Performance of Commercial and Multifamily Mortgages
Remains Stronger than Overall Bank/Thrift Loan Portfolios

Commercial and multifamily mortgages have been the topic of a great deal of discussion and conjecture in recent months. In March
2009, MBA published a DataNote analyzing bank data as of the fourth quarter of 2008. That DataNote found that commercial and
multifamily mortgages were among the best performing loans held by banks and thrifts. This DataNote updates the analysis with
data as of the fourth quarter of 2009 and finds that commercial and multifamily mortgages continue to have the lowest charge-off
rates of any loan type at banks and thrifts and perform better than the overall portfolio of loans and leases held by these institutions.

BACKGROUND

Commercial banks and thrifts invest in and hold a variety of assets
to earn income on the money raised through checking accounts,
savings accounts, certificates of deposits, bank debt and other
liabilities they hold. A key component of these assets, 56 percent
at the end of 2009, is loans and leases — including 1-4 family
residential mortgages, home equity loans, credit cards, non credit
card consumer loans, commercial mortgages, multifamily mort-
gages, construction loans and commercial and industrial loans.

LOAN HOLDINGS

Of the various types of loans and leases, 1-4 family residential
loans make up the largest share of banks’ loan holdings ($1.9
trillion or 26 percent of the total), followed by commercial and
industrial loans ($1.2 trillion or 17 percent of the total) and
commercial mortgages ($1.1 trillion or 15 percent of the to-
tal).! At $211 billion, multifamily mortgages account for three
percent of bank-held loans and leases. Over the course of the
last year — in the face of the recession, the credit crunch and
headlines about the lack of capital available for commercial real
estate — commercial and multifamily mortgages are the only
category of bank loan to have seen growth (see Figure 1).

LOAN PERFORMANCE

Looking across the various loans and leases held by banks and thrifts,
commercial and multifamily mortgages finished 2009 with 30+ day
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delinquency rates lower than the average for all loans and leases
held by banks and thrifts. At the end of the fourth quarter, 7.30
percent of the balance of all bank and thrift loans were 30 or more
days past due. Commercial mortgages had a 30+ day delinquency
rate of just 5.06 percent and multifamily mortgages recorded a rate



of 5.64 percent. Construction loans, driven by poor performance
among single-family-related land and construction loans — had the
highest delinquency rate, at 18.56 percent. Single-family mortgages
had the second highest rate, at 12.49 percent. Credit cards saw the
third worst delinquency rates, at 6.28 percent. Commercial and in-
dustrial loans saw delinquency rates of 4.39 percent, slightly lower
than commercial mortgages. Home equity loans recorded a 30+ day
delinquency rate of 3.15 percent and 3.70 percent of the balance of
other loans to individuals were delinquent (see Figure 2).

As with many other types of loans, commercial and multifamily
mortgages continued to see increases in loan delinquencies dur-
ing the fourth quarter. At the end of 2009, delinquency rates on
commercial mortgages and multifamily mortgages were 0.5 and
0.9 percentage points higher than they had been at the end of
the third quarter, respectively. This compares to a 0.44 percent
rise for all loans and leases. Among other types of loans, 30+ day
delinquency rates on single-family mortgages increased by 1.3
percentage points, delinquencies on construction loans increased
by 0.7 percentage points and home equity loans remained essen-
tially unchanged. Credit card loans and commercial and industrial
loans each saw a 0.1 percent decline in delinquencies.
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CHARGE-OFFS

As banks and thrifts recognize troubled loans as uncollectible,
they charge them off — removing the uncollectible loan balances
from their balance sheets and recognizing the losses in their in-
come statements. While delinquency rates represent the share
of loans that are not paying on time, charge-off rates represent a
bank’s assessment of the share of the outstanding loan balance
they are unlikely to get back.

Commercial and multifamily mortgages provide security to their
lenders in that a) even when under stress the commercial prop-
erty continues to provide some level of income to help pay its
debt service, except in the most extreme situations, and b) for
every loan there is a real, tangible asset pledged as collateral
should the loan become delinquent. For these reasons, commer-
cial and multifamily mortgages have historically not experienced
the same rate of losses as most other types of loans. This is
evident in the charge-off rates experienced by banks and thrifts.

Over the course of 2009, commercial and multifamily mortgages
had the lowest charge-off rates of any loan type at commercial
banks and thrifts. In 2009, banks and thrifts charged off 0.8 per-
cent of their balance of commercial mortgages and 1.1 percent
of their multifamily mortgages. By contrast they charged off 1.7
percent of their balance of 1-4 family residential loans, 2.4 per-
cent of their commercial and industrial loans, 2.9 percent of their
home equity loans, 3.0 percent of their non credit card consumer
loans, 5.4 percent of their construction loans and 9.1 percent of
their credit card loans. The charge-off rate for commercial mort-
gages was less than half that of single-family mortgages, the next
lowest group, and less than one-tenth of the rate for credit cards,
the loan type with the highest charge-off rate (see Figure 3).

In aggregate dollars, the charge-offs of commercial and multifam-
ily mortgages by banks/thrifts also remain very low in relative
terms. Over the course of 2008 and 2009, banks and thrifts have
charged off more than $105.5 billion in loans to individuals, $83
billion in residential mortgages, $51 billion in commercial and
industrial loans and $47 billion in construction loans. By contrast,
over the same period they have had to charge-off only $11 billion
of commercial mortgages and $3 billion of multifamily mortgages.

Had banks and thrifts not lent on commercial and multifam-
ily mortgages, and instead lent that money through other loan
types, they would have seen roughly $36 billion in charge-offs
and losses in 2008 and 2009 that they have not seen.
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CONCLUSION

As noted in the 2008 DataNote, commercial and multifamily mort-
gages are an important part of the holdings of commercial banks
and thrifts. Like other parts of the economy, the performance
of commercial and multifamily mortgages has been negatively
impacted by job losses, consumer restraint and manufacturing
declines. The relatively stable performance and low charge-offs
of commercial mortgages through the recent recession, however,
have helped, rather than hurt, the stability of banks and thrifts.

NOTE

1. It is important to note that of the $1 trillion of commer-
cial mortgages held by banks, roughly 45 percent are business
loans backed by an owner-occupied property. These are not
what one typically thinks of as commercial property mortgages
— mortgages made to income-producing properties such as of-
fice buildings, shopping malls or warehouses, in which the loan
will be repaid by rents paid by tenants. Rather these are loans
to other types of businesses, paid back by those business-
es’ incomes, but with real property owned by the businesses
pledged as collateral. Of the $1.5 trillion of bank loans cited
by the Federal Reserve as relating to the commercial and mul-
tifamily real estate market, only about $776 billion relates to
the market for income-producing office, retail, apartment, and
other commercial properties. In addition to the owner-occupied
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properties, the Federal Reserve’'s $1.5 trillion mortgage debt
outstanding estimate from the Flow of Funds Account includes
a portion of banks’ construction loans, including single-family
construction lending.
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