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Overview of the U.S. Real Estate Market

With the U.S. Federal Funds Rate skyrocketing as quickly as it did over 
the past year and a half, after over a decade of a virtually near zero 
interest rate policy, it shouldn’t have come as a complete surprise that 
the economics of most mortgage-related assets and investments have 
been completely upended. The potential impairment of such assets was 
one of the major causes of the regional banking crisis earlier this year. 
Further, one of the hottest debates right now is whether this unprece-
dented rise in rates over the past year and half may still result in a “soft 
landing” scenario for the U.S. economy despite the “near-miss” of the 
regional banking crisis earlier this year. Although we are not tackling 
that debate today, the regional banking crisis did clearly demonstrate to 
us that there are still some rather large holes from impaired fair market 
values of assets and investments that some institutions continue to hold 
on their balance sheets considering the U.S. Federal Reserve Bank has 
been explicit about staying “higher for longer.” Below is a comparison 
of this current tightening cycle versus previous tightening cycles since 
1999 and the results of each cycle. When comparing previous cycles to 
this current, steepest ascent, we do feel that the full effects of the 500+ 
basis points of tightening may not have fully worked its way through the 
economy as of yet.

U.S Fed Tightening Cycles Over Past 25 Years

Sources: Bloomberg: Federal Funds Target Rate – Upper Bound
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Portions of U.S. Real Estate markets may be stressed, but not all investments secured by them will be impaired

As we are constantly monitoring the mortgage-related universe as it con-

stitutes the majority of Securitized Products, it is important to note how 

large it is and how it is composed from a borrower and funding perspec-

tive. The total value of residential real estate in the U.S. is approximately 

$44.5 trillion.1 Comparing to the total market capitalization of public 

U.S. companies which was approximately $46.2 trillion as of 6/30/232, 

we should not underestimate how important of an asset class residen-

tial real estate continues to be for the U.S. economy as well as personal 

wealth for the many U.S. consumers that own, invest or have jobs reliant 

on residential homes. Further, given the size of this market, it is also 

important to reiterate how destructive it could be for the U.S. economy if 

the residential real estate market loses significant value, similar to what 

occurred during the Great Financial Crisis (“GFC”) about a decade and 

a half ago. For example, every 1% decline in property value, nationally, 

would equate to an approximate $450 billion loss of asset value as of today. 

Between July 2006 and February 2012, the S&P CoreLogic Case-Shill-

er U.S. National Home Price NSA Index decreased approximately 27%.

From a funding perspective, residential mortgage debt in the U.S. to-

taled approximately $13.8 trillion.1 An extremely large figure when 

compared to the fact that the total deposits at all commercial banks in 

the U.S. as of 9/30/23 was approximately $17.3 trillion.3 Nevertheless, 

it is important to highlight that there are other funding sources for 

residential mortgage debt outside of commercial banks.

Despite the sheer size of the residential real estate market, the commer-

cial real estate market has been grabbing more of the recent headlines 

considering the exposure regional banks have to the sector per news 

reports. Although quite sizable indeed, the U.S. commercial real estate 

market is approximately a mere quarter of the U.S. residential real es-

tate market. Further, there are many uses for commercial real estate 

versus residential, such as multifamily (housing), office, retail, lodging, 

industrial, etc. Below is an overview of how the property types break 

down across the approximate $10.9 trillion commercial real estate mar-

ket.

