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Overview of U.S Office Commercial Real Estate

Office properties in the U.S. Commercial Real Estate (“CRE”) Market 
have been garnering much of the attention from the markets and me-
dia, especially after the fallout from the regional banking crisis that 
was largely stemmed earlier in 2023. We wanted to delve deeper into 
the subject to discuss our thoughts and the potential opportunities 
within the sector. To begin, we want to discuss the size of the sector 
and related sub sectors. Below is an overview of how the property 
types of the U.S. CRE market breaks down across the approximate 
$10.9 trillion market value. As shown below, Offices represent ap-
proximately one quarter of the market as of the end of 2022.

U.S CRE Market Values by Property Type ($ billions)

Sources: Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)

From a lending perspective, CRE mortgage debt as of the end of 2022 
was approximately $4.5 trillion1. The chart below demonstrates that 
property types are generally funded by a different mix of funding 
sources. Apartments and Senior Housing property types, for exam-
ple, are 38% and 23%, respectively, funded by government sponsored 
entities, such as Freddie Mac and/or Fannie Mae which benefits them 
greatly since they get the most competitive loan terms from these 
entities. Offices, however, don’t have the benefit of such government 
sponsored mortgage loans and instead are the second highest CRE 
property type largely dependent on funding from banks which were 
the lender of record on approximately  59% of Office CRE in 2022.

1Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)
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CRE Lending By Property Type (2022)

Sources: Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)

Digging further into lending on CRE by banks, the top 25 banks (by assets) 
have a lower exposure to both CRE and more specifically, Office CRE, than 
Regional and Community Banks. As highlighted in the chart below, the 
top 25 hold approximately 65% of total assets owned by banks in total, and 
only 4.3% and 0.5% of their assets have exposure to total CRE and Office 
CRE, respectively. Regional and Community banks have larger exposures 
to CRE and Office CRE at 18.6% and 3.0%, respectively, of their assets. 
Comparatively, Regional and Community banks have 4.3x more exposure 
to CRE and 6x more exposure to Office CRE than the top 25 banks.

Sources: FDIC, Cohen & Steers |  Data as of 3/23/2023

Fundamentals of U.S. Office CRE Market
The performance of the CRE market has become bifurcated from a fun-
damental perspective. Namely because the various property types have 
endured different cycles of supply and demand since the onset of the 
COVID-19 pandemic in the beginning of 2020. When looking at these 
property types in Commercial Mortgage-Backed Securities (“CMBS”)   
deals, Multifamily and Industrial properties have held up considerably  
well. Industrial properties have performed and continue to perform 
extremely well because of the increased demand for such services as ware-
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housing online goods and computing hardware and data storage, both of 
which demand vast amounts of industrial space. Multifamily properties 
have performed relatively well stemming from the lack of supply in the res-
idential real estate market, lower excess savings for down payments and 
higher mortgage payments, all of which have made homeownership most-
ly unattainable for many renters in the U.S.. Retail, which has underper-
formed other property types since the Global Financial Crisis (GFC), contin-
ued to underperform during the heights of the COVID-19 pandemic but has 
recently started to revert back down towards the CMBS overall delinquency 
average. Lodging which was a stronger performer post-GFC, significantly 
underperformed at the beginning of the COVID-19 pandemic as travel to 
and within the U.S. was abruptly halted and recovered slowly ever since. 
This sector has also started to revert towards the CMBS overall delinquency 
average, although it ticked back higher in June of 2023. Office, performed 
well during the beginning of the COVID-19 pandemic, because many busi-
nesses were still holding onto their office spaces not knowing when and how 
the remote-work cycle, that ballooned during the pandemic, would affect 
their businesses. However, now that remote-work has become more em-
bedded into the U.S. workforce’s culture than ever before, we are observing 
a considerable amount of increased vacancies, delinquencies and generally 
downsizing of office space across many businesses around the country as 
the business leases put in place prior to COVID-19 pandemic started to ex-
pire, leading this property type to be the weakest property type within the 
CMBS space as can be seen from the chart below. May 2023 marked the first 
month that Office property type delinquencies were higher than the CMBS 
overall delinquency average during this cycle. 

