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The views and opinions expressed are those of the presenter and are not
necessarily those of the Federal Reserve Bank of Atlanta or the Board of
Governors of the Federal Reserve System.
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Occupancy
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Rent Growth Markets
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Property Sector

e Overbuilding
» Greater Efficiency
e Amazon
» Affordability
e Higher Rents
* Increased Costs
» Cybersecurity

Capital Markets

» Capital Availability

» Heightened Value Levels

* Rising Cap Rates

* Reduced Regulatory
Environment

e Current Prevailing Market
Sentiment “What Can Go
Wrong”

e Current LTV Environment

\"
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Market participants say: “Average loan LTV = 58%. A low leverage environment
equates to safety and what can go wrong.”

Current Future Current Future
NOI $100,000 $100,000 NOI $100,000 $100,000
Cap Rate 5.50% Cap Rate 4.00% 5.50%
Value 51,818,182 $1,428,571 Value $2,500,000 51,818,182
(5389,610) (5681,818)
Leverage @ 58% $1,054,545 $1,054,545 Leverage @ 58% $1,450,000 $1,450,000
LTV Based on New Value 74% LTV Based on New Value 80%

All else remaining equal, a 150 basis point increase in CRE Cap Rates moves
the LTV upward notably in both scenarios.

The implications may be greater for smaller markets
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Property Sector

e Enhanced Market

Knowledge /7
o Greater Due Diligence

* Monitoring Changing
Dynamics
» Actively Monitoring
Concentrations
* Property

» (Geography
 Tenant
Capital Markets \

» Stress Testing Going-In &
Exit Cap Rates .

» Stress Testing LTVs Capltal Markets
Against Changing Property
Values

* Asking “What Can Go

Wrong” | ——




	Slide Number 1
	Slide Number 2
	Today
	Unemployment Rates
	State Unemployment Rates�1Q 2007 – 4Q 2017 (%)
	Commercial Real Estate
	Occupancy rates�Current vs. 20-Year Average (AtL, MIAMI, Nashville, Nation)�
	Apartment Occupancy Rates
	Annual Effective Rent Growth�Asking Rents & Concessions�
	Apartment Effective Rent Growth & Occupancy�Combined Change�
	National New Supply vs. Long-Term Average�20-Year Averages vs. 2015, 2016, 2017 Supply�
	New Supply vs. Long-Term Average�Current Under Construction vs. 20-Year Average�
	Slide Number 13
	Capital & Finance
	CRE Transaction Volume
	National CRE Cap Rates�quarterly averages 2010-2017
	Slide Number 17
	CRE Cap Rates�Spread above 10-yr Treasury
	CRE Cap Rates�Spread above 10-yr Treasury
	Slide Number 20
	Shift happens
	Risk
	Current Leverage Levels…�A False Sense of Security?
	Strategies to Minimize Risk

