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What does SVB failure mean for CMBS?
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While the swiftness of SVB failure shocked the market, it is in essence a classic example of poor asset/liability
management, a mismatch between short-term deposits and long-term investment in fixed rate securities which have seen
decimated valuation due to rapidly rising rates since 2022. A forced sale upon liquidity stress (caused by tech-
concentrated client withdrawal) crystalized the loss, triggering a bank run which sealed the fate of SVB.

CMBS investments typically have heavy exposure to long duration fixed rate securities. For example, the largest AAA
tranche in a CMBS conduit deal is fixed rate with 10-year WAL. Such tranche issued in 2021 at par might have seen a
price decline as much as 20 points because of significantly higher required yield (due to higher rate and wider spreads).
Hence any investor holding a portfolio of this type of bonds can potentially be sitting on huge unrealized loss, barring
proper rate hedge.

Duration can be lengthened even for short CMBS bonds as many loans facing near-term maturity struggle to qualify for
refinancing with lower DSCR ratio due to higher rate and extension becomes the only way out if special servicer allows.
Economic slowdown and a recession can also exacerbate the duration risk for CMBS as loans fail to refinance due to
reduced net operating income and end up getting extended.

On the other hand, flight to safety in the wake of SVB failure may push down treasury yield (and hence CMBS required
yield), leading to a rebound of asset values. In addition, Fed may take a more cautious stance in tightening as it tries to
maintain banking system stability. As a result, CMBS loans may become cheaper to refinance, helping to reduce credit
defaults. That said, Fed can potentially be in a conundrum where they may struggle to rein in the inflation without
aggressive rate hikes, and hence there could be a fresh wave of rate volatility down the road.

Meanwhile, credit spreads will likely widen amid a jittery market condition and a sustained period of risk aversion, putting
a downward pressure on the valuation across CMBS securities. And banks and lenders will tighten lending criteria and
curtail lending volume, which would hurt loan origination volume and deal flows for CMBS.

While government intervention seems to take effect for the time being, we anticipate elevated uncertainty in 2023 as the
market tries to figure out how far the contagion will spread and how long the fallout will last. A severe and prolonged
shock to financial system will likely accelerate or deepen a recession, with great ramification for economy and commercial
real estate.

In time of distress and volatility, Yield Book is uniquely positioned to help clients assess the duration risk and the valuation
of their CMBS holdings. Specifically, the Yield Book agency CMBS prepay models (GN PL, FN DUS, Freddie K) provide
prepay speeds projection for more accurate duration calculation, and the Yield Book non-agency CMBS credit model
takes into account the maturity refinancing risk and extension options based on credit metrics. Clients will be able to run
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the models through their portfolio securities and analyze the duration risk exposure. They can also mark to market their
portfolio for risk adjusted yield/price and estimate unrealized loss. Furthermore, clients are equipped to run various
stressed scenarios to incorporate and express their own views of the market and the collateral performance.

About Yield Book

Yield Book is a trusted and authoritative source for fixed income analytics that enables market makers and institutional
investors to perform complex analysis of their portfolios, benchmarks, trading decisions, historical performance, and risk.
Yield Book products offer analytical insight into an extensive range of financial products in the fixed income space
including governments, agencies, corporates, high yield, emerging markets, mortgages, ABS, CMBS, CMOs, CLOs, and
derivatives. The platform utilizes dedicated centralized servers that help ensure reliable, prompt data delivery. Yield Book
forms part of London Stock Exchange Group (LSEG)'s Data and Analytics division.

