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Credit Benchmark provides
Credit Consensus Ratings and
analytics based on contributed
risk views from 40+ of the
world’s leading banks, almost
half of which are Global
Systemically Important Banks
(GSIBs).

Credit Benchmark collects,
aggregates, and anonymizes
these risk views to provide
an independent, real-world
perspective of credit risk in
the form of Credit Consensus
Ratings and analytics.

Credit Benchmark covers
100,000+ corporate, financial,
fund and sovereign entities
globally, 90% of which are
unrated by credit rating
agencies.

Credit Benchmark also produces
over 1,200 credit indices, which
hel(f risk practitioners better
understand industry and sector
macro trends.

Risk professionals at banks,
insurance companies, asset
managers and other firms use
the data to:

« gain visibility on entities
without a public rating

e inform risk-sharing
transactions (CRT / SRT)

« monitor and be alerted to
changes within the portfolio

« benchmark, assess and
analyze trends

» and fulfil regulatory
requirements and capital

Home working continues to affect US Commercial Real Estate: NYCB results,
Blackstone haircuts, Aozora losses. The IMF reports delinquency rates rising
and prices falling faster than in previous cycles due to the speed and scale
of monetary tightening over the past two years. The chart below compares
current valuation trends against previous downturns.
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The IMF also highlight the $300bn “maturity wall” facing the Office and
Retail segments over the next two years. Much of this is held by commercial
banks or investors in CMBS.

The charts below show recent default risk changes for US Real Estate
Investment & Services, Holding & Development companies, and the main
REIT categories.
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There is a 25% increase in default risk for RE Investment and Holding companies, and a near 50% increase in the

Industrial and Office REIT segment. And the latter probably understates the deterioration in Offices, especially
across older properties.

The chart below shows the net balance between deterioration and improvement (“monthly DIN”) in the Industrial
& Office sector.
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Based on these trends, the projected default rate for the end of this year is expected to show an increase of at least

30% from a very low base of 27 Bps (median over the past 12 months) to around 40 Bps by the end of this year — see
the following chart.
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In December 2023, the proportion of Industrial and Office REITs in the “c” category jumped from zero to 2%. If the
“c” category continues to grow rapidly over the next few months, the end-2024 default rate could be significantly
higher; the pessimistic scenario shows it rising to at least 70 Bps.

The table below summarizes some key consensus credit metrics for the various segments of the US Commercial
Real Estate market.

(Current DIN Median past

- Mean) , St. 12m Default

Dev. 12m DIN Risk

Diversified REITs 0.0 -1% 34

Industrial & Office REITs_
Mortgage Finance 0.8 24% 151

Mortgage REITs -0.2 14% 155

Real Estate Fund 0.5 7% s

Real Estate Holding & Development 1.8 52% 71
Real Estate Investment & Services 2.1 53% 61
Real Estate Investment Trusts 0.2 15% 86
Real Estate Services 22 53% 58

Retail REITs 0.6 4% 197
Specialty REITs |22 =45% 100

This shows that the 12m DIN for the Industrial & Office REIT index is more than 3 standard deviations above the long
term mean; confirming that the current very low level of risk is likely to show a significant increase over the next 12
months. Most segments currently have above-average DIN metrics, with Real Estate Holding & Development, Real
Estate Investment & Services, and Real Estate Services all around 2 standard deviations above the long term mean.
Traditionally higher risk sectors, like Mortgage Finance, Mortgage REITs, Retail REITs and Specialty REITs are less
than one standard deviation above the mean or else below; 2 standard deviations below in the case of Speciality
REITs.

In conclusion: Industrial & Office REITs are likely to show the largest % increase in default risk this year; traditional
Real Estate Holding, Investment and Service Companies are also set to show significant increases.

Credit Benchmark does not solicit any action based upon this report, which is not to be construed as an invitation to buy or sell any security or financial
instrument. This report is not intended to provide personal investment advice and it does not take into account the investment objectives, financial
situation and the particular needs of a particular person who may read this report.
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