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Notice to Readers

Emerging Trends in Real Estate® is a trends and forecast publication now in its 38th
edition, and is one of the most highly regarded and widely read forecast reports in the
real estate industry. Emerging Trends in Real Estate® 2017, undertaken jointly by PwC
and the Urban Land Institute, provides an outlook on real estate investment and devel-
opment trends, real estate finance and capital markets, property sectors, metropolitan
areas, and other real estate issues throughout the United States and Canada.

Emerging Trends in Real Estate® 2017 reflects the views of individuals who completed
surveys or were interviewed as a part of the research process for this report. The
views expressed herein, including all comments appearing in quotes, are obtained
exclusively from these surveys and interviews and do not express the opinions of
either PwC or ULI. Interviewees and survey participants represent a wide range of
industry experts, including investors, fund managers, developers, property compa-
nies, lenders, brokers, advisers, and consultants. ULI and PwC researchers personally
interviewed more than 500 individuals and survey responses were received from more
than 1,500 individuals, whose company affiliations are broken down below.

Private property owner or developer 311%
Real estate advisory or service firm 27.9%
Investment manager/adviser 6.7%
Homebuilder or residential land developer 6.6%
Bank lender 4.9%

Equity REIT or publicly listed real estate property company 4.8%

Institutional equity investor 4.6%
Private REIT or nontraded real estate property company 2.1%
Institutional lender 1.2%
Real estate debt investor 0.6%
Securitized lender 0.3%
Mortgage REIT 0.1%
Other entity 9.2%

Throughout the publication, the views of interviewees and/or survey respondents
have been presented as direct quotations from the participant without attribution to
any particular participant. A list of the interview participants in this year’s study who
chose to be identified appears at the end of this report, but it should be noted that all
interviewees are given the option to remain anonymous regarding their participation.
In several cases, quotes contained herein were obtained from interviewees who are
not listed. Readers are cautioned not to attempt to attribute any quote to a specific
individual or company.

To all who helped, the Urban Land Institute and PwC extend sincere thanks for sharing
valuable time and expertise. Without the involvement of these many individuals, this
report would not have been possible.

Emerging Trends in Real Estate® 2017
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Chapter 1: Playing for Advantage, Guarding the Flank

Playing for Advantage, Guarding the Flank

“Big assets, big cities, big capital, and big competition. The U.S. is more N favor

than the rest of the world right now.”

The game of chess is not a game of chance, but requires
mastery of a complex set of skills that are both art and science.
A player needs to be alert, equally aware of the strengths and
weaknesses of his own position and that of his opponent. A
plan is needed, most assuredly. The number of possible games
that can develop, however, exceeds the number of atoms in the
universe. Hence, flexibility within the plan is critical. Each move
has a short-term impact and is also a step in positioning for a
victorious endgame.

Like chess, the real estate playing field requires an artful mix of
skills, tactics, and strategies. A chessboard is limited to just 64

squares and is two-dimensional. Real estate’s domain covers a
lot more space, and requires thinking across economic, social,
political, and technological dimensions.

Beginners may often extend themselves swiftly and aggres-
sively into the fray, seeking quick advantage but overlooking the
impact of countermeasures that are obvious to more experi-
enced players. Strategic thinkers see beyond the “next move”
and anticipate the development of a series of moves that, taken
together, create a more powerful control of the board.

As we consider the emerging trends going into 2017, we try to
look two or three moves ahead in the fascinating and competi-
tive field that is the real estate industry. And, since no single
move can be considered in isolation, it will be important to see
the pattern linking several trends as they evolve interactively.

Exhibit 1-1 U.S. Real Estate Returns and Economic Growth

Exhibit 1-2 Emerging Trends Barometer 2017
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ULI Real Estate Consensus Forecast.

*NCREIF/NAREIT and GDP data for 2016 and 2017 are based on forecasts for these
indicators in the UL/ Real Estate Consensus Forecast, October 2016.
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Source: Emerging Trends in Real Estate survey.
Note: Based on U.S. respondents only.
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Exhibit 1-3 Firm Profitability Prospects for 2017

Exhibit 1-4 Real Estate Business Prospects
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Source: Emerging Trends in Real Estate surveys.

Context: A Kinder, Gentler Real Estate
Cycle?

The disruption wrought by the global financial crisis violently
upended financial markets around the world and hammered real
estate markets in the United States. In a real sense, the rever-
berations continue. Real estate transaction volume across the
country rebounded, but development remains below historical
norms for most property types. A major publisher of real estate
news and commentary says, “We have never been in a real
estate cycle like this.” Overall, there is a sense that real estate
has learned painful but valuable lessons. This time, real estate
will not likely be the trigger for a business cycle recession. And,
as far as the number of “innings” remaining, here is what one
chief executive officer (CEQ) with multiple international invest-
ment partnerships said: “Don’t worry about innings. This is a
doubleheader.”

At 85 months’ duration (as of August 2016), this business cycle
was already the fourth longest in U.S. history, far longer than the
average 58-month upturns since World War II. Many concurred
with an institutional equity investor describing this as “a mature
phase of the cycle.” As is so often the case, averages are of little
help in understanding business cycle duration. Cycles have
been lengthening over the past half-century, and both the 1980s
and 1990s saw growth phases of 92 and 120 months, respec-
tively. In a word, cycles do not die of old age.

Little in the U.S. macroeconomic data suggests overheat-

ing, the primary symptom of trouble ahead for the cycle. Real
gross domestic product (GDP) growth has settled in at about 2
percent per year, and job growth—monthly aberrations notwith-

4 Emerging Trends in Real Estate® 2017

Real estate owners 2017
Residential builders/
developers
Real estate equity
investors
Commercial real estate
developers

Real estate services

Real estate investment
managers/advisers

Real estate lenders | 3.47

Real estate security
investors 3.33

Abysmal  Poor Fair Good  Excellent

Source: Emerging Trends in Real Estate 2017 survey.

standing—is running at about a 1.7 percent pace, approximately
2.5 million annually. The Federal Reserve has been exception-
ally cautious about raising interest rates, due to volatility in the
data, in financial markets, and in the geopolitical climate. The
Fed has shown little inclination to “take away the punchbowl.”

A major factor in seeing the real estate cycle extending even
deeper into the future is the difficulty of securing construc-
tion financing. This is effectively keeping the oversupply that is
typical of a late cycle from emerging this time around. An inter-
national investment executive notes that bank regulators and
new risk rules have enforced discipline on lending, a primary
factor in the development slowdown.

The volume of available capital that is seeking “core properties”
has pushed pricing past prior peaks in many markets, making
some moves on the chess board costly. Reduced leverage
ratios have shifted more risk toward the equity investor. As one
longtime observer of institutional investors put it, “We are in the
‘white knuckle’ phase of the cycle. Champagne is not flowing

at closings.”

Traditional sources of capital are favoring a “risk-off” approach.
Acquisitions are extremely selective, with cap-rate compression
having spread into secondary markets over the last two years.
“Risk is on the demand side,” in the view of a West Coast—-based
investment manager.
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Exhibit 1-5 Time Horizon for Investing

2017

1-3years 2016

3-5years

5-10 years

10+ years

1
0% 10% 20% 30% 40%
Percentage of total survey respondents

Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.

Exhibit 1-6 New Commercial Square Footage as
Percentage of Inventory
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Where many felt a year or two ago that real estate cap rates had
no direction to go but up, an emerging consensus believes that
such a move is not likely in the near term and that the current
level of risk premiums could sustain a modest further decline in
going-in cap rates. This alone is a sign of how unusual the cur-
rent cycle has become.

Optionality

Both on the investor side and the user side of the market,
optionality—not just one use, not just one user, not just one

user profile—may be gaining favor as a way to navigate the
cross-currents of volatile markets. The potential extent of such
optionality is as wide as the industry itself. Says one interviewee,

the principal of a boutique investment holding company, “The
developer/financier that understands optionality in their projects
is the winner. Optionality will be of great value over the next
generation.”

Optionality from a user standpoint allows for the adjustment

of space needs to vary in terms of size, location, and use on

an as-needed basis. This has already been the attraction of

gig workers, sole proprietors, and perhaps very small firms to
cowork space, where the provider of that space is most defi-
nitely pursuing more than “just one user.” The ultimate optionality
would eliminate the need for even large firms to lock into a lease
that is tied to a set amount of space in a predetermined location.
And this has now happened. A Fortune 500 communications
company recently entered into a deal with an international pro-
vider of shared-office space. The tenant in this case proposes
to cut its occupancy costs in half within five years. In addition

to the cost savings, the tenant touts the strategy to employees
as promoting productivity, collaboration, and community in its
noncampus administrative centers. The office provider gains

a set amount of cash flow from the user, but also maintains the
option of backfilling any unused space that may not be used by
the core tenant that month.

Optionality gives property owners the ability to maximize highest
and best use, based on immediate tenant demand. Pursuing
“not just one use,” a Washington, D.C., investor/developer has
launched a prototype operation in Alexandria, Virginia, where
1,000-square-foot units can be, at the tenant’s discretion,

either housing, office space, or both. Common-area amenities
abound, including a pet spa, sports and recreational facilities
(indoor and outdoor), and even a soundproof music studio. The
property is a suburban 39,000-square-foot office building that
was empty at acquisition and was bought at a 65 percent dis-
count to its original valuation. The promoter believes that dozens
of such opportunities can be found across the United States,
provided that zoning is flexible.

The opportunities are real, but the execution could be compli-
cated. There are so many moving parts, as a large institutional
investment manager pointed out: “We look at technology and
the inroads of the sharing economy. Take office sharing: what is
the cyclical risk for an office-sharing lease in a downturn? Take
retail space that is shifting from chain stores to restaurants—res-
taurants require higher Tls [tenant improvements], as do service
tenants like gyms, spas, medical uses—but what is the credit
behind those leases?”

Optionality can have an impact on what could be appropriate for
a market. Consider the multifamily sector, in rental apartments

Emerging Trends in Real Estate® 2017 5



Exhibit 1-7 Importance of Issues for Real Estate in 2017

No Little Moderate ~ Considerable  Great
importance importance importance  importance  importance

Economic/financial Issues
Job and income growth

Interest rates and cost of capital

Macroeconomic issues
(inflation, dollar strength)

Global economic growth
Income inequality | 3.44
Taxes and regulation | 3.36

Sharing economy | 2.68

Social/political issues
Terrorism/war/epidemics

Social inequality

Government budget issues

(local/state/federal) | 47

Immigration | 8.35
Availability of qualified labor | 3.18

Education (cost and availability) | 2.75

Political landscape | 2.69

Real estate/development issues

Land and construction costs
(Capital availability
Infrastructure/transportation

Housing costs and availability

Environment and sustainability | 3.20
State and local water regulation | 2.99
Wellness health features | 2.63

Risks from extreme weather

1 2 3 4 5

Source: Emerging Trends in Real Estate 2017 survey.
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and condominiums, and the pursuit of “not for just one user pro-
file.” The head of a REIT sees an emerging millennial market for
ownership units, but one whose growth is bounded by a “keep-
ing our options open” attitude: “Jobs are no longer careers, and
millennials are not yet looking for the commitment of owning a
home. They are footloose in the job market, and footloose as to
roots in the community.” Developers hedge their bets by build-
ing condo quality into rentals—an option that makes sense at
today’s ultra-low cap rates—knowing that market demand can
shift swiftly between the two forms of product. Another multifam-
ily option being discussed in the market is the development of
projects that appeal to multiple generations—millennials and
baby boomers, for example. The two groups are looking for
similar amenity packages but differ on the desired size and
price point of the units

Keeping your options open has never seemed to be a wiser
approach.

Transformation through Location Choice

A new breed of CEOs has been turning a widespread economic
development approach on its head, transforming some cities in
the process. Instead of negotiating for the most generous pack-
age of public incentives possible, these business leaders take
the tack that private employers can catalyze civic revivals and,
in benefiting communities, can benefit their enterprise as well.

CEOQOs speak of the “triple bottom line” of financial, social, and
environmental success. A recent study counted nearly 500
companies whose downtown location choices have been a
potent factor in urban revitalization. Corporate leaders under-
stand the impact, but also stress the self-interested economic
case: attracting talent, penetrating urban markets, and the supe-
rior returns obtainable in live/work/play locations. Diverse cities,
ranging from Cleveland and Oakland to San Diego and Raleigh,
have benefited.

