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2023 Banking Crisis

* Trusted Insights for What’s Ahead™

v" The worst of the banking crisis appears to be over, but stress in financial markets is returning.

v' Base Case Scenario

— The Conference Board continues to anticipate that tight monetary policy is likely to induce a short and shallow recession by the end of
2023 that results in some weakening in the labor market. In the environment, the Fed is still likely to hike interest rates once more (e.g.,
November 2023) before pausing to allow monetary policy effects to sink in. Materially lower consumer inflation and emergence from the
recession should allow for the Fed to begin cutting rates around mid-2024. Still, the Fed funds rates may land in a relatively elevated
range of 3 to 4% by the end of 2024.

— Best practices for financial firms: a) Continue holding a material buffer of extra cash, potentially using the cheapest sources
available, including the Fed window and Federal Home Loan Bank (FHLB); b) review all asset classes for liquidity vulnerability, with a
particular focus on the tenors of their exposures (i.e., recognizing that counterparties may not be available if they need to roll over or
extend certain maturing exposures or portfolios); c) stress test portfolios to uncover where breakeven levels of risk lie; d) avoid
introducing new products in consumer areas, which often take 6-18 months to determine vintage experience; e) consider forgoing some
new product revenue to avoid excessively large losses if consumer performance stumbles; f) retain experienced staff and invest in
technology and training for risk functions.

- Best practices for nonfinancial firms: a) Lengthen funding tenors now, as the duration of debt should be much longer than historical
norms; b) fatten stores of liquidity and have a series of alternative sources at the ready should disaster strike; ¢) assume that losses will
exceed worst-case scenarios and make sure there is a sufficient capital buffer; d) diversify banking/financing relationships to avoid
concentration of deposits in any one institution; e) increase risk monitoring and management staff; f) execute contingency planning,
including how to handle a surge in portfolio delinquencies.

Source: The Conference Board.
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2023 Banking Crisis

* Trusted Insights for What’s Ahead™ (continued)
v' Bank Crisis Redux Scenario

— Aredux of serious banking woes—including a wave of downgrades, defaults, or failures—tied to overleveraged consumers and/or
mounting commercial real estate defaults poses downside risk to the outlook, resulting in financial market convulsions and/or a deeper
recession than we project. In this scenario, and depending upon the timing, the Fed might not implement additional interest rate hikes in
2023 or begin cutting sooner in 2024 and by more than forecast.

— Best practices for financial firms: a) maintain constant contact with regulators, the board, staff, and customers; b) move quickly to
ring-fence distressed assets to reduce losses; c) keep track of counterparty exposure to determine where and when contagion might be
realized; d) be prepared for worst-case scenarios, which might include selling assets or considering a merger or acquisition.

— Best practices for nonfinancial firms: a) tap into own funding sources, understanding that liquidity may dry up quickly and that new
capital will be available at less competitive levels; b) reduce or delay discretionary investments until markets calm and the cost of
capital cheapens.

Source: The Conference Board.
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2023 Banking Crisis — Six Month Update

= Situation Report

v
v

v

After a six-month lull, concerns about the US banking sector are resurfacing.

Banks are still borrowing from the Fed to remain liquid. The borrowing has stabilized at an elevated level, but money
withdrawn from the FDIC has fallen close to zero.

Policymakers are considering a variety of changes following internal reviews by the Fed and FDIC in early May.
— Regulators proposed revised capital rules that aim to bring banks above $100B in assets into consistent framework.
— FDIC also recommended separating business deposits from the $250,000 insured limit (requires Congress).

Outflows of deposits from small banks appear to be reversing. However, a series of rating agency downgrades of banks
heavily exposed to commercial real estate (CRE)—office space in particular—is renewing concerns about the banking
sector. Rising CRE loan defaults may place added stress on small banks and community banks at a delicate time.

Credit spreads remain narrow, and liquidity appears to be adequate. The Fed anticipated some tightening in financial
conditions due to the banking crisis but continues to hike interest rates to combat elevated inflation.

Businesses small and large may be more affected than consumers, who are using credit cards to fuel spending. Still,
credit card delinquencies have recovered to prepandemic levels, potentially signaling risk for some issuers.

