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INSIGHT

Asset-Backed Securities (ABS): Adam August, CFA

The ABS market continued to trade very well in July. Focus on the sector only 
grew as the inverted Treasury yield curve and relatively wide securitized spreads 
allowed investors to buy high quality and high yielding securities in the ABS market. 
Increasing demand, coupled with a (relatively) light primary and secondary calendar 
had investors reaching to source bonds. As a result, spreads across the capital stack 
continued to tighten.

Spreads on AAA-rated Senior ABS were 10-20 basis points (bps) tighter in July. 
This was a meaningful move tighter, driven by price action in both primary markets 
(issuers pricing new deals at levels through expectations) and secondary markets 
(buyers chasing bonds tighter). Generically, AAA senior bonds ended the month in a 
range of 60 to 100 bps over Treasuries, depending on issuer/sector/weighted average 
life (WAL). Leading the rally was subprime auto ABS, where a $1.3 bn securitization 
from Santander’s auto originator, Santander Consumer USA, helped reset levels 
tighter. More esoteric and credit exposed (subordinate) bonds also participated in 
the rally, keeping pace with the moves seen in the most liquid senior AAA bonds.

Investment Grade ABS Spreads to Treasury (bps)

Source: JP Morgan
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Average secondary ABS trading volumes continued to slow in July (averaging approximately $688 mm per day, according to Trade 
Reporting and Compliance Engine (TRACE). That said, secondary markets have been more active this summer than in years past. 
We would attribute this to the current environment (wider securitized spreads, an inverted Treasury yield curve, and a resilient 
consumer) continuing to draw investor focus to the sector. 

Average Daily Trading Volume – Secondary ABS

Source: TRACE, TCW

The pace of new issue slowed slightly in July but was very much in line with historical issuance levels. Over the course of 
the month, sponsors priced $19.2 bn of new bonds across 27 separate deals. Volumes were dominated by auto ABS, with 
approximately $9.9 bn of prime loans, $2.7 bn of subprime loans, and $1.3 bn of prime leases securitized in July. For the most 
part, new issue deals were very well received in the market. Most classes ended up significantly oversubscribed at initial price 
thoughts (IPT) levels, allowing issuers to ultimately place bonds at tighter spreads.

YTD ABS Issuance ($bn)

Source: JP Morgan

ABS Primary Issuance in July ($bn)

Source: JP Morgan
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Residential Mortgage-Backed Securities (RMBS): Michael Hsu

Non-Agency RMBS had another strong month in July as economic data continues to defy bearish forecasts and spur optimistic 
sentiment while fears of inflation/recession ebb. Spreads across subsectors followed a steady path tighter with the familiar theme 
of outperformance down in the capital stack flattening the credit curve further. Investors that were previously on the sidelines have 
been brought back into the fold attracted by several emerging considerations, including higher rates that provide concomitant higher 
yields and deeper discount prices along with growing confidence around a resilient housing sector. Even with higher mortgage rates 
challenging affordability, home prices have managed to edge upwards. The June CoreLogic report showed a 1.6% year-over-year (YoY)  
and 4.6% year-to-date (YTD) improvement in home prices nationwide. The increase can be largely attributed to unusually limited 
inventory from a lock-in effect – a phenomenon where homeowners have been reluctant to sell because they are trapped by low 
interest rates. As of March 31, nearly two-thirds of primary mortgages had an interest rate below 4% and about 73% have fixed rates 
for 30 years, according to mortgage-data firm Black Knight. 

Active Primary Mortgage by Interest Rate

Note: As of March 31.  
Source: Black Knight www.wsj.com/articles/low-mortgage-rates-home-sales-low-supply-899aab29

Technical factors, such as limited secondary supply, have also supported spreads. July was a typical, slow summer month that saw 
$2.7 bn placed out for bid, well off the pace over the first half of the year, which averaged $3.7 bn per month. Nonetheless, flows 
were balanced as dealers ended the month nearly flat on $6.3 bn in overall trading volume for legacy/2.0 per TRACE. The primary 
market provided some relief in supply with $4.5 bn in new issues, although net issuance is still running slightly negative (-$3.6 bn) 
for the year. The non-qualified mortgage (QM) sector remains the lone bright spot in issuance and leads the way with $1.8 bn issued 
in July and $17 bn so far in 2023. Pricing spreads have been on an incredible rally and provided real-time illustrations of the flatter 
credit curve. The chart below shows the average pricing spreads of the A1 senior down to the B1 sub (not all deals broadly syndicate 
the mezzanine/sub classes so we’re just taking the averages of those available) of Non-QM structures securitized in July and June. 
Seniors are within striking distance of YTD tights while mezzanine and sub tranches have established new local tights. 

