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COMMERCIAL REAL ESTATE TRENDS & OUTLOOK
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This report is based on information collected from NAR’s 2020 Q4 Commercial Real
Estate Quarterly Market Survey of its members who are primarily engaged in
commercia transactions. The 2020 Q4 Commercial Real Estate Quarterly Market
Survey of REALTORS® reveals that the commercial real estate market continues to
recover, but sales, leasing, and construction activity remain below year-ago levels.
The recovery also remains uneven, with stronger investor interest for land,
multifamily, and industrial properties than for hotels, retail, and office properties.
REALTORS® are typically engaged in the small commercial market (properties
valued at less than $2.5 million).

On a year-over-year basis, sales declined by 1% in the fourth quarter of 2020 (5% in the
second quarter). Leasing volume fell by 1% (4% in the second quarter). Construction
activity among REALTORS® was down by 3% (6% in the second quarter). The risk
spread (cap rates less 10-year T-bond) remains elevated at 6% compared to 4% prior
to the pandemic.

For the first quarter of 2021, REALTORS® expect an increase in sales of land (5% y/y),
industrial (3% y/y) and multifamily (2% y/y) properties. Regarding the land market, the
properties with the strongest expected increase in sales are residential land (7% y/y),
industrial land (5% y/y), and ranch lands (5% y/y).

REALTORS® expect vacancy rates to hover at about 5% among multifamily and
industrial properties, at 10% for retail properties, at 12% for office properties, and 50%
for hotel/hospitality properties.

REALTORS® expect commercial prices to increase in 2021 Q1 for multifamily

properties (+1% y/y), industrial (2% y/y), and land assets (3% y/y), and to decrease in the
office market (-3% y/y), retail (-6% y/y), and hotel/hospitality (-6% y/y).

Enjoy reading the latest issue!



1] COMMERCIAL SALES

REAI.'TOR.S®, Commercial Sales YoY % Change in Sales Volume as of
Declined in 2020 Q4, Except for Land 2020 Q4
and Industrial Acquisitions

18%

In NAR's Commmercial Real Estate
Quarterly Market Survey, REALTORS®
reported that their sales transactions
volume in the fourth quarter contracted
on average by 2% year-over-year.
However, this rate of decline is smaller
than the 5% decline in the second
quarter when the economy practically
shut down. NAR commercial members' 579
transactions are typically below $2.5
million (small commercial market).

-68%
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The dollar sales volume for properties or s REALTOR® CRE Markets —emm$25+M Market
portfolios of at least $2.5 million (middle
to large commercial market) contracted
56% year-over-year in the fourth quarter,

according to according to Real Capital Yoy % Change in the Dollar
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1] COMMERCIAL SALES

Commercial Prices Decreased Except for

Multifamily, Industrial, and Land Assets
Y/Y % Change in Commmercial Property

REALTORS® reported that commercial sales 25% Prices

prices in their markets were down on average by 20%

1% in the fourth quarter on a year-over-year 15%

basis. By type of property, REALTORS® reported 120//2

the largest decline in property value for 0% 10%

hotels/hospitality (-6%) and retail malls (-6%), -5% 99

followed by office buildings (-4%). ‘g; P
-20%

On the other hand, REALTORS® reported higher -25%

property values for apartments (1%), industrial -30% 5o N6 Do e e

assets (2%), and land (4%). S5Q00bcobbooIoQQ

SRS

REALTORS® reported higher prices for all types
of land, with the largest price increase in ranch = REALTOR® CRE Markets % Chg Y/Y
land, industrial, and residential land, an
indication of the strong demand for land outside
urban areas since the COVID-19 pandemic.

e Creen Street

According to Green Street’'s appraisal-based
commercial property price index of REIT-owned
unleveraged commercial properties,
commercial prices were down 9% year-over-year

YoY % Change of Commercial Sales
Prices in 2020 Q4 Reported by
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1| COMMERCIAL SALES
Risk Premium (Cap Rate Less 10-year T-Bond)