Other shoes to drop might include difficulty for corporations in obtaining cash from either banks or capital markets.
Additionally, another government shutdown in October may place upward pressure on borrowing costs and depress the
value of US Treasury assets held by banks.
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2023 Banking Crisis: Root Causes

What Happened?

= SVB and Signature Bank Failure Causes
v Drained deposits
v Shrinking net interest margin
v" Mismatched durations of assets to liabilities
v Industry (i.e., tech sector) concentration exposure
v Poor internal risk controls (liquidity)
= |nstitutions Rescued
v' SVB, Signature Bank (US)
v' Credit Suisse (Switzerland)
v" First Republic Bank (US)
= Rescuers
v" FDIC, White House
v' FED, Swiss National Bank
v’ Large banks

Source: The Conference Board.
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2023 Banking Crisis: Official Response

Actions of US Regulators and the Central Bank
= Systemic Risk Exceptions for SVB and Signature
v Allowed FDIC to backstop uninsured depositors

v Both banks taken into FDIC receivership; FDIC coordinated sales to First Citizens Bank and to
Flagstar Bank

v’ Estimated loss to FDIC fund of $22.5B; to be made up by special assessment fee on banks

* Fed Liquidity Injections

v Fed established new Bank Term Funding Program to allow banks access to one-year loans
collateralized by government debt securities recognized at par value

v Fed coordinated with 5 other central banks to enhance provision of US dollar liquidity swaps through
at least the end of April

Source: The Conference Board.
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2023 Banking Crisis: Official Analysis
Regulator Analysis of the Banking Crisis

= Amid the sale of First Republic Bank to JPMorgan, the Federal Reserve and the FDIC released
reviews of the role of supervision in recent bank failures and policy considerations moving
forward.

= The Federal Reserve’s report on SVB and FDIC's report on SBNY each found lapses in
regulatory oversight but also revealed repeated inaction by both management teams to address
identified issues. Each agency plans to review its escalation and enforcement processes.

» The Federal Reserve’s review of SVB detailed plans to review capital and liquidity requirements
for midsize banks (over $100B in assets) while revisiting risks of uninsured deposits and of
growing banks transitioning between size classes.

= The FDIC’s review of SBNY cited resource and staffing challenges as contributors to supervisory
Issues; it will review its guidance on uninsured deposits and to liquidity management.

= The FDIC’s separate review of deposit insurance recommends a targeted increase in insurance
limits on business payment accounts, along with other provisions to support stability.

Source: Policy Brief: Banking Crisis Updates: Fed and FDIC Publish Reviews of Supervision, The Conference Board.
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2023 Banking Crisis: Considerations and Future Actions

Legislative and Regulatory Considerations, and Future Actions

= Capital and Liquidity Rules

v' Regulators proposed new capital rules that combine long-expected rule implementation and policies in response to
recent turmoil; no congressional action needed (public comment ends November 30).

v" The expected “Basel Endgame” rules primarily affect the largest banks by standardizing risk calculations.

v" Other new rules aim to bring all banks above $100B in assets into consistent framework, requiring midsize banks to
conform to higher capital standards including holding capital against unrealized losses.

v An additional proposal would extend long-term debt requirements currently faced only by GSIBs to all banks above
$100B in assets, adding a new buffer to prevent FDIC losses in the case of failure.

= FDIC Insurance and Losses

v FDIC review recommended separating business deposits from $250,000 insurance limit, which would require
congressional approval.

v" Proposed special assessment fees to recoup estimated $15.8B in losses from FDIC coverage of uninsured deposits.

— Fees to be applied over 8 quarters beginning in Q1 2024, based on bank’s December 2022 holdings of uninsured
deposits in excess of $5B.

— FDIC estimates total 2-year charge will equal 17.5% of single-quarter revenue for subjected banks, with banks
larger than $50B paying 95% of total fees and smallest banks under $5B exempted.