(1)  Urban Institute: Housing Finance At a Glance - A Monthly Chartbook (September 2023)

(2)  Siblis Research – Total Market Value of the U.S. Stock Market

(3)  FRED (St Louis Fed Economic Data)
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Funding Composition of the Residential Real Estate Market

Source: Urban Institute: Housing Finance At a Glance - A Monthly Chartbook (September 2023)

On the other hand, commercial real estate is not as dominated by the U.S. 
Government since they imposed the new oversight on the Agencies during 
the GFC. As a recap, the Housing and Economic Recovery Act of 2008 es-
tablished the Federal Housing Finance Agency (“FHFA”) which became 
responsible for the effective supervision and regulation of Fannie Mae, 
Freddie Mac, and the Federal Home Loan Bank (“FHLB”) System as well 
as dictating their “housing mission.” FHFA’s mission was established to 
“ensure the regulated entities fulfill their mission by operating in a safe 
and sound manner to serve as a reliable source of liquidity and funding for 
the housing finance market throughout the economic cycle.” As a result, 
since the commercial real estate market does not receive as much govern-
mental oversight it has remained much more fragmented, especially when 
you view it by property type.

Funding Composition of the Commercial Real Estate Market by Prop-
erty Type (2022)

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

As demonstrated by the chart above, government agencies are a small portion 
of the funding of the commercial real estate market as they are not mandated to 
lend on any Property Types aside from Apartments (aka Multi-Family) and Se-
nior Housing. Even within these property types government agencies do not fund 
a majority of these markets, they fund  less than 40% of Apartments and less than 
25% of Senior Housing, as opposed to their approximate 66% market share of 
funding they provide to the residential real estate market, as previously dis-
cussed. We do view that commercial mortgage loans originated by government 
agencies on Apartments and Senior Housing provide a good source of liquidity 
and stability to these subsectors versus other commercial real estate sectors.
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U.S. Commercial Real Estate Market Values by Property Type

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

From a funding perspective, commercial real estate mortgage debt as of 
the end of the second quarter of 2023 was approximately $4.6 trillion.4 

Although the amount of mortgage debt is lower than the residential real 
estate market, it is worth highlighting that it’s generally a more levered 
market. Intuitively, this is logical as there is a typical “American dream” 
for U.S. Consumers to buy their homes and pay-off their mortgages, 
whereas many businesses that own and invest in properties are incen-
tivized to maintain leverage on their real estate investments in order to 
meet return objectives and be more tax-efficient for their businesses.

U.S. Residential & Commercial Property Value and Mortgage Debt

Source: Urban Institute: Housing Finance At a Glance - A Monthly Chartbook (September 2023), 
Morgan Stanley, Mortgage Bankers Association

Funding Composition of the U.S. Real Estate Market

Prior to the GFC, the non-agency MBS (“Mortgage-Backed Securities”) 
market was gaining share as a source of funding for the residential real 
estate market as can be seen in the yellow line in the chart below. At the 
time, the growing sector created more competition to originate mortgag-
es away from the Government Sponsored Enterprises (“GSEs” such as 
Fannie Mae and Freddie Mac) as well as government programs such as 
Ginnie Mae. There was a huge drive politically to promote homeowner-
ship across the U.S. and credit boxes for non-agency originations expand-
ed aggressively to target first time homebuyers and underserved commu-
nities, even with lower credit scores. However, due to the dramatic drop 
of home values during the GFC there was a precipitous decline in values 
in generally all MBS which was one of the major causes that led both Fan-
nie Mae and Freddie Mac to become nationalized in September 2008. 
Since that time, given the backing from the U.S. Government as well as 
a nearly zero-interest rate policy for over a decade, it’s no surprise to see 
the funding of the residential mortgage market be completely dominated 
by Agency MBS, currently, representing approximately 66% of the total 
residential mortgage market ($9.0 trillion out of the $13.8 trillion total).

(4)  Morgan Stanley, Mortgage Bankers Association

U.S. Real Estate Property Value Mortgage Debt Loan-To-Value

 Residential 44.5 tn 13.8 tn ~31%

 Commercial 10.9 tn 4.6 tn ~42%

 Total 55.4 tn 18.4 tn ~33%
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Fundamentals of the U.S. Real Estate Market

Despite the historic tightening cycle of the U.S. Federal Funds Rate dis-
cussed earlier, the residential real estate market’s fundamentals have 
remained relatively stable thus far. This is important to note considering 
how big this market is and how much exposure the GSEs, major mon-
ey-center banks and regional banks continue to have to this sector.