Trending Down But Still Elevated vs. Pre-

Pandemic Level Office: Class A 6.5
Office: Class B/C 7.5
The risk premium has slightly trended down to _
6% in the fourth quarter, but the risk premium is Industrial: Warehouse 6.5
still elevated compared to the 4.5% risk Industrial: Flex 6.7
remium prior to the pandemic. The risk . .
P b P Retail: Strip center 7.0

premium (going-in cap rate less 10-year T-bond)
started rising in 2018 (recall talk of recession, US- Retail: Mall 7.4
China trade war) through the second quarter of

2020, at 6.2%. Retail: Free-standing 6.9
Apartment: Class A 5.4

REALTORS® reported Apartment class A .

acquisitions had the lowest going-in cap rate (or Apartment: Class B/C 6.2

lowest risk) among commercial assets, at 5.4%. Hotel/Hospitality 7.5
Senior housing 6.4

Hotel/hospitality, retail, and office Class B had
going-in cap rates of over 7%. Land 6.5

Source: 2020 Q4 NAR CRE Market Survey

Risk Premium Starting to Trend Down
(Going-in Cap Rate Reported by

REALTORS® Less 10-Year T-Bond)
REALTORS® Commercial Capitalization
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2 | COMMERCIAL LEASING

REALTORS® Leasing Activity Decreased

Except in Industrial Buildings YoY % Change in Commercial Leasing

Volume Among REALTORS®
REALTORS® who responded to the survey

reported that their leasing volume (renewals 0% 17%18%
and new leases) declined on average by 1% in 15% 13% 1o<y
()
the fourth quarter from one year ago. 10% 6% 6% —
However, this is a smaller decline compared to 5% 3%
the 4% decline in the second quarter. 0% I I - - —
-5% I %, 2971%
With one in five workers still working from -10% 8% 4%
. . . - (o]
home, according to Bureau of Labor Statistics -15%
data, REALTORS® reported a decline in leasing -20%
transactions for apartments (-1%) and office -25%
buildings (-1%). =
-28% o e L I TS T
. ) S5 93298505 5990
On the other hand, leasing transactions for N A o o oYy § g 3
8 R X

industrial properties increased (1%). The
demand for industrial space is associated with
the acceleration on e-commerce sales,
spurring the demand for warehousing and

distribution space. YoY % Change in Leasing Volume in

. - 2020 Q4

In 2020, on a net basis, 98 million of square Q

feet of office space was vacated, a third of 0.8%

which was in the Northeast. However, the loss

in office space was offset by the net gain of 268 0.5%

million of industrial space, about 45% of which

is in the South region. 0.0% 0.1% 01% 0%

|
Net Absorption Of Industrial and Office
Space in Million Square Feet
0, 4%0 4%
8 0.5%
266 268 268 -0.8%
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268,448,152 Industrial

©8) -30,761,426 Northeast 46,410,590 Northeast
2012 2013 2014 2015 2016 2017 2018 2019 2020 -7,880,078 Midwest 51,002,048 Midwest
. Offce mInductin -22,087,673 South 119,253,007 South
-36,918,890 West 51,782,507 West

Source: Cushman and Wakefield
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2 | COMMERCIAL LEASING

. Office and Industrial Vacancy Rates
Vacancy Rates Continue to Trend Upwards,

But Apartment Rental Vacancy Remains Tight
20.0%

With the loss in office occupancy, office vacancy 18.0% 17.3%
rates have increased to 15.5%, about 3

) . ; 16.0% .
percentage points higher than in the second . =
quarter. However, the vacancy rate is still below B0
the 17% rate during the Great Recession. 12.0% oey 12.7%
Industrial vacancy rates have also increased 10.0% Sere
slightly to 5.3%. 8.0%

6.0%
The rental vacancy rate for apartments slightly

increased to 6.4% in the third quarter, but this is
still a low rate relative to the historical vacancy
rate of about 8% and is just about half the level