CMBS Delinquency Rates by Major Property Type

 

Sources: Trepp

As we dig deeper into the Office sector and its fundamentals, we see that 
the vacancies for Offices in CMBS deals are considerably higher than 
the other CRE sectors in CMBS deals. Further, as a sector overall, it 
has retraced the least compared to the initial spikes experienced by all 
property types at the onset of the COVID-19 pandemic in early 2020.

CMBS Vacancy Rates by Major Property Type

Sources: Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)

Sources: Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)

2WWW.LIBERTYSTREETFUNDS.COM

The chart below further breaks out Office vacancies by various markets by 
geography showing that oil/energy and technology focused areas such as 
Houston, Dallas and San Francisco are experiencing higher vacancy rates 
than other regions.

CMBS Vacancy Rates by Major Property Type

Sources: CoStar and Wells Fargo Securities LLC

As a case study of the negative effects of such higher vacancy rates, below 
shows the vacancy rate of Office properties in the San Francisco area. We 
chose this as an extreme case study to show that vacancies have continued 
to increase ever since the onset of the COVID-19 pandemic. Although some 
geographic areas have been able to demonstrate some positive increase in 
rent growths in recent quarters, effective rents in San Francisco have con-
tinually decreased for 10 consecutive quarters, because of its higher than 
average vacancy rate.

San Francisco Office Vacancy Rate versus Effective Rent Growth

 

Sources: BofA Global Research – CMBS Weekly (May 19, 2023), REIS

Further, when taking the historical amount of inflation into context 
the past few years, national office year-over-year real rent growth was 
still -3.8% as of the end of the first quarter of 2023.

Nominal vs. Real Office Rent Growth

Sources: Costar, J.P. Morgan4Q
95

4Q
96

4Q
97

4Q
98

4Q
99

4Q
00

4Q
01

4Q
02

4Q
03

4Q
04

4Q
05

4Q
06

4Q
07

4Q
08

4Q
09

4Q
10

4Q
11

4Q
12

4Q
13

4Q
14

4Q
15

4Q
16

4Q
17

4Q
18

4Q
19

4Q
20

4Q
21

4Q
22

16.0

14.0

12.0

10.0

8.0

6.0

4.0

2.0

12.8

7.8

6.4

3.3

1.5
Apartment Industrial Office Retail Overall

20%

18%

16%

14%

12%

10%

8%

6%

4%

2%

0%

-Houston - TX, 19.0%
-DFW - TX, 17.9%
-SF - CA, 17.2%
-Wash. - DC, 15.7%
-LA - CA, 14.9%
-Atlanta - GA, 14.1%
-NY - NY, 12.8%
-Seattle - WA, 11.3%
-Boston - MA, 10.4%

16%

15%

14%

13%

12%

11%

10%

9%

8%

Va
ca

nc
y 

ra
te

 (%
)

Ye
ar

/y
ea

r e
ff

ec
tiv

e 
re

nt
 g

ro
w

th
 (%

)

20%

15%

10%

5%

-0%

-5%

  

  % Change Effective Rent (Y/Y)

  Vacancy Rate

 13Q2   14Q4   16Q2   17Q4   19Q2   20Q4   22Q2

15%

10%

5%

0%

-5%

-10%

-15%
2007         2009         2011         2013         2015         2017         2019         2021         2023

 Nominal Y/Y Rent Growth Real Y/Y Rent Growth

1.0%

-3.8%

Delinquency Rates by Major Property Type

Aug
-22

Jul-2
2

Sep
-2

2
Oct

-2
2

Nov-2
2

Dec
-2

2
Jan-2

3
Feb

-2
3

M
ar-2

3
Apr-2

3
M

ay
-2

3
June-2

3

Overall Delinquency Industrial Lodging Multifamily Office Retail

Delinquency Trends
7%

6%

5%

4%

3%

2%

1%

0%

10.34%
Peak Delinquency Rate 
(July 2012)

3.90%
Overall Delinquency
Rate (June 2023) 

