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Big picture

▶ Owners’ equity in many cases wiped out

▶ Potential for losses for lenders that hold mortgages

▶ How do banks manage their distressed assets?

▶ Banks extend (maturities) and pretend (that things aren’t that bad)
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This paper

▶ Paper argues banks extend maturities to delay the recognition of losses

▶ Effect concentrated in weakly-capitalized banks, who have more of an incentive to engage in this
kind of behavior
▶ Compared to better-capitalized banks, weakly-capitalized banks assign lower probability of default to

distressed loans, and are more likely to extend distressed loans

▶ Result: fewer defaults; crowding out of new credit provision; “maturity wall”
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Overview of discussion

1. Valuations vs. loan performance

2. Which banks and CRE assets are driving results?

3. Interpretation of results

4. Lending terms

5. Crowding-out vs. other counterfactuals

6. Tear down this wall (of maturity)
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1. Valuations vs. loan performance

▶ Paper argues that banks “have been sluggish in assessing the deterioration in CRE” and that “the
sluggishness has been driven by weakly capitalized banks”

▶ Non-performing loans higher at well-capitalized banks—but still much below levels after 07-08

▶ Lower valuations driven by higher interest rates vs. genuinely distressed activities?

▶ Problem for many borrowers is not monthly payments but balloon payment that needs refinancing
at maturity? So extending might make some sense? Full recovery scenario not far-fetched?
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1. Valuations vs. loan performance

▶ Net charge-off patterns:

▶ “Sluggishness” or lack of distress?
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2. Which banks and CRE assets are driving results?
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2. Which banks and CRE assets are driving results?

Banks:

▶ 22 banks

▶ Regressions rely on “undercapitalization” variable with P10=-4.64, P50=-1.25, P90=1.62

⇒ Results really driven by undercapitalized banks (Undercapitalized > 0) or by variation in
capitalization more broadly? What if replaced by dummy variable?
⇒ Leave-one/two-out robustness check to make sure results not driven by 1 or 2 institutions?

Assets:

▶ Broad definition of distress: NOI lower than at origination → 31% of firms

▶ Only 1.8% unconditional default probability for “distressed” borrowers
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3. Interpretation of results

▶ Undercapitalized banks not using lower PDs for non-distressed borrowers?

▶ At Undercapitalized=0, distress not correlated with PD?
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3. Interpretation of results

▶ Undercapitalized banks less likely to extend for non-distressed borrowers?
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3. Interpretation of results

▶ Only exploit variation at bank × quarter level

▶ How explain main effects of undercapitalization and distress?
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4. Lending terms

▶ Are loans simply extended? Does amortization continue? Does interest rate change? (Or do
borrowers get “subsidized” financing?)

▶ Let’s ask for help from a popular online tool...

▶ LinkedIn!
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4. Lending terms
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4. Lending terms
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5. Crowding-out vs. other counterfactuals

▶ Argument is made that extend-and-pretend behavior hindered reallocation of capital

▶ But is a better allocation of capital really the only or most likely counterfactual?

▶ Imagine banks did not extend these mortgages... Efficiency of resolution process? Fire sales of
properties? Bank runs?

Christophe Spaenjers (CU Boulder) Extend-and-Pretend SFS Cavalcade |20 May 2025 18 / 19



5. Crowding-out vs. other counterfactuals

▶ Argument is made that extend-and-pretend behavior hindered reallocation of capital

▶ But is a better allocation of capital really the only or most likely counterfactual?

▶ Imagine banks did not extend these mortgages... Efficiency of resolution process? Fire sales of
properties? Bank runs?

Christophe Spaenjers (CU Boulder) Extend-and-Pretend SFS Cavalcade |20 May 2025 18 / 19



6. Tear down this wall (of maturity)
▶ Paper argues that maturity wall represents financial stability risk

▶ 2023:Q4 figure shows steep drop-off in mortgages maturing after 2025-2026
▶ More recent data:
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