To learn more, contact us at sales@yieldbook.com or visit our website: solutions.yieldbook.com

Americas EMEA Asia Pacific
+1 646 989 2200 +44 20 7334 8963 Tokyo +81 3 6441 1015
APAC +866 2 8979 4966

© 2023 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes (1) FTSE International Limited (“FTSE”), (2)
Frank Russell Company (“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital Markets Limited

(together, “FTSE Canada”), (4) FTSE Fixed Income Europe Limited (“FTSE FI Europe”), (5) FTSE Fixed Income LLC (“FTSE FI”), (6) The Yield Book Inc (“YB”) and (7)
Beyond Ratings S.A.S. (“BR”). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, YB and BR. “FTSE®”, “Russell®”, “FTSE Russell®”,

“FTSE4Good®”, “ICB®”, “The Yield Book®”, “Beyond Ratings®” and all other trademarks and service marks used herein (whether registered or unregistered) are trademarks
and/or service marks owned or licensed by the applicable member of the LSE Group or their respective licensors and are owned, or used under licence, by FTSE, Russell,
FTSE Canada, FTSE FI, FTSE FI Europe, YB or BR. FTSE International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator.
Microsoft and Excel are trademarks of the Microsoft group of companies.

All information is provided for information purposes only. All information and data contained in this publication is obtained by the LSE Group, from sources believed by it to be
accurate and reliable. Because of the possibility of human and mechanical error as well as other factors, however, such information and data is provided “as is” without
warranty of any kind. No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or
representation whatsoever, expressly or impliedly, either as to the accuracy, timeliness, completeness, merchantability of any information or of results to be obtained from the
use of FTSE Russell products, including but not limited to indexes, data and analytics, or the fitness or suitability of the FTSE Russell products for any particular purpose to
which they might be put. Any representation of historical data accessible through FTSE Russell products is provided for information purposes only and is not a reliable indicator
of future performance.

No responsibility or liability can be accepted by any member of the LSE Group nor their respective directors, officers, employees, partners or licensors for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to any error (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling,
interpreting, analysing, editing, transcribing, transmitting, communicating or delivering any such information or data or from use of this document or links to this document or (b)
any direct, indirect, special, consequential or incidental damages whatsoever, even if any member of the LSE Group is advised in advance of the possibility of such damages,
resulting from the use of, or inability to use, such information.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be taken
as constituting financial or investment advice. No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any representation
regarding the advisability of investing in any asset or whether such investment creates any legal or compliance risks for the investor. A decision to invest in any such asset
should not be made in reliance on any information herein. Indexes cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to buy, sell or hold
that asset nor confirmation that any particular investor may lawfully buy, sell or hold the asset or an index containing the asset. The general information contained in this
publication should not be acted upon without obtaining specific legal, tax, and investment advice from a licensed professional.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be
inaccurate. Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially.
No member of the LSE Group nor their licensors assume any duty to and do not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or
otherwise, without prior written permission of the applicable member of the LSE Group. Use and distribution of the LSE Group data requires a licence from FTSE, Russell,
FTSE Canada, FTSE FI, FTSE FI Europe, YB, BR and/or their respective licensors.

TO THE EXTENT THAT ANY INDICATIVE PRICING INFORMATION IS PROVIDED HEREUNDER (THE “VALUATION”) AS PART OF THE DATA AND/OR MODELS, SUCH
VALUATION IS BEING PROVIDED AT CUSTOMER’S REQUEST FOR CUSTOMER’S INFORMATION PURPOSES ONLY AND IS NOT INTENDED AS AN OFFER OR
SOLICITATION FOR PURCHASE OR SALE OF A SECURITY OR A CONTRACTUAL OBLIGATION

