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Apartment markets remain tight across the country. Vacancy rates ticked
up 10 bps, from continued new construction as well as some slowing in
absorption, but are still at rock-bottom levels. Rent growth accelerated
to a 6% annual rate, as vacancy rates in the low 4’s indicate little or no
slack in the market, giving landlords a strong position to increase rents.
(See reverse for analysis of household formation and the outlook for
apartments).

The office sector has enjoyed a solid increase in demand this year, with
net absorption year-to-date up 30% from last year. Office vacancies
edged down 10 bps on the quarter, resuming the trend that had been in

place for most of the past four years. Rent growth decelerated a bit, Calvin Schnure
though, from the robust gains earlier in the year. Senior Vice President,
Research & Economic

. . . Analysis
Retail sector vacancy rates were stable in Q3, as weak demand is roughly cschnure@nareit.com

matched by practically no new construction. Rent growth continues to 202-739-9434
lag the other property sectors. Conditions are slack among neighborhood

and community centers, but regional malls have fared somewhat better,

especially those with high-end retailers (and Apple stores).
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Economic Fundamentals for Commercial Real Estate

Monthlyghaavngg" Employment and Wages Employment growth has been choppy around
450 1 isands - 2.75  an improving trend. Job growth slowed in
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mmmm Payrolls (left scale) over 12 months |, ¢ August and September, largely due to
350 Average Hourly Earnings (right scal " weakness in manufacturing (as goods exports
300 | 225 took a hit from China’s troubles) and mining
;38 and oil drilling. Job growth bounced back in
150 2.00 October, however, with the largest gain all year.
100 1.75 More important than the job growth itself

50 were signs that firmer labor markets are
0 1.50 translating into rising wages and incomes.
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Average hourly earnings jumped, resulting in
the fastest 12-month wage growth in more
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Household formation continues to recover.

- 20,000 The formation of new households, which is the
. 10,000 Source of demand for both apartment and
housing markets, plunged during the crisis.
Millions of people “doubled up” with parents
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live births —= - 30,000 The pirth rate also fell during the recession, but
0 - Source: NCHS, Census Bureau, Haver Analytics. |~ 40 000 rose in 2014 for the first time since 2007.
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250 mmm Office Construction is ramping up. Real construction
W Lodging (that is, adjusted for inflation) of all property
200 Total Private

types has been on a steady uptrend since the
crisis, and indeed has nearly doubled since
early 2011. Increases to date, however, only
reflect the steepness of the decline during the
recession, and activity is barely back to the
levels in 1993. While overbuilding is always a

potential risk in commercial real estate, those
199319951997199920012003200520072009201120132015 worries appear to be at least a few years away.
Source: Census Bureau, BEA, Haver Analytics
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The views expressed in this commentary are those of Calvin Schnure, PhD, of the National Association of
Real Estate Investment Trusts (NAREIT®) and reflect the current views of Dr. Schnure as of November 6, 2015.
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