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DEFYING GRAVITY
CRE market not held down by global concerns

Now that the suspense of the first Federal Reserve rate hike has
passed, we can all take a deep breath ... until the next meeting.

In all seriousness, Federal Reserve Vice Chairman Stanley Fischer
expects four rate hikes in 2016, but global uncertainty could veer this
prediction off course. Volatility in the market will likely continue given

the uncertainty of global events.
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as of third quarter 2015. The
majority of this growth was
in commercial real estate
(CRE) ($6.7 billion) and com-
mercial-and-industrial (C&l)
loans ($3.7 billion).

American Banker reports
regulators have begun ring-
ing alarms about possible
bubbles in C&l and CRE
loans. However, problem and
non-current assets continue
to decline, except in the oil
and gas sector, along with
provisions outpacing net
charge-offs.

In another article in Amer-

ican Banker, Jason Ware, the
chief investment officer at
Albion Financial Group, an
asset-management firm that
invests in banks, observed
only slight blemishes for
commercial lending.

“We see a pretty firm
commercial loan market, but
with pockets of weakness,
like oil and gas.”

Even with the weakness,

a delinquency rate below
1.00% is still extraordinarily
good by historical standards.
Loans have also outpaced
deposits by over $7 bil-

$0.00 -

85.00 -

80.00

75.00 +

70.00 +

65.00 -

60.00

55.00

50.00 +

Colorado Kansas

Nebraska

Loan to Deposit Ratio

2012

2013
2014
m2015(3Q)

Oklahoma

lion since the end of 2014.
Research shows FHLBank
members' have experienced

Experts predict construction growth in 2016 and beyond

A recent article published
by CoStar Group shows a
series of forecasts released
by industry groups. Con-
struction of office, shopping
center, warehouse and hotel
properties is expected to
accelerate through 2017.

Three economists — Na-
tional Association of Home
Builders (NAHB ) Chief Econ-
omist David Crowe, Associ-
ated Builders and Contrac-
tors (ABC) Chief Economist
Anirban Basu and American
Institute of Architects Chief
Economist Kermit Baker —
predict continued construc-
tion industry growth in the
next year.

“Overall nonresidential
construction was up 12.4%
in September 2015. Not bad
for an economy that'’s been

growing at around 2-2.5%),"
Basu said. “Nonresidential
construction has emerged as
one of the leading engines
of the economy”

Deutsche Bank reports a
surge in service sector job
growth of more than 3.5 mil-
lion since July 2014, which
correlates to CoStar Group’s
data of lodging construction
up 32.8%, office construc-
tion up 19.3% and health
care construction up 9%
(year over year in September
2015).

Research shows that
FHLBank member institu-
tions’ construction and loan
development loans have
increased $6.3 billion since
2012, with growth more
than $2 billion at the end of
third quarter 2015.

SNL Financial reports
lending competition will
be fierce for commercial
loans along with continued
demand in the construc-
tion sector. Strong demand
coupled with an easing of
CRE underwriting standards
has nurtured the significant
growth in commercial real
estate lending.

Easing standards, new
loan growth and declining
problem assets all lead to
a window of opportunity
for your institution to gain
a competitive advantage in
this market.

Recently, the Lending desk
has had discussions with
members who are interested
in hedging interest rate risk
on commercial construction
loans.

an upward trend in the
loan-to-deposit ratio since
2012.

The examples on the
following page show how a
Forward Settling Advance
(FSA) can be used to fund
these projects by allowing
a fixed rate to be locked in
today with a funding date at
the end of the construction
period.

FSA advances can be
settled as much as two years
in the future and are avail-
able in bullet or amortizing
structures with maturities
up to 30 years. To learn more
about the FSA, click here.

Remember, the following
strategies represent only
a few of the ideas we can
offer to help you fund CRE
loans. The Lending staff is
ready to help you develop
a tailored strategy that fits
your specific project.
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Forward Settling Advance Scenario 1
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Match funding with fixed rate amortizing Match funding with fixed rate bullet
Construction period of 1-year Construction period of 1-year
Line of Credit at 0.50% (variable daily rate) to fund Line of Credit at 0.50% (variable daily rate) to fund
construction period construction period

> Initial spread of 500 basis points with a floating > Initial spread of 500 basis points with a floating

rate to your customer at Prime + 2.00% rate to your customer at Prime + 2.00%
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your customer a rate of 5% on a 20-year amortization

0, o
your customer a rate of 5.50% for 15-years with a 10-year balloon
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