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Constructing a CMBS portfolio
in a post-COVID-19 world
CMBS opportunities have emerged post-pandemic
Kevin Collins
Head of Commercial
Mortgage Credit,
Invesco Fixed Income

COVID-19 disrupted US commercial real estate fundamentals. However, we believe
economic and societal shifts post-COVID-19 have also created opportunities. Many
commercial property types were negatively affected by the restrictions imposed to
contain the virus, and certain property sectors, like retail, will likely remain challenged
for some time. But we believe other sectors stand to benefit from the post-COVID-19
economic resurgence and potential changes in the economy. We discuss how the Invesco
Fixed Income CMBS team is navigating the current commercial property landscape.
We highlight three major themes underlying our current investment strategy:
1. We believe certain property sectors are poised to outperform in the economic recovery.
2. We seek to construct portfolios that are most likely to weather, or even benefit from, lasting
post-pandemic changes in behaviors that may impact commercial real estate properties.

Overview
•

•

•

The COVID-19
pandemic challenged
US commercial real
estate, but certain
property types now look
attractive, in our view.
Navigating the postpandemic investment
landscape means
focusing on sectors
that are well-positioned
to outperform in the
economic recovery
and likely to benefit
from post-pandemic
shifts in commerce and
commercial property use.
Sector allocation and
security selection are
more important than
ever, and we distinguish
between single-asset
single borrower (SASB)
and multi-borrower
issuance to tailor
portfolio exposures.

US commercial property fundamentals have improved overall
Amid the recent vaccine rollout and progress toward controlling the pandemic, the
US economy is showing signs of improvement. This pick-up in economic activity has
translated to increased activity in commercial real estate, and while loan delinquencies
remain elevated in some sectors, they have been declining overall (Figure 1).

Figure 1: Delinquency Rates by Property Type
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3. We believe careful asset allocation and security selection are more important than ever.
We seek to express targeted investment views through SASB CMBS issuance and limit
brick-and-mortar multi-borrower CMBS retail exposure.
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Distressed property sales as a percentage of overall transaction volumes also remain
low. We expect these positive trends to gain momentum as vaccination rates rise and
local economies reopen. Not surprisingly, Figure 1 shows that the lodging and retail
sectors were among the most adversely affected by the COVID-19 restrictions, resulting
in elevated loan delinquencies. The rise of e-commerce was already a headwind to retail,
and the pandemic only amplified this trend.
In other parts of the commercial real estate market, delinquencies have remained in
line with historical levels. Delinquencies among loans secured by office properties,
for example, have benefited from long-term tenant leases and remained relatively low.
However, if work-from-home practices extend beyond the pandemic, there could be
downward pressure on rental rates, and delinquencies on certain segments of the office
market could rise.
Some positive impulses
The impact has not been all negative. Some commercial property sectors have benefited
from the important economic shifts generated by COVID-19. Many industrial warehouse
properties have benefited from growing online shopping, as online retailers have
demanded more space to support their fulfillment processes. And, despite increased
vacancy rates among some multifamily properties located in central business districts,
most have performed reasonably well, as renters have been aided by government support
and generous forbearance practices.
Improving health trends together with supportive fiscal and monetary policies have
helped commercial property prices increase overall by approximately 8% compared to a
year ago (Figure 2). The largest gains have been in the industrial warehouse and apartment
sectors. We think positive impulses in these sectors have created potential investment
opportunities, as discussed below.

