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Executive summary

The U.S. mortgage-backed securities (MBS) market is one of the largest
and most liquid in the world. At the end of Q3 2024, $1.1 trillion MBS
securities were issued—a 12.5% increase year over year. To put that
figure in perspective relative to other fixed-income markets, $1.6 trillion
in U.S. corporate bonds and $3.5 trillion in U.S. Treasury securities were
also issued over the same period. MBS accounts for roughly 13% of all
U.S. bond issuance.

From a trading vantage point, MBS products represent almost a

quarter of the average daily volume of U.S. fixed-income trading/
Although some products within the asset class are notoriously

illiquid, and trading mechanisms are in need of modernization, tides

are changing as investment professionals and traders alike embrace
more electronification. This is particularly true in the trading of certain
over-the-counter (OTC) mortgage products, such as specified pools,
commercial mortgage-backed securities (CMBS), collateralized mortgage
obligations (CMOs), asset-backed securities (ABS), and other areas
where risk transfer has historically happened over the phone or via chat.

Fixed-income electronic trading has been evolving in dribs and drabs.
For instance, only one-third of investment-grade corporates were
traded electronically in 2020 versus about half today. We expect a
jump in MBS electronification in the next few years motivated by
similar forces—efficiency, enhanced transparency and evolving TRACE
reporting requirements.? Further, trading venues are improving their
offerings to enable portfolio managers (PMs) and traders to create
more streamlined workflows and electronify the trading process. These
catalysts, coupled with buy-side demand for electronic liquidity and new
liquidity providers—both bank and nonbank—ensure future progress.

' Sifma, Research Quarterly: Fixed Income — Issuance and Trading, October 14, 2024

2 Finra, Reporting of Mortgage and Asset-Backed Securities, November 1, 2022


https://www.sifma.org/resources/research/research-quarterly-fixed-income-issuance-and-trading/
https://www.finra.org/filing-reporting/market-transparency-reporting/trace/faq/reporting-mortgage-and-asset-backed-securities
https://www.greenwich.com/member/audrey-costabile

To better analyze these trends, Crisil Coalition Greenwich interviewed 39 U.S.-based mortgage traders at buy-side
firms to understand the drivers and inhibitors of trade electronification, data needs, views on transparency, and the
current state of mortgage market liquidity.

Key focus:

Based on our study findings, we believe sweeping changes will happen over the next five years in MBS trading and
workflows, including:

= Automation of workflows will become a top priority for buy-side firms, enabling more electronification in
MBS trading.

= Multidealer platforms (MDPs) will be the preferred way to transfer risk in a variety of MBS products currently
being transacted via voice and/or chat.

m TRACE reporting will also play a role here, providing better data and price transparency.

m Growth and diversity of buy-side and sell-side market participation are anticipated as transparency improves
from e-trading.

= Newer MBS products, such as exchange-traded funds (ETFs), will have a greater influence, similar to other
markets.

Electronification set to help address MBS market
challenges

Buy-side professionals agree that more electronic trading in the mortgage market could be the solution for a number
of challenges that PMs and traders face. For instance, study participants point to a dearth of liquidity and liquidity
providers as key pain points—two areas that have been helped by greater transparency and liquidity in other products
like credit. As with many OTC markets, there are data gaps for robust analysis and a lack of streamlined/standardized
pre- to post-trade workflows. Most respondents agree on the following concerns:

Key mortgage market pain points for buy-side traders
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Note: Based on 39 respondents.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study



Traders would love to see more accurate and actionable data—particularly on screens. One buy-side trader hopes
illiquidity and fragmentation could diminish opaqueness in pricing—a common thread across our study participants.
While some feel there simply isn’t enough transparency today to make this happen, there is positive sentiment about
what the future might look like as traders shift away from legacy workflows and technology.

The state of MBS markets electronification

Although buy-side e-trading only exists in certain pockets of the mortgage market, participants are encouraged by the
prospects of e-trading growth beyond TBAs (to-be-announced contracts). Most respondents execute over 75% of their
ABS, CMO, specified pool, and CMBS trades via phone/chat. The existence of even a few firms pushing ahead with
e-trading in these products suggests a positive trend—one that indicates much more is still to come.