8 © 2023 The Conference Board, Inc. | ConferenceBoard.org


https://www.fsb.org/2022/11/2022-list-of-global-systemically-important-banks-g-sibs/

4800
4600
4400
4200
4000
3800
3600
3400
3200
3000

9

Banking Crisis Effect: Bank Stocks Tumbling Again

S&P 500 Stock Market Index = Most of t_he damage to.the stoc_:k market was
for banking stocks, which continue to tumble
amid the banking crisis.

410
/J\’A‘\. 30 = Although they were beginning to recover

430

ﬁ s 370 somewhat through July, a series of rating
ﬂ” 350 agency downgrades for several banks as
P\' f 330 concerns about commercial real estate
w vf\ 310 exposure rise is causing the stock market to
hw.;" 2% sell off.
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—S&P 500 Composite (1941-43=10, Left))
——S&P 500; Banks 4010(Dec-30-94=100, Right)

Sources: S&P and The Conference Board.
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Banking Crisis Effect: Stock Volatility Surprisingly Low

CBOE Market Volatility Index, VIX (Index) = The lingering effects of the banking crisis

90 notwithstanding, stock market volatility

80 remains low compared to the start of the
70 pandemic shutdowns in 2020 and the UK
50 pension crisis of 2022.
50
40
30
20
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Sources: Chicago Board of Options Exchange and The Conference Board.
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Banking Crisis Effect: Bond Market Calm Still Prevails

= Most of the volatility at the start of the 2023
banking crisis was in bond markets, as
Indicated by the MOVE index.

= This largely reflected investor flight to safety
(l.e., US Treasury securities) as banking
stocks convulsed and panic set in.

= Due to the quick response of regulators,
central banks, and large banking institutions
to contain the crisis, bond markets calmed.

© 2023 The Conference Board, Inc. | ConferenceBoard.org
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Banking Crisis Effect: Liquidity Swaps Largely Unused

= To ensure the availability of US dollars U.S. Dollar Liquidity Swaps Outstanding

abroad, the Fed along with five other central (EOPMil.USD)

banks established liquidity swap facilities. $500,000 ———
= To date, there has been little if any activity $450,000

with these swap lines, signaling that there $400,000 [

have not been tremendous difficulties $350,000

accessing dollars. $300,000
= Additionally, after a brief rally in the weeks $250,000 European

just after the crisis, the US dollar returned to 5200000 e

its depreciating trend and has since been $150,000 Cis

moving sideways. $100,000 F \
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Sources: Federal Reserve Bank of New York and The Conference Board.

12 © 2023 The Conference Board, Inc. | ConferenceBoard.org



Banking Crisis Effect: Fed Lending to Banks Astounding

Total Reserve Bank Credit (Mil. USS) = As in prior crises—The Great Financial

$500,000 Great Crisis/Great Recession and the most recent
$450,000 Financial pandemic—the Federal Reserve stepped in
$400,000 / Crisi 2013 to provide liquidity to financial markets,
$350,000 Bz::zg businesses, and consumers.
$300,000 N : Instrur_nentg th_e Eed IS gsing include gredit to
$250000 depository institutions (i.e., banks), primary
$200.000 Pmo‘ dealers, mutual funds, the Paycheck

| andemic Protection Program, commercial paper,

$150,000 N corporates large and small, and the latest
$100,000 M the Bank Term Funding Program (BTFP).
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Sources: Federal Reserve Board and The Conference Board.
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Banking Crisis Effect: Fed Lending to Banks Remains Outsized

= At the start of the 2023 banking crisis, the 2023 Banking Crisis: Reserve Bank Credit (Mil.US$)
Fed extended loans via its credit to primary $400,000

depository institutions, the BTFP, and “other $350,000
credit extensions,” which include direct cash $300,000

L $250,000
to Institutions. $200.000

= |njections of cash and loans to banks by the $150,000
Fed surged in the first two weeks of the $100,000

crisis but stabilized at an outsized level. $50,0§8 |

= Notably in the week ended May 10, Primary EANANAANANAANEREINARRQR
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m Bank Term Funding Program
m Other Credit Extensions

Sources: Federal Reserve Board and The Conference Board.
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Banking Crisis Effect: Fed Balance Sheet Slightly Larger Due to Banking Crisis

Federal Reserve Balance Sheet: Assets (Billions US$) Federal Reserve Balance Sheet: Liabilities (Billions US$)
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Banking Crisis Effect: Money Moving

Commercial Bank Deposits
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== Deposits: Adjusted Small Domestic Commercial Banks (EOP, SA, Bil.$) Right

Sources: Federal Reserve Board and The Conference Board.
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= The banking crisis sparked withdrawals of

deposits from small domestic commercial
banks to other locations. However, these
deposits are starting to recover

Anecdotally, some money is being funneled
Into large commercial banks.

