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How commercial real estate may challenge regional banks
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Commercial real-estate risks are known but not yet front-
of-mind

Regional banks dominate commercial real estate lending

Offices, and their higher vacancy rates, remain the primary focus

Apartment buildings aren’t necessarily out of the woods

Not a repeat of 2008 ... but additional risks add to the wall
of worry

Current risks in commercial real estate (CRE) should not be a
surprise. In fact, well before the banking crisis in March, the fixed-
income market already had priced increased risks for BBB-rated
commercial mortgage-backed securities (CMBS). At the beginning
of 2022 (long before a couple of regional banks failed), CMBS
spreads over U.S. Treasuries moved from near 300 basis points to
more than 600 basis points.

Bank failures have highlighted potential risks within sectors of the
commercial real estate market, because regional banks punch well
above their weight in this asset class.

The U.S. Federal Reserve provides weekly data on commercial
bank loans that dates back to 2004, and the total amount of loan
volume has tripled over time, standing at a present value of more
than $11 trillion. The top 25 banks by assets account for about
60% of total loan volume, while smaller banks account for about
40% of total loan volume. That ratio between large and small
banks has remained fairly stable, but smaller banks have taken a
more active role in CRE lending: Smaller banks were responsible
for around half of this asset class activity in 2004, and that number
is closer to 70% in the present day.

Most investors are focused on the capital values of office buildings
rather than the entire CRE sector. Those values are likely to be
lower simply due to loans that are refinanced at higher interest
rates. Some research has estimated that capital values will fall
around 15% on average from peak to trough, but one of our
independent research providers is less pessimistic on the market
overall, outside of a few major metro areas (e.g., San Francisco
and Washington, DC).

U.S. Bank Loan Balances

Loans and leases in bank credit

Left side: breakdown of U.S. banks’ total loan portfolios. Right side: breakdown of
U.S. banks’ CRE loan portfolios.
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Vacancy rates are another issue. Post-COVID workforce dynamics
remain unsettled — at best — and investors are struggling to
accurately assess vacancies. Most estimates of vacancy rates for
major downtown metros are in the range of 15%, which could

be light. Anecdotally, our own office building carries a 70%-75%
vacancy rate on Fridays.

Regardless of the estimates for either values or vacancy rates,
it seems reasonable to further haircut the values of office
buildings as leases are renewed and loans are refinanced.
Higher unemployment rates, and the potential of a deeper-than-
anticipated recession, have also started to impact the value of
apartment buildings.
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On the bright side, the hotel, healthcare, and industrial sectors
are in better positions; additionally, the residential housing
market seems to be more insulated due to a lack of inventory
and stabilizing mortgage rates. Lower inflation readings and a
more dovish Fed could also reduce the debt-servicing costs for
commercial loans, making the overall risks appear to be smaller
and more well-defined than those of the 2008 global financial
crisis. Investors already have enough risks on their on their plate
right now.

ABOUT COUGAR GLOBAL INVESTMENTS

It’s notable that the 2008 recession was driven by brand-name
banks that were too big to fail. Smaller banks should have their
turn under the spotlight in the months ahead, when higher
interest rates continue to expose previously dormant risks, such
as values for commercial real estate.

Cougar Global Investments is a global macroeconomic asset allocation manager that believes the goal of investing is to achieve compound annualized returns for clients. We use a disciplined
portfolio construction methodology combining post-modern portfolio theory and risk management to pursue our clients” objectives.
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Raymond James Investment Management is a global asset management company that combines the exceptional insight and agility of individual investment teams with the strength and stability of a full-service
firm. Together with our boutique investment managers — Chartwell Investment Partners, ClariVest Asset Management, Cougar Global Investments, Eagle Asset Management, Reams Asset Management (& division
of Scout Investments) and Scout Investments — we offer a range of investment strategies and asset classes, each with a focus on risk-adjusted returns and alpha generation. We believe providing a lineup of
seasoned, committed portfolio managers — spanning a wide range of disciplines and investing vehicles — is the best way to help investors seek their long-term financial goals.




