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CRE risk prominent in recent regional banking crisis

Interest rates went up very quickly in
2021-22 after COVID-era stimulus

Most non-CMBS CRE debt is

oating rate, so debt service ""

Plus, r " =) cap rates " =) P #

At the same time, smaller regional
banks are the most exposed to CRE

Informed insiders in CRE industry
ampli�ed run on deposits (Cookson
et al. 2026 JFE)
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CRE dimension to Spring 2023 regional banking crisis



Not just banks! Life insurers also exposed to CRE loans

Large Life Insurers’ Exposure to Commercial Real Estate Debt

Source: Chicago Fed Economic Perspectives, No. 5, August 2024: \Life Insurers’ Exposure to Commercial Real Estate"
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NYCB is largest lender to rent-stabilized apartments

Rent-stable units are $18 billion in loans
and 20% of NYCB’s (Flagstar’s) total
loan book

2019 NYC law capping rental price
increases led to divergent fates for
buildings

Building prices # at the same time
that loans need to be re�nanced

Comes at a time when NYC and other
cities are considering new rent protections

Other concentrated risks: DOGE contract
cuts (Choi & LaPoint 2025)



This paper: Are we out of the woods yet?
Answer: not necessarily!

I Regional banks (RBs) are not currently showing the same CRE deterioration as large banks

F Largely due to RBs tilting towards better-performing assets (e.g., industrial, suburban)

I Bad news: reported performance measures are giving a falsely reassuring picture

I Unresolved risk: RBs may be relying on loan rollovers rather than loss recognition

Stress test: consider 30% haircut in projected CRE collateral values

I 26 regional banks plus 1 large bank (Flagstar/NYCB) breach under-capitalization thresholds

Roadmap for my discussion:

1. Re�ning measures of bank/loan distress

2. Designing more realistic stress tests

3. What does the regional bank’s objective function look like?
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Comment #1: how do we interpret distress here?
Delinquency rate de�nition in this paper is very broad (basically, 30+ days)

I Break down results by 30/60/90+ day delinquencies (or ever-delinquent 
ag), loan
modi�cations, special servicing rate, watchlist, DSCR covenant violations, etc.

Distress de�ned as \close to underwater" (LTV > 95%)

I Assumes all loans are interest-only (IO) �! easy to forecast loan balance

I But � 20-30% of non-CMBS CRE loans are IO (Glancy et al. 2025) �! overestimate LTV

Other issue: LTV based on book-to-market correction using MSA � property subtype
(\market") MSCI price index

I Advantage: based on aggregation of arms-length transactions, so not subject to banks’
reporting incentives

I Disadvantage: not marked-to-market to the extent private value assets highly idiosyncratic

I Suggestion: apply ML/LGBM hedonic technique used in Koijen, Shah, Van Nieuwerburgh
(2025) and in
ate up via �tted values, subtract out depreciation
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Continued post-pandemic challenges: CMBS delinquency

Source: Trepp May 2026 CMBS Delinquency Report

https://www.trepp.com/trepptalk/cmbs-delinquency-rate-increased-one-basis-point-in-may-2026


Discrepancies between delinquency rate series
Authors �nd much lower reported delinquency rates (� 2-3%) than other sources

CMBS loans (what other papers use) nearly always �xed rate contracts, generally
perceived as safer or else deal would not be underwritten

I Securitized loans performed better in aftermath of GFC (Black et al. 2020)

I Government-leased o�ce properties with long lease terms + easily projected cash 
ows are
50% more likely to be securitized (Choi & LaPoint 2025)

My prior based on this evidence would be that delinquency rates for balance sheet loans
should be greater than what S&P and Trepp report

Question: is there under-reporting?

Should we interpret the authors’ time series as evidence of systematic under-reporting by
both types of banks?
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