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Banks are feeling the heat
of the commercial real
estate crisis—and it’ll get
worse

Article

The news: New York Community Bancorp (NYCB), the financial institution (FI) that acquired
Signature Bank last year, experienced a record 38% drop in its stock price this week due to

INSIDER eMarketer

INTELLIGENCE Copyright © 2024, Insider Intelligence Inc. All rights reserved. Page1


https://www.bloomberg.com/news/articles/2024-01-31/nycb-plunge-flashes-a-560-billion-real-estate-warning-for-banks

the plummeting value of commercial real estate.

What happened? Multiple factors are at play—some of which are out of NYCB’s control.

" When NYCB acquired Signature Bank, it also acquired more regulatory oversight. The bank
said it was trying to raise its capital ratios to over $100 billion to comply with regulatory
requirements.

* The bank also set aside a large amount of money—$552 million—to cover loan losses, mostly

from commercial real estate.

How we got here: When companies went remote during the pandemic, reducing the need for
office space, many landlords struggled to pay back their loans. That made the commercial
real estate market a lot riskier.

* About $2.1 trillion in commercial real estate loans will be due by the end of 2025.

* Many Fls are trying to sell these loans to raise cash and limit their exposure.

Is this an isolated incident? Not every Fl will see its stock prices plummet, but that doesn’t
mean they’re safe from this crisis.

" Deutsche Bank, for example, is reporting 400% higher provisions for commercial real estate

loan losses than in Q3. US commercial real estate constitutes 1.5% of its lending portfolio.

* The bank also described a potential scenario where loans on devalued properties may mature,
requiring borrowers to contribute new funds before they’re able to get more loans.

" However, even after this announcement, Deutsche Bank’s stock price has remained fairly
steady.

Key takeaways: It's a tough time to be a regional bank, but NYCB’s troubles aren’t a result of

the existential crisis this sector faces.

* Rather, they’re a symptom of the commercial real estate crash—to which regional banks are
four times more exposed than bigger banks.

* All FIs heavily invested in the highly cyclical commercial real estate sector must make every
effort to diversify their lending portfolios.

INSIDER eMarketer

INTELLIGENCE Copyright © 2024, Insider Intelligence Inc. All rights reserved. Page 2


https://www.bloomberg.com/news/articles/2024-01-31/nycb-plunge-flashes-a-560-billion-real-estate-warning-for-banks
https://content-na1.emarketer.com/hard-pressed-us-regional-banks-investing-growth-strategies-2024
https://www.morningstar.com/news/marketwatch/20240201684/does-new-york-community-bancorp-have-another-surprise-in-store-for-investors
https://www.bloomberg.com/news/articles/2024-01-31/new-york-community-bancorp-slumps-on-surprise-loss-dividend-cut
https://www.businessinsider.com/banks-commercial-real-estate-loan-sales-debt-interest-rates-2024-1?utm_source=Iterable&utm_medium=email&utm_campaign=campaign_Insider%20Today,%20February%201,%202024
https://www.bloomberg.com/news/articles/2024-02-01/deutsche-bank-quadruples-provisions-for-troubled-us-real-estate
https://www.businessinsider.com/commercial-real-estate-crash-svb-collapse-property-woes-regional-banks-2024-2

Speaking of investment strategies, don’t forget what brought Citizens Bank of Sac City down
last year.

INSIDER eMarketer

INTELLIGENCE Copyright © 2024, Insider Intelligence Inc. All rights reserved. Page 3


https://content-na1.emarketer.com/citizens-bank-of-sac-city-iowa-second-community-bank-collapse-this-year?_gl=1*1jivynm*_ga*MTcyNjcyNjAyNS4xNzA2NTUyOTQw*_ga_XXYLHB9SXG*MTcwNjkwNzY0OS4yMy4xLjE3MDY5MDc2NTcuNTIuMC4w*_gcl_au*MzUyNDQyNjMuMTcwNjU1MjkzNy44MzQ1OTM4MzcuMTcwNjkwNzY1My4xNzA2OTA3NjUy

