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In this issue of the CWCapital Markets Update, we review current performance, delinquencies, and developments across the 
commercial real estate market as the recovery from COVID-19’s disruption continues to accelerate.   

The US has given some 338 million vaccine doses so far, with 68% of the over 18 population now with at least one dose, 59% 
fully vaccinated. Current average doses per day is approximately 500,000 per day, continuing a downward trend since April 
2021’s peak of over 4 million. The economy is rebounding and shows continuing recovery from the depths of 2020’s pandemic 
and oil shock. Inflation is now a concern as renewed demand meets supply and pandemic-related logistics shortages drive up 
prices.  We are of the belief that the inflation spike is temporary. 

The commercial real estate market continues to undergo fundamental change. The way we use, demand, and value Hotel, 
Retail, and Office has already changed. Whether changes in e-commerce, travel patterns or work from home, these trends and 
forces impact the way we live, work and invest. 

THE ECONOMY:

• Unemployment - As of this writing, the US Unemployment rate stands at 5.9%. This is significantly improved from 
April 2020’s record of 14.7% as businesses regain much of the commerce lost during the early shut-downs. Some 
9.5 million people remain unemployed, almost double the pre-pandemic number. The hardest hit sectors remain 
Leisure and Hospitality (1.5mm), Wholesale and Retail Trade (1.3mm) and Education and Health Services (1.1mm). On a 
percentage basis, 11% of Leisure and Hospitality workers remain unemployed followed by Mining, Quarry, and Oil and 
Gas Extraction (10%). Overall unemployment is now below the benchmark average of 8.8% experienced during the 
Great Recession (mid 2008-2011).

• GDP - The Bureau of Economic Analysis reported that Real GDP increased at an annual rate of 6.5% in Q2 2021. The 
strong growth relates to the re-opening of businesses, a demand backlog, and consumer support from government 
pandemic assistance payments. The total size of the US Economy now exceeds the pre-pandemic level according 
several news reports. In its July 2021 outlook, the Congressional Budget Office (CBO) forecasts that GDP will grow 
by 7.4% in 2021 as the recovery continues. This strength combined with supply and logistics shortages may lead to 
increased inflationary pressures, at least in the short term.         

• Trade Deficit - The US trade deficit was reported at nearly $72bn in May, the second largest gap recorded. Pandemic 
related reductions in exports of services, aircraft, and oil were among one of the main drivers with the gap widening 
significantly in 2020 and 2021. The annual deficit had an average of $47bn over the past 20 years.    

• Budget Deficit - The CBO reported a budget deficit projection of $3.0 trillion for fiscal 2021, more than 3x the 
shortfall in 2019. CBO also forecasts this level will represent 103% of GDP assuming current laws on tax and 
spending remain unchanged. 
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CRE MARKETS:

• Delinquent / defaulted loans (issued up to mid-2020) - Distressed conduit and SASB loans declined to 9.4% 
of the total, high by historical standards, but the lowest level since the pandemic began. Delinquencies began 
appearing in April 2020 and peaked in June. Delinquent non-specially serviced loans fell to 1.24%, the lowest 
level since April. We estimate that 22% of all Hotel and 13% of all Retail securitized loans are delinquent, 
defaulted, or specially serviced as of this writing.  

• Capital Markets – BBB- CMBS Conduit spreads have tightened by approximately 28% from year-end 2020, and 
at Swaps +345, have nearly returned to pre-pandemic levels. We see similar tightening sentiment across the 
capital markets including in Agency Multifamily securitizations. 
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CATALYSTS AS WE MOVE FORWARD: 
MACRO SHIFTS IN BUSINESS MODELS ARE ONE OF OUR MAJOR CONCERNS: 

• Will CRE values continue to hold assuming the following business model changes? 

•  Office – will work-from-home become permanent or is it transitional? Employers financially benefit      
 from reduced floorspace and infrastructure costs.  

•  Retail – acceleration of e-commerce, and the real need for non-essentials

•  Restaurants – capacity reductions, curbside pickup, cleaning costs

•  Hotels- permanent business travel reductions, increased maintenance costs.     

•  Student Housing - e-learning trends, distancing, and increased maintenance costs.  

• Borrower capitulation – our market delinquency tracker over the past 18 months tells us that most of the 

weak borrowers have identified themselves. We remain concerned, however, with the fundamental CRE 

risk that thinly capitalized sponsors may choose to exercise the put option imbedded in commercial loans 

when performance lags.  

3

DELINQUENCY TRACKER
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RATES AND SPREADS TRACKER

FEATURE – APPLYING THE CWCAPITAL COLLATERAL 
QUALITY INDEX TO AGENCY MULTIFAMILY FLOATERS:

With low interest rates and accelerating property values, multi-family property owners have flocked to the floating rate 

market to finance and re-finance their investments. The floating rate market can be attractive to borrowers for several 

reasons, mainly the combination of lower underlying rates (via lower short-term indexes), and significant prepayment 

flexibility. The risk of rising short-term rates is mitigated somewhat by a requirement to purchase an interest rate cap. 

Thru the first half of 2021, Freddie Mac issued $19.4bn of floating rate loan securitizations (KF96 thru KF114) via 19 

transactions. This figure already represents approximately 88% of 2020’s issuance of $21.9bn, a record in and of itself, 

achieved during COVID-19 pandemic times.

Given the strong interest from borrowers, lenders, and debt investors, our focus this month is on how to assess the key 

fundamentals and overall quality of the issuance. As borrower and investor appetite for product increases, and volume rises 

to satisfy that demand, there may be a risk that quality can change. Investor due diligence, underwriting, and close analysis 

become even more important.