3.20%
Overall Delinquency
Rate (June 2022)

4.50%
Office Delinquency Rate
(June 2023) 



3WWW.LIBERTYSTREETFUNDS.COM

Overview of U.S. Office Market Value

To demonstrate the potential negative effects of the higher vacancy, 
delinquency and rental decline rates in the Office sector and the poten-
tially negative effects on their property value, below is an illustrative 
example of how a seasoned office property was potentially valued when 
acquired approximately 5 years ago. The illustration shows that if an 
Office property was 96% occupied, the potential net cashflow it would 
generate a year was approximately 1.4x the amount of debt service the 
buyer would have to pay for a 60% Loan to Value (LTV) mortgage with 
a 5.0% mortgage rate. Further, if the net operating income garnered a  
6.4% capitalization rate on the value 
of the building in this example, that 
would result in a return on equity of 
approximately 8.5% to the buyer of 
the building because of the leverage 
they were able to obtain on the mort-
gage. These high-single digit returns 
along with the potential for positive 
price appreciation (even more so on a 
levered basis) would be equity invest-
ments typically made by mortgage 
REITs and private equity companies. 
The debt, as discussed previously, 
was typically originated by banks, 
insurance companies and the likes.

 

The illustration below fast forwards to that same Office property in 
today’s environment. If the same property was to be invested in to-
day, the mortgage rate for the building would be much higher today 
than pre-COVID rates. The average yield of the 10 year U.S. Treasury 
Bond between 2013 and 2019 was approximately 2.31% versus the av-
erage yield of the 10 year U.S. Treasury Bond in the first half of 2023 

Obviously, any potential buyer in today’s environment is cognizant of 
this squeeze in potential net cashflows and operating income and is go-
ing to recalibrate their assumptions when allocating new capital to their 
existing and potential new investments. Considering mortgage  rates 
increased as quickly as they did with the U.S. Federal Reserve Bank’s 
tightening schedule of 500 basis points within a year and a half, there 
is not much they can control in regards to the increased debt service 
burden. Although occupancies are lower than they used to be, the prop-
erty still incurs similar, if not higher expenses due to inflation in order 
to properly maintain the building. Credit availability has shrunk as re-
gional banks and other lenders are managing their existing portfolios, 
therefore it’s unlikely the buyer can originate a mortgage loan with a

higher LTV. Further, lenders will be focused on the lower vacancies 
and will require updated appraisals and more conservative attach-
ment points on any new mortgages they will be willing to underwrite 
for the borrowers. Lastly, the buyer / property owner’s ability to in-
vest any new capital into the building and demonstrate an equity-like 
return will be limited as well. If they have the means to inject more 
capital into their property, that would lead to lower amount of debt 
they can borrow in a refinance. However, if they are limited on their 
ability to raise more capital, then a reduction in that property’s val-
ue and/or a workout/extension/modification of the existing debt will 
be pursued. In the example above, it would require an approximate 
41% reduction in the property’s value for the buyer / building owner 
to achieve the same return on equity of 8.5% given the higher mort-
gage rates and lower cashflows and operating income they are cop-
ing with right now. Further to note is that the return on equity be-
ing targeted may be higher than 5 years ago when this original loan 
was originated as cost of funds have increased for such investors. A 
10.5% return on equity, for example, would require an approximate 
 

