
Transcript 

   

 
 

[ Music ] 

>> Securitized credit is a $4 trillion fixed-income sector that can offer diversification relative to other fixed-income sectors 

and provide attractive, risk-adjusted returns. For some investors, securitized credit, which they may know better as RMBS, 

CMBS, ABS, and CLOs is synonymous with complexity and risk. However, once you move beyond the slew of acronyms, 

we believe this sector is simply an alternative approach to secured lending. Here's why. Suppose there's a pool of car 

loans, mortgages, or leveraged loans valued at $100. Regardless of the type, the loans themselves are assets that provide 

a series of scheduled principal and interest payments over their term. Now let's introduce two investors. Conservative Carl 

has $40 to invest, and Aggressive Aggie has $60. Carl wants a lower risk investment and is willing to accept a lower return 

in exchange. Aggie is more aggressive and willing to accept higher risk in exchange for a higher expected return. In fact, in 

her ideal scenario, Aggie would like to enhance her return by borrowing money to purchase the entire pool of assets. One 

option for Aggie is to borrow $40 from Carl to buy the full pool of assets, with a promise to repay Carl. A key challenge in 

this scenario is that Carl may want a form of security in case Aggie fails to pay. One solution, securitization, would take all 

of the underlying loans and deposit them into a trust that issues Class A and Class B securities with different levels of risk 

and return potential. Let's switch the lens and look at this from a cash flow perspective. If our pool of loans is paying a 6% 

rate, for example, we expect to get $6 of interest before any losses or principal repayments on the loan. The first class to 

be repaid, Class A, has a principal balance of $40. Conservative Carl buys this class and gets $2 of the $6 of interest. The 

Class B, or the subordinated class, has a principal balance of $60. Aggressive Aggie purchases this class and receives the 

remaining interest, which is initially $4. As principle is paid down on the underlying loans backing the securitization, Carl's 

investment is the first to receive that cash, while Aggie must wait until Carl's investment is completely repaid before she 

receives principal in her investment. If any loan incurs a loss, Aggie's class is the first to be written down, and the amount 

of interest that Aggie receives is reduced. So, although Aggie's Class-B security offers a higher potential return, it does 

come with more risk. As we've shown here, even if you previously viewed securitized credit as overly complex compared 

to, say, corporate bonds or emerging markets debt, the basic principles of securitization are actually quite simple. At PGIM 

Fixed Income, we specialize by asset type to understand collateral and structures. We conduct fundamental analysis and 

use quantitative methods to value the underlying assets and assess how much that value is likely to fluctuate. Our scale 

provides access to narrowly distributed opportunities, and we tailor the risk profile of these alternative lending investments 

to our investors' desired risk profiles, all with the goal of maximizing risk-adjusted returns. So, if you are thinking of 

investing in securitized credit, think PGIM Fixed Income. 
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IMPORTANT INFORMATION 
 

The video is intended for Professional Investors only.  All investments involve risk, including the possible loss of capital.  Past 

performance is not a guarantee or a reliable indicator of future results.   
 

The information contained herein is provided by PGIM Fixed Income, the public fixed income business of PGIM, Inc.  PGIM, 

Inc. is a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential 

Financial, Inc. (“PFI”) company. PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in 

the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. 

The PGIM logo and the Rock design are service marks of PFI and its related entities, registered in many jurisdictions 

worldwide. 
 

In the European Economic Area (“EEA”), information is issued by PGIM Limited or PGIM Netherlands to persons who  are 

professional clients as defined in Directive 2014/65/EU (MiFID II). PGIM Limited’s registered office: Grand Buildings, 1-3 

Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and regulated by the Financial Conduct Authority 

(“FCA”) of the United Kingdom (Firm Reference Number 193418). PGIM Netherlands B.V. is authorised by the Dutch Authority 

for the Financial Markets (Autoriteit Financiële Markten – AFM) as an alternative investment fund manager with MiFID top up 

service capabilities under registration number 15003620. PGIM Limited and PGIM Netherlands are authorized to provide 

services or operate with a passport in various jurisdictions in the EEA. In certain countries in Asia, information is presented by 

PGIM (Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of 

Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial 

Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide discretionary investment 

management services directly to South Korean investors. In Hong Kong, information is presented by representatives of PGIM 

(Hong Kong) Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to professional investors as 

defined in Part 1 of Schedule 1 of the Securities and Futures Ordinance. It is anticipated that certain investment management 

services would be delegated to PGIM, Inc. the above-listed entities’ U.S. registered investment advisory affiliate. In Australia, 

this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” 

customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from 

the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of 

financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws of the United 

Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. In 

South Africa, PGIM, Inc. is an authorised financial services provider – FSP number 49012. 
 

These materials are for informational or educational purposes only.  The information is not intended as investment advice 

and is not a recommendation about managing or investing assets.  In providing these materials, PGIM is not acting as your 

fiduciary. 
 

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset 

classes, securities, issuers or financial instruments referenced herein.  Distribution of this information to any person other than 

the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these 

materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM is prohibited.  

Certain information contained herein has been obtained from sources that PGIM believes to be reliable as of the date presented; 

however, PGIM cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not 

be changed.  The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and 

is subject to change without notice.  PGIM has no obligation to update any or all of such information; nor do we make any express 

or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.  These materials 

are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any 

investment management services and should not be used as the basis for any investment decision.  No liability whatsoever is 

accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or 

derived from this report. PGIM and its affiliates may make investment decisions that are inconsistent with the recommendations 

or views expressed herein, including for proprietary accounts of PGIM or its affiliates. Any projections or forecasts presented 

herein are as of the date of this presentation and are subject to change without notice.  The opinions and recommendations herein 

do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of 

particular securities, financial instruments or strategies to particular clients or prospects.  No determination has been made 

regarding the suitability of any securities, financial instruments or strategies for particular clients or prospects.  For any securities 

or financial instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.  
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