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Given the persistent low interest rate environment, investment managers require flexibility to employ 
strategies that maximize a portfolio’s income within the constraints of their clients’ mandates. A segment 
of the market that is often overly constrained is 144A private placement issues. While not all investors 
are qualified to purchase 144A issues, the expanded opportunity set in these issues makes a compelling 
case for increasing 144A limits for those that do. 

What are 144A securities?
When a bond issuer offers a security to the investing public, the Securities Act of 1933 requires that 
the issuer register the bonds with the Securities and Exchange Commission (SEC). This process entails 
extensive documentation, review, and recurring disclosures. However, there is an exception for bonds 
issued under Rule 144A, which allows privately placed securities to be sold and traded to Qualified 
Institutional Buyers (QIBs) without SEC registration. QIBs are defined as institutions (not individuals), 
deemed to be an “accredited investor” under Rule 501 of the SEC’s Regulation D. To qualify as a QIB 
under Rule 144A, an insurance company must have a minimum of $100 million in unaffiliated invested 
assets on a discretionary basis. The exception for QIBs is made because they are viewed as having more 
resources and access to information versus smaller institutions. As such, it is inferred that they can make 
sound investment decisions despite potentially having less information and ongoing required reporting 
provided by securities registered with the SEC.

144A securities can be issued with or without registration rights. For those issued with registration 
rights, the issuer hasn’t filed for registration with the SEC but intends to do so within a specified time 
period after issuance. Once they are registered, the 144A securities are subsequently exchanged for 
newly created public securities. For those issued without registration rights, the securities will remain 
unregistered until maturity.



2

AUGUST 2019

What are the benefits for an issuer of 144A 
securities?
From an issuer’s perspective, there are a number of advantages to issue bonds under Rule 144A. First, 
there is no required public disclosure of sensitive information, no SEC review process, and ongoing 
reporting requirements are reduced. Second, 144A issuance decreases the potential for liability under 
the Securities Act. Third, issuers can access the market more quickly since the process of registering a 
bond with the SEC can delay the timing of an issue. Finally, the issuers’ costs are lower as they are able 
to forgo pre-issuance registration, significant underwriting fees, and ongoing reporting post-issuance.

What are the benefits of buying 144A securities 
for QIBs?
With the advantages to the issuer being fairly straight forward, the primary benefit to the investor 
is access to a greater supply of bonds. Over the past decade, the amount of 144A issuance has 
accelerated at a much faster rate than public bonds. The outstanding issuance of investment grade 
144A (excluding structured sectors: asset backed securities, commercial mortgage backed securities, 
and non-agency residential mortgage securities) since 12/31/08 has increased from $341B to $1,637B 
(380% growth) versus the Barclays Aggregate increase of $11,430B to $20,836B (82% growth). 

In the structured sectors, the growth of 144A issuance since the financial crisis has been even more 
pronounced. In the Asset Backed and Commercial Mortgage Backed Sectors, over half of the bonds 
in 2018 were issued under Rule 144A (Exhibit 1). In the Non-Agency Residential Mortgage Backed 
Sector, almost all of the securitizations in the past few years have been issued under Rule 144A. 

Exhibit 1

Source: Source: J.P. Morgan, Bloomberg

A greater supply of bonds is the primary benefit of 144A issues to investors, but it’s not the only one. 
Underwriters of 144A structured securities typically provide more granular loan level data, which 
isn’t made available for public issues. This feature allows investment management research teams to 
better understand the characteristics of the underlying collateral, model cash flows, and predict deal 
performance.

While some 144A issues may offer a yield benefit, increasing the limit on 144A issued securities is not 
necessarily a yield enhancement strategy. In an acknowledgement from the market that public issues 
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versus 144A are nearly identical, there is very little or no yield premium for a given issuer whether 
they come with a 144A versus a public transaction. Increasing 144A limits is really about expanding 
the opportunity set, particularly in the ABS, CMBS, and Non-Agency RMBS sectors. For example, the 
entire single property CMBS market and nearly the entire ABS market outside of prime auto deals and 
credit card transactions are 144A. 

Given the pool of potential investors in 144A is limited to those with QIB status, it would be 
reasonable to assume that 144A issues are less liquid than public bonds. However, liquidity for both 
fully registered and 144A securities is impacted primarily by the specific issue characteristics which 
include issue size and credit quality. Bid side indications for similar tenor public and 144A bonds are 
generally the same. An example is shown in exhibit 2.

Exhibit 2

Source: Bloomberg, AAM

Conclusion
As 144A private placements become a larger component of the bond market, they warrant 
consideration as a greater percentage of portfolios for QIB investors. Constraining 144A to a small 
percentage of a portfolios’ holdings is an outdated restriction in today’s market, limits the investment 
options for managers, and doesn’t necessarily reduce a portfolio’s risk profile. If your investment 
guidelines have restrictions on the exposure to 144A issues, ask your investment manager about 
whether increasing those limits would benefit your portfolio’s diversification and opportunity set. 
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Disclaimer: Asset Allocation & Management Company, LLC (AAM) is an investment adviser registered with the Securities and Exchange 
Commission, specializing in fixed-income asset management services for insurance companies. Registration does not imply a certain level of 
skill or training. This information was developed using publicly available information, internally developed data and outside sources believed 
to be reliable. While all reasonable care has been taken to ensure that the facts stated and the opinions given are accurate, complete 
and reasonable, liability is expressly disclaimed by AAM and any affiliates (collectively known as “AAM”), and their representative officers 
and employees. This report has been prepared for informational purposes only and does not purport to represent a complete analysis 
of any security, company or industry discussed. Any opinions and/or recommendations expressed are subject to change without notice 
and should be considered only as part of a diversified portfolio. Any opinions and statements contained herein of financial market trends 
based on market conditions constitute our judgment. This material may contain projections or other forward-looking statements regarding 
future events, targets or expectations, and is only current as of the date indicated. There is no assurance that such events or targets will 
be achieved, and may be significantly different than that discussed here. The information presented, including any statements concerning 
financial market trends, is based on current market conditions, which will fluctuate and may be superseded by subsequent market events 
or for other reasons. Although the assumptions underlying the forward-looking statements  that may be contained herein are believed to 
be reasonable they can be affected by inaccurate assumptions or by known or unknown risks and uncertainties. AAM assumes no duty to 
provide updates to any analysis contained herein.  A complete list of investment recommendations made during the past year is available 
upon request. Past performance is not an indication of future returns. This information is distributed to recipients including AAM, any of 
which may have acted on the basis of the information, or may have an ownership interest in securities to which the information relates. 
It may also be distributed to clients of AAM, as well as to other recipients with whom no such client relationship exists. Providing this 
information does not, in and of itself, constitute a recommendation by AAM, nor does it imply that the purchase or sale of any security 
is suitable for the recipient. Investing in the bond market is subject to certain risks including market, interest-rate, issuer, credit, inflation, 
liquidity, valuation, volatility, prepayment and extension. No part of this material may be reproduced in any form, or referred to in any other 
publication, without express written permission.