Non-QM Monthly Average Pricing Spread (bps)

Source: TCW
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Commercial Mortgage-Backed Securities (CMBS): Vincent Sokhanvari and Alexandra Crenshaw

The beginning of the month kicked off with the Fourth of July holiday, which lightened secondary flows for the first few trading 
days of the month. As the month progressed and flows picked up, the pervasive theme of credit tiering came into play yet again, 
as the liquidity for stronger credits, such the Bellagio Hotel and Casino (BX 2019-OC11), remained deep, especially towards the 
top of the stack. Much of July secondary supply observed risk transfer from certain money managers and insurance companies to 
private equity and hedge funds on frothier credits. 

Secondary trading activity picked up on the back of several macro events such as a softer-than-anticipated Consumer Price Index 
(CPI) print of 3.0%, which was 10 bps inside of Bloomberg economists’ median estimate, and the Fed hike of 25 bps toward the 
end of the month. This was in-line with the Street’s expectations and began to call into question whether or not the end was nigh 
for additional hikes. In commercial real estate specific news, this month observed the re-appraisal of downtown Los Angeles’ 
(DTLA’s) Gas Company Tower (GCT 2021-GCT) at a ~57% cut to its new issue valuation and a rumored sale of DTLA’s AON 
Center from Shorenstein to L&R Group, which was reported back in May 2023 to have a bid of $145 per square foot (PSF). 

From mid-month to the end of July, secondary sentiment shifted to risk-on, driven largely by strengthened macroeconomic sentiment 
and also influenced in part by new issue velocity as deals cleared with several oversubscribed tranches, indicating new-issue appetite 
was strong as well. Generally, Tier 1 AAA single asset single borrower (SASB) names saw spreads tighten 10-15 bps, although this 
varied on a deal-by-deal basis, and further down the stack we observed even more pronounced spread compression. 

Of particular interest this month was the commercial real estate (CRE) CLO market. July observed the pricing of two public CRE 
CLO deals, PFP 2023-10 and AREIT 2023-CRE8. AAAs on both deals tightened from initial price talk and had subscription levels 
that exceeded 1.5x. These new-issue deals brought renewed secondary momentum to the subsector, as dealers observed a push 
to par in stronger CRE CLO credit profiles at the senior AAA level and more paper trading between parties. Generically, CRE CLO 
spreads for managed transactions tightened as much as 15 bps over the month with some focus on BBB/BBB- tranches, which is 
interesting given the limited liquidity for these tranches over the past several months. The attention to BBB/BBB- in CRE CLO was 
clearly influenced by the AREIT 2023-CRE8 print at new issue where the issuer cleared the BBB tranche, a feat which had not been 
accomplished over several new issue deals. 

CMBS Spreads (bps) 7/28/2023 7/21/2023 7/14/2023 7/7/2023 Year Start 2022

10yr conduit LCF AAAs (fixed) 134 134 142 145 76

10yr conduit BBB (fixed) 700 715 725 740 379

SASB fixed AAA 165 170 170 175 89

SASB fixed BBB 525 550 570 575 199

SASB floater AAA 150 153 155 160 90

SASB floater BBB 225 250 255 265 160

10yr Freddie K A2 (fixed) 70 67 67 67 34

10yr FN DUS 10/9.5 (fixed) 83 81 77 76 39

Source: Wells Fargo

In primary, we saw another decrease from June’s total across SASB and conduit volume by 23% for a total of five deals. We saw 
two floating rate SASB deals price ($465.7 mm) along with one fixed rate deal ($515 mm). July’s collateral in the SASB sectors saw 
a return to the investor favorites of hospitality and industrial. Investors should note that in the face sustained elevated rates, we’re 
starting to see more unique deal structures in fixed rate SASB that are shorter than the typical five- and ten-year term. Specifically, 
the $515 mm Westin Maui Resort (WSTN 2023-MAUI) fixed SASB deal carries a four-year term. Additionally, the $1.03 bn Preylock 
Industrial Portfolio (GSMS 2023-SHIP), which is currently marketing, carries a three-year term. 

Conduit issuance continues to be reliable, however this month there was a 28% drop in total volume with only two five-year deals that 
priced. We continue to note the popularity of the five-year structure with investors, while also highlighting the concentration of pari 
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passu loans, which leads to the top ten loans being somewhat similar across shelves. That said, there is still a noticeable difference 
in pool curation and quality across shelves. Both transactions benefited from the broader market rally and priced meaningfully tighter 
than initial talk across the stack. The A3s (AAA) priced between J-curve + 160 bps and J-curve + 165 bps for both deals. 