The first wave shows us what this is really about.

The two most prominent efforts with track records under their
belts have been in Las Vegas and Detroit. With several years of
history, we can see that successes and struggles have occurred
in both ventures. Not every gambit proves fruitful and the
measure of decades is more appropriate for evaluating results

in revitalizing cities. Even now, however, we can see what trends
are more promising and what we can learn from stumbles.

The downtown Las Vegas efforts have displayed the kind of trial-
and-error experimentation that epitomizes the venture capital
approach. About $150 million has been spent on Las Vegas’s
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Climate Change and Real Estate

The Emerging Trends in Real Estate® survey asks respon-
dents about the importance to their business over the next
year of risks emanating from environmental issues (including
climate change). For the second straight year, the response
was tepid. While the importance of general sustainability

did increase very slightly, specific climate change implica-
tions—including water regulations, or risks from extreme
weather—continue to be ranked very low compared with job
growth, land costs, and capital availability (see exhibit 1-7).

Climate impacts, in creeping forms such as drought or sea-
level rise, or acute forms like severe storms, can destabilize
entire regions. The U.S. National Security Strategy “is clear
that climate change is an urgent and growing threat . . .
contributing to increased natural disasters, refugee flows,
and conflicts over basic resources such as food and water.”
Interestingly, immigration and conflicts (war/terrorism)
ranked more highly by Emerging Trends respondents

than climate impacts themselves.

E.T. respondents’ low ranking of most climate-related topics
may be attributed, at least in part, to the questions’ one-year
time frame. Nevertheless, there is growing alarm among
leading investors, insurers, business leaders, and policy
makers and increasing evidence of the potential impacts of
climate change (or actions to address it) on real estate:

e Lloyd’s City Risk Index illuminates the financial risks of
flooding in some top U.S. real estate markets:

Homes at Risk from Sea-Level Rise

US Cities’ GDP at Risk from Flooding

Global rank City GDP at risk ($B)
3 Los Angeles 13.3
4 New York 1341
12 Houston 7.8
16 Chicago 6.2
20 San Francisco 515
Total 45.9

e Zillow, looking at the impact of sea-level rise on homes
across the United States, concluded that 1.9 million
homes—worth a combined $882 billion—are at risk
of being physically underwater by 2100, with some
markets being severely affected:

State

Florida

New Jersey
New York
Massachusetts
California
South Carolina
Hawaii
Washington
Texas

Homes Housing
potentially
underwater (no.) (%)

934,411 12.56

190,429 7.35
96,708 21
62,069 3.1
42,353 0.44
83,833 4.42
37,556 9.07
31,235 1.32
46,804 0.61

stock affected Value at

risk ($B)
413.0
93.1
71.0
51.2
49.2
45.0
25.3
13.7
12.0

e These losses are not all insured or insurable. SwissRe

says that there is a widening “protection gap

On aver-

age, only about 30 percent of catastrophe losses have

been covered by insurance over the last ten years. That
means that about 70 percent of catastrophe losses—or
$1.3 trillion—have been borne by individuals, firms, and
governments.”

e In 2015, 195 nations signed the U.N. Paris Agreement
on climate change, which sets out bold policy plans to
reduce climate-change-causing carbon emissions. Real
estate is a prime target for these reductions, since energy
used in buildings is the largest source of carbon pollution
worldwide (nearly one-third).

e Access to capital is increasingly likely to be affected by
investor and lender perceptions of climate risk, too. Four
hundred investors, representing $24 trillion in assets,
have pledged to “ensure that they are minimizing and
disclosing the risks and maximizing the opportunities
presented by climate change.”

e ULI's Greenprint Vol. 7 Performance Report, Tenant
Energy Optimization Program, and Returns on Resilience
show how real estate leaders are taking action to address
climate change and achieving bottom-line success.

ULl.org/sustainability.

Emerging Trends in Real Estate® 2017



old City Hall; the development of a retail store, restaurant, and
entertainment venue called “the Downtown Container Park”; and
the Airstream Village, where residents live in the classic trailers
or in distinctive RVs called Tumbleweed Tiny Houses. Another
$150 million was dedicated to interest-free loans for startups,
which have had a range of success. On the whole, the trajec-
tory is upward. Las Vegas’'s downtown is no longer given up for
dead, but stands as a much more vibrant—and safer—district.

These days, it seems as though everybody wants to see what’s
happening in downtown Detroit. The relocation of a company’s
headquarters from suburban Livonia, Michigan, to downtown
first placed 1,700 employees into Detroit’s depressed central
business district (CBD). That number now stands at 12,500.
With one company controlling an entire district, attention is
paid to how all the pieces fit together so that great synergies
are created

These were bold and inspiring moves and impactful invest-
ments; big businesses can be catalytic. What's left to do to and
by whom? A complete 21st-century urban transformation into a
live/work/play environment requires special attention to “live”"—
that is, to housing density, since the “work/play” components
depend upon a residential base for expansion and growth.
These, of course, are the same key ingredients of success that
are transforming 18-hour cities across the United States.

For those places still struggling, in the meantime, there is great
opportunity in the existing inventory of vacant land, much of
which is held “in rem” by the city. A portion of this could be
placed in a land trust for future development, which would
enable future affordable housing to be developed without future
land price inflation. Developer-investors could hold shares in the

Exhibit 1-8 Prospects by Investment Category/Strategy,
2017

2017

Value-add investments 2016

Development

Opportunistic investments

Core investments*

1 2 3 4 5
Abysmal Poor Fair Good Excellent

Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.
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trust, and local banks with Community Reinvestment Act obliga-
tions might be able to provide financing.

Collaboration with city government and the experienced devel-
opment community can promote a more unified and long-lasting
successful approach. The longer-term test will be the degree to
which the initial corporate/government collaboration acts as a
catalyst for other investment. The object is not to create a 21st-
century “company town.” It is to redevelop a diverse and vibrant
urban center.

Here is where leadership supplies what impersonal market
forces may neglect or where they may go more slowly. The
genius of leadership is, in the words of George Bernard Shaw,
“to dream things that never were, and ask, ‘Why not?’”

Recognizing the Role of the Small
Entrepreneurial Developer

Tall buildings, “starchitect” projects, the upper-echelon market.
It is human nature to focus on the properties that capture the
glamour of development. It is likely that the headlines and prizes
will always gravitate to the biggest and brightest new buildings.
At some point, however, we will probably look back and find
that problem-solving innovation emerges from the small-scale
project developer.

Today’s environment seems to conspire against the small
developer, with risk-averse capital favoring the most expensive
locations and lenders timid about advancing project funds lest
their regulators pounce. As one southeastern developer put it,
“There aren’t 30-year-old developers anymore because capital
is too hard to come by.”

Bigger is not always better. Nimbleness and local knowledge
are not commodities, and several factors suggest that small
and midsized developers have an increasingly significant role
in the industry.

First of all, consider the structure of the building construction
industry. In 2015 (the most recent year for which figures are
available), there were 46,843 firms in the commercial property
building industry whose employee count was less than 20 per
firm. That is 86.5 percent of all the firms in the industry. For firms
focused on the multifamily segment, the numbers are even more
skewed to small companies, at 91 percent of firms. When it
comes to total jobs, however, employment is well distributed in
all establishment sizes up to and including the 100-t0-249-
employee category. That distribution—share of total develop-
ment industry jobs by size of firm—has stayed remarkably



Chapter 1: Playing for Advantage, Guarding the Flank

Exhibit 1-9 Profile of U.S. Development Firms, by Size
of Firm and Sector, 2015
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stable since 1990. Bottom line: commercial and multifamily
building in the United States has a broad and very solid base
of small and midsized providers.

These smaller firms are capable of addressing a range of cur-
rent needs: affordability for users across the property types,
infill in older neighborhoods, and attention to smaller markets
of lesser interest to the larger firms.

With construction costs a crucial issue, smaller developers who
build product on sites outside the core CBD can create new
offices, stores, and housing less burdened by extreme land
cost inflation. “Contextual zoning” encourages flexibility of use
and compatibility with existing neighborhoods, and the small

developer is likely to be alert to manageable infill opportunities
with more modest project size, both in the cities and in older
mixed-use suburbs.

While money center banks are finding it difficult to add new
development loans to their books, some of the void is being
filled by regional and community banks. These are the institu-
tions that smaller developers have long depended upon, banks
that are experienced in local market conditions and that have
the capacity to underwrite smaller deals skillfully. As one devel-
oper remarked, “They like the fact that it's small scale, which
mitigates the lease absorption risk.”

In Emerging Trends, we often bring our spotlight to the large-
scale trends. But much change is incremental, the sum of many
contributors whose efforts, taken together, can make a huge
difference. The enormous number of firms composed of 20, 50,
and 100 employees provides the industry with an ideal labora-
tory for entrepreneurial innovation.

Labor Scarcity in Construction Costs

The crossover point where more baby boomers are retiring
than millennials entering the labor force is upon us. A Bureau

of Labor Statistics (BLS) analysis released in December 2015
projected labor force change for the ten years ending 2024 as
being only 0.5 percent per year. Emerging Trends has sketched
the big picture in previous editions. The key change in the
population cohorts from 2014 to 2024 looks like this: the number
of Americans in the 25-to-34-years-old age group, the prime
early-career working years, will be up by 3.2 million; meanwhile,
the 65-t0-74-years-old age group, those most likely to exit the
labor force in retirement, will be up by 9.4 million. Between the
boomers and the millennials, gen Xers are solidly in their mid-
career years, but this is a smaller cohort—another reason the
labor pool is somewhat shallower.

The driving factors are age demographics and the labor force
participation rate, and the two are related.

Many believe that the labor force participation rate—the per-
centage of the civilian population 16 years or older who are
working or are actively looking for work—has dropped as one
of the consequences of the global financial crisis. However, the
participation rate peaked in 1997 at 67.1 percent and has been
falling since 2000. As of July 2016, it stood at 62.8 percent. For
men, the rate has been in steady decline since the late 1940s.
Female labor force participation peaked at 60.0 percent in 1999
and has been declining for a decade and a half. Obviously, a lot
more is happening than just displacement stemming from the
Great Recession.

Emerging Trends in Real Estate® 2017 9



Exhibit 1-10 Percentage of U.S. Working-Age Population Participating in Labor Force, 1950-2020
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Exhibit 1-11 U.S. Construction Employment, 1990-2016
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As more young people seek higher education, they remain out
of the workforce for a longer period, putting downward pressure
on labor force figures. As more of the baby boom generation
moves into the age-65-plus cohort, its participation rate also
drops. BLS projections call for the overall participation rate to
dip to 60.9 percent by 2024.

We do not have to wait to feel the effects on real estate. Our
interviewees are telling us that they feel the pinch right now, and
they expect it will get tighter over time. A multifamily housing
specialist says, “Labor availability and shortage will continue

to have a significant impact on the market. The shortage
ranges from laborers to more skilled labor. This is pushing up
the development time on projects and is cutting into returns.

10 Emerging Trends in Real Estate® 2017

The shortage of labor has slowed the number of units being
delivered to markets and may have helped prevent overbuilding
in 2016.”

Executives for a firm intermediating offshore wealth into the

U.S. real estate market note that they see “five-to-seven-month
construction delays due to labor shortages, while costs are
inflating.” An institutional investor from the Midwest adds that
rising costs push apartment development toward luxury units:
“We can't afford not to develop apartments at the high end

due to a run-up in construction hard costs. The run-up in labor
outpaces construction materials’ costs, though, especially in the
locations we find attractive, where the land basis has also gone
up considerably.”
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Exhibit 1-12 Age of U.S. Working Population, by Cohort
and Year
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ULI district council focus groups convened for Emerging
Trends® 2017 (see chapter 3) identified labor shortages as

an issue in markets as diverse as Atlanta, central Florida,
Cleveland, and Nashville. Large metropolitan areas such as
Denver, Phoenix, and Orange County, California, have seen
double-digit construction job gains in the past year, depleting
the remaining pool of workers.

