Global Credit Outlook 2021: Back on track?

Questions That Matter

Commercial Real Estate | Is The U.S.
Out Of Office For Good?
The U.S. commercial real estate market, already hammered by
retail and lodging woes, may face more long-term damage if the
pandemic-related population-shift away from larger cities,
work-from-home arrangements, and corporate cost-cutting
strategies stick.

How this will shape 2021
Current pockets of credit distress in retail and lodging could spread. The office
and multifamily markets in particular will suffer if there is a longer-term population
shift away from densely populated gateway cities, forcing a pricing reset. The future
availability of effective vaccines remains the wild card that could partly revive office
culture in high-cost cities. What's more, since office leases are typically for longer
terms of 10 years or more, any potential distress would likely take time to
materialize.
Office and multifamily property fundamentals and values may deteriorate. We’ve
already seen some evidence that multifamily rents have declined in certain large
cities. Rents in downtown areas have fallen by more than 6.0% from the March
2020 peak and have been falling at a rate of about 1.0% per month since June,
according to Costar data. Values for both offices and multifamily properties have
declined a little less than 10% versus the pre-COVID-19 period, according to Green
Street.
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Values for both offices and
multifamily properties have
declined a little less than
10% versus the pre-COVID-19
period

What we think and why
The securitized (CMBS) sector is a lens showing where most current distress lies.
As of October 2020, the overall CMBS delinquency rate was around 7.5%. The
lodging late payment rate reached a recent peak over 20%, and now sits around
18%, while retail stands at around 14%. The other three major areas—office,
multifamily, and industrial—remain below 2.5%. An additional 7% of this universe
of loans can be classified as either in forbearance or currently requesting
forbearance relief, and 85% of that is due to lodging/retail-backed loans.
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Questions That Matter
Despite some recent improvements in delinquency rates, risks are on the
downside. Even within the lodging and retail sectors, we've seen some recent
improvement in the overall delinquency and forbearance rates. Rent collection
across retail REITs have sequentially improved as stores reopened; they collected
over 80% of rent in third-quarter 2020, while other sectors have been relatively
steady. However, credit distress remains elevated, and risks are likely to the
downside, especially heading into the winter months.
Chart 17
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What could go wrong
Weakness in office may be hidden from the current data. Transaction data is
scarce amid the pandemic, making valuations tough to estimate. Meanwhile, higher
quality tenants are making good on their rent payments, keeping overall
delinquencies low. But businesses are undoubtedly calculating their optimal
footprint, which may involve less space at renewal, or moving some operations fully
remote or to lower-cost cities. We’ve already seen increases in sublease activity,
and concessions to face rents.
A material deterioration in CRE risks could impact other sectors. For instance,
eight of the 11 banks we rate with over 30% exposure to CRE loans have negative
outlooks, partially reflecting their large CRE exposure. In our rated U.S. bank
universe, the median exposure to CRE is roughly 19% of loans and 139% of Tier 1
capital. Positively, construction loans remain about 40% below the 2008 peak.
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Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any
form by any means, or stored in a database or retrieval system, without the prior written permission of S&P Global
Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any unlawful or
unauthorized purposes. S&P Global and any third-party providers, as well as their directors, officers, shareholders,
employees or agents (collectively S&P Global Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Global Parties are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any
data input by the user. The Content is provided on an “as is” basis. S&P GLOBAL PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the
date they are expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment
decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill,
judgment and experience of the user, its management, employees, advisors and/or clients when making investment
and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as
such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related
publications may be published for a variety of reasons that are not necessarily dependent on action by rating
committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have
been suffered on account thereof.
S&P Global keeps certain activities of its divisions separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain divisions of S&P Global may have information that is not
available to other S&P Global divisions. S&P Global has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.
S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of
securities or from obligors. S&P Global reserves the right to disseminate its opinions and analyses. S&P Global's public
ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.capitaliq.com (subscription), and may be distributed through other means, including via S&P Global publications
and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the
Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be
distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services
LLC.

spglobal.com/ratings