Noteworthy in SASB, we saw Citi creatively package a two-hotel portfolio as part of a floating rate transaction. The five-year 
floater was backed by Brookfield’s cash out refi of two luxury full-service waterfront hotels in Fort Lauderdale, Florida and 
Savannah, Georgia totaling 998 keys. In addition to the mortgage loan there was about $30 mm of mezzanine debt. The loan has 
conservative debt metrics with an loan-to-value ratio (LTV) of 51% (appraised value of $426.5 mm) and a debt yield of 12.9%. 
There is a rate cap with a 4.5% strike in place for the initial term of the loan. $79.3 mm of capex was invested since June 2018,  
of which $62.8 mm was invested in Hilton Fort Lauderdale and $16.5 mm was invested in Westin Savannah. The A tranche (AAA) 
printed at Secured Overnight Financing Rate (SOFR) + 265 bps. This loan comps out (with some key differences) to the PGA 
National Resort SASB deal (also Brookfield sponsor), which priced in mid-April with the AAA at SOFR + 275 bps.

CMBS Issuance July Count YTD

SASB + Conduit 2,712,177,416 5 20,562,515,973

All 6,255,903,024 11 43,962,280,529

Freddie K 3,543,725,608 6 23,399,764,556

Conduit 1,731,427,416 2 11,848,015,973

SASB 980,750,000 3 8,714,500,000

Source: Well Fargo Deal Comp Sheet

For several months now we’ve seen a consistent increase in the CMBS delinquency (DQ) rate, according to figures published by 
data provider Trepp. In July, the topline delinquency rate increased by 51 bps to 4.41%. This was one of the larger jumps in recent 
history and the high watermark since year end 2021. The increase wasn’t driven by one large loan but rather a move across all 
property sectors except industrial, which continues to grind tighter by about 11 bps in light of strong performance. Lodging had 
the largest increase across various sectors of 50 bps, followed by office which had a 46 bp increase. Year-to-date, the topline  
DQ rate increased 137 bps.

The special servicing rate also moved higher by 20 bps to 6.62%. Much like DQ rate figures, the largest movers here were mixed-
use and lodging, which respectively saw their rates move by 66 bps and 93 bps to 7.06% and 6.89%. The largest transfer was 
HILT-2016-SFP, a portfolio of two San Francisco full-service hotels. The properties have had negative cash flow for the past several 
quarters driven by a lagging post-COVID recovery and the decline of convention booking and business travel within the city. 

CMBS Delinquency Rates

Trend Jul-2023 Jun-2023 May-2023 3 MO. 6 MO. 12 MO.

Overall 4.41 3.90 3.62 3.09 2.94 3.06

Industrial 0.31 0.42 0.39 0.40 0.40 0.43

Lodging 5.85 5.35 4.25 4.23 4.44 5.60

Multifamily 1.83 1.59 1.46 1.82 1.56 0.94

Office 4.96 4.50 4.02 2.77 1.86 1.62

Retail 6.86 6.48 6.67 6.11 6.58 6.57

Source: Trepp 

CMBS Delinquency (July 2023)

Current  95.22%

30 Days Delinquent  0.49%

60 Days Delinquent  0.05%

90 Days Delinquent  0.53%

Non-Performing Matured Balloon  1.37%

Foreclosure  1.13%

REO  0.84%

Total  4.41%
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Collateralized Loan Obligations (CLOs): Palak Pathak, CFA and Madison Perry

As with almost every other risk asset, CLOs performed very well in July as macro rallied with the view that the Fed was at or close 
to the end of its rate hiking cycle. CLOs returned +1.63%, the highest monthly return since the mini bull market in January 2023. 
Spreads tightened across the stack and it seemed that the SOFR transition only moved spreads back to their previous LIBOR 
levels and then some, thus tightening over 26 bps to bridge the basis. Year-to-date, CLOs are returning 6.16%, outperforming 
investment grade (IG) credit (+3.45%) and underperforming high yield (HY) (+6.83%) and leveraged loans (+7.85%). 

Secondary CLO 2.0 Total Returns

July 2023 YTD

CLO Total 1.63% 6.16%

AAA 1.28% 5.17%

AA 1.44% 6.36%

A 2.18% 8.15%

BBB 3.50% 9.96%

BB 4.03% 12.81%

B 4.74% 13.37%

IG Credit 0.31% 3.45%

HY Credit 1.38% 6.83%

Leveraged Loans 1.29% 7.85%

Source: JP Morgan CLOIE Index, Bloomberg U.S. Credit Index,  
Bloomberg U.S. Corporate High Yield Bond Index,  
Morningstar LSTA U.S. Leveraged Loan Index

CLO AAAs tightened over 20 bps to end the month in the 150s DM (discount margin) to SOFR. Selling was elevated but there was 
plenty of demand on the other side to allow for spread tightening. Sellers looked to monetize high dollar prices with most AAAs 
trading in the mid $99 handle while buyers looked to add at attractive all-in yields north of 6% and any pull to par with elevated 
prepays or calls. ETF buying has also added to the technical dynamic in CLO AAAs with ETF AUM growing by over $1.5 bn to $3.7 
bn YTD. AAA Bids Wanted in Competition (BWIC) volumes declined slightly to $2.1 bn; however, total volume in IG, as reported 
by TRACE, increased by 25% to $15 bn, driven largely by AAAs. 

