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Market Conditions
• Securitized credit generally posted strong positive total and excess returns. Commercial 

ABS and RMBS provided strongest total and excess returns over the period amidst 
improving fundamentals in Aircraft ABS and receding fears of a significant home price 
decline. Consumer ABS and CLOs also experienced positive total and excess returns, but 
to a lesser extent as fears waned regarding the potential spillover effect of banking stress. 
The outlier this quarter was CMBS, which saw negative total and excess returns. Broader 
concerns about commercial real estate rose due to banking sector stress and increased 
likelihood of loan extensions and strategic defaults. Agency MBS saw positive total returns 
with the rate rally, but negative excess returns as high short-term rate volatility combined 
with fears of the FDIC selling Agency MBS holdings from failed banks.

• The global bond market recovered from last year’s poor showing to post a solid gain in the 
first quarter of 2023. Inflation—while still high—continued to decline from its mid-2022 
peak, creating optimism that central banks would soon be able to conclude their long series 
of interest rate hikes. Later in the quarter, the failure of three US banks and the collapse 
of the European institution Credit Suisse put significant stress on the financial system 
and raised the possibility of a crisis similar to that of 2008-2009. The US Federal Reserve 
responded by providing liquidity to banks through the creation of the Bank Term Funding 
Program – a move widely seen as a form of monetary easing. The issues in the banking 
sector also prompted investors to begin pricing in multiple rate cuts before year end. 
Together, these events—as well as the “flight to quality” brought about by the specter of a 
financial crisis—helped the bond market recover some of the ground it had lost in 2022.

• Although the Fed acted quickly to head off a contagion, it also continued to raise interest 
rates. At its meeting on March 23, the Fed boosted short-term rates by a quarter-point to 
a range of 4.75%-5.0%. This move was actually a positive for the financial markets, as it 
was seen as an indication that the Fed believed the financial system was on a sound enough 
footing that it could raise rates without creating further near-term disruptions. 

• US Treasurys benefited from the improving interest-rate outlook and investors’ preference 
for safer assets. The yield on the two-year note fell from 4.41% to 4.06% over the course of 
the quarter, while the 10-year yield moved from 3.88% to 3.48%. (Prices and yields move 
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CUMULATIVE TOTAL RETURN AVERAGE ANNUALIZED RETURN
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FUND 3.28 3.28 -4.25 -0.90 1.08 1.92
BENCHMARK 2.47 2.47 -4.73 -3.13 0.30 1.05
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in opposite directions.) The yield curve steepened as a result of the quarter’s moves, with 
investors beginning to factor the possibility of Fed rate cuts into the prices of shorter-term 
debt. 

• The Treasury market displayed volatility well above historical norms. In mid-March, the 
ICE BofA MOVE Index—which gauges volatility in U.S. government bonds—climbed to 
its highest level since 2009. Notably, in the three trading days from March 9 to March 13, 
the yield on the two-year note experienced its largest decline since the stock market crash of 
1987.

Portfolio Review
• The fund outperformed its benchmark, the Bloomberg US Securitized Index, primarily due 

to positioning within commercial ABS, agency CMBS and CLOs.

Contributors
• The leading contributor to the fund’s performance relative to the benchmark for the quarter 

was an overweight to commercial ABS, notably issues backed by aircraft leases.

• An overweight position in consumer ABS also contributed positive to relative return for the 
period.

• Within agency CMBS, the fund’s allocation to multi-family derivatives proved additive. 

• The fund’s allocation to CLOs contributed to relative performance, most notably exposure 
in senior mezzanine loans.

• The fund’s stance with respect to duration and corresponding interest rate sensitivity as well 
as positioning along the yield curve was beneficial to relative performance. 

Detractors
• An overweight position in CMBS detracted from relative performance for the period mainly 

due to single-asset, single-borrower holdings. 

Outlook
• With respect to agency MBS, we believe the market is pricing in a chance that banks may 

need to sell assets in the future for liquidity purposes. However, we view this as an unlikely 
scenario, and believe in any case that new Fed purchases could be an offsetting event. There 
is also a symmetrical upside possibility of a presently unknown new bank regulatory regime 
that could restore bank liquidity and re-engage the largest investor in the space.