A real life example of this illustration can be seen in 600 California 
Street in San Francisco’s Financial District. The buyer of the build-
ing was a joint venture between WeWork Capital Advisors and Rhone 
in 2019 to buy and oversee real estate and included WeWork as the 
building’s anchor tenant. They defaulted on their $240 million mort-
gage loan in April 2023 after the building was appraised at a value 
of only $183 million. Another real life example is PIMCO’s Colum-
bia Property Trust which defaulted on approximately $1.7 billion of 
mortgage notes on seven buildings in San Francisco (CA), New York 
(NY), Boston (MA) and Jersey City (NJ), acquired in 2021 for ap-
proximately $3.9 billion. The mortgage loan secured by these prop-
erties was originated as a floating rate which moved forward the 
default given the sharp increase in benchmark rates could not be cov-
ered by the net cashflows of the buildings. Just this month, anoth-
er example of a strategic default was from Starwood Capital Group, 
which chose not to payoff the loan at maturity on an approximately  
$213 million mortgage backed by an Atlanta office tower which was 
only 62% leased versus 87% when Starwood’s loan was originated 
in 2018, We foresee more strategic defaults by various  equity hold-
ers going forward as there is a wall of upcoming maturities coming 
due over the next few years as can be seen in the following chart. 
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was 3.62%. Couple that with the 
lower occupancy rates in many of-
fice buildings which results in a 
contraction of net cashflows and 
operating income that the same 
building can generate. Assuming 
the same property value as the pre-
vious example, a higher mortgage 
rate of 6.5% and a lower occupan-
cy of 75% would reduce such Office 
building’s capitalization rate from 
6.4% down to 3.8% which would 
impair the buyer’s return on equity 
down from 8.5% to 2.0% per year.
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47% reduction in the prop-
erty’s value for the buyer / 
building owner to achieve 
a current market return on 
such a property. In such in-
stances illustrated below, 
the debtholders will employ 
workout specialists such as 
Special Servicers that will as-
sess the situation and choose 
the strategy that offers the 
most optimized solution for 
the debtholders (i.e. fore-
close and sell the property 
to payoff the debt or extend 
the current loan’s terms as 
a bridge in an effort to im-
prove fundamentals and the 
property’s market value).
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CMBS Office Maturities ($ billions)

Sources: Morgan Stanley – Spring Training – CRE & REITS (May 11, 2023)

Eventually, vacancy rates, mortgage rates and property values should all 
reach a new equilibrium, but most likely, lower than the property values 
most Offices were valued at over the past few years. Cohen and Steers 
analysis estimates that borrowers of Office CRE mortgage loans may 
need to inject 25-40% more equity into their properties depending on 
the capitalization rate and LTV to buttress the drops in valuations. Their 
estimates may appear high, however, we don’t envision vacancy rates re-
turning to their pre-COVID levels for at least a generation and it’s doubt-
ful that mortgage rates will drop significantly or credit availability will 
increase anytime in the near term given the macro-economic environ-
ment. Therefore, a drop in valuations, which in turn would require such 
equity injections, appears to be the logical choice to remedy the situa-
tion, unless the equity holder wants to strategically walk away from their 
previous investment. In such situations, lenders may choose to modify 
the existing loan with the borrower and avoid a loss until they foresee 
a potential foreclosure to liquidate the property to new buyers results 
in a better solution to pay off the outstanding mortgage loan they hold.

Securitized Product Opportunities

By taking all the factors into account and focusing on loss-adjusted to-
tal returns, we expect the following in regards to investments related to 
U.S. CRE investments in 2023:

1. We will remain somewhat selective and focus on investments that 
are secured by underlying assets with stronger vacancy and perfor-
mance fundamentals than Office CRE properties, such as multifam-
ily CRE properties. More specifically, we will look to avoid non-agen-
cy conduit CMBS transactions as they tend to include Office, as well 
as other underperforming property types like Retail and Lodging, 
which may have higher probability of being impaired in the current 
market considering the more difficult refinancing environment. We 
have and continue to focus on multifamily CRE properties as they 
have generally been able to increase rents while maintaining lower 
vacancy rates versus Office CRE properties, for example. As such, we 
feel multifamily CRE property values will be buoyed more so than oth-
er CRE types, especially Office properties. In the short term, we expect 
to focus on investments in the multifamily CRE.  

