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WHAT’S NEXT FOR SECURITIZED ASSETS  
AMID THE RECENT BANKING TURMOIL?

The nearly $18 trillion securitized assets market started 2023 strong, but rising interest rates and 
concerns about US banks have recently weakened this sector of the fixed income market. What’s 
next? We spoke with GW&K’s Senior Securitized Analyst Brendan Doucette to get his take.

Q: WHY WERE SECURITIZED ASSETS PART OF THE RECENT BANKING 
TURMOIL?

Brendan: Along with making loans, banks often invest in high-quality, liquid assets that can easily 
be sold or borrowed against in the capital markets. Treasuries are the most liquid assets; however, 
banks prefer the additional spread offered by agency mortgage-backed securities (MBS), agency 
commercial mortgage-backed securities (CMBS), and other high-quality spread products. 

Unlike other banking crises, the recent turmoil was caused by rising interest rates and the 
mismanagement of interest-rate risk — not from the credit quality of the underlying assets in the 
failed banks’ portfolios. The sharp increase in interest rates caused a decline in the value of the 
banks’ MBS portfolios, exacerbating the mismatch between the banks’ assets and liabilities.

Q: WHICH OF THE SECURITIZED SUBSECTORS WERE MOST IMPACTED,  
AND WHAT’S THE NEAR-TERM OUTLOOK FOR THOSE ASSETS?

Brendan: Given banks’ preference for high-quality liquid assets, the most impacted subsectors 

were the agency mortgage-backed securities (MBS) and agency commercial mortgage-backed 

securities (CMBS) sectors. The FDIC is now in control of more than $100 billion in assets in these 

sectors on behalf of the failed institutions. They’ve hired a manager to liquidate these assets in an 

orderly manner throughout the remainder of the year. 

The securities book at Silicon Valley Bank increased dramatically in 2020 – 2021 as the bank’s 

deposits grew. Banks prefer to buy bonds near par, which put them in lower coupon pools, from 

2% – 3%, which were the same bonds that the Fed was buying at the time. As the FDIC works 

through these liquidations, it’s going to disproportionately pressure those lower coupon pools 

wider. 

Q: WHO DO YOU THINK THE BUYERS OF THAT PORTFOLIO WILL BE?

Brendan: The Fed and banks led the demand for MBS coming out of the pandemic, but both 
have pulled back with quantitative tightening and the rise in interest rates. This supply is ultimately 
going to be bought by money managers, who have already been absorbing flows from the Fed’s 
quantitative tightening over the past year. MBS spreads widened last year as money managers 
stepped in with the drop in demand from the Fed and banks and have remained pressured with 
this recent turmoil.
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FIGURE 1
MBS Spreads and Rate Volatility Have Diverged

Q: DO YOU STILL SEE VALUE IN AGENCY MBS?

Brendan: Yes, agency MBS valuations look attractive from a historical context, but it depends on how you are 
positioned within the space. Higher coupon pools, which outperformed lower coupons last year due to pressure 
from the Fed’s selling, continue to have a favorable technical outlook. The ongoing reduction of the Fed’s balance 
sheet and the FDIC’s liquidation of the failed banks’ holdings are likely to weigh on lower coupons, further driving 
the outperformance of higher-coupon pools. So while we remain constructive on the space, we believe it is 
important to be mindful of technical dynamics within it.

Q: WHAT IS YOUR OUTLOOK FOR SECURITIZED ASSETS FOR THE REST OF 2023?

Brendan: Prior to the recent banking turmoil, the agency MBS sector’s technical environment had been 
improving. Higher mortgage rates pushed refinancing and purchase activity to multi-decade lows and slowed the 
pace of runoff from the Fed’s portfolio to less than half of the monthly cap, reducing overall supply to the market. 
Valuations look attractive, as spreads have retested the post-Covid wides that we saw in October of last year. A 
lot of that was brought on — then and now — by interest-rate volatility. From October to January the agency 
MBS sector posted two of its best months in terms of performance because interest-rate volatility came down as 
the Fed reduced the pace of rate hikes (Figure 1). Updated Fed guidance in February and the banking turmoil in 
March pushed interest-rate volatility back up to peak Covid-levels before retreating, with the resolution of the 
failed banks. MBS spreads are normally highly correlated with rate volatility; however, they’ve remained wide due 
to this overhang from the FDIC’s liquidation of the failed banks’ portfolios. 
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This unusual scenario has created an interesting opportunity — and an attractive point for long-term investors to 
buy MBS. Interest-rate volatility has started to come down and should shift lower if the Fed does ultimately pause 
and we get an orderly unwinding of the FDIC portfolio. Outside of the recent banking turmoil, which again, was 
not driven by poor credit quality of the assets held, but rather by rising interest rates, technicals look good, 
valuations are attractive, and we believe most of these FDIC sales are priced into the market. 
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DISCLOSURES:

This represents the views and opinions of GW&K Investment Management. It does not constitute investment advice or an offer or solicitation to purchase or sell any 
security and is subject to change at any time due to changes in market or economic conditions. The comments should not be construed as a recommendation of 
individual holdings or market sectors, but as an illustration of broader themes.

Investing in securities or investment strategies, including GW&K’s Investment Strategies presented in this document, involves risk of loss that clients should be 
prepared to bear. No investment process is free of risk; no strategy or risk management technique can guarantee returns or eliminate risk in any market environment. 
There is no guarantee that GW&K’s investment processes will be profitable, and you therefore may lose money. Past performance is no guarantee of future results. 
The value of investments, as well as any investment income, is not guaranteed and can fluctuate based on market conditions. Diversification does not assure a profit 
or protect against loss. GW&K’s active management styles include equity and fixed income strategies that are subject to various risks, including those described in 
GW&K’s Form ADV Part 2A may be found at the SEC’s website under Firm 121942, or is available from GW&K upon request.

Indexes are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Index 
data has been obtained from third-party data providers that GW&K believes to be reliable, but GW&K does not guarantee its accuracy, completeness or timeliness. 
Third-party data providers make no warranties or representations relating to the accuracy, completeness or timeliness of the data they provide and are not liable for 
any damages relating to this data. The third-party data may not be further redistributed or used without the relevant third-party’s consent. Sources for index data 
include: Bloomberg, FactSet, ICE, FTSE Russell, MSCI and Standard & Poor’s.