• With respect to non-agency MBS, while home sales have softened as buyers have decreased 
purchases, this has been balanced by a slowdown in new listings in many markets and we 
anticipate continued downward pressure on housing activity. Given the secular tailwinds 
of a deficient housing supply and strong loan underwriting, we anticipate the softening of 
prices to be controlled and manageable. We are not forecasting a wave of distressed sales 
given the strong equity position and credit quality of most borrowers. 

• Turning to consumer ABS, inflation remains a top concern for lower income consumers, 
particularly due to rising costs of food, rent, energy, and childcare. We are watching the 
unemployment rate closely, as if it were to turn upward it would impact the ability of 
consumers to meet their obligations. The ABS primary market started to pick up after a few 
weeks of muted supply during the mid-March banking stress. Secondary volume is focused 
on short duration high quality paper, though no forced sellers emerged during recent market 
turmoil. 

• Within commercial ABS, earnings for auto rental fleets have been negatively impacted by 
increased depreciation expense as the used car market softens. However, rental car sponsors 
remain profitable and benefit from high utilization, active management of their fleet size, 
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low corporate leverage, and strong rental car pricing. Aviation sector fundamentals continue 
to improve as demand for air travel recovers rapidly in conjunction with a constrained 
supply of new aircraft due to significant production delays and engine shortages. As a result, 
we expect that lease rates, aircraft value, and the percentage of aircraft currently off-lease 
will recover to pre-COVID levels in 2023. Aircraft remains our favored commercial ABS 
sector as we expect the positive demand/supply trend to continue for at least two more 
years. 

• With respect to CLOs, while the full impact of rising costs related to goods, labor, and 
debt service will likely take time to play out, we expect near-term loan market defaults 
to increase to historically average levels. Weakened loan covenants are concerning but we 
remain confident in the structural protection provided by CLOs. Investment grade CLOs 
continue to provide investors with attractive opportunities for price appreciation and 
incremental income. Bank demand for CLOs has softened as Fed stress tests and rising rates 
have forced banks to increase capital reserves. 

• We expect CMBS fundamentals to be impacted as private commercial real estate values 
decline perhaps 15% in 2023 as a result of extreme tightness in lending conditions and 
higher capitalization rates. We also see an increased possibility of a systemic capital shock to 
banks and insurance companies in 2024, potentially leading to an additional 15% decline. 
Although we anticipate commercial real estate default rates to remain low in 2023, loans 
with near-term maturities are likely to see extension modifications and specially serviced 
loans to have fewer near-term payoffs. While we remain generally cautious on most property 
types, we have specifically favored higher quality retail and avoided office, full service 
hotels, and non-traditional assets.

About Risk
Mortgage-related and asset-backed securities are subject to the risks of the mortgages and 
assets underlying the securities. Other related risks include prepayment risk, which is the risk 
that the securities may be prepaid, potentially resulting in the reinvestment of the prepaid 
amounts into securities with lower yields. US government agency securities are not insured, 
and may not be guaranteed by the US government. Fixed income securities may carry one or 
more of the following risks: credit, interest rate (as interest rates rise bond prices usually fall), 
inflation and liquidity. Derivatives involve risk of loss and may entail additional risks. Because 
derivatives depend on the performance of an underlying asset, they can be highly volatile and 
are subject to market and credit risks.

Bloomberg US Securitized Bond Index is an unmanaged index of asset-backed securities, 
collateralized mortgage-backed securities (ERISA eligible) and fixed rate mortgage-backed 
securities. Indexes are unmanaged and do not incur fees. It is not possible to invest directly in an 
index.

Outlook as presented in this material reflects subjective judgments and assumptions of the portfolio 
team and does not necessarily reflect the views of Loomis, Sayles & Company, L.P. There is no 
assurance that developments will transpire as stated. Opinions expressed will evolve as future  
events unfold.

Before investing, consider the fund’s investment objectives, risks, charges, and 
expenses. Please visit www.loomissayles.com or call 800-633-3330 for a prospectus 
and a summary prospectus, if available, containing this and other information. Read 
it carefully.

For institutional use only.

Natixis Distribution, LLC (fund distributor, member FINRA|SIPC) and Loomis, Sayles & 
Company L.P. are affiliated.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent 
and Trademark Office. 1037331.36.1
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