Money is flowing into money market funds,
high yield savings accounts, certificates of
deposits, and US Treasury securities.

These assets can be issued by banks or
nonbank financial institutions.

Money flowing to large banks raises the
concern about making SIFls or “too-big-to-fail”
banks even larger (i.e., super-SIFIs).*

Higher interest rates are also driving outflows.

* SIFIs — Systemically Important Financial Institutions




Banking Crisis Effect: Money Moving (continued)

= An outsized amount of cash ($619B) has
moved into money market funds since the
banking crisis started, some of which is
Issued by banks and some by nonbank
financial institutions.

= Some of the movement likely also reflects
the Fed’s continued monetary policy
tightening campaign, with higher rates
causing investors to move funds from
noninterest-bearing bank accounts to higher-
yield money market funds.

17 © 2023 The Conference Board, Inc. | ConferenceBoard.org

Total Money Market Fund Net Assets (Bil.$9)
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Banking Crisis Effect: Massive FDIC Withdrawals Have Declined

Cash Withdrawals from Federal Reserve Account: = Cash withdrawals from the FDIC spiked to a
Federal Deposit Insurance Corp (Mil.3) daily average of $69B but have collapsed
$80,000 and are now lingering close to only a few
$70.000 T million dollars.
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Sources: U.S. Treasury and The Conference Board.
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Banking Crisis Effect: Global Funding Stress Low

Select categories: Funding =l

» The swift actions of central banks,
regulators and |al’ge bankS—bOth in the US Selecttimerange: Tweek  Imonth  6months 1 year Al From Jan3,2000 To Aug 22,2023
and Switzerland—kept a broad measure of
global financial stress low in the immediate
wake of the banking crisis.

*= The funding component of the Office of 0
Financial Research Financial Stress Index,
which measures liquidity stress, remains just

below the average level. h

Friday, May 4, 2018
Funding: -0.100 y
0 FS-2.781
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Sources: Office of Financial Research and The Conference Board.
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Banking Crisis Effect: Systemic Stress Has Dissipated
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United States, New Composite Indicator of Systemic

Stress (CISS), Index = The European Central Bank’s measure of

systemic stress for the US surged to levels
seen during the 2022 UK pension crisis.

» |t eased dramatically during the weeks after
the start of the banking crisis but rose again
as the panic over regional banks resurged.

= The gauge has since fallen back to zero
despite renewed concerns about several
banks and ratings downgrades.
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Sources: European Central Bank and The Conference Board.
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Banking Crisis Effect: Bank Lending Declines Accelerated

Loans of Domestically Chartered Commercial Banks (YoY%) " Atthe March Feqleral Open M _arket
o . Committee meeting, Fed officials chose to
Va | N continue dialing down assets on the balance
10% sheet and raised interest rates by another 25

59 basis points.

= This was a signal that the Fed could
effectively do two things at once: 1) address
inflation through the credit channel (i.e.,

0%

-5%

[
0% : S guantitative tightenning and interest rates;
5 | ke O and 2) provide quu'idi.ty to struggl?ryg US
] banks with loans via its other facilities.
200 | . L
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since the banking crisis began.

Sources: Federal Reserve Board and The Conference Board.
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Banking Crisis Effect: Senior Loan Officers Tightened Lending Standards Further
In Q3 for C&I Loans, but Not as Much as Weekly Lending Data Suggest

= Banks, accordlng to the .Federal Reserve Federal Reserve Board Senior Loan Officers Survey:
Board’s Senior Loan Officer Survey, Banks tightening lending standards for
continued tightening lending standards for
commercial and industrial (C&l), real estate,
and consumer lending in Q3 2023.