Figure 2: National Property Prices by Property Type
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Navigating the post-pandemic CMBS market
While improving economic fundamentals should help most commercial real estate
properties, we believe certain properties are better positioned to benefit than others.
Looking ahead, we believe some sectors are more likely to weather potentially lasting,
post-pandemic changes in commerce and commercial property use. As a result, we
believe sector allocation and security selection have become more important than ever.
One way we seek to take advantage of these opportunities is through targeted exposure.
Targeted exposures have become more accessible with the recent increase in so-called
“single-asset single-borrower” (SASB) issuance as a proportion of total CMBS issuance
(Figure 3).
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Figure 3: Single-Asset Single Borrower vs. Multi-Borrower Issuance
As a percentage of total private label CMBS issuance
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Unlike “multi-borrower” issuance, which are bonds backed by numerous loans extended
to different borrowers, SASB bonds typically represent a single borrower and are
collateralized by a single loan secured by a large property or portfolio of properties. SASB
bonds allow investors to zero in on the sectors they believe are most likely to outperform,
which is less possible with diverse, multi-borrower CMBS. Below, we highlight the key
sectors we are focused on and believe are likely to benefit from overall economic recovery
and potential changes in the post-COVID-19 economy.
Sector focus: Potential leaders in the economic resurgence
•

Industrial warehouse properties: We believe industrial warehouse properties are wellpositioned to benefit from increased online retail activity. Industrial property exposure
can be accessed by targeting transactions backed solely by a portfolio of warehouses
securing the financing of a single borrower.

•

Key office sectors: We favor targeted exposure to properties located in central
business districts in cities with growing labor markets. We expect these office markets
to outperform as employees seek to collaborate in key commercial hubs around
the world. We also seek exposure to markets with high concentrations of creative
companies, as we expect them to outperform locations with other types of industry
concentrations. Finally, we favor targeted exposure to SASB commercial mortgagebacked securities (CMBS) collateralized by medical office and life science properties.
We expect these non-traditional office properties, located in cities such as Boston,
San Francisco, and San Diego, to be less susceptible to space reduction pressures
potentially resulting from more flexible work-from-home arrangements. This is because
their tenants are typically biotechnology, pharmaceutical, and biomedical device
companies requiring laboratory space. These tenants also offer relatively recessionresistant business models and growing demand for their products and services.

•

High-end hotels: We expect hotel property cash flows to improve as travel volumes
increase. In the leisure sector, we favor higher-end hotels in popular vacation locations,
given our expectations for robust near-term growth in leisure travel.

•

Non-traditional property types: We believe the SASB CMBS market may be used to
gain exposure to non-traditional real estate property sectors that are well-positioned
to benefit from structural shifts in the economy due to COVID-19. These non-traditional
property types include (but are not limited to) data centers, senior housing, selfstorage, manufactured housing, and single-family homes for rent. In our view, senior
housing is well-positioned to benefit from aging demographics and the potential for
increased demand as vaccinations are administered to health care service providers
and the elderly population. We also believe single-family rental and manufactured
housing will benefit from a shortage of affordable housing and growing household
formation among millennials.
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•

Multifamily properties: We believe multifamily properties are well-positioned to
lead the CMBS market in a post-pandemic recovery as employers open their offices
and employees return to cities. We expect urban multifamily markets like New York,
San Francisco, and Washington DC to see vacancy and rental rates stabilize in the
near term and, in the quarters ahead, eventually improve as COVID-19 cases decline.
We favor gaining multifamily exposure by targeting bonds issued by a US government
agency or federally charted corporation, such as Fannie Mae or Freddie Mac. We prefer
to focus on junior bonds in this sector versus senior bonds, which typically benefit
from a principal and interest guarantee from the issuing agency or federally chartered
corporation. Junior bonds offer higher yields than senior bonds while still benefiting
from agencies’ sound underwriting guidelines and today’s relatively favorable
multifamily fundamentals.

Figure 4: Commercial Property Sectors Likely to Thrive Post-COVID-19
Senior Housing

• Greater vaccine distribution and pent-up demand
• Expected aging population growth

Manufactured Housing

• Shortage of affordable and available housing
• Cost-effective alternative leads to sticky demand

Single-Family Rental

• Shortage of affordable and available housing
• Increased demand for suburban housing and
growing millennial household formation

Life Science

• Increased growth in health care spending
• Lab space insulated from work-from-home and
costly to build out, leading to high switching costs

Self-Storage

• Recession resistant due to public demand for
storage
• Increased number of relocations out of gateway
markets

Data Center

• Increased demand for data storage from mobile
and cloud computing
• High capital expenditure requirement creates
barriers to entry

Sources: Invesco Fixed Income and deal documents.