2. After the fundamentals flow through and “bottoming out” for Office 
and other CRE property types (i.e. vacancies stop increasing and 
property values are properly adjusted for new capital to enter the 
sector), defaults, recoveries and potentially credit spreads should 
reach more distressed levels than they’re trading at currently, which 
should potentially lead to sales of securities at very attractive valu-
ations. We will look to make opportunistic investments in a wider 
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We believe that all-in-all the backdrop of a weakening economy and a 
hawkish U.S. Federal Reserve Bank (albeit in the later stages) will be a 
good foundation for most fixed income, especially in select Securitized 
Products such as CMBS sectors, and will help highlight that good asset 
selection resulting from a repeatable process with a long track record will 
allow Bramshill Investments to outperform our peers.
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Considering the senior mortgage position banks have exposure to 
and their ability to workout of potentially impaired mortgage assets, 
we see value in some corporate debt issued by some Regional and 
Community Banks, which have widened considerably since the re-
gional banking crisis unfolded in the first quarter of 2023. In Bram-
shill’s next Monthly Insights article, we will break down specific ex-
posure within some bank issuers from a granular capital structure 
standpoint referencing where we see the best risk-adjusted returns 
in that sector.

3. 

array of investments secured by U.S. CRE that offer the potential for 
competitive risk-adjusted total returns.
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Top Ten Holdings as of 6/30/23 (% of Net Assets, excluding cash): STAR SECS INVT 2023 VAR RT 01/01/28 3.22, STRUCT AGENCY CRED-
IT VAR RT 10/25/2027 3.16, FHLMC REMIC SERIES K VAR RT 3/25/2056 3.07, UNITED STATES TREAS 0.0000% 10/26/23 3.04, UNITED STATES 
TREAS 0.0000% 11/02/23 3.03, UNITED STATES TREAS 0.0000% 11/09/23 3.03, UNITED STATES TREAS 0.0000% 11/30/23 3.02, AMSR TRUST 
2020-SFR2 5.2500% 07/17/37 2.84, PNMSR 18-GT2 VAR RT 08/25/2025 2.75, and TRICON RES 2021-SFR1 3.6920% 07/17/38 2.68.

Fund holdings and sector allocations are subject to change and should not be considered a recommendation to buy or sell any 
security.

Before investing you should carefully consider the Bramshill Multi-Strategy Income Fund’s investment objectives, risks, charges 
and expenses. This and other information about the Fund is in the prospectus and summary prospectus, a copy of which may 
be obtained by calling 800-207-7108 or by visiting the Fund’s website at www.libertystreetfunds.com. Please read the Fund’s 
prospectus or summary prospectus carefully before investing.

RISKS AND OTHER DISCLOSURES: 

Effective December 1st, 2022, Bramshill Investments, LLC is the Fund’s Sub-advisor responsible for managing the Fund’s portfolio, replacing the 
Fund’s prior sub-advisor, and the Fund’s name changed to Bramshill Multi-Strategy Income Fund. Effective April 30, 2023, changes were made to the 
Fund’s principal investment strategy. While the Fund will still invest in securitized products such as residential mortgage-backed securities (“RMBS”) 
and asset-backed securities, it may not focus its investments in RMBS, and the strategy may include investments in other fixed income opportunities. 
No changes were made to the Fund’s investment objective.

