
Capital Markets Overview

Dennis Williams
Managing Director
NorthMarq Capital



Key Themes of 2009

• CRE fundamentals dramatically weaker across most major property 
segments and markets

– Price declines of 35-45% 
– Rent declines and vacancy increases
– Demand shock induced versus over-supply induced

• Conduit collateral performance deteriorating at historically fast pace
– Total delinquency rate likely to exceed 3.5% by year-end
– May reach 6% by 2010

• Greatest risk facing CMBS is maturity default/extension risk, not term 
risk default

– Large percentage of CMBS loans made in 2005-2008 will not qualify for 
refinancing



Banks Hold a Majority of CRE Loans

• Based on Fed Flow of Funds data, 44% of commercial real estate loans are 
held on bank balance sheets. 

• CMBS accounts for only 21% of the $3.4 trillion commercial real estate 
market
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$11.03

75%

Commercial
$2.60
18%

Farm
$0.11

1%

Multifamily 
Residential

$0.90
6%

Source: Federal Reserve Flow of Funds Report Q408 (3/ 12/ 09).
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How Did We Get Here?

• Increase in LTV’s combined with a continued decline in DSCR’s and 
credit enhancement levels

• Slight improvement in 2008 due to investor push back

BBB Subordination



How Did We Get Here?

• Since 2004 increase in 
full and partial term IO 
loans.

• 61% of total loans 
outstanding have some 
IO component.

• Term risk is mitigated 
with lower DSCR 
payment.

• Balloon default risk 
high.

• Potential for loss 
severities to increase.



CMBS Delinquencies Starting to Exceed Bank Loan Levels
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•CMBS Ranges since 1997

•Freddie Mac: 60+ days from 1990-2Q08, 90+ days from 2Q08 – 4Q08

•Prior to 1996, commercial bank and thrift figures are for commercial banks only and also include construction and land development loans.

•Sources: Marcus & Millichap Research Services, Wachovia Capital Markets, LLC, and Intex Solutions, Inc., ACLI, Fannie Mae, Freddie Mac, OFHEO and 
FDIC



Estimated Commercial Mortgage Maturities

• Assuming $200 billion of new originations per year (derived from origination 
projections based on the average 3-year historical gross originations from all 
non-commercial CMBS lenders), starting in 2010, loan maturities will continue 
the deleveraging trend with total shortfall from 2010 through 2013 projected to 
be approximately $400 billion.



CMBS Conduit Issuance Volume

• Volume peaked in 2007 with dramatic decline in 2008
• Conduit origination machine is broken and not expected to resume 

production any time soon.



CMBS Market: Maturities Through 2017



CMBS 30+ Day Delinquencies – Fixed Rate Conduit
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Source: Wachovia Capital Markets, LLC,  and Intex Solutions, Inc. 

Currently: 2.75%

Projected Peak: 7.5%

30+ day delinquency 
rates have been on 
a sharp increase, up 
from 1.17% at YE 
2008.

• Multifamily assets lead delinquencies, comprising 30% of the total
• Including loans that are performing and with the special servicer, delinquency 

stands at 5.5%. This is largely a function of the GGP bankruptcy. 



Required ROE for levered CRE investors 
suggests price declines of 45% or more
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