Recent multi-borrower issuance helpful in reducing some retail exposure
While we favor the benefits of targeted exposure through SASB issuance, we also
appreciate the advantages of recent multi-borrower issuance for reducing certain retail
exposure. We believe COVID-19 is likely to pose lasting challenges to traditional brick-andmortar retailers, especially given the growth in e-commerce. To navigate these challenges,
we favor minimizing exposure to bonds backed by large concentrations of mall exposures,
particularly regional mall exposure. We believe we can make strides toward achieving this
objective by focusing on recent multi-borrower issuance, which has generally contained
lower concentrations of retail property loans than in the past. Figure 5 shows the drop in
the concentration of retail loans post-COVID-19.
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Figure 5: Post-COVID-19 Multi-Borrower Issuance Offers Less Mall Exposure
CMBS conduit metrics
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Sources: Invesco Fixed Income and deal documents. Pre-COVID-19 period is Jan. 2019 through Feb. 2020. PostCOVID-19 period is March 2020 through March 2021.

CMBS portfolio construction post-COVID-19
In the post-COVID-19 environment, we expect the performance of various property types
and securities to diverge. As a result, we carefully consider sub-sector allocations and
security selection. Figure 6 is a snapshot of a theoretical portfolio incorporating our
current market views.

Figure 6: Target Asset Class Allocation
Allocations by investment sector (%)
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Tactics

Target Results

• Capitalize on increased
risk premiums in
bonds collateralized by
mortgage loans
• Identify property subsectors
positioned to lead in a
post-pandemic recovery
• Bottom-up approach
that focuses on
fundamental analysis

• Focus on investment grade
rated assets
• Target investments that
benefit from substantial
subordination and are often
secured by real property or
other assets

• Seek to provide attractive
total returns relative to
traditional fixed income
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Source: Invesco Fixed Income. For illustrative purposes only. Because the strategy is new and has no assets,
the information above is hypothetical. There can be no assurance that the strategy’s actual portfolio and other
characteristics will resemble those shown above. There can be no assurance that stated targets will be realized.
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We believe investors can create a strategy that complements their existing fixed income
portfolios. Relative to investment grade corporate bonds, the strategy offers the potential
for higher yield but with shorter duration while maintaining comparable credit quality
versus intermediate investment grade corporate bonds (Figure 7).

Figure 7: Favorable Yield/Interest Rate Risk Profile vs. US Investment Grade
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Sources: Invesco Fixed Income, Bloomberg Barclays Global Indices. Data as of May 2021. The proposed sample
portfolio information above is hypothetical. There can be no assurance that the actual portfolio and other
characteristics will resemble those shown above. These charts are for illustrative purposes only.