100
80

= Much of this tightening was already %0 A
underway as the Fed rapidly raised interest 40
rates over the last year. 20

= The tightening continued amid the banking

crisis, but potentially not by as much as
weekly bank lending data suggest,
especially for C&l loans and residential and -40
commercial real estate.
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Sources: Office of Financial Research and The Conference Board.
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Banking Crisis Effect: Spending on Durable Goods Slowed Before Bank Crisis
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_Real Consumer Spending = Consumers spent copiously on goods during
(Contributions to Y/Y Percentage Change) the pandemic amid lockdowns and as they
received cash injections from fiscal stimulus.

= Now that lockdowns have ended, consumers
are spending less on durable goods, which
are often big-ticket items needing financing,

| | I I I and more on services that require cash or
II ”“”!!I!!!!!!!!n... credit cards.

= The slower goods consumption predated the
March banking crisis.
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Sources: Bureau of Economic Analysis and The Conference Board.
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Banking Crisis Effect: Durable Goods Spending Slowed Before Bank Crisis

= Month-over-month consumer spending data
reveal that household consumption of
durable goods was negative in three of the
four months before the crisis.

= The January spike in consumption in general
likely reflected favorable weather in the US,
a sizable Social Security cost-of-living
adjustment to offset inflation, and a surge in
auto purchases.

* The banking crisis may not affect consumer
spending as much as business investment
because consumers are turning to credit
cards to finance purchases as opposed to
banks directly.

= Nonetheless, credit card delinquencies are
rising, creating a problem for some issuers.

© 2023 The Conference Board, Inc. | ConferenceBoard.org
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Banking Crisis Effect: Credit Card, Auto, Other Loan Delinquencies Rebounded

NY Fed Credit Panel: New Delinquent Balances (% of NY Fed Credit Panel: New Seriously Delinquent
Current Balance): 30+ Days Balances (% of Current Balances): 90 days
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Banking Crisis Effect: Senior Loan Officers Tightened Lending Standards for
Credit Cards in Q3

Federal Reserve Board Senior Loan Officers Survey: Federal Reserve Board Senior Loan Officers Survey:
Banks tightening lending standards for Banks tightening lending standards for
70 80
60
60
50
40 40
30 20
20
10 0
0 20
-10 "
-20 ]
30 -60
5882 gpoyeenreog qogq 5822 - Yoot eog gy
c ©o o 0o o o o o o 0o o o o o o o o O O o o o o o o o o o o o o o o o
N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N
= Consumer Loans ex Credit Cards & Autos(%)  ====Auto Loans (%) = Consumer Loans ex Credit Cards (%) === Consumer Credit Cards (%)
Sources: Federal Reserve Board and The Conference Board. Sources: Federal Reserve Board and The Conference Board.

26 © 2023 The Conference Board, Inc. | ConferenceBoard.org



Banking Crisis Effect: Residential Investment Collapsed Before Banking Crisis

FHLMC: 30-Year Fixed-Rate Mortgages: U.S. () = Mortgage rates rose to 23-year highs before

20 the banking crisis as the Fed raised interest
18 rates quickly and aggressively over the last
16 year to force consumer inflation gauges

1 back to the 2% target.

19 = Mortgage rates ticked a hair lower amid the

worst of the banking crisis but have

10 ) : :
reaccelerated with increasing Fed rate hikes.
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Banking Crisis Effect: Residential Investment Collapsed Before Banking Crisis

= Consumers had already pulled back on

i 0
home purchases before the banking crisis as Real Private Investment (YoY?%)

the Fed raised the federal funds rate target 50.00%
to almost 5% before March 2023. ggggﬂj{’
. 0
= New and existing home sales collapsed, 15.00%
home price valuations are declining in some 10.00%
regions, and new construction has ebbed. 2.00%
: L : 0.00%
= Consequently, real residential investment in 5.00%
structures plummeted from the pandemic- 10.00%
era peak and appeared to find a bottom -15.00%
even during the banking crisis. -20.00%
-29.00%
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Sources: Bureau of Economic Analysis and The Conference Board.
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Banking Crisis Effect: Corporate Debt Spreads Remain Narrow, but Watch the

Levels

= Spreads of corporate investment grade and high-yield debt to US Treasury securities remain
narrow.