DISCLOSURES

An investment in Exchange Traded Funds (ETF), structured as a mutual fund or unit investment trust, involves the risk of losing money and should be considered as part of an overall program, not a complete investment program. An
investment in ETFs involves additional risks: non-diversified, the risks of price volatility, competitive industry pressure, international political and economic developments, possible frading halts, and index tracking error. Al investments are
Subject to risk. Asset allocation and diversification do not ensure a profit or protect against a loss. There is no assurance that any investment strategy will be successful or that any securities transaction, holdings, sectors or allocations
discussed will be profitable Cougar Global Investments calculates the Macro Economic Scenario (MES) analysis by assigning probablliies to each of the five economic scenarios (Growth, Stagnation, Inflation, Chaos and Recession) over
the next 12 months. Macroeconomic scenarios are based on quantitative data sourced from various firms and then weighted and may be adjusted based upon Cougar Global Investments thought capital. MES are subject to change.
These are hypothetical examples and are not representative of any specific situation. Actual economic results may vary. Economic forecasts set forth may not develop as Cougar MES indicates and there can be no guarantee that these
strategies promoted will be successful. Past performance is no guarantee of future results. Macro Economic Scenarios: Growth — U.S. economy is growing at or above its potential growth rate, Recession — U.S. economy is shrinking
(negative quarter over quarter growth rate), Stagnation — U.S. economy is growing at lower than its potential growth rate, Inflation — Consumer Price Index (CP) inflation rate is higher than U.S. economy's potential growth rate, Chaos — a
high impact, low probability event (‘Black Swans”).

Economic forecasts set forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful. Small-capitalization companies are subject to higher volatility than those of large-capitalized companies.
International and emerging market investing involves special risks such as currency fluctuation and political instability and may not be appropriate for all investors. Stock investing involves risk, including the risk of loss. Investments in
emerging market issuers are subject to a greater risk of loss than investments in issuers located or operating in more developed markets. This is due to, among other things, the potential for greater market volatility, lower trading volume,
higher levels of inflation, political and economic instability, greater risk of a market shutdown and more governmental limitations on foreign investments in emerging market countries. High Yield/Junk Bonds are not investment grade
securities, involve substantial risks and generally should be part of the diversified portfolio of sophisticated investors. Corporate bonds are considered higher risk than government bonds but normally offer a higher yield and are subject to
market, interest rate and credit risk as wel as additional risks based on the quality of issuer coupon rate, price, yield, maturity and redemption features. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values
will decline as interest rates rise and are subject to availability and change in price. Mortgage-Backed Securities are subject to credit, default risk, prepayment risk that acts much like call risk when you get your principal back sooner than
the stated maturity, extensions risk, the opposite of prepayment risk, and interest rate risk. Investing in IAU involves additional risks. The market price of the Shares will be as unpredictable as the price of gold has historically been and the
price received upon the sale of Shares may be less than the value of the gold represented by them. Government bonds and Treasury bills are guaranteed by the U.S. Government as to the timely payment of principal and interest and,
if held to maturity, offer a fixed rate of return and fixed principal value. The fund's concentrated holding wil subject it to greater volatility than a fund that invests more broadly. The fast price swings of commadities will result in significant
volatility in an investor's holdings. Precious metal investing is subject to substantial fluctuation and potential for loss. Al indexes mentioned are unmanaged and cannot be invested into directly. Past performance is no guarantee of future
results. The indexes don't reflect charges, expenses, fees and is not indicative of any particular investment. Commodity-inked investments may be more volatile and less liquid than the underlying instruments or measures, and their value
may be affected by the performance of the overall commodities haskets as well as weather, disease, and regulatory developments.

This research material has been prepared by Cougar Global Investments. Opinions and estimates offered constitute Cougar Global's judgment and are subject to change without notice, as are statements of financial market trends, which
are based on current market conditions. Under no circumstances does the information contained within represent a recommendation to buy, hold or sell any security and it should not be assumed that the securities transactions or holdings
discussed were or will prove to be profitable. All holdings are subject to change daily.

Cougar Global Investments Limited (Cougar Global) is an investment manager that utilizes tactical asset allocation to construct globally diversified portfolios. Effective 4/30/15, Cougar Global Investments is a wholly owned subsidiary of
Raymond James International Canada which is a wholly owned subsidiary of Raymond James International Holdings. Raymond James International Holdings is a wholly owned subsidiary of Raymond James Financial as is Raymond
James Investment Management. Prior to 4/30/15, Cougar Global was an independent investment management firm not affiliated with any parent organization. Cougar Global is registered as a Portfolio Manager with the Ontario Securities
Commission (OSC) and with the United States Securities and Exchange Commission (SEC) as a Non-Resident Investment Advisor. Prior to 01/02/2013, the firm was named Cougar Global Investments LP.

DEFINITIONS:

A credit spread is the difference in vield between a U.S. Treasury bond and another debt security with the same maturity but different credit quality. Also referred to as "bond spreads” or “default spreads,” credit
spreads are measured in basis points, with a 1% difference in yield equaling a spread of 100 basis points. Credit spreads reflect the risk of the debt security being compared with the Treasury bond, which is
considered 1o be risk-free. Higher quality securities have a lower chance of the issuer defaulting. Lower quality securities have a higher chance of the issuer defaulting.

A vacancy rate reflects the percentage of vacant or unoccupied units in a rental property, such as an office or apartment complex.

To learn more about Cougar Global’s strategies, philosophy and capabilities visit
cougarglobal.com or call 1.800.521.1195.
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