Percentage of participants using phone/chat to trade by product
More than 75% of trading transacted via phone/chat

81% 79%

ABS CMOs Specified pools CMBS TBAs
(16) (19) (15) (18) (11

Note: Based on 39 resondents in total. Numbers in parentheses represent number of responses.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study

MDPs are becoming more important in MBS markets and are enhancing the adoption of e-trading. Broadly speaking,
the growth of e-trading in markets that are typically considered illiquid, such as high-yield corporate bonds and
municipal bonds, is a great testament to evolving market efficiency. It is evident that trading venue technology has
reached a milestone where e-trading solutions exist that can work for nearly all OTC products, regardless of their
liquidity profile.

A notable number of our study participants are trading via MDPs regularly. For instance, nearly 60% trade almost all
of their TBAs via trading venues. About 40% are using MDPs to transact the majority of their CMO and CMBS orders.
Active e-trading of ABS and specified pools is still limited to just a handful of traders in our study.



Percentage of participants using an MDP by product
More than 75% of trading transacted using an MDP

58%

TBAs CMOs CMBS ABS Specified pools
(11) (19) (18) (16) (15)

Note: Based on 39 respondents in total. Numbers in parentheses represent number of responses.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study

MDPs are the primary and often the only path toward more e-trading in the OTC fixed-income market. U.S. Treasuries
are a great example of the link between MDPs and electronification as the majority are traded by the buy side using
an MDP. E-trading is a natural fit in this case, given the liquidity of on-the-run Treasuries and other characteristics,
including uniformity of securities and the infrastructure embedded into trading platforms and systems that are
designed around them. In the MBS market, many of these features are also present, making products attractive for
e-trading and automation.

Adjacent technology is necessary to enable more MBS e-trading. Many of the features and functionalities that traders
rely on for order creation, price discovery, data, and analytics have been developed by trading venue firms as well as
order management, portfolio management and execution management service providers (OMS, PMS, EMS). These
capabilities help create consistency and transparency in securitized product characteristics—attractive attributes for
e-trading. Buy-side professionals believe that other platform enhancements, including better pre-trade analytics and
more on-screen liquidity, would also encourage more electronic volume.

While many technology providers offer these tools today, the entire MBS ecosystem needs to be on board with the
shift to e-trading. For instance, about 50% of study participants are keen to see more sell-side providers offering
on-screen liquidity to improve the amount and quality of pricing data. As this happens, there is a domino effect: Buy-
side traders will transfer more risk on the MDPs. This, in turn, will help attract additional liquidity providers and spur
growth in the diversity of participants, creating a virtuous cycle.

Buy-side study participants aren’t shy when it comes to telling us what they need in order to grow their electronic
MBS trading. While there is a long wish list, the majority of asks boil down to improved market structure, technology
and data to move traders away from phones and chat. In most cases, the technology has already been built for other
asset classes, as well as some fixed-income products, and can be leveraged for MBS.



What the buy side needs to increase MBS e-trading:

Ability to attract more dealers

Development of alternative ways to trade, such as interactive actions and protocols, as well as the ability to
counter bids and offers more dynamically

Inclusion of algo pricing and confirmation of best levels

More integration with other up- and downstream systems for booking trades and managing positions and risk
Incorporation of compliance requirements

More pool information and other product-specific data

Better UI/UX, ease-of-trading

Trade and workflow automation is improving

The use of automation is growing among traders on buy-side mortgage desks and will play a big part in driving more
electronification. More than half of participants agree their trading workflow is at least somewhat automated, setting
the stage for continued improvements and fewer high touches.

Degree of automation of workflows by product

¥ Fully automated
[ Some automation
[l Not automated at all

CMOs CMBS Specified pools TBAs ABS

Note: Based on 39 respondents.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study

All participants in our study use an OMS and incorporate PMS and some EMS capabilities into their investing and
trading process. Most third-party OMSs have gotten larger in recent years and cover more ground than ever before.