Loan in Serious Delinquency / Foreclosure

Sources:  Mortgage Bankers Association and Urban Institute (Housing Finance At a Glance – A 
Monthly Chartbook – September 2023)

Much of this continued strength in this market can obviously be at-
tributed to the lack of supply of residential housing inventory. The next 
chart shows how “months of supply” continues to remain below the 
long-term historical average going back to the 1990’s after recovering 
from the oversupply post-GFC. 

Months of Supply

Sources: Morgan Stanley (U.S. Housing Tracker – October 2023)

The limited supply of inventory alongside the astronomical growth in 
Home Price Appreciation (“HPA”) stemming from the increased de-
mand for homes at the onset of the COVID-19 pandemic, has resulted in 
an environment with the least amount of borrowers with negative equi-
ty over the past decade. We remain very constructive on the opportuni-
ties in the residential real estate market, however, we remain vigilant 
knowing that these strong fundamentals are starting to deteriorate
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which is why we are focusing on investments secured by assets with 
more positive attributes than others (i.e. more equity, more seasoning, 
higher credit scores, etc.).

Negative Equity Share

Sources: Urban Institute – Housing Finance At a Glance – A Monthly Chartbook (September 2023)

The commercial real estate market is much more 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. Retail, which has un-
derperformed other property types since the GFC, continued to under-
perform during the heights of the COVID-19 pandemic but has recently 
started to revert back down towards the Commercial Mortgage-Backed 
Securities (“CMBS”) overall delinquency average. Lodging, which was a 
stronger performer post-GFC, underperformed greatly at the beginning 
of the COVID-19 pandemic as travel to and within the U.S. was abruptly 
halted and has recovered slowly ever since. This sector has also started 
to revert to the CMBS overall delinquency average. On the other side of 
the spectrum, Industrial properties have performed and continue to per-
form extremely well because of the increased demand for services, such 
as warehousing online retailer inventory (i.e. Amazon) and computing 
hardware and data storage, both of which demand vast amounts of in-
dustrial space. Unfortunately, there are not abundant options to invest 
in Industrial property types on a standalone basis since it is a smaller 
sub-sector which tends to be mixed into larger more diversified portfolios 
in non-agency CMBS securitizations. Multifamily has performed relatively 
well because of the similar tailwind that has benefitted the residential real 
estate market stemming from the lack of supply. Office, performed well 
during the beginning of the COVID-19 pandemic, because many business-
es were still holding onto their office space 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 in the U.S. workforce culture than ever before, we are observing 
a considerable downsizing of office space across many businesses across 
the country. As these business leases start to expire and are either not be-
ing renewed or renegotiated to much lower rental levels it is 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 de-
linquency average and September 2023 marked the first month that they 
were higher than Lodging property type delinquencies. 
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CMBS Delinquency Rates by Major Property Type

Sources: Trepp

Please refer to our Monthly Insights from July 2023 for further informa-
tion in regards to our thoughts on Securitized Product opportunities with 
respects to the Commercial Real Estate market as we go into more detail 
in that edition. In summary, we continue to remain very constructive on 
Multifamily and Industrial properties in the CMBS space, while avoid-
ing Office, Retail and Lodging until we see the fundamentals in those 
sectors have “bottomed out” and price discovery has firmed for their 
property valuations in this current “higher for longer” rate environment. 

By taking all the factors into account and focusing on loss-adjusted total 
returns, we expect the following in regards to investments related to U.S. 
real estate investments for the remainder of 2023 and heading into 2024:

1. Given the universe of over tens of trillions of dollars of real estate 
related Securitized Products we can invest in, we will continue to re-
main selective and focus on investments that are secured by underly-
ing assets with stronger fundamentals such as residential properties 
with prime borrowers and multifamily commercial properties. More 
specifically, since we can be very tactical and are not constrained or 
forced to buy "the market" being able to invest in such a large swath
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About Bramshill Investments

Bramshill Investments is an alternative fixed income asset manager with 
over $4.41 billion in assets under management as of September 30, 2023. 

