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CMBS Context: Security Description and 
Who’s Involved



3Banking - Investments - Life Insurance - Retirement Services

What are Commercial Mortgage Backed Securities?

                               Property / Collateral

* Office, Retail, Industrial, Multifamily, Hotel, Etc.
* Single Property or Portfolios of Properties
* Diversified by geography, size, property type, etc.
* Average trust has 300 properties

                                         Loan / Mortgage

* Each loan is secured by real property
* Loan can be secured by a single property or portfolio of 
properties
* Average trust has 190 loans
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                          Tranche / Bond / Security

* The trust is sliced into "tranches"
* Individual bonds have varying degrees of seniority 
related to losses and payments
* The "payment waterfall" is depicted to the left

                                                                             

                                       Trust / Deal

* Loans are sold into trust.  

* Bonds are issued from trust.

* The total $ of loans equals the total $ of bonds.

* Average deal size is $2.4 billion
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Securities are issued 
from trust
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Remaining CMBS Market

• Roughly $700 billion remains outstanding in the CMBS market, ~3 years from the peak of issuance

• Q4 issuance of $6.5B is a 3 year high, but represents a fraction of average quarterly volumes from 2006 
or 2007

• Commercial banking volumes are lower, reflecting the overall trend of tight lending conditions at banks

• Life insurers have returned to the commercial real estate lending market, along with the ramping of 
“opportunity” / “distressed” funds seeking higher yields (represented as ‘Other” above)
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Remaining CMBS Market

• Within Commercial Real Estate, despite the recent decline in lending, banks remain the primary credit 
provider

• Life insurers also remain a key constituent, as appetite for exposure will be a driver of CMBS returning, 
as well as through direct lending efforts



CMBS: Appreciating the Fundamentals 
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Market Update: Macro Factors

 While still elevated, the unemployment rate has declined 0.5% since year end (-0.3% in Q1, -0.1% in Q2)

 Nonfarm private payrolls have stabilized, but the pace of growth has been low and catalysts for larger 
improvements are not evident

– Last month’s non-farm payroll number had a more positive tone, with private payrolls up 159K

 Employment (or lack thereof) will drive 
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Market Update: Macro Factors

Commercial vs. Residential Home Home Price Indices
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Case-Shiller - 10 Home Price Index

Case-Shiller - 20 Home Price Index

Moodys CPPI - Commercial

Moodys CPPI has declined 43.7% peak to trough
                                         41.4% peak to current

Case-Shiller peak to trough/current:
  - 20 City declined by 32.6%/28.6%
  - 10 City declined by 33.5%/28.8%

Source: S&P/Case-Shiller, Moodys, Bloomberg



CMBS: How Have the Markets Reacted?
Borrowers

Loan Servicers
Issuers

Investors 
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Market Reaction – Borrowers

 The steep trajectory that characterized the market in 
2009 and 1H 2010 has moderated in recent months

 Delinquent loans are being resolved (cure or 
foreclosure/liquidation) at an increasing rate, diluting 
the impact of new delinquencies

 While we still forecast delinquencies broaching 10% 
by year-end, the ultimate peak has become more 
certain and suggests conditions are stabilizing 

 Loss outcomes can be extrapolated with more 
confidence and applied to determine tranches most 
at risk
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Market Reaction – Borrowers
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Market Reaction – Loan Servicers
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Market Reaction – Loan Servicers and Investors
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Market Reaction – Loan Servicers and Investors



15

New Issue CMBS has been well received and on track to reach $10B in issuance in 2010

 Higher quality but less diversified collateral and simpler structures are key characteristics

 6 new deals, >$6B in the pipeline for issuance in Q4

 Demand from conduit lenders, leading to more favorable resolutions for properties in the broader 
CRE markets

Market Reaction – Issuers and Investors
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Source: JP Morgan
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Putting It All Together;
Where Do We Go From Here?
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Macro Factors are Flattening, Volatility has Followed

 Key drivers of CMBS performance have recently exhibited signs of stability, following elevated periods of volatility

 Volatility (seen in VIX, MOVE index), by most measures, has declined measurably

 A de-leveraged buyer base should contribute to a lower volatility environment for CMBS, reflected in higher prices 
and greater risk appetite by issuers and investors
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Commercial vs. Residential Home Home Price Indices