(COLLECTIVELY, THE “FINANCIAL INSTRUMENTS?”), INCLUDING THE FINANCIAL INSTRUMENTS SPECIFIED HEREIN. ANY VALUATION IS ONLY AN ESTIMATE AS
OF THE DATE PROVIDED AND THE ACTUAL MARKET PRICE OF THE FINANCIAL INSTRUMENTS CAN BE DETERMINED ONLY WHEN AND IF EXECUTED IN THE
MARKET; CONSEQUENTLY, ANY VALUATION MAY NOT REFLECT LEVELS AT WHICH: (A) ACTUAL TRANSACTIONS MAY OCCUR OR HAVE OCCURRED OR (B)
COLLATERAL CALLS MAY BE MADE. THERE MAY BE NO OR MAY NOT HAVE BEEN ANY SECONDARY TRADING MARKET FOR ANY SUCH FINANCIAL
INSTRUMENTS. ANY VALUATION MAY INCORPORATE INFORMATION FROM THE MOST ACTIVE MARKETS TO WHICH A SOURCE HAS ACCESS AND,
CONSEQUENTLY, MAY NOT REPRESENT AN ESTIMATE OF THE VALUE OF THE PARTICULAR FINANCIAL INSTRUMENT IN THE MOST ACTIVE MARKET TO
WHICH OTHERS MAY HAVE

solutions.yieldbook.com 2


https://solutions.yieldbook.com/en?utm_campaign=753901_CMBSCommentaryMarch2023&elqCampaignId=&utm_source=Other&utm_medium=Blog&utm_content=&utm_term=&referredBy=
https://solutions.yieldbook.com/en?utm_campaign=753901_CMBSCommentaryMarch2023&elqCampaignId=&utm_source=Other&utm_medium=Blog&utm_content=&utm_term=&referredBy=

ACCESS.

Any Valuation is only an estimate of LSE Group or third-party data providers as to the general value of the specified Financial Instruments, as of the dates indicated, and are
subject to change at any time without notice. Each Valuation is only one view as to the estimated general value of a particular Financial Instrument at a particular point in time.
Any Valuation may take into account a number of factors including, but not limited to, any one or more of the following: (a) general interest rate and market conditions; (b)
macroeconomic and/or deal-specific credit fundamentals; (c) valuations of other financial instruments which may be comparable in terms of rating, structure, maturity and/or
covenant protection; (d) investor opinions about the respective deal parties; (e) size of the transaction; (f) cash flow projections, which in turn are based on assumptions about
certain parameters that include, but are not limited to, default, recovery, prepayment and reinvestment rates; (g) administrator reports, asset manager estimates, broker
quotations and/or trustee reports, and (h) comparable trades, where observable. LSE Group’s view of these factors and assumptions may differ from other parties, and part of
the valuation process may include the use of proprietary models. Any Valuation is based upon information derived from sources believed to be reliable; however, LSE Group
have not independently verified such information. In addition, reports may be available only periodically and with a delay and accordingly, where any Valuation relies upon the
most recently available information in such reports for a transaction, any Valuation may be based on information that may not be current as of the valuation date.

LSE Group is not acting as your advisor, agent or fiduciary in providing any Valuation to you. To the extent permitted by law, LSE Group expressly disclaim any responsibility
for or liability (including, without limitation liability for any direct, punitive, incidental or consequential loss or damage, any act of negligence or breach of any warranty) relating
to: (a) the accuracy of any models, market data input into such models or estimates used in deriving any Valuation, (b) any errors or omissions in computing or disseminating
any Valuation, (c) any changes in market factors or conditions or any circumstances beyond LSE Group’s control, and (d) any uses to which such Valuation is put. You are
responsible for your own independent verification and should consult with your own auditors and other advisors with respect to any Valuation and before deciding the uses to
which any Valuation may be put. Specifically, LSE Group does not assert that any Valuation is appropriate for the purposes of valuing particular Financial Instruments in your
financial statements in accordance with the requirements of your local accounting framework (for example FASB Statement No. 157 “Fair Value Measurements” under US
GAAP or International Accounting Standard No. 39 “Financial Instruments: Recognition and Measurement”).

LSE Group and any third-party data provider may make a market in or engage in transactions in the Financial Instruments referred to herein. Any Valuation may be affected
by those parties’ own transactions and own quotations..

solutions.yieldbook.com 3


https://solutions.yieldbook.com/en?utm_campaign=753901_CMBSCommentaryMarch2023&elqCampaignId=&utm_source=Other&utm_medium=Blog&utm_content=&utm_term=&referredBy=