The causes of the labor shortage are many. One West Coast
consultant suggested that the clampdown on Mexican immigra-
tion alone reduced the labor pool by several hundred thousand
construction workers. As development seized up after 2008,
others pointed out, workers moved to the booming opportunities
in the oil and gas industries. (Reports from the energy industry
indicate that workers let go in the oil and gas slump are typically
migrating to fields like alternative energy, or are enrolling in com-
munity college for retraining.) Skilled craft workers are retiring
more quickly than they can be replaced. Project managers are
also in short supply. As of April 2016, there were over 200,000
unfilled job openings in building construction, according to the
Bureau of Labor Statistics Job Openings and Labor Turnover
Survey (JOLTS).

So we have an “emerging trend” identified in past editions now
biting business in a painful way. What are the next moves on the
chess board?

In a way, this is a real opportunity for the real estate industry

to lead a way toward solutions. Real estate in all its guises—
construction, property management, brokerage, and even
finance—offers ample opportunities to create entry-level jobs
that are not “dead-end jobs,” but the first step on a career path.

Given the exceptionally high cost of a college degree, many
young people might opt for a blue-collar occupation in the
trades if an upward path to greater responsibility and commen-
surately greater income were foreseeable.

While the first moves might seem counterintuitive to many—
increased public funding for vocational/technical education,
support for apprenticeship programs that are typically adminis-
tered by labor unions, funding for public infrastructure projects
that develop entry-level skills—taken together they make a
starting point for attracting younger workers of all stripes to the
business. In addition, immigration reform that would encour-
age, not discourage, blue-collar workers is vital. America’s labor
force needs replenishment at all levels, not just the high-tech
programmers and software engineers who now get the plum
H1-B visas almost the day they become available.

Housing Affordability: Local Governments
Step Up

Nowadays, the affordable housing conversation makes a
distinction between “big-A” and “small-A” affordability. Big-A
affordability refers to housing for low-income households and
looks at familiar subsidy programs such as Section 8, the low-
income housing tax credit, and a panoply of state and local
programs seeking to address 12 million households paying
more than 50 percent of their income for housing.

Small-A affordability concerns recognize that, in many markets,
middle-income households—those in the second to fourth
quintile nationally, averaging between $31,000 and $87,000 in
yearly income—are “housing stressed,” spending more than a
third of their income on housing costs. An August 2016 report
from the Washington, D.C.—based National Association of Home
Builders (NAHB) indicated that just 62 percent of all new and
existing homes sold in the second quarter were “affordable”

to the median U.S. household. With home prices rising at a 5
percent annual rate—more than twice as fast as incomes in
recent years—and apartment rents on pace to grow 4.5 percent
in 2016, the level of stress will likely increase in the near future.

Housing costs and availability were rated by Emerging Trends
survey participants as being “considerably important” issues for
real estate, increasing in importance this year when compared
with the “moderate importance” given to future home prices and
affordable/workforce housing in our survey a year ago.

The related strain on the social fabric is getting high-level atten-

tion. As one longtime CEQ of a publicly traded company said,
“We're not paying enough attention to affordable housing, and |
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Exhibit 1-13 Change in Median Existing Home Price vs. Change in Median Household Income
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don’t mean low-income or government-subsidized. Just regular
rents. No new buildings are providing that kind of product. Time
will tell if that’s going to come back to haunt us. Not everybody
makes $75,000 to $100,000 a year.”

Affordable housing may be the real estate industry’s vulnerable
flank on the chessboard. Or it might be a strategic opportunity
to move creatively toward a large and growing market, with
incremental profits rather than large windfalls.

Local governments are not waiting on the sidelines; they are
moving more aggressively than at any time in memory to
incentivize—or compel—the private sector to meet worsening
housing affordability needs. A handful are pushing development
impact fees and even considering rent control. The most widely
used approach by far, though, is an old idea (dating to the early
1970s) that has roared back to life: inclusionary zoning. Through
such zoning, cities require or encourage developers to create
below-market-rate rental apartments or for-sale homes in
connection with the local approval of a proposed market-rate
development project.

New York City has the nation’s most far-reaching policy. The
mayoral administrations of Michael Bloomberg (2002-2013)
and Bill de Blasio (2014—present) have used inclusionary zon-
ing to meet affordability targets, recognizing that the sharply
upward movement of land prices compromise affordable
housing feasibility without some form of public incentive. San
Francisco, another booming economy, passed a ballot initia-
tive to expand its requirements for affordable units in new
developments from the previous 12 percent to 25 percent of
the project. However, feasibility studies have suggested an
18 percent requirement, which is likely to be implemented.
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Exhibit 1-14 Moderate and Severe Housing Cost Burden on
Households with Annual Incomes below $50,000
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Bureau “American Community Survey” data.

Note: Moderate burden is defined as housing costs of 30 to 50 percent of household income;
severe burden is housing costs of more than 50 percent of household income. Households
with zero or negative income are assumed to be severely burdened; renters paying no cash
rent are assumed to be unburdened. Income cutoffs are adjusted to 2014 dollars by the
Consumer Price Index for urban consumers for all items.

Proposals to put inclusionary zoning in place or strengthen
existing policies are advancing in Atlanta, Baltimore, Detroit,
Los Angeles, Nashville, Pittsburgh, Portland, Seattle, and
Washington, D.C., among other cities. Recent research by the
ULI Terwilliger Center for Housing found that the most effective
inclusionary zoning policies provide developers with flexibility
and an array of incentives to mitigate the policies’ potential
negative impacts.

Redevelopment efforts also are affected by affordability issues.
Jurisdictions frequently frame their objectives as “creating and
preserving” affordable housing. Montgomery County, Maryland,
is trying to develop a program for downtown Bethesda whereby
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older apartment buildings could sell excess zoning capacity
(unused floor/area ratio [FAR]) as “priority sending sites” in
exchange for committing to retain 30 percent of their units at
targeted affordability rents. California legislation permits com-
munities to allow higher densities in exchange for meeting
affordable housing objectives.

Similarly, in cities of lesser density and in older suburbs, plan-
ning officials can work with a new breed of players pursuing
strategies to maintain or only modestly increase current rent lev-
els in the existing rental housing stock. By making only the most
necessary improvements and having laser focus on property
management, these firms deliver 100 percent occupancy and
competitive current income returns, while helping meet a press-
ing social and economic development need. The strategy is
especially effective in markets where the spread between Class
A and Class B/C apartment rents is fairly wide.

Population increase, upward pressure on land and building
costs, and persistent wage stagnation challenge government
and the private sector to devise a menu of solutions. The trend
to meet that challenge is gathering momentum. This is a “long-
game” conundrum whose immediate difficulties are prompting
an array of responses now.

Gaining Entry beyond the Velvet Rope

Trends do not always go hand in glove with each other; there can
be cross-currents. When one is dealing with such fundamental
issues as jobs, housing, and public policies, it is not surprising
that disparities and disagreements come with the territory. But at
a time when a number of markets are struggling with a shortage
of affordable housing, opposition to potential solutions may be
on the rise. And it may seem that there has rarely been a time
when divisions have been more in evidence. Politics has brought
this into sharp relief, but the fault lines were there already. Some
Emerging Trends interviewees see this as the further progress of
“NIMBYism,” now often more easily broadcast and perpetuated
via social media campaigns. But where the “not in my back-
yard” phenomenon largely represented a resistance to specific
development, it appears that we now must recognize a trend that
might be called “the velvet rope.”

At the entrance to fashionable nightclubs or red-carpet opening
nights, access is controlled through use of velvet ropes on brass
stanchions. Bouncers let only select individuals gain entry—the
others have to stand and look in from the outside. Two points
should be made about this velvet rope in the context of urban
economies and real estate.

The State of the Suburbs: Residential
Development Opportunities and

Challenges

In the coming decades, U.S. suburban housing markets are
poised to maintain their relevance and predominance. A new
analytic framework for classifying suburbs reveals significant dif-
ferentiation between cities and suburbs and wide variety among
different types of suburbs in terms of housing characteristics
and conditions. These differences could substantially affect
future residential demand and development in every major mar-
ket in the United States. Key insights include the following:

e The United States remains a largely suburban nation. In
America’s 50 largest (and most urbanized) metropolitan areas,
suburbs account for 79 percent of the population, 78 percent
of households, 32 percent of land area, and—despite popular
and media perception—75 percent of 25- to 35-year-olds.

e Suburban growth has driven recent metropolitan
growth. From 2000 to 2015, suburban areas accounted
for 91 percent of population growth and 84 percent of
household growth in the top 50 U.S. metro areas.

e The large majority of Americans work in suburbs,
although job growth has been more balanced recently.
As of 2014, 67.5 percent of employment in the 50 largest
metro areas was in the suburbs. Between 2005 and 2010,
employment in suburban areas remained stagnant with O
percent growth, while it increased by 8.2 percent in urban
areas. But between 2010 and 2014, jobs increased by 9
percent in suburbs versus 6 percent in urban areas.

e American suburbs as a whole are racially and ethnically
diverse. Fully 76 percent of the minority population in the top
50 metro areas lives in the suburbs—not much lower than the
79 percent of the total population in these metro areas.

e The variety of types of suburbs creates a wide range
of development opportunities. The report identifies
development trends, issues, and innovative product
examples in five distinct types of suburb within the 50
largest metro areas: “Established High-End,” “Stable
Middle-Income,” “Economically Challenged,” “Greenfield
Lifestyle,” and “Greenfield Value.”

Housing in the Evolving American Suburb, RCLCO and the ULI Terwilliger Center for
Housing, November 2016.
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The first point has to do with the widening income gap. Just as
the downtowns of cities “hollowed out” in the second half of the
last century, so too the middle class has been hollowing out.
Income inequality is high for cities like New York, Los Angeles,
and San Francisco. However, the level of inequality is high and
increasing in other metro areas, including Miami, Charlotte,
Boston, and Atlanta. For these areas and many others, the
velvet rope means increasing income segregation.

Secondly, exclusionary forces are equally alive in suburbs
and cities.

Suburbs grapple with their own velvet rope dilemma. Analyses
of millennials’ preferences have identified density, diversity,
walkability, and transit accessibility as factors in location choice
for this 83 million—person demographic cohort. And, as we
have pointed out in previous editions of Emerging Trends, these
factors are equally attractive in the suburbs as in the densest
urban core. The issue is that to create these amenities and keep
neighborhoods affordable often requires changes to traditional
suburban development. Yet the increase in demand for land use
attorneys and consultants by communities resisting change, the
ease of assembling opposition to planning changes in the era

of social media, and other forms of opposition to development
indicate the degree to which some suburbs are flat out resisting
the very attributes demanded by potential new residents.

This not only hobbles attempts to restore the residential attrac-
tiveness of suburbs, but also impedes the ability to keep
neighborhoods affordable.

Exhibit 1-15 U.S. Internet Penetration
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In cities themselves, the very characteristic of density magnifies
the impact of change. Most often, the debate is not between
what's good and what’s bad. It is a question of how the new
connects with the old. The urban velvet rope would freeze time
in favor of the status quo. Real estate development encounters
this directly. New building design can ignore neighborhood
history and context, or it can seek to bring that history forward
organically while meeting the changes in the city’s makeup. It is
not only real estate, though. Community organizations can seek
to keep local demographics static, or can find ways to make
diversity work in the neighborhood’s favor by discovering the
vibrancy in multiculturalism—in the food experience, in ethnic
festivals, in the upward striving that has been the hallmark of
new, opportunity-seeking residents. Government, business, and
the not-for-profit sector can go either way: rallying to keep things
“as they have always been,” or helping shape a future that is
really continuous with the past, recognizing that cities have
never been stuck in time, but have always been organisms that
have grown and prospered by adaptation.

There is, therefore, a significant cultural change that requires
careful attention. Where “exclusivity” was often seen as a critical
selling point for communities in the past, it is now being eclipsed
by “inclusiveness” as a social value. The velvet rope is already
an anachronism. Communities seeking to retain economic, eth-
nic, racial, or other barriers as a “de facto” matter are engaged
in a rear-guard action, contrary to their own self-interest.

The Connectedness of Cities

There are now more objects than people connected to the
internet, a phenomenon known as “the internet of things.” Point-
of-sale registers communicate with warehouses. Smart phones
have apps to search stores for the best prices. Sensors embed-
ded in roadways reroute logistics paths. HVAC systems are
automatically controlled in real time.