An investment in the Bramshill Multi-Strategy Income Fund is subject to risk, including the possible loss of principal amount invested and including, but not 
limited to, the following risks: Market Risk: the market price of a security may decline, sometimes rapidly or unpredictably, due to general market conditions 
that are not specifically related to a particular issuer, company, or asset class.  Fixed income/interest rate: Generally, fixed income securities decrease in 
value if interest rates rise, and increase in value if interest rates fall. High Yield (“Junk”) bond: involve greater risk of default, downgrade, or price declines, 
can be more volatile and less liquid than investment-grade securities. Securitized Products: such as mortgage-backed and asset-backed securities, are subject 
to prepayment risk, “extension risk” (repaid more slowly), credit risk, liquidity and default risks. Liquidity: the Fund may not be able to sell some or all of the 
investments that it holds due to a lack of demand in the marketplace or it may only be able to sell those investments at a loss. Liquid investments may become 
illiquid or less liquid after purchase by the Fund, Illiquid investments may be harder to value, especially in changing markets.  Valuation: From time to time, 
the Fund will need to fair-value portfolio securities at prices that differ from third party pricing inputs. This may affect purchase price or redemption proceeds 
for investors who purchase or redeem Fund shares on days when the Fund is pricing or holding fair-valued securities. Such pricing differences can be signifi-
cant and can occur quickly during times of market volatility. Credit Risk: If an issuer or guarantor of a debt security held by the Fund or a counterparty to a 
financial contract with the Fund defaults or is downgraded or is perceived to be less creditworthy, the value of the Fund’s portfolio will typically decline. The 
Fund’s securities are generally not guaranteed by any governmental agency. Real estate market: property values may fall due to various economic factors. 
Management and Strategy: the evaluation and selection of the Fund’s investments depend on the judgment of the Fund’s Sub-Advisor, which may prove to 
be incorrect. Government Securities: securities issued or guaranteed by the U.S. government or its agencies (such as securities issued by Ginnie Mae, Fannie 
Mae, or Freddie Mac) are subject to market risk, interest rate risk and credit risk. Sector: emphasis of the Fund’s portfolio on a specific sector may present more 
risks than if the portfolio were broadly diversified over numerous sectors. Collateralized Loan Obligations: subject to interest rate, credit, asset manager, 
legal, regulatory, limited recourse, liquidity, redemption, and reinvestment risks. Recent Market Events: Periods of market volatility may occur in response to 
market events and other economic, political, and global macro factors, such as the Covid-19 pandemic, government actions to mitigate its effects, and the rise of 
inflation, could adversely affect the value and liquidity of the Fund’s investments. Non-diversification: focus in the securities of fewer issuers, which exposes 
the Fund to greater market risk than if its assets were diversified among a greater number of issuers. Repurchase agreement: may be subject to market and credit 
risk. Reverse repurchase agreement: risks of leverage and counterparty risk. Leverage: The use of leverage may magnify the Fund’s gains and losses and 
make the Fund more volatile. Derivatives: derivative instruments (e.g. short sells, options, futures) involve risks different from direct investment in the un-
derlying assets, including possible losses in excess of amount invested or any gain in portfolio positions. Municipal Bonds: payment of principal and interest 
on these obligations may be adversely affected by a variety of factors at the state or local level. Leveraged Loan: subject to the risks typically associated with 
debt securities, and may be more credit sensitive. Equity: The value of equity securities may fall due to general market and economic conditions, perceptions 
regarding the real estate industry, or factors relating to specific companies. Preferred Stock: subject to company-specific and market risks applicable generally 
to equity securities and is also sensitive to changes in the company’s creditworthiness, and changes in interest rates. ETF: Investing in an ETF will provide the 
Fund with exposure to the securities comprising the index on which the ETF is based and will expose the Fund to risks similar to those of investing directly in 
those securities. LIBOR: Many financial instruments use a floating rate based on the London Interbank Offered Rate (“LIBOR”), which is being phased out. Any 
effects of the transition away from LIBOR could result in losses.

The Fund may not be suitable for all investors. We encourage you to consult with appropriate financial professionals before considering an investment in the 
Fund.

Loan to Value: is the ratio of a loan to the value of an asset purchased. Debt Service Coverage Ratio: measures a firm's available cash flow to pay current 
debt obligations.Capitalization Rate: is a real estate valuation measure used to compare different real estate investments. Although there are many variations, 
the cap rate is generally calculated as the ratio between the annual rental income produced by a real estate asset to its current market value. Return on Equity: 
is a measure of the profitability of a business in relation to the equity. Basis Point: is one hundredth of 1 percentage point.

The views expressed in this material reflect those of the Fund’s Sub-advisor as of the date this is written and may not reflect its views on the date this material is 
first published or anytime thereafter. These views are intended to assist in understanding the Fund’s investment methodology and do not constitute investment 
advice.

Distributed by Foreside Fund Services, LLC.
Liberty Street Advisors, Inc. is the advisor to the Fund.  The Fund is part of the Liberty Street Family of funds within the Investment Managers Series Trust.

http://www.libertystreetfunds.com
https://libertystreetfunds.com/bramshill-literature/#prospectus
https://libertystreetfunds.com/bramshill-literature/#summary-prospectus

