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Consider this: There is roughly $600 billion in CMBS 
loans outstanding. And as Eduardo Padilla, CEO of 
NorthMarq Capital, points out, given that loan terms are 
up to 10 years, there may be an average of $60 billion 
to $70 billion in annual loan maturations that the CMBS 
system may have to re nance without even expanding 
the marketplace. Considering that the CMBS market is 
now nowhere near its peak issuance of $270 billion in 
2007, the big question is: Will there be enough debt and 
equity capital to cover the waves of maturing loans —
even at reduced property valuations? 

“There’s not,” declared Eric Silverman, managing director of East-
ham Capital Inc., a Boston-based sponsor of real estate investment 
funds that is focusing on investing in multi-family assets located in sec-
ondary markets. “There was too much lending in 2005 and 2007 in all 
asset classes, and the loans are coming due.”  

The bad news is that although a lot of private equity and debt funds 
seem to have been created to meet the forecasted  nancing shortfall, 
even that gap  nancing —at least some of which may ultimately be 
interested in acquiring the property rather than holding the loan—may 
be nowhere near enough to meet what is needed to roll over loans. 

Finance & Investment

The Takeaway
✔ If CMBS issuance climbs to $100 billion by 2015 

as projected, that may be suf cient to bail out the 
wave of expiring CMBS loans—though not fund 
new transactions.

✔ If not, high-leverage capital may be insuf cient 
to fund the capital shortfall, as there is currently 
estimated to be $26 billion in fund capital, but the gap 
equity need for multi-family alone by one calculation 
is $22.5 billion over the next three years.

✔ This gap  nancing may be insuf cient even to take
on all the healthy CRE collateral.

Capital Crisis? 
Is There Suf cient Capital to Meet the Needs of the Commercial Property Market?

By Keat Foong, Executive Editor 

During a panel discussion at Urban Land Institute’s recent Real Estate 
Capital Markets Conference in New York, Jon Bradshaw, principal of 
Prime Finance, noted there is $1 trillion in total debt, half of which will 
be maturing in future years. There would not be suf cient gap capital 
“even if there were 100 groups like ours,” said Bradshaw. 

Seeing the business opportunity in the lack of adequate senior debt 
capital in the overall commercial property sector, many private—and 
institutional —players have entered the market to provide gap  nanc-
ing. In its June 8 issue, “Commercial Mortgage Alert” (CMAlert.com) 
identi ed some 63 players providing high-yield  nancing—through B 
notes, mezzanine loans and/or preferred equity—to commercial real 
estate. (NorthMarq actually counts 40 more of these high-yield play-
ers, bringing the total to more than 100, according to Padilla.) Working 
off of this number, David Valger, founder & CEO of the private equity 
investment company DVO Real Estate, makes the argument that even 
on the multi-family side (let alone adding in commercial properties) 
there will be a shortfall of the needed gap  nancing. 

Valger makes the following “back of the envelope” calculation, mak-
ing assumptions based on both anecdotal evidence collected from key 
market participants and metrics that are readily available from sources 
like the Federal Reserve, Fannie Mae and Freddie Mac: Assuming a 

Loan Explosion 
(CMBS maturities) 

Source: Mortgage Bankers Association

For all multi-family/commercial real estate non-bank 
mortgage maturities, click here.
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total multi-family mortgage debt outstanding of approximately $844 
billion and an average loan term of seven years (loan terms ranging 
mostly from  ve to 10 years), in excess of $120 billion in multi-family 
loans will come due per year on average, or in excess of $300 bil-
lion over the next three years. Valger further said 
that, anecdotally, lenders indicate that as much 
as half of multi-family loans that mature today 
are needing on average about a 15 percent (a 
range of 5 to 25 percent) additional equity infu-
sion to get re nanced. This additional equity requirement results not 
only from property value corrections but also a combination of lower 
loan proceeds and/or more conservative underwriting by appraisers. 
Assuming new equity needed is on average 15 percent, $150 billion of 
the $300 billion in loans coming due will need a new equity infusion of 
more than $22.5 billion over the next three years. 

However, according to CMAlert.com’s study, just over $27 billion in 
“upper-deck”  nancing is available for the entire commercial real estate 
sector, of which multi-family is approximately 35 percent of all com-
mercial debt outstanding. In fact, just under $9.5 billion of that capital 

will be available for multi-family as gap  nancing, Valger 
conjectured. Where the necessary capital will come 
from is still uncertain, he added. 

Some may say there is suf cient capital for com-
mercial properties as long as they are sound. How-

ever, there may not be enough gap capital raised even to meet the 
needs of all the good properties, as Valger’s calculation may imply. 
“If you think there is a problem now, wait till 2015 to 2017,” said 
Silverman. At that time, even more CMBS loans will come due—and 
there may be neither senior debt nor high-leverage capital in suf-
 cient quantities. 
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Distressed Debt & Asset Update

Securitizing Distressed Single-Family 
Home Rental Properties: A Good Idea?
By Steven Bandolik and Todd Dunlap

The idea of securitizing distressed single-family homes for use as 
rental properties has recently gained some press as a potential new 
investment vehicle. The concept is similar to that of a collateral-
ized mortgage-backed security (CMBS), but instead of an income 
stream generated from debt service on real estate, it would be gen-
erated from the rental payments on the homes. And there could be 
upside to investors derived from potential home value increases on 
the underlying property. 

As with CMBS, these income streams could be bundled into a se-
curity that would then be sold to investors. Credit rating agencies such 
as Standard & Poor’s have already been approached to evaluate the 
potential for securitizing single-family homes, as reported on CNBC, and 
interested investors are doing their own due diligence, as well. But in-
vestment in this asset category has both bene ts and drawbacks.

RealtyTrac estimated there are approximately 600,000 homes owned 
by banks as REO. Furthermore, according to Lender Processing Ser-
vices, more than  ve million additional homes are already delinquent or 
are in the foreclosure process. This large inventory of distressed residen-
tial real estate has negatively impacted and continues to drag on home 
values and the overall economy. 

Institutions buying up homes to create collateralized rental home se-
curities could certainly bolster the housing market, at least in the short 
term, by helping to clear the current glut of distressed inventory. Further-
more, investors in this product could add some much-needed liquidity 
to an otherwise  nancing-challenged market.

From an investment standpoint, the residential rental market may 
be attractive as an asset class, as well. The rental market continues 
to demonstrate strong fundamentals, with the vacancy rate for rental 
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