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Markets are liquid …

Until they’re not.

Assets don’t correlate …

Until they do.



3

Moody's/REAL Composite Commercial Property Price Index (CPPI) 
and NCREIF Capital Appreciation
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CPPI Composite Index NCREIF Capital AppreciationSources: NCREIF and Moody's Investors Service.
CPPI data through July 2008. NCREIF through 2Q 2008.

NCREIF lags by about 2 years



4

Super-Senior AAA Spreads to Swaps
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Source: Morgan Stanley.
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Super-Senior AAA Spreads to Swaps
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Source: Morgan Stanley for CMBS spreads. Various for the rest.

3/16/08: JP Morgan 
buys Bear Stearns

1/11/08: B of A 
buys Countrywide

6/9/08: Lehman 
announces 
$2.8 B loss

7/31/07: Two Bear 
Stearns hedge 

funds file for BK

10/24/07: Merrill 
announces $8B writedown

9/7/08: Fannie Mae & 
Freddie Mac seized

9/14/08: Lehman files for BK

9/16/08: Fed loans AIG $85 B

9/23/08: WaMu seized by FDIC
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 Commercial + Multifamily Mortgages Outstanding 
As Percent of GDP
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Sources: Federal Reserve Flow of Funds; Bureau of Economic Analysis. All data through 2Q 2008.

Peak of last cycle: 
20.4% in 1988

Passed last cyclical 
peak in 2005 at 21.1%

Current (2Q 2008): 24.1%
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Net Capital Rule: A Regulatory Letdown

• April 2004 decision by SEC to exempt investment bank     
brokerage units from a regulation that limited debt

• A response to anticipated competition from overseas from EU

• Exemption rescinded
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Spread Between Cap Rates and 10-Year Treasuries
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  Sources: American Council of Life Insurers (ACLI); Federal Reserve. Data through 4Q 2007.
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CHANGE IN VALUE 

WITH CHANGE IN CAP RATE AND/OR NET OPERATING INCOME (NOI)

Change in Cap Rate 6.5% 7.5% 8.5%

Current Up 100 bp Up 200 bp

Change in NOI

No Change Baseline -13.3% -23.5%

-10% -10.0% -22.0% -31.2%

-20% -20.0% -30.7% -38.8%
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Moody's/REAL Composite 
Commercial Property Price Index (CPPI)
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CPPI Composite IndexSource: Moody's Investors Service 
Data through end of July 2008

-20% from Peak: To May 2005

-30% from Peak: To Aug. 2004

Peak, Oct. 2007

Recent 
-8.8% from Peak



11

Covered Bonds – An Idea, Not a Panacea

• A European vehicle older than the US – since 1770

• Covered bonds are bank-issued debt with a security interest 
in a pool of collateral

• Does not provide capital relief since collateral remains in 
bank balance sheet

• Modifications easy

• Treatment of cover pool unclear in the event of bank 
failure
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