Conclusion
The dynamics of the post-pandemic environment will likely continue to challenge certain
US commercial property sectors. But some sectors, in our view, are likely to thrive in the
recovery generated by the economic reopening. Several non-traditional sectors may even
benefit from potentially durable post-COVID-19 changes in consumption patterns and
commerce. The Invesco Fixed Income CMBS team seeks to target these opportunities
through asset allocation informed by our macro and sector views, detailed above, and
careful security selection with a focus on SASB issuance.
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IFI approach to CMBS
The Invesco Fixed Income (IFI) Structured Debt team employs a balanced top-down,
bottom-up risk allocation in our portfolio construction process. Our top-down analysis
examines US macro and microeconomic factors, such as GDP growth, interest rates, labor
market dynamics, consumer health, and corporate earnings. We identify fundamental
trends in US commercial real estate, such as property supply, tenant demand, occupancy
rates, rental rates, and financing terms, to shape our outlook for commercial real estate
property types across geographic regions. Our outlook for each property type and
regional market helps determine rent growth and valuation assumptions used in our
bottom-up analysis.
How IFI is different
While many investment managers rely on external credit ratings to make CMBS investment
decisions, the IFI Structured Debt team reviews each individual investment. We consider
insights from IFI’s Macro Research team and Invesco’s direct real estate investors, together
with the views of US mortgage servicers and commercial real estate loan brokers. Our
proprietary model projects loan-level defaults and corresponding loss severities for the
individual loans underlying each security (i.e., “collateral performance”).
We conduct scenario analysis based on our collateral performance projections to project
bond and transaction cash flow under various scenarios. We monitor collateral pool
performance and make buy and sell decisions based on a relative value analysis of the
investment universe. We believe our seasoned investment team and robust research
capabilities allow us to identify attractive income opportunities and anticipate spread
tightening, enabling timely sector allocation, and careful security selection.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the full amount invested. Past performance is not a guide
to future returns. Fixed-income investments are subject to credit risk of the issuer and the effects of
changing interest rates. Interest rate risk refers to the risk that bond prices generally fall as interest rates
rise and vice versa. An issuer may be unable to meet interest and/or principal payments, thereby causing
its instruments to decrease in value and lowering the issuer’s credit rating.
This document is for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Ireland, Continental
Europe (as defined in the important information at the end) and the UK; for Institutional Investors only in the
United States, for Sophisticated or Professional Investors in Australia; in New Zealand for wholesale investors
(as defined in the Financial Markets Conduct Act); for Professional Investors in Hong Kong; for Qualified
Institutional Investors in Japan; in Taiwan for Qualified Institutions/ Sophisticated Investors; in Singapore for
Institutional/Accredited Investors; for Qualified Institutional Investors and/or certain specific institutional
investors in Thailand; in Canada, this document is restricted to Accredited Investors as defined under National
Instrument 45-106. It is not intended for and should not be distributed to or relied upon by the public or retail
investors. Please do not redistribute this document.
For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Switzerland and Sweden. This does
not constitute a recommendation of any investment strategy or product for a particular investor. Investors should
consult a financial professional before making any investment decisions. This does not constitute a recommendation
of any investment strategy or product for a particular investor. Investors should consult a financial professional
before making any investment decisions. This overview contains general information only and does not take into
account individual objectives, taxation position or financial needs. Nor does this constitute a recommendation of
the suitability of any investment strategy or product for a particular investor. Investors should consult a financial
professional before making any investment decisions. It is not an offer to buy or sell or a solicitation of an offer to
buy or sell any security or instrument or to participate in any trading strategy to any person in any jurisdiction in
which such an offer or solicitation is not authorized or to any person to whom it would be unlawful to market such
an offer or solicitation. It does not form part of any prospectus. While great care has been taken to ensure that the
information contained herein is accurate, no responsibility can be accepted for any errors, mistakes or omissions or
for any action taken in reliance thereon.
The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other Invesco
investment professionals. Opinions are based upon current market conditions, and are subject to change
without notice.
As with all investments, there are associated inherent risks. Please obtain and review all financial material carefully
before investing. Asset management services are provided by Invesco in accordance with appropriate local
legislation and regulations. This material may contain statements that are not purely historical in nature but are
“forward-looking statements.” These include, among other things, projections, forecasts, estimates of income, yield
or return or future performance targets. These forward-looking statements are based upon certain assumptions,
some of which are described herein. Actual events are difficult to predict and may substantially differ from those
assumed. All forward-looking statements included herein are based on information available on the date hereof