= Spreads of different types of commercial paper to the federal funds rate also remain narrow.

= These are signs that there are no material strains on businesses’ or corporations’ ability to
borrow over the short term.

= However, it is Important to keep an eye on the levels of debt and liquidity, as cash could dry up
quickly in a panic, stressing business operations and swelling corporate bond yields.

= This very scenario occurred during the Great Financial Crisis, suggesting corporations may wish
to be conservative with their balance sheets and hold more cash until the financial market
backdrop improves.
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Banking Crisis Effect: Corporate Spreads Remain Narrow

US Corporate Investment Grade Index Options Adjusted US Corporate High Yield Index Spread to Treasury Master
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Sources: ICE/Bank of America Merrill Lynch and The Conference Board. Sources: ICE/Bank of America Merrill Lynch and The Conference Board.
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| Paper Spreads Narrow

Effect: Commercia
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Banking Crisis Effect: Business Investment Likely to Slow

Real Private Investment (YoY%)
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Sources: Bureau of Economic Analysis and The Conference Board.

2023

Business investment after adjusting for
inflation has been ebbing (IP, equipment) or
negative since 2021’s peak.

The swell in nonresidential structures is
largely driven by factory building as
companies reshore production.

The Fed’s rate hikes contributed to the
slowing ahead of the banking crisis.

However, the divestment may be
accelerated because of the banking crisis.

As banks borrow money from the Fed to
remain liquid, and net interest margins
narrow with rising interest rates, they are
providing less credit (short or long term) to
businesses.
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Banking Crisis Effect: Market Expectations for Recession Remain

US Treasury Yields (%) = The 2yr-10yr yield curve became less
6.00 inverted when the banking crisis began, as
markets priced in fewer interest rate hikes in

5.00 A
mm,t’ w('w.# 2023 and the start of rate cuts sooner.
e /N W'\MJWHM » Treasury yields also flagged amid flight to

3.00 AJ\\W}‘ safety: investors gobbled up US Treasuries
[ to park their cash in a relatively safe place,

2000w which raised the price but lowered the yield.
1.00 ,nf’r = The yield curve has widened out as the Fed
000 continues to hike interest rates and fears of
T NN N NN NN NN NN D OO O M oo a pickup in inflation in 2024 mount.
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2833338383838 3888843°3 3 Economic Index®, which includes an

iInverted yield curve, suggests a recession

-—=2-Year Treasury Note Yield at Constant Maturity (%) bef d
erore year-ena.

- 10-Year Treasury Note Yield at Constant Maturity (%)

Sources: US Treasury and The Conference Board.
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Banking Crisis Effect: Is CRE the Next Shoe to Drop?

Commercial Mortgages: Share of assets held by

= US domestically chartered banks hold nearly US Chartered Depository Institutions (Percent)

60% of commercial real estate (CRE) loans.

= Empty offices due to the pandemic and 63
hybrid work, and stalling in residential real 50
estate spend, which often draws CRE
investment as interest rates rise, are 9%
weighing on the CRE market. 50

= Defaults on CRE loans are on the rise,
stoking concerns that this might negatively
affect US banks at a vulnerable time. 40

= Domestic banks are the largest holders or
CRE loans, which represent 10% of these
institutions’ assets. Multifamily residential 30

0 PR BB NN B o083 3883c3IR
mortgages make up another 3% of assets. 6668866060833060060330008

Sources: Federal Reserve Board and The Conference Board.
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Banking Crisis Effect: Banks Hold Most CRE, Representing 10% of Bank Assets

U.S.-Chartered Depository Institutions: Financial

Commercial Mortgages: Shares of assets held (Percent)
Assets (Share of total assets, %)
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35 © 2023 The Conference Board, Inc. | ConferenceBoard.org



Banking Crisis Effect: CRE Lending Standards Rising; Ratings Downgrades in Tow

Federal Reserve Board Senior Loan Officers Survey: = Downgraded Banks: Amarillo National,
Banks tightening lending standards for Associated Bank Corp, BOK Financial,