4.0% 4.6%
2.0%
0.0%

= 10) == 130 R =~ ) R = 0) Rl 130) R =~ [3) R =N 1) = 0 N =~ [} 0)
during the Great Recession. Low rental vacancy o g o4 =4 g < 9 > o g o0 9 9 o =4 ©
rates will tend to support rent growth and ) 23RS § § § § S3223R%¢58% S
increase the rate of return on apartment o
Investments. e Office ~ emm—|ndustrial
Decline in the Average Office Space? Source: Cushman and Wakefield

One major question about the impact of the

pandemic is whether the office footprint will

decrease (due to working from home) or Rental Vacancy Rate
increase (more space per person for social
distancing). Sixty-nine percent of REALTORS®
reported seeing “more” short-terms leases of
less than two years in the latest 2020 Q4

12.0%

10.0%

survey. 8.0%
%%
6.0% 6.4%
Percent of REALTOR® respondents who S7%
reported "More" companies leasing 4.0%
smaller square footage due to working
from home relative to January 2020 2.0%
69% 0.0%
030B00BO0D0O3I0OBOT0OG
LDLQCIJmBN\TmL\wO.—M\TLDL\O\o
D5 D 5 00093 FE5EBh=55=5&
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Source: US Census Bureau

62%
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2 | COMMERCIAL LEASING

Percent of REALTOR® respondents who
reported "More" short-term office leases
of 2 years or less relative to January 2020

Average Lease Terms of Occupiers

Another major question about the
impact of the pandemicis on the 63%
length of the lease. Economic
uncertainty will tend to lower the
lease term, while greater certainty on
the economic outlook will tend to
increase the average lease term
because long term leases (greater
than two years) are cheaper. Lease
terms among all occupiers will also
tend to increase if the mix of 2020.Q3 2020.Q4
occupiers shift towards those who
anticipate being in the business for a
number of years. Average Leased Space Reported by
55000 REALTORS® 29738

59%

With the cases of COVID-19 infections
still rising and nearly 25% of the 20000 17109
workforce still working from home, 15000 12917
63% of REALTORS® reportgd that they 10000 7932 7625

are observing an increase in short- 3750 5000
term office leases of two years or less e
compared to the pre-pandemic 0
period.

REALTORS® reported that, on
average, the office lease term among
occupiers was 38 months (Class B/C)
to 47 months (Class A). The average
lease term of occupiers of office class
A buildings seemed to have
increased, to 47 months. As discussed
previously, there's been a huge loss in Average Lease Term Reported by
office space occupancy, so the REALTORS®
remaining tenants are likely those
with long-term leases of about 47

Retail: Mall | NG

Office Class A |}

Industrial: Flex | N
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Retail: Strip Center

Retail: Free-standing | EGczNGEIIE

Industrial: Warehouse IR
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IN
©
o

months on average. 50 430 438
40
With the adverse effect of pandemic 30

on the retail sector, the shortest lease
terms were leases for malls, with the
average lease term at just slightly over
2 years. 0

20
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Industrial:
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o
Retail: Mall | EGzGIN:N >
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3 | CONSTRUCTION

REALTORS® Construction Activity Declined YOY % Change in Construction Projects
Except for Apartment and Industrial (in sq.ft) in 2020 Q4
Properties
REALTORS® reported on average a 3% year- 5%
over-year decline in construction activity (in 105 2%
square feet) in their markets in 2020 Q4. In the 1% |
second quarter, construction was down by 6%.
2% -1%
The largest decline in construction activity was -4%
in hotel/hospitality (-13%), followed by retail =
(-10%) and office (-10%). ’
-10%-10%

REALTORS® reported that on average, o= 0 <« o 5 5 00 g <
construction activity increased in the fourth § = 0 & S5 O c § @ 3 4
quarter compared to one year ago in Class A 2 % o O g © O 2 & § ©
apartments (5%), followed by industrial 2 & 5 S ¥ 8 £ 5 O g c
warehouses (2%), and Class B/C apartments I g 6 2 2 2 ¢ % o E
(1%) as well as senior housing (1%). 2 © = - 89 £ 5 8