Known by the shorthand “IoT,” the estimate for internet-con-
nected devices hit 10 billion in 2015 and is projected to more
than triple to 34 billion by 2020. As always, the relationship
between advancing technology and the real estate industry is

a complicated one. But the evidence suggests that a market’s
trend toward technological advantage is correlated with superior
real estate performance.

The seven “smartest cities” in the United States are listed as
Seattle, San Francisco, Boston, New York, D.C., Portland,
and Chicago in a ranking from Co.Exist, an online publication
of the magazine Fast Company. Smart cities are defined as
those gathering data from devices and sensors embedded in
roadways, power grids, buildings, and other assets. They use
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Exhibit 1-16 Potential 2025 Revenue from Virtual and
Augmented Reality ($ billions)
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an integrated communication system to share this information
instantaneously. Software extracts information and discerns
relevant patterns for users.

Smart cities match well with the list that Emerging Trends
identifies as top markets for investment and development (see
chapter 3). A 2016 Verizon report on loT highlights tech applica-
tions such as street lighting and parking patterns analysis being
put in place by cities including San Diego, Jacksonville, and
Charlotte. Taking another approach, loT Analytics has praised
Los Angeles, San Diego, and Denver for innovations ranging
from wearable devices for health and security to widely distrib-
uted wi-fi accessibility.

The key link between technological advances and real estate
investment performance is productivity. loT can upgrade
efficiency in several ways. Deploying sensors throughout the
city helps save time and money by targeting capacity use of
transportation systems, lighting, overall energy demand, parking
availability, and even necessary pothole repairs. Moreover, loT
infrastructure can help buildings control operating expenses for
basic services like power, water, and life safety. Density, in the
form of a concentrated market with limited “last mile” require-
ments, favors 24-hour and 18-hour locations in loT adoption.

That doesn't mean that smaller places need be left behind.
Cities with the highest internet adoption rates correlate with
advanced educational attainment. The Denver suburb of
Centennial, for instance, has the highest rate of internet con-

nection of any U.S. municipality, at over 96 percent. Cary, North
Carolina, in the Research Triangle area, had a similarly high rate.
Colleges promote high connectivity rates, as seen by top-ten
scores for College Station, Texas, and Tempe, Arizona. Among
larger jurisdictions, San Jose, San Diego, and Seattle approach
the 90 percent mark for household internet use. However,
Detroit, Hartford, and other cities struggling with poorer urban
neighborhoods have low technology adoption rates, a digital
divide that mirrors the income divide for such places.

Ready for Augmented Reality?

Who would have thought that a 1990s video game like Pokémon
would grab headlines, prompting nearly 10 million people to

get out and search for imaginary video characters in 20167
Furthermore, who would have thought that this would set the
imagination of serious real estate owners and operators afire?

“Augmented reality” (AR) is not a brand-new phenomenon:

the technology has been available since 2012. AR projects or
overlays a digital image on the physical world itself. More than
that, the image can be modified by the instruction of the users.
Day and night views, for example, can be generated, as well as
interior or exterior simulations.

Brokers have been able to use virtual tours for quite some
time now, but AR brings the quality to a much higher level.
Prospective purchasers or tenants can customize the experi-

Exhibit 1-17 Venture Capital and Corporate Investment
in Blockchain
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ence by visual “what if” alterations. As a marketing tool, it is a
definite enhancement.

But what “Pokémon Go” has demonstrated is that AR can
motivate people to actually get out and visit locations, even
properties they had not planned in advance to visit. Since
real estate, both residential and commercial, relies upon the
consumer experiencing a property—almost always in a site
visit—before committing to a transaction, stimulating such a
visit by a technological lure can be extremely powerful.

Many observers anticipate that AR will meld the “clicks” experi-
ence with the “bricks” of the stores themselves. Customized
“lures” can bring shoppers to the stores, using smart phones

with activated Global Positioning System (GPS) technology. If
retail real estate is trending more and more toward “experience”
and “entertainment,” AR would seem to be a natural fit.

Other now-feasible AR applications range from closer collabo-
ration of developers with architects and designers to property
operation disciplines aimed at reducing error rates. This is very
much a “big data” technology that will require the develop-
ment of new data centers, well situated in relation to end-user
markets, together with the storage and infrastructure supports
needed to sustain the applications.

This is starting now, not in the far-off future. Experts expect $2.6
billion in real estate applications by the year 2025. The opti-

Women, Immigrants, Younger and Older Workers, Retirees: Reshaping Community

Building for the Next Ten Years

Rising numbers of female executives, affluent immigrants,
younger and older workers, and retirees will have a profound
influence on community building in the United States over the
next ten years.

Key trends related to demographics and household formation
that will affect real estate investment and development through
2025 are as follows:

e The continued rise of working women: WWomen now earn
58 percent of all college degrees in the United States, and
they earn more than their spouses 38 percent of the time. By
2025, the number of women in the workforce will rise to 78
million, 8 million above the level in 2015.

e Arising number of affluent immigrants: Immigration
will account for more than half the U.S. population growth
by 2025. Contrary to some perceptions, many immigrants
coming to the United States are highly educated middle- and
upper-class families with substantial purchasing power.

e The graying of America: By 2025, 66 million Americans will
be over age 65—which is 38 percent more than in 2015. This
will create lucrative opportunities for customer segmenta-
tion, given the widely varied needs and lifestyles of younger
retirees versus older ones.

e Young adults driving household formation: 18- to
27-year-olds will lead the majority of new household growth
over the next decade, despite forming households more
slowly than their predecessors. They are expected to create
14 million households by 2025.
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Foreign-Born Share of U.S. Population
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Grouping the U.S. population by decade born, rather than by
generation, provides insights into behaviors shaping trends, with
the most influential (and largest) groups being the following:

e Innovators, born 1950-1959, who led a technology
revolution;

e Equalers, born 1960-1969, who achieved more equality
between women and men in the workplace;

e Balancers, born 1970-1979, who led a shift toward a better
work/life balance;
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mists see unlimited opportunity, of course. Others may worry
about how AR, as well as the internet of things, will deal with a
world where cybersecurity is of increasing concern and where
“security” often is only developed once hackers have exposed
vulnerabilities in very nasty ways. The probability: accelerating
change, despite increased risks.

Blockchain for 21st-Century Real Estate

If a sense of immediacy about augmented reality exists, the
impacts of blockchain technology are more about the long
game for real estate. Blockchain record keeping is perhaps
best known from the financial industry and the digital currency,
Bitcoin. Bitcoin was introduced in 2009, and about 15.8 million

e Sharers, born 1980-1989, who led the transition to the shar-
ing economy;

e Connectors, born 1990-1999, who led 24/7 wireless con-
nectivity; and

e Gilobals, born 2000-2009, who effortlessly think and inter-
act globally.

Among the trends shaped by these groups:

“Surban” developments will replace shopping centers.
More retail stores will be transformed into places that sell experi-
ences, rather than goods, and more development will combine
housing and retail to satisfy consumer demand for places that
offer convenient, car-free shopping. An 86 percent surge in
household formations in the coming decade will drive retail
activity, particularly purchases by renters, who will represent 58
percent of the net new number of households.

“Surban” refers to communities that combine the best of urban
and suburban living.

Suburban office demand will return. As Sharers move into
more senior management roles and start families, many will
move from urban cores to the suburbs to live in areas with good
schools, but which are also near employment hubs and enter-
tainment and recreational amenities. They will be willing to share
space and work remotely. Women earned more than half of the
college degrees obtained by Sharers; as a result, female execu-
tives will play a stronger role in office space selection.

Bitcoins are now in circulation (of a capped total of 21 million
that can be issued).

Blockchain is the record-keeping technology functioning as
the encrypted register of digital data, a record that is extremely
difficult to alter once a transaction has been logged. Proponents
argue that this makes it ideal for tracking high-value assets,
creating an “unerasable history.” Some large banks and
exchanges have been experimenting with blockchain, and an
argument exists that once financial firms deploy a technology,
others must follow if they want to maximize the usefulness of
financial services.

Housing rental rates will surge over the long term. The
sharing economy’s de-emphasis on ownership will be reflected
in soaring demand for rental units. Well over half of the 12.5 mil-
lion net new households created over the next decade will rent,
including those who have never owned, and those making the
switch from owning to renting as they age. Homeownership will
decline, with the national rate anticipated to be 60.8 percent by
2025, the lowest point since the 1950s. As more Innovators join
the already large number of retirees, competition for workers
will push up wages, contributing to a favorable environment for
rent increases.

Southern suburban migration to continue. The southern
regions where 42 percent of Americans currently live will
receive 62 percent of the household growth in the United
States over the next decade. Demand will continue to rise for
affordable rental housing, townhomes, and small-lot detached
housing, as Connectors join Sharers in raising families.

Municipalities will take a stronger role in encourag-

ing successful growth. Local government redevelopment
investments have revitalized urban and suburban areas, and
the most astute suburban—or surban—municipal leaders will
continue changing zoning regulations to encourage pedes-
trian-friendly mixed-use development that accommodates the
preferences and needs of new households.

Demographic Strategies for Real Estate, John Burns Real Estate Consulting.
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Adoption of blockchain is in its infancy. Visionaries suggest it
has the potential to be a powerfully disrupting technology for
real estate. Real estate is a document-intensive business, and
the distributed blockchain ledger could consolidate mortgage,
escrow, or deed transfer record-keeping, and even allow for
automated accommodation of contingent events in the terms of
contracts. Blockchain records could be used as a basis for the
creation of derivatives as well. Some see blockchain records
and “cryptocurrencies” as creating greater crowdfunding liquid-
ity, and expanding the reach of the sharing economy.

How much of this is hype, and how much of it is a hint of a future
already on the way?

It is impossible to know at this point. It does seem safe to expect
that the overthrow of the range of real estate services, record-
keeping, and payment protocols will proceed at least as slowly
as the advent of the paperless office. However, who can deny
the impact that other technologies have already had on the way
the real estate industry does business? And who would have
thought that 10 million people would have taken to the high-
ways and byways in 2016 to track down immaterial images of
Pokémon characters like Squirtle, Charizard, and Wigglytuff by
following instructions streamed to smart phones?

Expected Best Bets
1. Be a problem solver in the middle of the capital stack.

How do you bridge the obvious disconnect between operat-
ing in a risk-off environment and seeking to optimize yield? The
deleveraging witnessed in the post—global financial crisis era
has opened opportunities in the middle of the capital stack,
and a variety of players—institutional money managers, private
equity, REITs—are moving toward that opportunity. Between
lenders keeping LTVs low and senior equity seeking to manage
the amount of capital they have at risk, a need exists to secure
either subordinated debt or preferred equity to make deals fly.

By far, the choice right now is preferred equity. Lenders’ regula-
tors strongly tilt toward more equity, and capital sources think it's
better to hold the equity position in case of future trouble, rather
than find themselves members of a creditors’ committee and
subordinate to a senior lender.

The real estate niche where such capital is most needed is in
development, since high-volatility real estate lending most often
means land and construction financing. With the generally low
levels of building activity, preferred equity providers can be
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pretty selective about the market and property type risks they
choose to take on.

Condo construction is underfunded nationally, except in a few
markets like Manhattan. Preferred equity players may see some
cycle protection for condos in their potential to shift to the rental
market—where demand looks to be substantial for several
years—if the ownership market is hobbled by rising mortgage
rates or a sudden surge in development. Even a market as
troubled as Miami condominiums made it through the last cycle
by accessing the renter pool.

2. Take advantage of changes in construction technology.

The building industry has a reputation for resistance to change.
By and large, we still erect structures using materials—concrete,
lumber, steel—as we have for centuries. The deployment of
those materials also takes readily recognizable forms. Concrete
may be precast or poured in place. Low-rise development may
use block-and-plank construction that is little different from
19th-century techniques. High-rise steel frame and curtain

wall buildings have been around since the first generation of
skyscrapers.

With costs soaring, however, efficiency imperatives are acceler-
ating technological change. The learning curve gives advantage
to early adaptors, and construction workers are as likely to be
consulting computer tablets as they are stretching out tape
measures. Building information management is already the
norm; drones are, too. Technology is evolving rapidly and will
advance further, even in small shops, with job sites featuring
integrated software systems, data mobility, and real-time com-
munications. With delay costly, keeping the project timeline is
ever more valuable.