AA and single A spreads tightened 25 bps each as supply was constrained and demand steady. AAs ended July in the low-to-mid 
200s DM and single As in the high 200s DM. A majority of AAs and single As are now in the $97-$99 handle dollar price. 

BBBs saw dramatic tightening as loan prices increased, boosting market value overcollateralization (MVOC) ratios. Tier 1 BBBs 
tightened over 30 bps into the high 300s DM by the end of the month. With some BBBs hitting $96/$97 handle dollar prices, buyers 
looked to less covered/lower priced bonds, narrowing the basis between tiers that has been persistently wide for over a year. 

BBs also took a turn tighter, but spread dispersion remained wide as fundamentals continue to deteriorate. Tier 1, high MVOC 
BBs tightened to inside 700 DM, while BBs with more credit risk continued to trade wide of 900 DM. 

Equity trading picked up over the month as quarterly payments came in and Net Asset Values (NAVs) increased with the half-
point rally in loan prices. Distributions were robust averaging 4.4 points for deals in reinvestment. Longer reinvestment period 
profiles from Tier 1 managers traded with base case internal rates of return (IRRs) in the low-to-mid teens versus mid-to-high 
teens during the preceding quarter. Most shorter-dated equity traded closer to NAVs with IRRs in the 20s. 

Overall trading activity in July increased to $17.7 bn, split between $15 bn in IG and $2.7 bn in non-IG. This amount marks the 
highest monthly total in 2023. In spite of the heavy volume, dealers were net sellers of almost $575 mm during the month. 
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Secondary CLO 2.0 Spreads

July 2023 (bps) MoM Change (bps)

AAA 150-175 -20

AA 200-240 -25

A 275-315 -25

BBB 385-550 -40

BB 750-1100 -25

B 1200+ 0

Source: TCW

Primary issuance increased in July but remained modest with $6.8 bn in new issue volume. YTD issuance stands at $60.8 bn, 
down 29% YoY and continuing to lag each of the last five years, excluding 2020. Tier 1 broadly syndicated loan (BSL) spreads were 
mostly flat month-over-month with AAAs pricing at +175 bps. There were also four middle market deals that priced over the month 
with AAA spreads appearing to be mostly flat to marginally tighter. Of the total number of new issue deals that have priced YTD, 
25% have been middle market – a historically high percentage, reflecting increased demand for the asset class. Additionally, a refi 
priced for the first time in over a year. We may continue to see more refis/resets emerge as many managers look to refinance 2022 
deals that were executed with wide AAA spreads and 1-year non call periods. CLO managers continue to face challenging market 
conditions: Loans keep rallying and many managers are struggling to make the economics work as the arbitrage remains squeezed. 
However, given tighter spreads in the secondary market, we anticipate primary spreads to follow suit as we move into August.

CLO New Issuance

July 2023 YTD 2023 YTD 2022 YoY %

New Issue ($bn) $6.80 $60.80 $86.00 -29%

Refi (#) 1 1 12 -92%

Reset (#) 3 5 31 -84%

Source: TCW

Tier 1 New Issue Spreads (5nc2)

July 2023 (bps) MoM Change (bps) YTD Change (bps)

AAA 175 0 -50

AA 265 5 -45

A 300 -5 -85

BBB 500 -5 -65

BB 825 -15 -125

Source: TCW

On the fundamental side, weighted average rating factor (WARF) was range-bound in July and B- exposure fell again as more 
assets were downgraded to CCC. The median B- bucket fell to 26.6% while CCC exposure increased by 50 bps to 5.8%. Junior 
overcollateralization (OC) cushions fell by another 10 bps over the month to 4.7%, Strong OC cushions are helping managers fare 
the continual wave of loan downgrades. Market value metrics improved over the month as loans rallied, BB MVOCs increased by 
20 bps to 104.2%, and NAVs improved by almost 3 pts to 38.9%. n
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This material is for general information purposes only and does not constitute an offer to sell, or a solicitation of an offer to buy, any security. TCW, its officers, directors, 
employees or clients may have positions in securities or investments mentioned in this publication, which positions may change at any time, without notice. While the 
information and statistical data contained herein are based on sources believed to be reliable, we do not represent that it is accurate and should not be relied on as such 
or be the basis for an investment decision. The information contained herein may include preliminary information and/or “forward-looking statements.” Due to numerous 
factors, actual events may differ substantially from those presented. TCW assumes no duty to update any forward-looking statements or opinions in this document. Any 
opinions expressed herein are current only as of the time made and are subject to change without notice. Past performance is no guarantee of future results. © 2023 TCW
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