100

120

140

160

180

200

220

240

Jul-
00

Jan-
01

Jul-
01

Jan-
02

Jul-
02

Jan-
03

Jul-
03

Jan-
04

Jul-
04

Jan-
05

Jul-
05

Jan-
06

Jul-
06

Jan-
07

Jul-
07

Jan-
08

Jul-
08

Jan-
09

Jul-
09

Jan-
10

Jul-
10

Date

H
om

e 
P

ri
ce

 I
n

d
ex

100

110

120

130

140

150

160

170

180

190

200

C
om

m
er

ci
al

 P
ri

ce
 I

n
d

ex

Case-Shiller - 10 Home Price Index

Case-Shiller - 20 Home Price Index

Moodys CPPI - Commercial

Moodys CPPI has declined 43.7% peak to trough
                                         41.4% peak to current

Case-Shiller peak to trough/current:
  - 20 City declined by 32.6%/28.6%
  - 10 City declined by 33.5%/28.8%

Source: S&P/Case-Shiller, Moodys, Bloomberg



19

 Government interventions can dramatically impact 
performance fundamentals and market conditions for 
structured credit

– Liquidity impacted by commitment of government 
funding: Quantitative easing, TARP, TALF, PPIP

– Fundamentals affected by government legislation 
impacting bankruptcies, modifications, foreclosure, 
refinancing, mortgage rates

 We monitor potential legislation and changes in 
regulatory/accounting guidelines in several ways:

– Monitoring political developments through 
relationships with lobbyists and industry groups, as 
well as direct lobbying efforts (i.e. ACLI)

– Prioritizing analysis of potential bills, press 
releases, and treasury initiatives to assess their 
impact on the market

– Deepening our understanding of TALF and PPIP 
impacts through direct investment proposals

Source: internal generation

Source: U.S. Government

DIM
INISHING IM

PACT

A Key Catalyst in the Recovery, Gov’t Program Impacts are Diminishing
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Capital Concerns Alleviated, Rating Agency Problems Addressed

 NAIC adopts ACLI proposal to ease capital treatment of downgraded CMBS
 Old system: ratings agency downgrades translated directly into punitive capital charges:

– Expected magnitude of loss not taken into account; only consideration was probability of loss.

 New system: a third party (Blackrock) projects bond outcomes under 5 scenarios; NAIC rating and capital 
requirement are based on expected loss.

– Major improvement: emphasis on degree of loss, not just probability of first dollar loss

– Results: 

 Final modeling results still TBD, so degree of capital savings still unclear.
 Capital savings anticipated, particularly for junior and mezzanine tranches where small 

(or no) loss is forecast, but rating agency downgrades have been severe
 Mitigates forced selling from insurers
 Improves outlook for CMBS sectors with ratings uncertainty (Junior AAAs, 

Mezzanine AAAs)

NAIC Rating S&P Rating Capital Charge
NAIC 1 AAA, AA, A 0.67%
NAIC 2 BBB 2.17%
NAIC 3 BB 7.67%
NAIC 4 B 16.68%
NAIC 5 CCC, CC, C 38.36%
NAIC 6 D 44.10%
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The Cycle: Vicious to Virtuous
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Prices 

Higher CPRs 
Lower DQs 

Lower Defaults 
and 

Losses

Higher Whole 
Loan Values

Lower 
Mortgage 

Rates

Lower Risk 
Premiums 

CMBS
Market

Lower Bond 
Prices 

Lower CPRs 
Higher DQs 

Higher Defaults 
and 

Losses

Lower Whole 
Loan Values

Higher 
Mortgage 

Rates

Higher Risk 
Premiums 

CMBS
Market

Q2 2007- Q1 2009 Q2 2009 - Current

 We look for the CMBS to continue its reversal from a vicious cycle to a virtuous cycle 

 Against this backdrop, market values will increase and risk appetite will improve, particularly for well structured risks 
that address new problems from the credit crisis

 As the reversal completes, the market will rationalize inefficiencies and punish holders of poorly structured risks; the 
end of the road is coming for the can


	Atlanta Actuarial Club
	CMBS Context: Security Description and Who’s Involved
	Slide 3
	Remaining CMBS Market
	Slide 5
	CMBS: Appreciating the Fundamentals 
	Market Update: Macro Factors
	Slide 8
	CMBS: How Have the Markets Reacted? Borrowers Loan Servicers Issuers Investors 
	Market Reaction – Borrowers
	Slide 11
	Market Reaction – Loan Servicers
	Market Reaction – Loan Servicers and Investors
	Slide 14
	Market Reaction – Issuers and Investors
	Market Reaction – Investors
	Putting It All Together; Where Do We Go From Here?
	Macro Factors are Flattening, Volatility has Followed
	A Key Catalyst in the Recovery, Gov’t Program Impacts are Diminishing
	Capital Concerns Alleviated, Rating Agency Problems Addressed
	The Cycle: Vicious to Virtuous