© &« g 2 <
Nearly all respondents reported construction < < =
delays, with 62% reporting a delay of up to 6
months.
Obtaining construction materials and Percent of REALTORS® Who Reported
obtaining permits were cited by half of Contruction Delays in their
REALTOR® respondents as the causes of delay. Development Projects as of 2020 Q4

M than 6 th %
Percent of REALTOR® Respondents orethanbrmentns l =

Who Reported These Causes of Delay

Up to 6 months _ 29%
other [ 8%

Obtaining lender financing - 18% Up to 3 months _ 62%
Obtaining construction
materials I 0% No delay l 5%
Hiring workers _ 32%
Getting permits ||| s0%
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4 | IMPACT OF COVID-19 ON REAL ESTATE

Percent of

What changes are you seeingin the following areas relative to January 2020 (pre- coronavirus respondents who
condition)? answered "More"

2020.03 2020.04
Tenants with missed, late, or partial office, retail, or industrial space rent payments 54% 59%
Tenants with missed, late, or partial multifamily residential rent payments 53% 63%
Repurposing of vacant malls 52% 53%
Working from home/alternating/staggered office work schedules 83% 85%
Headquarters with satellite offices 48% 51%
Sales or leasing transactions in suburban area vs. central business district 43% 46%
Demand for flexible/co-working office space from individuals (gig workers, independent contractors, etc.) 51% 48%
Demand for flexible/co-working office space from enterprise clients/large firms 43% 39%
Companies leasing or moving into offices with smaller square footage due to working from home 62% 69%
Short-term office leases or use service agreements (2 years or less ) 59% 63%
Tenants with rent concessions 65% 65%
Co-tenancy clauses for retail properties 37% 38%
Investment in workspace redesigns to increase sanitation, hygiene, and social distancing (plexiglass, air filtration,etc 76% 81%
Companies that pay for expenses related to working -from-home (broadband internet, office supplies, etc.) 60% 68%
Offices being charged higher common area maintenance expenses related to safely and sanitation measures 42% 44%
Use of work data analytics to track mobility and use of office spaces 45% 46%
Companies that offer transportation services/shuttles for their workers 21% 20%
Companies obtaining business interruption insurance 50% 51%

Source: NAR Commercial Real Estate Quarterly Market Survey

2020 Q4 Survey:
How are vacant malls being repurposed in your market?
Percent of respondents who Select all that apply.

Mixed-use (residential , retail, office) I 379
Industrial use: Distribution/fulfillment center I S 250,
Church I 21%
Self-storage I 17%
Health care/hospital/medical IEE————— C%
Office space IS 15%
Multifamily/residential n— 8 8%
College/university office = 7%
Government building (office, police precinct) . 6%
Health armory R 2%
Sports stadium M 2%
Other I 9%

Download the Case Studies on Repurposing Vacant Malls
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4 | COMMERCIAL OUTLOOK

REALTORS® Expect Land, Industrial, and Apartment Properties Market to Perform Better
than Office, Retail, and Hotel

REALTORS® Outlook of the Dollar REALTORS® Outlook of Commmercial

Commercial Sales Volume in 2021 Q1 Prices in 2021 Q1 Compared to 2020 QI

Compared to 2020 Q1

o, Land

—— o, Land m— 2% Industrial: Warehouse
L A Industrial: Warehouse - 0% Industrial: Flex
——— )Y Industrial: Flex - 1% Apartment Class B/C
m % Apartment Class B/C m 1% Apartment Class A
0% m Senior housing 0% = Senior housing
-1% - Apartment Class A 2% — Retail: Free-standing
19 i
1% - Glifete Clzes A -3% Retail: Strip Center
-1% = Retail: Free-standing )
-3% Office Class A
21% Office Class B/C
) ) -3% — Office Class B/C
1% — Retail: Strip Center
-6% il:
2% — Hotel/Hospitality o Retall: Mall
3% Retail: Mall -6% I Hotel/Hospitality
REALTORS® Outlook of Land Sales in REALTORS® Outlook of Vacancy Rates
2021 Q1 Compared to 2020 Q1 in 2021 Ql

