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Property Markets 
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Capital Markets: 
A Different Story
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CMBX Markets
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MS Secondary Trading in ’06 & ’07 Paper

> 2007 and YTD 2008
> Super Senior AAA’s & BBB 

flats
> AAA trading –

• $22.1 Bn Cash
• $71.2 Bn CMBX

> BBB trading –
• $18.4 MM Cash
• $6.9   Bn CMBX
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How Did We Get Here?
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Pathways For Contagion of Single-Family Credit 
Problems on Commercial Real Estate 

VIA REAL ECONOMY

Sub-prime mortgages under stress/
Increased foreclosures of those mortgages

House prices decline/
Increased foreclosures of regular mortgages

Strain on real economy, consumer behavior
e.g., retail sales, jobs

Dampening demand for CRE, albeit with a lag

VIA FINANCIAL SYSTEM

Capital flows into vehicles such as SIVs and CDOs

Some banks (larger) held SIVs and had to take them 
back onto balance sheets; others invested in 
SIVs or were otherwise exposed

Banks pulled back on credit; some to build reserves, 
others because the didn’t trust others to know or 
reveal their exposures to vehicles such as SIVs 
and CDOs

Increased cost or decreased availability of capital to 
CRE, and  commercial real estate will always be 
a capital-intensive asset class

Also, if Treasuries decline, and the spread between 
the basis and cap rates increases, then the 
absolute level of cap rates could remain about the 
same in the near term, hence values remain 
about the same (in theory) 

But if actual or expected cash flows decline, or the 
perceived risk of CRE increases, then the spread 
could widen further, pushing up the absolute level 
of cap rates and creating downward pressure on 
values
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An Unprecedented Housing Downturn...
% change from peak, Sources: Fiserv Lending Solutions, 
Census, Moody's Economy.com
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...And Housing Leads the Cycle Today
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...That is Weighing Heavily on Growth
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A More Severe Mortgage Lending Crunch Today
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Residential RE assets of large commercial banks
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Federal Surplus or Deficit, $bil
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Corporate Profit Margins Near Record Highs...
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...And Unlike Households, Have Sizable Cash Hoard
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Regional Economies Behave More Similarly
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Weakness Spreads Across Many Parts of the Country

In recession
Near recession

Expansion

December 2007
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Commercial and Multifamily Mortgages 
As a Share of GDP

0.00%

5.00%

10.00%

15.00%

20.00%

25.00%

19
50

19
52

19
54

19
56

19
58

19
60

19
62

19
64

19
66

19
68

19
70

19
72

19
74

19
76

19
78

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

S
ha

re
 o

f G
D

P
 (%

)

Both Share of GDP Comm Share MF Share

Source: Federal Reserve Flow of Funds Data through 3Q 2007

1988: 
20.4%

2007 3Q: 
23.0%



28

0%

20%

40%

60%

80%

100%

120%

1Q
03

2Q
03

3Q
03

4Q
03

1Q
04

2Q
04

3Q
04

4Q
04

1Q
05

2Q
05

3Q
05

4Q
05

1Q
06

2Q
06

3Q
06

4Q
06

1Q
07

2Q
07

3Q
07

4Q
07

LT
V

0.6

0.7

0.8

0.9

1

1.1

1.2

D
S

C
R

Moody's LTV [L] Moody's DSCR [R]

Moody’s LTVs and DSCRs

0.84

0.93

118%

109%

Moody’s LTVs and DSCRs calculated on the basis of Moody’s 
sustainable cash flows and cap rates; not underwritten calculations. 



29

Price, Structure & Indices
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U.S. Treasuries
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Financial Markets:  Treasuries Down, Risk Up
• Real estate cap rates are influenced by the slope of the Treasury curve, 

corporate bond spreads, and financial market volatility
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CMBX Markets
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CMBX Markets
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How will modest market corrections be 
portrayed?
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Where Do We Go 
From Here?
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