual securities with varying degrees of risks & returns. 
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