Developed residential nEE_————— %
Hotel/Hospitality e S0 %

Office Class B/C mmmmmm 12%
Office Class A 2%
Retail: Mall m——m 10%

Retail: Strip Center mmmm 10%

Developed-industrial IEE—— 5%
Ranch I 5%
Agri, cultivable, non-irrig. . 2%
Recreation sl 2%

Timber W 2% Retail: Free-standing mH 5%

Development-greenfield mmm 2% Industrial: Flex mm 4%
Agri, cultivable, irrig.  mm 2% Industrial: Warehouse mB 4%
Developed-office/retail B 0% Apartment ClassA ® 3%
Development-Brow i Apartment Class B/C B 2%

-3%

NATIONAL ASSOCIATION of REALTORS® | RESEARCH GROUP | www.nar.realtor/research-and-statistics 11



COMMERCIAL REAL ESTATE TRENDS & OUTLOOK
January 2021

NAR RESEARCH GROUP Lead Team

Research and Analysis

LAWRENCE YUN, PhD
Chief Economist & Senior Vice President for Research

GAY CORORATON
Senior Economist & Director of Housing and Commercial Research

MEREDITH DUNN
Research Manager

ANNA SCHNERRE
Research Associate, Business Insights

This report is based on information collected from NAR's 2020 Q4 Commercial Real Estate
Quarterly Market Survey. The survey asks about the commmercial transactions of
REALTORS® and members of NAR' commercial affiliate organizations (CCIM, SIOR, RLI,
IREM, and the Counselors of Real Estate) during the fourth quarter of 2020. The survey was
sent to approximately 76,000 commercial REALTORS® and members of affiliate
organizations during January 4-17, 2020, of which 969 provided answers to at least one
question.

The NAR Research Group acknowledges the 1/S/Cs for reaching out to their members to
respond to the survey and developing the survey: Aubrie Kobernus, CEO, Realtors® Land
Institute; Denise LeDuc-Froemming, CEQ/EVP, IREM; Alexis Fermanis, Communications
Director, SIOR; and Greg Fine, CEO/EVP, CCIM Institute. The Research Group also
acknowledges Charlie Dawson, Vice-President, Engagement, and Rodney Gansho,
Director of Engagement, in reaching out to CCIM, CRE, IREM, SIOR, and RLI designees to
respond to the survey.

©2020 National Association of REALTORS®

All Rights Reserved. May not be reprinted in whole or in part without permission of the National
Association of REALTORS®. For question about this report or reprint information, contact
data@realtors.org.

Download report at: https://www.nar.realtor/commercial-real-estate-market-survey
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NATIONAL
ASSOCIATION OF
REALTORS®

The National Association of REALTORS® is America’s largest trade association,
representing more than 1.4 million members, including NAR's institutes, societies and
councils, involved in all aspects of the real estate industry. NAR membership includes
brokers, salespeople, property managers, appraisers, counselors and others engaged in
both residential and commercial real estate. The termmn REALTOR® is a registered collective
membership mark that identifies a real estate professional who is a member of the
National Association of REALTORS® and subscribes to its strict Code of Ethics. Working for
America's property owners, the National Association provides a facility for professional
development, research and exchange of information among its members and to the
public and government for the purpose of preserving the free enterprise system and the
right to own real property.

NATIONAL ASSOCIATION OF REALTORS®
RESEARCH GROUP

The Mission of the NATIONAL ASSOCIATION OF REALTORS® Research Group is to
produce timely, data-driven market analysis and authoritative business intelligence to
serve members, and informn consumers, policymakers and the media in a professional and
accessible manner.

To find out about other products from NAR’'s Research Group, visit
www.nar.realtor/research-and-statistics

500 New Jersey Avenue, NW
Washington, DC 20001
202.383.1000
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