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Hunt Real Estate Capital, which issued two deals in 2017 and
2018 totaling $634.2 million. Lument has been ramping up
during the pandemic, opening a Boston office and adding orig-
inators there. Investors have said they expect it to become a
more frequent issuer.

Barings is building its staff. It has a deep-pocketed parent
in MassMutual and vast experience with corporate CLOs. That
side of its business issues in the U.S. and Europe, and has long
been among the more active producers, with 11 deals totaling
$4.2 billion during the pandemic.

Those who have issued CRE CLOs since the onset of the
coronavirus crisis last year include a mix of lenders that rely
heavily on the capital markets, such as Arbor Realty, Bridge In-
vestment, LoanCore Capital and MF1 REIT, as well as others that
are more opportunistic, such as Starwood Property. The latter
is among shops that have ready access to many forms of cheap
capital and typically tap the CLO market only when spreads are
very tight.

Blackstone Mortgage was thought to be in the opportunistic
camp, but as investor appetite has grown along with deal sizes,
it became a more regular issuer. It's completed three deals in 15
months after a gap of two years following its first offering.

Production last year was dismal, with $8.7 billion in deals
ending three consecutive years of CLO growth. Only seven
firms, including Blackstone, have done at least two deals since
the pandemic struck.

But sharply tightening spreads in January prompted numer-
ous issuers to come to the market and empty warehouse lines.
The loan portfolios of nine of this year’s 18 deals were seasoned
more than one year, according to Commercial Mortgage Alert’s
CRE CLO Database. Investors are optimistic that issuers will
ramp up loan production and bring another slew of deals in
the second half.

One said the uncertain nature of the crisis and an expected
need for transitional loans are being met with investor appetite
for shorter-term, floating-rate bonds.

“This is the flavor of the month,” he said of CLOs. “If you

look at the supply/demand technicals, it makes sense. You have
a lot of people who need these loans, you have lenders who are
starved to make them, new-issue volume overall is down, and
you have a buyer base that is willing to take [deals] out at rea-
sonable levels”

That dynamic, the investor said, could last anywhere from
three to five years, allowing the CRE CLO sector to run hot as
the market adjusts to the new normal. Eventually, he believes,
borrowers will go back to wanting the stability of long-term,
fixed-rate loans.

“As the economy comes out of the pandemic, we expect to
see continued strong demand from both borrowers and lend-
ers for properties that are ripe for a transitional play and think
there will be robust [CLO] activity over the next couple of
years,” said Stuart Goldstein, who co-leads Cadwalader Wick-
ersham’s capital-markets practice. “It’s hard to know what will
happen after that”

Jeff Rothlat, also a partner with Cadwalader, added that as
long as loans continue to perform and meet investors’ expecta-
tions, the only question is how much demand there will be for
transitional properties.

But increased lending activity may lead to more transac-
tions, which could fuel the market further, one issuer said.
“More loan origination could allow people who haven't done
a deal to do one or, for those who have, to do another one,” he
said.

Some issuers already are thinking longer term. Regarding
the possibility that bridge lenders could eventually be pushed
aside by conduit CMBS lenders as properties stabilize, one
said it could be the other way around. While adding fixed-
rate loans to CLO portfolios might be complicated, requir-
ing hedges by both issuers and investors, it might still make
sense.

“Lending is picking up, so by the time the pre-Covid loans
run out, everyone can rebuild the next bundle,” he said. “This
could be a $25 [billion] to $30 billion issuance year, which
would be great. The bigger it gets, the more liquid it gets, and
the better spreads get. There is a real argument that we could
supplant the conduit market.” %



