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the heels of a healthy labor market and wage and income gains, to sustain the momentum in this
market for the remainder of 2016.  

Conditions in the multifamily property market (20% of related insurer exposure), according to CBRE,
have been healthy for the last seven years with ‘both cyclical and structural trends’ supporting strong
market demand. They believe, however, that this market is moving into a new phase where
construction deliveries are outpacing demand which will restrain performance for the balance of 2016.

The U.S. industrial market (12% of related insurer exposure) remained strong in the second quarter
with demand still exceeding supply. The vacancy rate in this market was down to its lowest point since
2002 and net absorption, per CBRE, below new supply for the 24th consecutive quarter. CBRE’s outlook
is for little change in dynamics or ‘much of the same’.

Pricing

Moody’s/RCA Commercial Property Price Indices (CPPI; a national all-property composite index which
measures price changes in US commercial real estate based on completed sales of the same
commercial properties over time) increased in each of the 1, 3, and 12-month periods ending August
2016 on gains in prices in both the apartment and core commercial sectors (see Table 5).
Apartment/multifamily building prices have expanded at a much faster rate than core commercial
prices in each of these periods. On a year-over-year comparis@慘 ocorcot ,
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MBA reported that delinquency rates (based on the unpaid principal balance of loans) for commercial
and multifamily mortgage loans remained low in the second quarter of 2016, and for most capital
sources, near the lowest levels of the past 20 years.

Delinquency rates within life company portfolios rose to 0.11% in the second quarter, up from 0.06% in
the prior quarter and were unchanged from fourth quarter 2015. Delinquency rates, however, have
historically been below 1% since 1998 (Chart 3). At year-end 2015, BACV of $2.3 billion was reported for
mortgages with overdue interest or in foreclosure, and delinquent mortgages totaled only $137 million
in BACV at year-end 2015 (relative to a total of $428 billion for all mortgages held).   
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Source: MBA

Changes in delinquency rates for life companies along with other large investor groups, who together
hold more than 80% of commercial/multifamily mortgage debt outstanding, are shown in Table 6.
Quarter to quarter developments showed marginal improvements in rates for banks, thrifts and
Freddie Mac, but an uptick in delinquency rates for CMBS. According to MBA, the ‘extremely’ low level ofom昵e g ck gc y-� Ē耀 n 2geif m% i-�  
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Source: MBA; REO (real estate owned) refers to foreclosed-upon real estate.

Outlook for Commercial Lending

CBRE was ‘cautiously optimistic’ about the commercial lending markets in the second half of 2016,
indicating that there is potential for “additional volatility” from a Federal Reserve interest rate hike, the
high level of loan maturities in the CMBS market, and the effects of new regulations (the Dodd-Frank
Act requiring CMBS originating lenders to retain some of the loan risks). MBA also expects that “low
interest rates combined with strong commercial property market fundamentals to further support
lending and to keep overall borrowing levels on pace with last year’s strong level”.
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U.S. insurers’ investments in mortgage loans and unaffiliated RE at year-end 2015 were predominantly
in loans in good standing with just marginal exposure to compromised loans, lending comfort to any
concerns regarding timely payment (principal and interest) on the loans and RE. Insurers were not
exceedingly concentrated in any one single property type, thereby adding the benefit of market
diversification. Any concentration of properties in certain cities and states were in major core U.S.
markets.

For mortgage loans and unaffiliated RE in properties outside the U.S., insurer exposure at year-end
2015 was limited to just 3% of total BACV. Insurers, however, had 58% of their foreign mortgage loans
and unaffiliated RE in the U.K., largely in the London area. The U.K. property market, after the Brexit
vote in June 2016, was unsettled by the uncertainty over the economic future of the U.K. and the EU
trade relationship. Investors in U.K. commercial property funds reportedly pulled out £1.4 billion in June
in reaction to Brexit fears and in spite of trading suspension by some large commercial real-estate
funds.

Moody’s considered the Brexit vote a credit negative for the U.K.’s commercial real estate market and
estimated that average prices could decline by as much as 10%. Fitch Ratings also viewed the vote as a
challenge to market fundamentals as a result of ‘delays in investment decisions and increased property
risk premiums’. For U.S. insurers, if weakness in the British pound (which was driven down by the Brexit
vote) continues through year-end 2016, it could potentially lead to lower reported BACV for U.K.
property holdings due to adjustments to book values from unrealized foreign exchange losses.

Performance across U.S. commercial real estate markets, in general, has improved since the beginning
of 2016, supported by stable or strengthening market fundamentals. Near term expectations are for
fundamentals to stay positive at least through 2016 as new supply growth remains limited in many
sectors and certain cities. There are some concerns, however, that the industry might be moving closer
to the end of the current expansion cycleMcF椶has improv̀ Ammuemene fo 6 ni intmpr܀te hom ty
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