100 Commerce Bancshares, Comerica, Fulton

80 Financial, Old National Bancorp, Pinnacle

60 Financial Partners, Prosperity Bank, UMB

40 Financial, Valley National Bancorp, Webster
0 Financial Corp

0

20 = Under Review: BNY Mellon, Northern Trust,

40 State Street, Cullen/Frost Bankers, Truist
Financial, US Bancorp

2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

== | 0ans Secured by Multifamily Residential Properties (%)
= | 0ans Secured by Nonfarm Nonresidential Properties (%)
Construction/Land Development (%)

Sources: US Treasury and The Conference Board.
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Regional and Small Banks Have the Greatest Share of Loans for Construction/
Development and Investor-Owned CRE

Largest Banks have Less CRE Risk Exposure than Regional Banks

Banks below referenced as weakinging in strength by ratings agencies in H1 2023
Percentage of bank assets tied to loans for investor-owned commercial real estate and
construction/land development projects

44%

- $160 B+ in assets 38%
37 %
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Source: FDIC, The Conference Board, 2023
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Office Vacancies Continue to Rise, Which Causes Declines in Profitability for
Investor-Owners and Brings Down Building Valuations

Office Vacancies Rates Have Risen 16% Over Last Two Years, to 19.2% Nationally in Q2 2023

Office Q2 |Q3 |ea |af Q2 Q3 |Q4 | Q1 Q2 | %
Vacancy |2021 |2021 |2021 |2022 |2022 |2022 | 2022 |2023 | 2023 |Change
Rate Q2 2021-
Q2 2023
National | 16.5% | 16.8% | 17.0% | 17.2% | 17.0% | 17.4% | 17.9% | 18.5% | 19.2% | +16%
Northeast | 16.8% | 17.3% | 17.7% | 17.7% | 17.9% | 18.3% | 18.8% | 19.2% | 19.7% | +17%
Midwest | 16.7% | 17.1% | 17.3% | 17.9% | 17.0% | 17.6% | 18.3% | 20.2% | 20.9% | +25%
South 172% | 17.4% | 17.6% | 17.6% | 17.1% | 17.5% | 17.7% | 18.0% | 18.4% | +7%
West 15.2% | 15.6% | 15.6% | 16.0% | 16.0% | 16.5% | 17.0% | 17.7% | 18.8% | +24%

Source: Cushman & Wakefield, The Conference Board, 2023
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Commercial Property Prices Have Declined, Affecting Valuations and the
Refinancings of Loans

Commercial Property Price Decline
YOY % Change in Commercial Property Price Index

320 (monthly, not seasonally adjusted)
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Source: Green Strest Advisors, The Conference Board, 2023

All Property CPPI® weights: retail (20%), office (17.5%), apartment (15%), health care (15%), industrial (10%), lodging (7.5%), net lease (5%), self-storage (5%),
manufactured home park (2.5%), and student housing (2.5%). Retail is mall (50%) and strip retail (50%).
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Nearly Half of Office Loans Mature Before 2025

Loan Maturities by Year & Property Type
46% of Office Loans Mature Before 2025

m 2023 u 2024 1 2025 - onward
66%
60% ]
54% ‘ 539,
42%
36%
0,
= it 22%
0, 0,
17% i i 1 i '
Office Multifamily Retail Industrial Hotel/motel

Source: Moody's Analytics, The Conference Board, 2022
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Defaults Are Rising Quickly for Office Assets Held by Commercial
Mortgage-Backed Securities

Q1 2023 Delinquency Percentage Rates (loans 30 days or more late) for CRE Assets Held

by Commercial Mortgage-Backed Securities

CRE Asset Type April 2023 May 2023 June 2023
Office 2.77% 4.02% 4.50%
Multifamily 1.82% 1.46% 1.59%
Retail 6.11% 6.67% 6.48%
Industrial 0.40% 0.39% 0.42%
Lodging 4.23% 4.25% 5.35%
Overall 3.09% 3.62% 3.90%

Source: Trepp, The Conference Board, 2023
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