Founded in 2012 and headquartered in Florida, with offices in Califor-
nia and New York, the firm offers alternatives to traditional fixed income 
investment management featuring a variety of strategies across various 
debt and fixed income markets

NEW YORK 
152 West 57th Street, FL 46
New York, NY 10019 
P: 646.993.1648 

FLORIDA
801 Laurel Oak Dr, STE 300
Naples, FL 34108
P: 239.920.7310

CALIFORNIA
888 San Clemente Drive, STE 270
Newport Beach, CA 92660 
P: 949.614.8031

Disclosure: Bramshill Investments, LLC (“Bramshill”) is an asset management firm and investment adviser registered with the U.S. Securities and Exchange Commission (“SEC”). Registration 
with the SEC does not imply any skillset of Bramshill or its employees. All statements and opinions are subject to change as economic and market conditions dictate. Investing involves risk, 
including the potential loss of principal, and the profitability of any particular investment strategy or product cannot be guaranteed. Our view and opinions are accurate as of the date of this letter 
and are provided for informational purposes only and are for the sole use of the intended audience/recipients, all of which are or represent current or potential investors in one or more investment 
vehicles or mutual fund (each a “fund” and collectively the “funds”) managed by Bramshill. The data and information presented herein has not been audited (except as otherwise expressly indi-
cated) and is subject to subsequent adjustment. Bramshill has no obligation, express or implied, to update any of the information or to advise you of any changes. Similarly, Bramshill does not 
make any express or implied warranties or representations as to the completeness or accuracy, or accept responsibility for inaccuracies, errors or omissions. Past performance is not necessarily 
indicative of future results. No representation is being made that any fund or portfolio managed by Bramshill will or is likely to achieve profits or losses similar to those shown. The reader should 
not assume this is investment advice or an offer to solicit into one of our investment strategies. Further information regarding the funds and investment strategies are available upon request. 
For more information, please refer to www.bramshillinvestments.com

1. in pools of mortgage loans that were originated in 2020 and earlier  
of investments within the Securitized Products space we don’t rely on 
one way to source assets. Being able to be selective and skip new issue 
deals that do not have collateral with seasoning is a huge advantage. 
Instead, we can focus on investments in pools of mortgage loans that 
were originated in 2020 and earlier as they’ve experienced a great 
deal of positive HPA since they were securitized into the given deal. 
This results in the underlying borrowers having more equity cush-
ion in the assets they own, which should result in lower defaults and 
severities if they experience any life events or extraordinary circum-
stances. We can also continue to avoid non-agency conduit CMBS 
transactions as they tend to include Office, Retail and Lodging prop-
erties which tend to have a higher probability of being impaired in 
the current market of higher refinancing rates. Depending on the risk 
profile of the varied mandates we manage, we will continue to focus 
on more senior investments targeting returns in the mid-to-high sin-
gle digits and more junior investments targeting returns in the high 
single to mid-teens. We feel the selective investments we are focused 
on in these markets should outperform the total universe of real es-
tate related Securitized Products on a risk-adjusted total return basis.

2. After the fundamentals flow through and “bottom out” (i.e. U.S. HPA 
indices stop decreasing), defaults, recoveries and potentially credit 
spreads should reach more distressed levels than they are currently 
trading at, which should potentially lead to sales of securities at very 
attractive valuations. We will look to make opportunistic investments 
in a wider array of investments secured by U.S. real estate that offer 
good risk-adjusted total returns that show promise of high single to 
mid-teens types of returns.

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 non-agency RMBS and certain CMBS sectors, and will 
help highlight that good asset selection resulting from a repeatable pro-
cess with a long track record will allow Bramshill Investments to outper-
form our peers.
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