To develop a perspective on the overall asset class, we customized a specific variation of our proprietary CWCapital 

Collateral Quality Index (“CWCQI”). The general methodology includes identifying certain important metrics, developing 

a scoring mechanism for each factor, then applying the screen to the entire population of over 5,200 Freddie Mac 
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floating rate loans securitized at their issuance. This process allows us to score and rank individual loans, pools of loans, 

transactions, and ultimately vintages.   

We chose certain metrics such as property sub-type, age, location, loan structure, loan purpose, leverage, and sensitivity to 

short-term interest rate changes. Specific factors chosen for this analysis are shown in the table below. Further, we assigned 

thresholds within each factor. Thresholds result in points awarded to a loan as follows: +1 point when we “like” the property’s 

characteristic vs our threshold, 0 points when we are neutral or property meets expectation, and -1 point when the property 

or loan is below the level we would like to see. Each loan receives a score between 10 and -10. Pool and vintage scores are 

then determined as the weighted average of the constituent loan scores.  

Our general conclusion is that as volume has increased, the overall quality score is decreasing (see trend line). In 
addition, we see greater dispersion of quality within transactions and vintages. 1H-2021, however, does show some tightening 
in both median quality score and dispersion relative to the low points observed in 2018-2020. It is unclear if the trend will 
continue for the second half 2021, or revert to levels seen in the past 3 years. 

CW Collateral Quality Index Methodology - Population of securitized loans since FHLMC Floating Rate program inception. - Indexed to 10 
constant characteristics. - Each loan receives a grade for the characteristic as follows:  Like (+1), Neutral (0), Don’t like (-1).     Pool score equals 

weighted average of individual loan scores.  

CHART 1 – CWCQI INDEX FACTORS AND RESULTING 
TRANSACTION SCORES – ISSUANCE 2012 TO 1H-2021
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Looking at the underlying factors, we find that relative Debt Yield and Index Cap Runway are the two factors most influencing 
the declining trend. The Debt Yield decline simply implies more leverage on the same or comparatively similar Underwritten 
Net Cashflow (NCF). Index Cap Runway implies a weaker property level ability to cover interest rate changes on comparatively 
similar Underwritten NCF. In other words, the gap between the interest rate index (LIBOR or SOFR) and the mandatory cap 
strike rate is shrinking. Since the caps are generally set such that property generated NCF can cover a maximum 1.0x DSCR 
up to a threshold rate (the cap), the smaller gap implies weaker ability to withstand increasing rates. Lower Debt Yields (ie 
more leverage) and weaker ability to cover that debt (Index Cap Runway) are logical extensions of each other, and introduce 
increased risk to the debt investor. 

On the positive side, deal performance for the 114 transactions issued between 2012 and 1H-2021 (over $126bn), has been 
very strong to date. We reviewed data from Freddie Mac which showed only one transaction reporting a cumulative deal 
loss (KF01 with 0.25% or $3.4mm), and one transaction with a current appraisal reduction amount (KF15 with 0.32% or 
$4.6mm). Although over half (56%) of the 4,400 loans remain outstanding, the realized loss and appraisal reduction to date 
represent less than 0.01% of the original pool balances. Delinquencies as a percentage of remaining balance are currently 
0.10% ($24mm in KF15, $42mm in KF41). We reviewed additional data in the Trepp system which indicates approximately 7 
transactions in which the most subordinate bonds have experienced interest shortfalls, the most significant of which to date 
(KF05, KF13, and KF28) at $2.6mm, $2.4mm and $2.2mm respectively.

In summary, multifamily floating rate securitizations are in high demand. The lower volatility of the underlying asset, 
fundamental demand for housing, migration away from more concentrated structures, and demographic trends all make 
the asset class attractive from a relative value perspective. And indeed, overall collateral performance to date has been 
strong. However, as demand from borrowers, lenders, and investors drives rapidly increasing production and issuance, 
high quality underwriting, due diligence, and asset management expertise are more important than ever to long term 
investment success.      
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The third-party Information set forth herein may be derived from any of the following sources:

SOURCES

National Real Estate Investor

Real Capital Analytics

REIS

Trepp Information Systems

US Bureau of Economic Analysis

US Bureau of Labor Statistics

US Census Bureau

US Federal Reserve

US Treasury

Wells Fargo Research

Bloomberg

CBRE Capital Markets

Citibank Research

Commercial Mortgage Alert

CoStar

CRE Direct

FHLMC

International Council of Shopping Centers

Intex Solutions

Morningstar Research

Moody’s / RCA CPPI

We do not make any representation regarding the accuracy or completeness of the information contained herein. In addition, the information contained 
herein may include forward-looking statements. Actual events are difficult to predict, may differ from those assumed herein, and will be beyond our 
control. Any forward-looking statement included herein is based on information available on the date hereof and we do not assume any duty to 
update any such statement. Some important factors which could cause actual results to differ materially from those in any forward-looking statements 
include the actual defaults on the collateral, the timing of any defaults and subsequent recoveries, changes in interest rates and any weakening of the 
specific credits included in the collateral, among others. The information contained herein is for informational purposes only and does not constitute 
a solicitation to buy, sell, or take any investment action, nor should it be considered investment, legal, regulatory, accounting or tax advice. Please 
consult with legal, tax, accounting, or other necessary professionals prior to entering into any transaction based on the information contained herein. 
Investment decisions made by you based on this information may not always be profitable.
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