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Positive Aspects of CMBS

• Diversity 
Geographic
Property Type
Limited Risk due to no concentration

• Liquidity
• Credit Support – Risk vs. Return Profile



Negative Aspects of CMBS

• Pooling aspects brings good loans and bad 
loans

• Substantial trust in the master servicer and 
special servicer

• Vulnerable to downgrades from overall 
market and from specific pool

• Mark to Market





Historical CMBS Production
Domestic U.S.*

2000 $47,039
2001 $67,150
2002 $52,074
2003 $78,000
2004 $92,838
2005 $169,507
2006 $204,381
2007 $233,677
Projected 2008 $60,000-$80,000

In Millions
•Domestic US includes Conduit/Fusion, Floating Rate, Single Borrower
•Source:  Credit Suisse, CMBS Market Watch Weekly



Subordination Levels
2005 2006 2007

AAA 13.34% 11.74% 11.94%
AA 10.24% 9.81% 9.95%
A 8.53% 7.41% 7.54%
BBB 5.02% 4.27% 4.27%
BB 2.87% 2.47% 2.54%
B 1.84% 1.56% 1.66%
NR 1.42% 1.49% 1.69%



CMBS Spreads 1994 - 2008





CMBS Spreads 2006 - 2008



All In Yield

2006 Early ’07 Late ’07 Current
AAA 5.75% 5.55% 5.93% 6.82%
AA 5.66% 5.69% 7.34% 11.47 %
A 5.77% 5.82% 8.19% 14.32%
BBB 6.07% 6.54% 13.44% 19.82%
BB 7.74% 8.04% 16.07% 21.83%
B 11.79% 11.99% 20.57% 22.83%
NR 20.50% 21.00% 29.00% 31.00%



Why the Meltdown?
Overheated Market

– Interest Only, Low Cap Rates, Marginal Property 
Quality

Financial Engineering
– CDOs
– Hedge Funds
Subprime
– Not the same but it doesn’t matter
Fear of Recession
– Goldman Sachs Research Paper
Downward Spiral
– “Catch a Falling Knife”





How Long is the Slide?

Recovery of CMBS Market
– Feel the bottom on pricing – “Pioneers get 

the arrows and settlers get the land”
– Work through the questionable loans – ’07 

Vintage will not age well
Commercial Real Estate and Recession
– Cash is King
– Some people will make a lot and others will 

lose a lot
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