Off-site construction—prefabricated or modular building—is
working through its growing pains. Factory-built housing has
been around for quite a while, but adapting the concept to high-
rise projects is now on the docket. Fabricating whole segments
of buildings and trucking the completed units to sites has advan-
tages in cost and speed, in part because weather is less of a
factor and workforce supervision is easier. As three-dimensional
printing becomes more sophisticated, this technology will no
doubt be deployed largely in controlled environments as well.

Quality control and the ability to scale up modular construction
remain issues. One high-rise apartment tower in Brooklyn was
sharply criticized for water damage, misalignment, and toler-
ance errors in assembling factory-built modules on a site just a
mile or so away. Of course, no new technology debuts perfectly,
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and real estate development is an especially public event.
First-generation missteps are not likely to deter further use of
integrated components. Watch such development closely.

Medical facilities are particularly expected to go modular be-
cause the “built-in” components are so specialized and tech-
nically complex. One case study in the Denver area showed
a 72-day acceleration in scheduling. While there was a 6 per-
cent premium in direct costs, millions in indirect costs were
saved. From the community’s perspective, too, the reduction
in congestion, noise, and dust at the site was important—a
not-insignificant advantage for project sponsors.

3. Securing the “last mile” advantage in the era of
e-commerce.

Logistics systems have been thinking big for the last decade or

more: Panamax container ships. Tandem trailers behind semis.

Monster distribution hubs with ten acres or more under one roof.
And a constant push to be the dominant provider of goods and

services, with the expectation that oligopoly will be the way that

e-commerce shakes out before too long.

But what about the customers?

Getting goods to the warehouse does not make much differ-
ence to the consumer. It is getting the goods to the doorstep
that counts. That floods the streets with panel trucks. From a

real estate standpoint, having an in-city distribution facility is the
very antithesis of the land-hungry exurban warehouse. Promise
next-day delivery and you might be able to get away with an out-
of-town fulfillment center. Promise same-day delivery and you
had better be a lot closer.

Customers care about cost, transparency, speed, and friction-
less transactions. If you are committed to delivery within a few
hours, you need to have inventory in places with high densities.
Fortunately, that is the very description of the most profitable
markets for e-commerce, so there is a real alignment of interests
within a ten- to 30-minute drive of city centers. But that also
indicates multistory facilities with between 20,000 and 70,000
square feet. Fortunately, that is what the “old” industrial configu-
ration was like. For many years, such buildings were considered
irretrievably obsolete. Now they have found new life.

The rest of the logistics chain still counts. Mega-warehouses
will continue to play an important role. We might also see some
interesting transformations of underused B and C shopping
centers into last-mile distribution points. E-commerce, long

viewed as a “disrupter” for real estate, is gradually emerging
with a symbiotic relationship beyond the first clicks-and-bricks
rapprochement. Stay tuned for further changes ahead.

4. Figuring out the next “adjacencies” in paths of growth.

For most alert observers, the submarkets in any metropolitan
area that are “hot” today are usually easily identified. But once
alocation is hot, so are prices. Competition is fierce and returns
get driven down.

What is an opportunistic investor to do?

Some have suggested that looking for the next neighborhood
or suburb in the established path of growth is the key to getting
ahead of the market. The question is whether the path ahead is
a linear extension of past changes. It is probably not; otherwise,
everyone could figure out the treasure map. Identifying the key
factors influencing market demand is trickier than laying down
aruler.

Advanced geographic information systems can surely help. The
real estate sector now benefits from databases with geo-coded
sales information. Instead of relying on decennial U.S. Census
Bureau data, the American Community Survey tracks trends
annually. Major changes in transportation systems are known
well in advance and can help identify when accessibility char-
acteristics will shift. Traffic maps are now updated almost to the
minute, and so patterns of congestion are readily identifiable.
Even crime data are becoming more transparent at the neigh-
borhood precinct level as tools like CompStat become part of
the policing process.

Generically, consider non-TOD suburbs a short drive from a
rail station or an as-yet-undiscovered urban neighborhood

with walk-to-work housing potential near major employers like
hospitals or colleges. Ride-sharing apps can support a capillary
system for transportation, with the advantage of not requiring
heavy capital investments such as those needed for traditional
mass transit. “Minibus” service has been popping up as well,
even in places like Brooklyn where commutation patterns do
not always follow fixed-rail lines. Paratransit has long been
used for seniors and the disabled, but can also be effective in
places described as “transit deserts.” Perhaps we don’t need
revolutionary solutions as much as we need meaningful acces-
sibility improvements to bring more people from where they are
to where they want to go. With GPS on every smart phone, we
should be able to figure this out.
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Capital Markets

“Caution at this phase of the cycle is unprecedented in my lifetime.”

U.S. commercial transaction volume was down by 10 percent
during the second quarter of 2016 on a year-over-year basis,
according to Real Capital Analytics (RCA), following a similar
dip in the first quarter (18 percent). This was the first time since
2009 that investment transactions declined in two consecutive
quarters and only the second time since 2009 there was any
decline, a phenomenon that got the attention of the real estate
industry with the subtlety of a whack with a two-by-four. In a
world where growth is taken for granted as “a good thing,” con-
traction is taken as prima facie evidence of trouble.

It ain’t necessarily so.

Nearly a decade ago, a massive accumulation of world savings
was flooding the American markets, driving prices to unsustain-

able levels. Transaction volume for 2015 rose 26 percent from
the year earlier, to $545.4 billion. Were we once again pushing
into the territory of unsupported asset inflation? Concerns about
a potential asset bubble were on the minds of Emerging Trends
interviewees a year ago, but we observed capital seeking to
remain disciplined. The objective was clearly to avoid a repeat
of “the last time around.”

Led by apartment investment, the fourth quarter of 2015 estab-
lished a new high-water mark of $168 billion in total transaction
volume, 7.6 percent above the prior peak in the second quar-
ter of 2007. It is actually an encouraging sign that early 2016
brought an air of greater conservatism. Right now, we are not
seeing money chasing deals under the sheer pressure of get-
ting the capital out. This is a good thing.

Exhibit 2-1 U.S. Sales of Large Commercial Properties
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The markets seem to be adjusting the flow of investment, both
in overall quantity and in asset selection, ahead of any poten-
tial bubble. One observer with long institutional investment
experience calls the level of caution at this phase of the cycle
“unprecedented in my lifetime.” It seems that the global finan-
cial crisis, for all its pain, may actually have been a “teachable
moment” for the real estate industry.

The Debt Sector

Liquidity is wonderful, and illiquid debt markets do incredible
harm to the real estate industry. That is the fear behind the
pushback on regulation. But we can also drown in too much
liquidity. That is the concern of those seeking to build a levee

in the lending markets. That debate will continue to command
attention. One of the features of the real estate debt profile post-
crisis has been a determined effort to reduce leverage. If the
phrase “across the board” can ever be applied to the complex
field of real estate, “lower leverage across the board” is a fitting
characterization of change in the present decade. Loan-to-value
(LTV) ratios are reduced in commercial mortgages. Loan-to-
cost standards require more equity from developers. “Risk
retention” means more skin in the game for banks and com-
mercial mortgage—backed securities (CMBS) issuers. The idea
that, in borrowing money for property, the lender will accept risk
premiums that resemble equity while settling for the lower yields
typical of debt is an idea that sounds peculiar and irrational to
today’s capital sources.

Yet it doesn’t take much long-term memory to remember how far
out on the risk curve lenders were willing to go in order to place
their real estate allocations until the bubble burst. Just remem-
ber the glib arguments that “we are in the moving business, not
the storage business” from lenders who followed the originate-
to-sell strategy.

Even if market participants were inclined to go in that direction,
regulators overseeing real estate debt markets are decidedly
not. Over and over in our interviews, real estate experts said
the Dodd-Frank rules and the Bank of International Settlements
requirements are constraining the growth rate of debt capital in
the business. And some believe this is not all bad.

One institutional lender said that restraining lending risk “is actu-
ally a healthy thing for the markets, and it's going to make it less
likely that we’'ll have a dislocation between supply and demand
... you've got the regulations in place on the debt side that are
going to keep the banks from doing crazy things and are going
to keep the CMBS industry from doing crazy things.”

Exhibit 2-2 Debt Underwriting Standards Forecast
for the United States
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Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.

The largest insurers have also been identified as strategically
important financial institutions (SIFIs), or “too big to fail” lenders.
Officers of one debt investor protest: “Regulation is removing all
liquidity from the market. Uncertainty about regulatory impacts
is further depressing the market.” A competitor in the debt
investment field sees things differently, though, since constraint
on SIFls opens opportunities: “It is a great time to be a private
player in the debt markets.”

Listen to one borrower, the chief executive officer (CEO) of a
publicly traded real estate investment trust (REIT): “Constraining
regulatory forces, including Basel Il and Dodd-Frank, are good
for the real estate industry over the long haul.” In his view, finan-
cial discipline is holding, and, though yields are low, they are
reliable due to solid underwriting. Smart money, rather than more
money, is always a better path for real estate. Likewise, execu-
tives from a boutique firm intermediating international capital

told us, “There is a fear of regulators holding back deals to some
degree, but mostly it is a case of ‘lessons learned.” We should not
expect lenders to keep funding until the last minute in the cycle.”

Debt capital is the critical fuel that energizes the real estate
industry. And if there is any takeaway lesson from the last
decade’s tumult, it is that this fuel can not only burn hot, but also
be volatile—sometimes explosively so.

Our survey respondents certainly see commercial real estate
debt throttling back. Institutional owners of core assets are hold-
ing their debt levels to 20 to 25 percent, despite the historically
low interest rate environment, seeking to satisfy the fiduciary
consultants even at the expense of potentially higher equity
yields. Capital availability scores in our Emerging Trends survey
fell for all sources of debt, with the exception of the government-
sponsored enterprises (GSEs). Survey respondents expect
underwriting standards to tighten as well. Yet, they still view the
volume of acquisition and refinancing debt capital as being in
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Exhibit 2-3 Anticipated Inflation and Interest Rate Trends, 2017 and the Next Five Years
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good balance relative to market conditions. Only in the case of
development is debt funding considered undersupplied. That
portends another year or so of improving occupancy across the
U.S. property markets.

Commercial Banks

It says something dramatic when commercial banks rank dead
last in our Emerging Trends survey on debt capital availability.
But even more dramatic are some of the descriptive terms used
by our interviewees on the subject of banks. “Banks will be
dejected,” said one finance specialist. An investment manager
handling offshore funds called banks “gun shy.” They’ve “dug in
their heels,” said another manager. “It is a terrible time for money
center banks,” in the view of a life insurance lending officer.

And all this is happening when banks apparently have plenty of
capacity for lending.

What’s up?

In a sense, a learning curve is underway. One veteran institu-
tional investor sees the banks “practicing” for doing business
under a new set of rules. That is not to deny that the learning
isn’t painless, but the adjustment in banking needs to be put
into perspective. Although banks have been bracing for the new
regulatory environment for some time, the Dodd-Frank rules
have been reaching their implementation dates only gradually.
A key date is December 24, 2016, when banks contemplating
commercial asset-backed securitizations must retain 5 percent
of the credit risk for a five-year period.
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The good news is that banks, by and large, passed their stress
tests in 2016. But a longtime analyst of real estate finance
complains that the stress tests are unfair because they lack
transparency: banks don’t know the formulas by which they are
evaluated, so they can't calculate their scores in advance. This
leads to an “abundance of caution” approach that makes lend-
ing too costly and too uncertain.

Specifically, banks have been coping with rules concerning
“high-volatility commercial real estate loans,” in effect, land and
development loans requiring a 150 percent risk-weighting in calcu-
lating required capital unless the as-completed project has a low
LTV ratio, and the borrower has 15 percent or more cash equity
contributed prior to development and kept in the project until
permanent financing is put in place. One developer says, “Banks
can't go outside the box” for fear of attracting regulatory attention.

A senior officer at a respected data provider on debt markets
commented that regulators are especially vigilant at this point.
Their question is: “What are we missing and not catching” in
bank examinations? Clearly, those questions could well have
been posed with beneficial effect a decade ago. We hear little
discussion at this point about moral hazard questions—privatiz-
ing profits and socializing losses—that were upfront when the
capital markets seized up during the global financial crisis. But
moral hazard has not become a less vital concern, even if it is
not attracting the same level of public attention.