In fact, nearly all OMS solutions providers now embed multi-asset trading tools, such as native access to different
trading protocols, order creation, price discovery, compliance, and data and analytics capabilities. Request-for-quote
(RFQ) orders can often be automatically generated and sent to fixed-income trading venues after portfolios are
optimized and trades are approved.



On the execution front, analytics can be automatically generated to perform best execution analyses, examine
dealer selection statistics and review historical prices. If no recent pricing is available, many participants are able to
calculate and/or receive evaluative prices directly in their OMS from trading platforms and market data providers to
integrate with other information. Once trades are executed, automation occurs further down the trade life cycle into
the mid- and back-office processes to ensure accurate risk management, books of record and settlement.

MBS data and analytics are getting a bump from
advanced technology

Buy-side professionals are clearly looking for improved data and analytics to underscore investment and trading

in MBS markets. While there is considerably more data available to mortgage investors today than a decade ago,
ingesting, analyzing and actioning that data remains a challenge. PMs and traders most often gather MBS data from
numerous sources, including Bloomberg, ICE, LSEG, and Tradeweb. Aggregating and normalizing this data is no small
feat. Buy-side respondents then utilize proprietary systems or turn to Intex, Trepp and Yieldbook models to help make
decisions. In many cases, data and models can be used directly from an OMS.

Primary sources of MBS market data

Over 75% of MBS market data is
sourced by Bloomberg and Tradeweb 3%

I

[l Bloomberg (36) Tradeweb (14) [ ICE (6 LSEG/Refinitiv (5) [J] Other (2)

Note: Based on 39 respondents in total. Numbers in parentheses represents number of responses.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study

Advanced technology, such as Al/ML and cloud compute power, is starting to change the way data is being consumed
and used. Market participants are choosing APIs and even the cloud to consume information. This allows for

better overall analytics, specifically pre-trade data—both encouraging factors leading to more growth in e-trading.
According to one PM, the integration of advanced technology will afford investment teams with better pricing data and
“real” executable levels.

Measuring best execution and utilizing transaction cost analysis (TCA) are priorities for over half of respondents who
rely mainly on internal tools today—although third-party TCA use is growing. Those who aren’t using TCA point to
difficulties in transparency and other market dynamics that make TCA difficult—a gripe that should diminish as more
data and e-trading find their way to the mortgage market.



What will the future state of MBS trading look like?

Our buy-side study participants are optimistic about the evolution of the mortgage market. Over the next five years,
the biggest changes to mortgage trading will center around expanding e-trading to more products, the availability
of more real-time data supported by changing TRACE reporting requirements, analytics powered by advanced
technology, and improved market liquidity via more market participants:

Automation expands as it has in other parts of the fixed-income market. More automation is a top priority

for buy-side professionals and an area we expect to see evolve quickly in the coming years. TRACE reporting
requirements and higher volumes will be handled by the same number of traders, making more automation
and straight-through-processing (STP) the only path forward. The resulting workflow efficiency will become a
differentiator for some investors. Automated compliance checks, portfolio optimization, and electronic trading
and reporting will further streamline workflows to ensure timely settlement and precise books of record and
risk assessments.

Multidealer platforms will capture the vast majority of e-trading growth. There is a clear path toward more MDP
use in the mortgage market. Today, about 43% of respondents trade less than one-quarter of their specified pool
positions electronically. However, nearly the same number of participants (38%) believe they will trade more
than three-quarters of their volume on a MDP in the future. These traders are keen to employ better technology
around their trading decisions and embrace embedded pre-trade analytics, including TCA, pricing and other
information. MDPs will continue to develop as extensions of OMS, PMS and EMS systems, becoming more
integrated than ever as e-trading grows.

More market participation is expected due to enhanced liquidity, transparency and ease-of-trading. As
technology expands and less liquid and opaque parts of the MBS market mature and become more electronic,
greater participation is expected from traditional and non-traditional investors and traders. TRACE reporting
will also play a role here, providing the data that so many participants who are investing and trading MBS crave.
Retail investors could also find their way to the mortgage market, as institutional e-trading helps improve
liquidity for wealth managers and supports the growth of mortgage products.