and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance
that estimated returns or projections can be realized, that forward-looking statements will materialize or that actual
returns or results will not be materially lower than those presented. By accepting this document, you consent to
communicate with us in English, unless you inform us otherwise. All information is sourced from Invesco, unless
otherwise stated. All data as of May 25, 2021, unless otherwise stated. All data is USD, unless otherwise stated.
Restrictions on distribution
Australia
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied This
document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by
anyone else. Information contained in this document may not have been prepared or tailored for an Australian audience
and does not constitute an offer of a financial product in Australia. You may only reproduce, circulate and use this
document (or any part of it) with the consent of Invesco. The information in this document has been prepared without
taking into account any investor’s investment objectives, financial situation or particular needs. Before acting on the
information the investor should consider its appropriateness having regard to their investment objectives, financial
situation and needs. You should note that this information:
• may contain references to dollar amounts which are not Australian dollars;
• may contain financial information which is not prepared in accordance with Australian law or practices;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address Australian tax issues
• Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services License number 239916.
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Canada
This document is restricted to accredited investors as defined under National Instrument 45-106. All material
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This
is not to be construed as an offer to buy or sell any financial instruments and should not be relied upon as the sole
factor in an investment making decision. As with all investments there are associated inherent risks. Please obtain
and review all financial material carefully before investing.
• Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario, M4W 1B7.
Continental Europe, Dubai, Ireland, the Isle of Man, Jersey and Guernsey and the UK
Further information is available using the contact details shown:
• Issued in Belgium, Denmark, Finland, France, Greece, Italy, Netherlands, Spain, Sweden, Luxembourg, Norway
and Portugal by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855 Luxembourg,
regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.
• Issued in Dubai by Invesco Asset Management Limited. PO Box 506599, DIFC Precinct Building No 4, Level 3,
Office 305, Dubai, UAE. Regulated by the Dubai Financial Services Authority.
• Issued in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt
am Main, Germany.
• Issued in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.
• Issued in Ireland, the Isle of Man, Jersey, Guernsey and the United Kingdom by Invesco Asset Management
Limited which is authorised and regulated by the Financial Conduct Authority. Invesco Asset Management Ltd,
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, RG9 1HH, UK.
Hong Kong
This document is provided to professional investors (as defined in the Securities and Futures Ordinance and the
Securities and Futures (Professional Investor) Rules) only in Hong Kong. It is not intended for and should not be
distributed to or relied upon by the members of public or the retail investors.
• Issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 41/F, Champion Tower, Three Garden
Road, Central, Hong Kong.
Japan
This document is only intended for use with Qualified Institutional Investors in Japan. It is not intended for and should
not be distributed to, or relied upon, by members of the public or retail investors.
• Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi,
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho)
306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association.
New Zealand
This document is issued in New Zealand only to wholesale investors (as defined in the Financial Markets Conduct
Act). This document has been prepared only for those persons to whom it has been provided by Invesco. Information
contained in this document may not have been prepared or tailored for a New Zealand audience. This document
does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for,
recommendation to apply for, an opinion or guidance on Interests to members of the public in New Zealand. Any
requests for information from persons who are members of the public in New Zealand will not be accepted.
• Issued in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia, which holds an Australian Financial Services Licence number 239916.
Singapore
This document may not be circulated or distributed, whether directly or indirectly, to persons in Singapore other
than (i) to an institutional investor under Section 304 of the Securities and Futures Act (the “SFA”), (ii) to a relevant
person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions
specified in Section 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other
applicable provision of the SFA. This document is for the sole use of the recipient on an institutional offer basis and/
or accredited investors and cannot be distributed within Singapore by way of a public offer, public advertisement or
in any other means of public marketing.
• Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza,
Singapore 048619.
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Taiwan
This material is distributed to you in your capacity as Qualified Institutions/Sophisticated Investors. It is not intended
for and should not be distributed to, or relied upon, by members of the public or retail investors.
• Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.
United States
• Issued in the United States by Invesco Advisers, Inc., Two Peachtree Pointe, 1555 Peachtree Street, N.E.,
Suite 1800, Atlanta, Georgia, 30309.
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