Others, though, see greater difficulty in development lending as
helpful, especially in an economic cycle where final demand has
been fairly soft. The lending business may be slower, but the
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Exhibit 2-4 Availability of Capital for Real Estate,
2017 versus 2016
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safety and soundness of lenders remains strong. An executive
at a major commercial bank sees more permanent lending and
less construction lending in 2017 and 2018, but thinks that com-
mercial real estate will be increasing as a percentage of total
loans. So, in his view, there is not less debt capital, just a shift in
its deployment.

Banks have an enormous existing base of real estate loan assets.
Federal Reserve data show that, as of the first quarter of 2016,
depository institutions held $1.5 trillion in nonfarm, nonresidential
loan assets—a 59.2 percent share of that asset line compared
with 55.8 percent in 2012. Banks’ multifamily loan portfolio also

has grown over that time period and now stands at $388.6 billion,
a 34.9 percent market share, up from 29.3 percent in 2012.

So keep the current handwringing in context. Commercial banks
are not going away. And, given the appetite for real estate loans,
it should be expected that other debt providers will be stepping
into any gaps in the markets being caused by shifts at the com-
mercial banks.

CMBS

The CMBS market displayed more surprises and plot twists
than a Hollywood potboiler in 2016. Last year, Emerging Trends
reported specialists expecting volume to hit or exceed $100 bil-
lion during the year; it now looks like year-end 2016 volume will
be about half of that. Beyond 2017, analysts expect the public
debt markets to rebound, filling gaps in bank and life company
lending. CMBS turns out to be very good at intermediating credit
risk and, at volumes less than half of the bubble’s peak, there is
time to underwrite issues with less rush. The quality of the collat-
eral is of paramount importance. If, as appears to be the case,
real estate industry fundamentals stay sound, CMBS should be
returning to its seat at the table with all the capital needed to be
a significant player later in the decade.

We are right in the middle of the years when the “wall of maturi-
ties” was supposed to hit, provoking massive writedowns as
ten-year interest-only loans faced maturity in a much different
underwriting environment. But a recovery in values and a deep
lineup of debt sources has meant barely a hiccup as paper
issued during the bubble matured. On the technical side,
analysts were disappointed when CMBX hedges did not work
out quite as expected—costing investors money—as spreads
turned volatile in the first months of the year. That experience put
money on the sideline.

As the risk-retention witching hour of December 24, 2016, drew
closer, the prospects for much second-half 2016 issuance dark-
ened, since it takes time to prepare securities for pooling into
CMBS. Issuers found little urgency among conduit lenders who
would have to hold a portion of the risk for a period of years.

But it is likely a mistake to see the pullback in CMBS as a
“trend,” even if issuance volume remains muted in 2017. That

is what our Emerging Trends survey indicates, with the capital
availability rating dropping 21 percent from just a year ago—the
biggest drop of any of the debt sources. If that were a trend, we
would expect the number to just continue falling. It is probably
more accurate to term the present pattern an “epicycle,” a cycli-
cal process that occurs within the context of a larger process.
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Exhibit 2-5 Real Estate Capital Market Balance Forecast,
2017 versus 2016
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Practically speaking, what does that mean? How should it shape
expectations for securitized debt capital?

The larger process is the incredibly complex post—global
financial crisis market adaptation. Every sensible investor is
more defensive, asking the question, “How am | being paid for
the risks | am taking?” The range of monetary responses spans
policies from austerity (the path chosen by the European Central
Bank) to accommodation (the easy-money policy at the U.S.
Fed). The restoration of liquidity in the U.S. markets has bol-
stered asset prices.
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Exhibit 2-6 U.S. CMBS Issuance
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Real estate’s gains, in turn, have advanced within a context of
lower leverage and stricter underwriting but improving collateral
value and a broader range of debt capital providers. The greater
competitiveness on the part of lenders has narrowed spreads,
but not to the point where (as in 2005-2007) gross spreads ver-
sus Treasures were 120 to 130 basis points. Today, those gross
spreads are more like 180 to 200 basis points (compared with
their widest point of 560 basis points in early 2009).

The epicycle for CMBS is responding to higher costs, partly due
to risk-retention regulations, in the perspective of the officer of

a firm providing analysis to banks and regulators alike. It is also
partly due to greater skepticism on the part of CMBS buyers.
The level of trust in rating agencies remains weakened. Also,
the quality of issuers matters more now. One lending officer

at alarge U.S. bank expects the number of conduit lenders to
diminish from 40 to 15 over the next few years, as CMBS pricing
discourages the smaller institutions.

So a sorting-out process is occurring that will likely keep
CMBS volume low during 2017. Even though a fair amount of
2007-vintage securities is maturing in the coming year, one
CMBS analyst foresees “extensions” rather than invocation of
the special servicers. “Pretend and extend” actually was a smart
strategy in the banking crisis, and such flexibility for the CMBS
market could be beneficial now, especially for collateral that
“needs some TLC.” At any rate, only 25 percent of the maturing
2015 CMBS was refinanced by new securitizations; the bal-
ance was taken by other lenders or found new equity investors.
Undoubtedly, some of the as-yet-unrefinanced assets in the
CMBS pool are suburban offices and lower-quality shopping
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centers that are illiquid. At some point, special servicers will
need to capture whatever price they can, with heavily dis-
counted transactions to opportunistic investors. This will no
doubt grab headlines, but its marginal impact on the sector is
not expected to be significant.

Life Insurance Companies

Long the stalwarts of the long-term commercial mortgage field,
life insurance companies are navigating today'’s tricky lending
environment with typical care. On one hand, as the real estate
value recovery has reached a mature stage, investment com-
mittees still demand strict underwriting as they manage deal
flow. On the other hand, the demand for debt capital exceeds
available supply and so the insurers can direct funds into assets
that they have not traditionally acquired.

How is that happening?

A large Midwest-based insurer believes that “banking regula-
tion is creating a capital dislocation opportunity” for the life
companies. The American Council of Life Insurers reports that
life company loan commitments in the first half of 2016 totaled
$32.5 billion, up 9.2 percent from the first six months of 2015.
Full-year production in 2015 amounted to $64.9 billion. So life
insurers are substantially above their last cyclical peak in 2006,
when $44.1 billion was lent in commercial real estate mortgages.

Several interviewees observed that a trend mentioned in
Emerging Trends® 2016 has accelerated. The life companies are
filing some of the gap in development lending—»but only to a
degree. If underwriters consider a construction project likely to
meet the institution’s portfolio standards upon completion and
stabilization, they may fund its development and be prepared

to roll that loan into permanent financing. So-called develop-
to-core programs will likely become more common if traditional
construction lending in the banking sector remains hobbled.

The upward trend on the balance sheet is likely to continue, too,
as life companies fill some of the shortfall created by the con-
straints faced by the commercial banks and by CMBS. Insurers
have been deploying third-party funds, in addition to assets
being generated for their own portfolios. The traditional sources
of funds for the big life companies—insurance and annuity
products—have been in decline for some time now. So that
source of capital and the investment pressure that came with

it have been easing.

An executive of a major Midwest bank observed that not only
does the expanded investment management business of the
life insurers account for growth, but so does the “denomina-

tor effect”; as stocks continue their rise from the spring 2009
trough, real estate activity has to increase as well for the life
companies to keep their portfolios balanced.

According to Federal Reserve data on loans outstanding, the
life insurance industry had $335.8 billion in nonfarm, nonresi-
dential loans on its books as of the first quarter of 2016. That
represented a 13.3 percent market share for the life companies,
a significant increase from their 12.7 percent share a year ago.
Meanwhile, the life companies’ share of the multifamily loan mar-
ket was virtually unchanged over the year, at 5.6 percent. Given
the growth profile of the apartment sector, though, maintaining
market share implies considerable growth in absolute terms.

A caveat: remember that some of the largest life companies are
themselves SIFls, and have the same disincentives as banks

in undertaking “volatile” lending programs. Nevertheless, life
companies have no shortage of prospective borrowers and

are still in the driver’s seat when it comes to underwriting deals.
Seasonality enters into the picture. A major private equity firm,
with substantial experience in real estate transactions, says that
“we like doing business with the life companies, but they tend to
use up their real estate allocations early in the year.”

Bottom line: mortgage debt growth in the life insurance sector
should persist, but in an incremental trend rather than in leaps
and bounds.

Mortgage REITs

As of midsummer 2016, NAREIT reported that the 37 FTSE/
NAREIT-listed mortgage REITs (MREITs) had a market capital-
ization of $56.9 billion. Twenty-five MREITs focused on home
financing, while 12 concentrated on commercial properties.
The MREIT sector enjoyed strong performance in early 2016,
as investors were attracted to the 8.66 percent dividend yields
for the sector. Like all REITs, mortgage REITs must pay out 90
percent of their cash flow in the form of dividends, and MREITs
had a higher yield than any subsector of the equity REIT market.

That said, the size of the MREIT universe is comparatively small
and its asset base is dwarfed by the $4.8 trillion in mortgage
assets held by commercial banks and life insurers and by the
$5 trillion balance sheet of the GSEs, as reported by the Federal
Reserve, and is only one-tenth of the $566 billion volume of
CMBS outstanding, as reported by the Securities Industry and
Financial Markets Association (SIFMA). So, while it is encourag-
ing to note that Emerging Trends survey respondents indicated
a stable outlook for MREITs, keep in mind the minor impact this
sector has on the overall debt market, as well as its concentra-
tion on the housing segment.
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Nevertheless, a few of our interviewees are bullish on MREITs.
At least one investment firm has filed an S-11 to launch a new
mortgage REIT, and one of the large trust banks believes that
MREITs will be more active in 2017.

Why might this be so?

The stable interest rate environment has given MREITs room to
arbitrage short-term borrowings against higher-yielding mort-
gage instruments. The predilection of the Fed to “go slow” in
ratcheting up rates has encouraged MREIT buyers to anticipate
successful future arbitrage, with risk managed by conventional
interest rate hedging. So high dividends and a fairly steep yield
curve are the story here.

How much of this money returns to the pool of debt capital avail-
able to real estate borrowers? Not much, it would seem. REITs
purchase existing mortgage instruments, with those purchases
theoretically enabling mortgage originators to recycle funds to
real estate projects. But the contribution of this pool of recycled
capital is tiny compared with the originators’ outstanding mort-
gage assets.

And, of course, we should not take our eyes off the key risk
factor: if inflation increases and rates rise, and if the yield curve
flattens at the same time, there will be stress in the MREIT sector.

The GSEs

Emerging Trends survey respondents see capital availability
from the GSEs—alone among the sources of debt capital—as
rising in 2017, not an insignificant move given the size of these
entities and their impact on the multifamily sector particularly.
The apartment sector (and the health care sector as well) have
become increasingly reliant upon the GSEs. In the aftermath of
the financial crisis and in particular with some of the account-
ing shenanigans that caused heads to roll at the agencies and
spurred their consolidation in receivership, many bet that the
whole superstructure of the GSEs was doomed. And most felt
the demise would be well deserved.

What is behind this redemption story?

For one thing, as the run-up to the housing bubble was more
closely analyzed, the complexities of the ill-considered mort-
gage debacle became clearer. The simplistic proposition that
the GSEs “caused” the crash, as a putative result of social
housing policy, got it backwards. Private-label residential mort-
gage—backed securities (RMBS) started the flood of subprime
derivatives, with agencies being pressed by their own share-
holders to emulate the private issuers in order to preserve the
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GSEs’ shrinking market share. After the tide went out, if Fannie
and Freddie had not remained in place as a source of liquidity,
the remarkable rebound in the apartment sector (and the stabili-
zation of the single-family-home sector) would have faced nearly
insurmountable headwinds.

Borrowers and other debt providers are now quite sanguine
about the functioning of the GSEs. A researcher at a major
banking trade association remarks that the agencies have “a
strong and growing market share” in multifamily originations.

A developer with a large multifamily portfolio calls Fannie

and Freddie “a reliable source” for mortgage money and now
expects them to remain in place for the foreseeable future.

The CEO of a private equity firm says that the GSEs are “very
aggressive and price very well, especially for 60 to 65 percent
loan-to-value deals with 1.35 to 1.5 debt-coverage ratios in the
top 16 markets. They are especially interested in affordable
deals as defined under their charter and regulations.” One of the
leading pension fund advisers maintained that “the best way to
invest in multifamily is still with funding from Freddie and Fannie.”