ETFs grow in size and influence the market, similar to other markets. The influence of ETFs has changed the way
several markets in other asset classes are perceived in terms of pricing and liquidity. ETFs have also afforded
transparency and liquidity to many fixed-income products that were previously illiquid and complex to invest

in and trade. Over time, we expect the mortgage market to evolve in the same direction, as glimpses of this
evolution are already in play.

More nonbank liquidity providers will step in. Similar to other markets traditionally quoted by banks and dealers,
nonbank liquidity providers may also step into areas of MBS and provide liquidity, should price transparency and
ease of trading materialize. The presence of nonbank liquidity providers is another sign of market maturity
and stability.



METHODOLOGY

Between September and November 2024, Crisil Coalition Greenwich interviewed a total of 39 U.S. buy-side mortgage market
participants to better understand the drivers of decision-making tied to the electronification of MBS markets. The majority of
responses came from professionals working at asset management firms, with experts hailing from hedge funds and insurers
making up the balance. Data and insights from Tradeweb, a multidealer platform, were also analyzed to better understand
market liquidity and participation.

Assets under management (AUM) varied across participants. Looking across firm types, the distribution of roles was tilted
toward portfolio managers, with traders and heads of trading accounting for about one-third of participation.

Respondents
Firm AUM Respondent
type role

B Asset manager M $501-9998B M Portfolio manager
Hedge fund $101-500B Trader
M Insurance M $1-1008B M Head trader

™ $101-999M [ Other front office

Percentage of mortgage product use by product

55% 53%
47% 45%
39%
I -
CMBS CMOs Specified TBAs Other
pools mortgage
product

Note: Based on 39 respondents. Numbers may not total 100% due to rounding.
Source: Coalition Greenwich 2024 Mortgage Electronic Trading Study



This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of S&P Global. All rights reserved.
This Document may contain analysis of commercial data relating to revenues, productivity and headcount of financial services
organisations (together with any other commercial information set out in the Document). The Document may also include statements,
estimates and projections with respect to the anticipated future performance of certain companies and as to the market for those
companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or future activities of

the businesses or companies considered in it but rather is designed to only highlight the trends. This Document is not (and does not
purport to be) a comprehensive Document on the financial state of any business or company. The Document represents the views of
Crisil Coalition Greenwich as on the date of the Document and Crisil Coalition Greenwich has no obligation to update or change it in the
light of new or additional information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not form basis of any lending,
investment or credit decision. This Document does not constitute nor form part of an offer or invitation to subscribe for, underwrite

or purchase securities in any company. Nor should this Document, or any part of it, form the basis to be relied upon in any way in
connection with any contract relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s data submission, business
structure, and sales revenue Reporting methodology. As a result, any data contained in the Document may not be directly comparable
to data presented to another bank. For franchise benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on
aggregate results i.e., when sales revenues are within 5% of at least one competitor ahead, a tie is shown and designated by = (where
actual ranks are shown). Entity level data has no equal ranking logic implemented and therefore, on occasion, the differences between
rank bands can be very close mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the research participants. Interviewees may
be asked about their use of and demand for financial products and services and about investment practices in relevant financial
markets. Crisil Coalition Greenwich compiles the data received, conducts statistical analysis and reviews for presentation purposes to
produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES CRISIL COALITION GREENWICH BELIEVES TO BE RELIABLE. CRISIL COALITION
GREENWICH DISCLAIMS ALL REPRESENTATIONS OR WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO THIS DOCUMENT,
INCLUDING AS TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE INFORMATION, STATEMENTS,
ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
ARISING OUT OF THE USE OF ALL OR ANY OF THIS DOCUMENT. CRISIL COALITION GREENWICH ACCEPTS NO LIABILITY WHATSOEVER
FOR ANY DIRECT, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS
DOCUMENT.

Crisil Coalition Greenwich is a part of Crisil Ltd., an S&P Global company. ©2025 Crisil Ltd. All rights reserved.

25-2003

Crisil

acompany of S&P Global