S0, unless a severe political dislocation follows the presidential
election, the consensus on the GSEs is that they have corrected
their excesses and are again a linchpin of the housing debt mar-
kets. Without such a dislocation, the outlook is for Fannie and
Freddie to continue in this important role.

Shadow Banking

As regulation affects banks, opportunities for private, noninsti-
tutional lending open up, and this could be an option for certain
borrowers in the coming year and beyond. One executive at a
major international bank says, “Borrowers are going to ‘shadow
banks’ for lending. These shadow banks are offering moder-
ate to high leverage without recourse, with limited oversight by
regulators. Shadow banks’ market share is increasing, although
no one truly knows by how much.” The aggressive oversight

by regulators has made large institutions skittish about all but
top-quality deals, in the view of another banker: “This has hurt
smaller or less established borrowers and forced all but the best
into seeking less regulated ‘shadow banking’ lending.”

Is a threat lurking in the shadows? Or is this just a question of
innovation arising in response to a capital need that is not being
satisfied as the newly installed regulatory regime is sorted out?

A prominent financial expert had this to say: “The nonbank
banks are doing all the interesting lending; although a big chunk
is offsetting the demise of a capital provider that exited rather
than accept designation as a SIFI. | find it a bit bizarre since the
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main source of capital for the nonbank banks is the banking
system itself, through standard lines of credit.” Well noted.

One established investment adviser has moved to fill what it
sees as a void. “We have a high-yield debt group in the space
vacated because of reduced bank and CMBS lending. We can
achieve high yields, with much of the capital issued as mez-
zanine debt or preferred equity as part of construction lending.
Investors in this fund include U.S. institutional funds and Asian
investors.” He notes that other established institutions have simi-
lar programs on offer. If a genuine market need for debt capital
exists, the U.S. financial system does not lack for the resources
and the ingenuity to satisfy that need. One particular opportunity
is obviously in development lending, especially for multifamily,
both rental and condominiums. The “risk-off” capital environ-
ment is at odds with underlying demand.

The Equity Sector

There is such a complex relationship between the real estate
equity and debt markets that a real temptation exists to reduce
the discussion to an easier-to-sketch binary choice. Behavioral
economists like Daniel Kahneman in Thinking, Fast and Slow
and Richard Thaler in Misbehaving have pointed out the dan-
gers in making too-facile choices in an either/or fashion, when a
spectrum of options can be observed.

False dichotomies are not useful in sorting out complex markets.

So, when we turn our attention from debt to equity, it is important
both to look at the spectrum of investment choices available

and to recognize that what is happening on the debt pole of that
spectrum influences the choices of those on the equity side. As
leverage has been deemphasized in the post-financial-crisis
environment, obviously the weight accorded to equity increases.
Risk may seem to increase as more equity capital is demanded
(because the debt providers are by choice and by regulation
seeking to mitigate their own risks), but lower leverage actually
may help reduce the level of equity risk as well.

How could that be?

Well, the mortal threat to the equity holder is the extinction of
equity in default, and lower LTV ratios make the survival of
equity a higher probability in a market downturn. “Live to fight
another day” is a maxim appreciated by those who have made it
through severe cycles. Lenders see their own discipline as self-
interested, to be sure. They want to avoid becoming swamped
with real estate owned (REQ) again. But the lower LTVs (greater
equity requirements) also cushion the cycle. “We're expect-

ing downturns to be more moderate, with no ‘big crash’ in the

near future. People have learned their lessons,” says one large
Midwest bank. Says another, “The wave will not crash.”

Discipline on the debt side is promoting discipline on the equity
side. Remarkably, for a year so deep into this real estate cycle,
“equity is still king.” And the king wants to keep control over the
realm.

An international institution sees acquisition flows slowing as cau-
tion increases, even for safer investments. “New capital flow into
the core equity space is beginning to move from a torrent to a
moderate flow.” Even with ample equity capital, “We will look at
the same number of deals but move ahead with fewer transac-
tions.” A domestic institution confirms: “People are being more
meticulous, so capital is slower to move.”

Choices are being evaluated on specifics. As one capital mar-
kets adviser put it, “The market is hungry for alternatives. Clients
prefer multiple-choice questions [so they can see just what their
options are] rather than being asked open-ended questions.”
Thus “the big firms are getting bigger,” in the view of a longtime
observer of institutional investors, “providing more products to
their clients.”

Here is another place where a spectrum of choices, rather
than a dichotomy, shapes the real estate market equity profile.
Heterogeneity of investors is a key to liquidity in the market.
“For every investor seeking ‘out’ [to rebalance a portfolio, for
instance], there is another one waiting to ‘get in.””

That applies to not only investors, but also locations. The
Emerging Trends forums held by UL district councils (see
chapter 3) revealed important distinctions on equity capital
availability. A whole swath of markets reported plenty of equity
and debt capital—ample overall liquidity—and across a range
of markets large and small: Washington, D.C.; Minneapoalis;

Exhibit 2-7 Equity Underwriting Standards Forecast
for the United States

[ess rigorous | Remain the same | More rigorous

2017
2016
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2014
2013
2012

Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.
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Exhibit 2-8 Real Estate Capital Market Balance Forecast,
2017 versus 2016

Equity capital for investing

2017 .

39%

2016 29%

Undersupplied In balance Oversupplied

Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.

Pittsburgh; Sacramento; Austin; north Texas; and elsewhere.

A few markets, including Columbus and central Florida, saw
“plenty of equity, but not as much debt.” And then there were a
few locations, perhaps surprising ones like Nashville and Los
Angeles, that characterized their markets as having “plenty of
debt, but not as much equity.” While such evaluations are some-
what subjective, they represent informed judgments that should
not be dismissed out of hand.

Lastly, let’s not forget that the capital stack itself is often de-
picted in the binary terms of debt and equity poles. But there

is a flexible middle here as well. Joint venture and minority
interests often fill in gaps between primary equity and senior
debt. With lenders seeking to manage LTVs at a lower level, as
a matter of present policy and for an indeterminately long period
ahead, equity investors have to take sharper pencils to their own
risk/reward calculations.

In the past, mezzanine debt has filled that gap, but lenders are
now uncomfortable in allowing such subordinated lending. So
preferred equity positions become more common. One inter-
viewee noted that “equity underwriting gets stricter when yields
get tighter.” The preferred equity investors provide one solution
to that conundrum, since they earn better yields for providing
the additional capital needed to keep the overall debt/equity
ratio at a level that makes financing viable.

So much depends upon the structure of returns. With the re-
bound of pricing, investors now see more of the return coming in
the form of predictable income and less in anticipated appre-
ciation. Track records also count. “To the extent that you can
support your investment thesis, giving evidence of execution
and return, the capital is there,” said the CEO of a private U.S.
equity fund. Or, as another investment manager put it, “Real
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estate equity is an evolving business, and the market is hungry
for alternatives.”

Institutional Investors

In the words of a senior officer at a data provider to virtually all
institutional real estate investors, “Commercial properties are
delivering stable yield in a global capital market starved for
yield.” The more diverse the holdings of an institution—across
the span of asset classes, and across the span of the globe—
the more it makes sense to have a continuing stake in U.S.
investment properties. The motivation includes yield, unques-
tionably, but it also includes the risk-hedging quality of portfolio
diversification. In a world where volatility is the expected state of
markets, the more value diversification has.

Investors contributing to the NCREIF Property Index clearly
subscribe to this perspective. As of the second quarter of 2016,
NCREIF investors owned 7,353 properties with an estimated
market value exceeding a half-trillion dollars. Over the past
three years ending June 30, 2016, the number of properties has
increased by 254 assets (3.6 percent) while the portfolio value
has risen by $169 billion, or 50.2 percent. These institutions have
not only ridden an upsurge in the market, but also spent the
time repositioning the assets that they have under management,
buying some properties while selling others, and (generally
speaking) getting “bigger” by holding ever more valuable
assets. That makes a lot of sense for the pension funds, endow-
ments, and insurers that typify the NCREIF investor universe,
since they are “beta” investors with long-term perspectives

and are less driven by “alpha” opportunities of market timing
(although most do have value-add and opportunistic tactical
funds within their overall strategies).

At this point, the upward surge in institutional holdings may be
pausing, while the internal “rationalizing” of portfolio structures
continues. One real estate equity investment officer at a major
insurer said he has seen “a risk-off attitude, especially with
domestic institutional investors. They feel like valuations are

full and they’re just going to take their time. There’s always the
denominator effect with their public equity portfolio. They've
basically been investing the last five years and they're relatively
fully invested, so they're kind of stable.”

The risk-off approach should favor the larger markets and

the so-called smile states where institutional capital can be
deployed most efficiently. (By and large, large markets are in the
arc described by the coastal and Sunbelt markets, with a few
exceptions such as Chicago.) One such investor explained that
he and his peers “look to invest $50 million or more than that in a
single investment. To do such larger deals, you're usually stick-
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Exhibit 2-9 U.S. Buyers and Sellers: Net Acquisitions, by Source and Property Sector, 2Q 2015 to 2Q 2016
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ing to the bigger markets.” Greater conservatism also favors the
handful of U.S. markets—between six and ten cities, by most
investors’ count—that provide the most liquidity when it comes
time to pull the trigger on “exit strategies.”

One noted analyst who is a fan of secondary markets such as
Charleston, Columbus, and Nashville acknowledges the upside
for smaller investors of such selectivity on the part of the large
institutions: “The yield in those markets is higher and the risk is
lower if all you care about is return. However, since they don'’t
attract big institutional capital, the risk is higher if you have to
sell every three to four years. So for people who have to do that
every three to four years like funds, the secondary markets are
not very attractive. But they are great markets nevertheless
because you're not taking on extra operating risk. You are taking
on higher exit risk; but if youre not planning on exiting, that is not
a problem.”

As institutions become more multidimensional in their tacti-

cal platforms—a key trend in this segment of the market—it
should be expected that additional capital will be deployed in
the secondary markets, and held there. This has the potential to
stabilize some of the cyclical risk in markets ranked 11 to 30 in
size across the United States. Such a viewpoint is not yet in the
mainstream for the large institutions, though. As one such inves-
tor told us, “An institutional investor finds it hard to pick the right
asset and the right markets and have that right team in that mar-
ket. You need to be a sharpshooter to be successful, and that’s
not the way an institutional investor can invest for a portfolio.”

- Listed REITs

Apartment Hotel

- Private - User/other

Beyond the financial aspects of institutional investment, some
key governance issues also are afoot. Benchmarking against
a checklist of standards is becoming more the norm: environ-
mental ratings, social impact, governance transparency (ESG).
This is an “emergent trend” according to one expert in the
sustainability field, and it is accelerating. This affects the set

of minimum standards for institutional investment in trophy or
high-performing real estate. “Credentials are subject to close
examination,” said this consultant, noting that 60 percent of all
investment managers have some ‘green building’ standard.”

REITs

With a market capitalization exceeding $1 trillion, as reported by
NAREIT, publicly traded REITs can be a potent source of equity
capital in the real estate investment universe. At present, REITs
hold several advantages. The trend toward deleveraging and
the further regulatory impetus toward credit stringency work in
favor of the trusts, which maintain balance sheets with a 33.4
percent debt ratio and a coverage ratio of 4.9 times income.
Income-oriented investors like the high dividend payment rate
of 3.47 percent (compared with the S&P 500 dividend rate

of 2.13 percent) with a total of $46.5 billion paid out by stock
exchange-listed REITs in 2015, and another $4.5 billion paid out
by nonlisted REITs. In a normally functioning market, REITs are
highly liquid, with the average daily trading volume in July 2016
coming in at $7.1 billion.
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That said, Real Capital Analytics (RCA) data indicate that REIT
acquisitions of properties in the first half of 2016 were off sharply,
down 62 percent from the same period in 2015. Some see this as
a result of falling share prices early in the year, making new acqui-
sitions nonaccretive to the REITs and prompting a reshuffling of
assets from stabilized properties to other properties with value-
adding characteristics, including new construction. Others point
out that market conditions favor dispositions for REITs, which can
book gains by selling assets at today’s low cap rates.

That may be why the S&P’s REIT Index was up 11.1 percent at
the end of August on a year-to-date basis. Total return was an
encouraging 18.3 percent, compared with 7.7 percent for the
S&P 500 as a benchmark. If, however, investors are moving

into a risk-off frame of mind, the volatility of the REIT sector may
be a negative factor, since its standard deviation in returns has
exceeded the broader stock market over the three-, five-, and
ten-year time horizons. Also, in terms of stock market fundamen-
tals, the price-to-earnings ratio for REITs looks high at 36.3.

REITs’ ability to raise capital as an asset class distinguishable
from the financial sector is also improved, according to an attor-
ney specializing in REIT merger-and-acquisition activity. REITs
are often underallocated in general equities portfolios, though
they produce attractive returns. Once REITs are considered as
a separate trillion-dollar sector, they may see higher levels of
allocation from mixed-asset investors.

So how do things shake out?

One senior officer at an investment management firm sees
REITs as taking part in a more general “pause” in what appears
to be a market plateau, if not a cyclical peak. That view is in line
with the mild reduction in capital availability seen in exhibit 2-4
for public equity REITs and private equity REITs, toward the bot-
tom of the “stay the same” range.

Analysts looking at REITs note that the quality of the assets
held tends to be very high. Retail REITs, for instance, represent
25.7 percent of the sector—the largest share by a considerable
margin—and so-called fortress malls are the hallmark of the
holdings. Triple-net-leased retail also is doing well, and retail
REITs are not standing pat in the fast-changing retail environ-
ment. One Wall Street analyst noted that “mall companies are
very active in redevelopment, with some of the stronger malls
adding GLA [gross leasable area] while improving the mall
experience. They are also investing in technology.” This analyst
observed, furthermore, that “many REITs are culling their port-
folios in order to focus. Most are exiting secondary and tertiary
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metros to focus on a few primary markets. They are becoming
more geographically focused.”

A number of REIT executives are among our interviewees, and
as a group they ratify the perspectives of the analysts. One CEO
of a privately held residential REIT said, “I don't see REITs much
in the market as buyers. We are, however, doing some JVs [joint
ventures].” Another private REIT manager remarks that as part of
a “value-plus” strategy, they are funding “build-to-core” con-
struction, but have stepped away from acquiring existing assets
he sees as already richly priced. The CEO of a public company
that restructured itself as a REIT in early 2016 maintains that
operating as a trust creates greater clarity for management and
for investors. He advises focusing on fundamentals such as job
growth, demographics, and interest rates. His outlook is optimis-
tic and he reports rent gains in the property types—apartment,
office, and retail—held by the firm.

Lastly, some see additional capital coming into the sector from
abroad as a result of the United Kingdom’s Brexit vote in late
June. The argument is that London has long enjoyed a substan-
tial capital base in its publicly listed real estate companies, but
these now face two years or so of economic uncertainty as the
separation of the United Kingdom from the European Union is
negotiated. In keeping with the oft-mentioned risk-off sentiment,
this could presage a shift of capital into the publicly traded U.S.
REITs. If so, then that capital will need to be deployed between
now and 2018, bolstering acquisition activity from this sector
once again. It is timely that changes in the Foreign Investment
in Real Property Tax Act (FIRPTA) rules increased the amount of
REIT stock that a foreign person may hold from 5 percent to 10
percent during the past year.

Private Equity

Private equity investors, as noted in Emerging Trends® 2016,
have been taking an increasing share of total transaction volume
for the past decade and a half. In the past four quarters (through
June 30, 2016), as reported by RCA, private investors have
accounted for $220.4 billion in total purchases. They have been
net sellers to the tune of $8.2 billion over the last year, indicating
a trading mentality that seeks to provide returns to their capital
providers by market timing and asset selection. Like REITs,
private equity may have seized an opportunity to take advan-
tage of both cross-border and institutional investors’ willingness
to accept low cap rates in assets where return of capital bore a
high weight when compared with return on capital.

Private equity players, then, can be fairly described as a signifi-
cant and sophisticated source of equity capital. Playing on the
riskier end of the investment spectrum, though, requires highly
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Exhibit 2-10 Closed-End Private Real Estate Dry Powder,
by Fund Primary Geographic Focus, December 2006—
June 2016
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focused attention on market movement and trends across U.S.
geography and property types.

According to Preqin, a data firm specializing in the private funds
arena, there was $238 billion in “dry powder” (funds queued up
for investment) in real estate closed-end funds worldwide as of
June 2016. More than half of the funds are focused on North
America—Iargely the United States—with 29 percent look-

ing primarily at Europe, 12 percent at Asia, and just 4 percent
exploring the rest of the world. While others are in risk-off mode,
the private funds are seeking yield and willing to move into
investments with greater perceived risk to generate that yield.
Almost 70 percent of the funds are concentrated in value-add
and opportunistic investments. This will mean directing their
capital to secondary and tertiary U.S. markets and to noncore
property types. This, then, will be fairly creative and flexible
capital for 2017, filling niches that core and core-plus investors
are passing over at this point.

Private equity funds see some of the same market parameters as
the institutional investors and the REITs. They believe that lower
levels of return and risk are the “new normal” for U.S. property,
and that in this new environment, skilled property management
has been elevated as a key factor in realizing potential return.
Despite the much-discussed discipline in development, however,
nearly four of ten private equity firms disagree that overbuilding
risk has been substantially reduced in the property markets.

Emerging Trends survey respondents see private equity as a
solid source of funding that will stay at the same levels for 2017

Exhibit 2-11 Closed-End Private Real Estate Dry Powder,
by Strategy, December 2006—June 2016
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but rank private equity investments at the top of the list for pro-
spective performance in the year ahead.

Competitors in the marketplace are seeing the entrepreneurial
risk-taking of the private funds as providing capital to sectors
out of favor with some others. An office REIT executive points

to suburban offices as a segment where private money can
provide needed capital improvements (with low financing costs)
that should improve cash flow and be sold at a higher price

in just a few years. Another specialist from the homebuilding
industry, however, suggests that even “risk-on” private investors
are cautious about undertaking projects that have a multiyear
development horizon.

Nimble and sophisticated private equity funds should maintain
a substantial market share in 2017 and thereafter. As more U.S.
metropolitan areas share in the nation’s employment growth
and in rising incomes (at last), selective opportunities should be
surfacing beyond the gateway markets and the newly emerging
18-hour cities. The private equity funds, whose raison détre is
“generating alpha,” will be most likely to see and exploit these
individual opportunities. Then expect them to offer the turned-
around asset to the “beta” investors at a handsome profit.

International Investors

Against the backdrop of $40.6 billion of net U.S. real estate
purchases by cross-border investors reported by RCA (and a
gross acquisition volume of $75.4 billion in the last four quarters
through June 30, 2016), the prospects of even more interna-
tional investment in U.S. property in 2017 might seem wildly
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Exhibit 2-12 Global Real Estate Investment in United States
as a Percentage of Total Sales
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optimistic. Yet offshore investors rank at the very top of the
Emerging Trends survey of capital availability this year, with a
score that is 14 percent higher than number-two-ranked private
local investors. Globalization may engender its discontents, but
the flow of capital from abroad has—uwith ups and downs—
brought an aggregate net acquisition volume of $136.6 billion
into U.S. real estate markets since 2001, according to RCA, only
5 percent lower than institutional capital and large equity funds
(combined) in net volume.

And in the coming years, we may see an acceleration as U.S.
markets present more favorable prospects and greater certainty
than the main European investment center, London, in the after-
math of the Brexit surprise of last June. The perceived stability of
the U.S. economic and political system is an asset that should
never be lightly dismissed.

Unfortunately, according to a number of our interviewees,
nationalistic rhetoric during the presidential election has raised
the specter of protectionist trade policies that could threaten the
free flow of investment. We heard this from bankers, investment
intermediaries, institutional investors, and developers alike.

An election surprise of the magnitude of Brexit could certainly
spook the markets. It is unsettling, to say the least, to see that
the political environment in the United States so frequently
appears on the list of risks influencing investment thinking.
“The election is a huge weight on everyone’s mind. Uncertainty
causes people to avoid action,” said one international invest-
ment manager. “The world is in a mess; | want to be in cash.”

Wariness, however, has not yet translated into adverse action.
In fact, international investors themselves are demonstrat-

ing a willingness to expand their menu of investment choices
beyond core properties in major markets. One fund investing
high-net-worth European family wealth has been focusing on
the Carolinas, in multifamily and retail assets and development
opportunities. The manager of this fund sees “more bang for
the buck” in being able to buy multiple assets in the Southeast
for the price of a single property in a gateway city. The increas-
ingly cosmopolitan culture in the Carolinas—a result of offshore

Exhibit 2-13 Global Investment in U.S. Real Estate by Country
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investment in manufacturing and transportation in the area—is
another plus.

Another cross-border intermediary with both institutional and
family-based capital sources reports a similar willingness to
penetrate into secondary markets including Colorado, Arizona,
Oregon, Tennessee, and Minnesota. They are raising opportu-
nistic funds in the $90 million to $150 million range (per fund),
with 65 to 70 percent leverage and a targeted return on equity of
13 to 15 percent, net of all fees.

Many of our interviewees have remarked on the influx of Chinese
capital in the past several years, and see this continuing. Part

of the motivation is safe-harbor consideration; part is the devel-
opment opportunity over the long term; part is linked with the
growing base of Chinese businesses and population in the United
States; and part is simply the need to deploy excess savings
abroad that exceeds the capacity of China’s domestic market.
Other Asian nations also are adding to the flow of capital.

Specialized Sources

The fine mosaic of real estate opportunities across the United
States attracts a variety of specialized sources of capital. Small syn-
dications and other forms of limited partnerships are active in the
health care, workforce housing, and single-family-for-rent niches.

Owner-users have quietly accounted for 6 to 7 percent of aggre-
gate investment, or about $25 billion to $30 billion in acquisitions
each year for the past five years, according to RCA. Especially
in an era of rising rents and property values, the user sector is
an unsung element in the marketplace, with small businesses
being a key customer base both for smaller developers and for
investment brokers.

Small investors are watching potential changes in 1031 tax-free
exchanges warily. The concept of like-kind swaps is appealing
to many investors who seek to defer capital gains taxes when
selling property, and the tax code has facilitated such transac-
tions. There are recurrent moves in Washington to curtail or
eliminate this benefit. One developer expressed concern that
this would alter business models for many small real estate
market participants.

Crowdfunding continues to generate skepticism in most quar-
ters. “A pool of capital a mile wide and an inch deep” was one
capital adviser’s capsule summary. Nevertheless, as an expres-
sion of “the sharing economy”—a growing phenomenon that
encompasses Uber, Airbnb, WeWork, and Welive—crowdfund-
ing remains on the radar of more than a few Emerging Trends

interviewees. There is a real question of scale: “Crowdfunding

is interesting but not large enough to matter much,” said one
banker. A boutique capital adviser is watching it closely, though:
“Crowdfunding has seen tremendous growth, but no one in the
crowdfunding space is truly doing it correctly, making it scal-
able. Most sponsors come from a tech background. There may
be blowups in the next two to three years, but long-term there

is the possibility for someone to do crowdfunding right and be
richly rewarded.” Stay tuned.

Summary

While there is a great deal of discussion about reaching a
plateau, or experiencing something of a pullback in activity, or
finding the cost and availability of debt hobbling future growth
somewhat, the consensus of Emerging Trends survey respon-
dents, interviewees, and focus group participants calls for
healthy, if moderate, growth in real estate capital investment in
2017, and probably beyond.

Most industry participants do not see a general business
recession compromising demand growth for residential and
commercial property. But most do expect that construction will
remain muted, especially for a business cycle that has persisted
so long. Banking regulation has particularly discouraged devel-
opment lending, and so investors believe that supply/demand
fundamentals will favor rent growth, at least over the short term.

Concerns, in fact, arise less from changes in the cycle or in
identifiable trends than from disruptive shocks, the kind that
economists like to call “exogenous variables” and that commen-
tators are prone to call “black swans.” However, the likelihood
that such an unforeseen event could tip the economy and its
real estate markets “over the edge” seems remote at pres-

ent. This is not because event risk is less. Indeed, volatility is
very much on the mind of the real estate community. It is that
excesses within real estate that would exacerbate its vulnerabil-
ity to a shock are hard to see at this point. Volume has already
eased in early 2016. Pricing has recovered but appears to be
leveling off. Liquidity is available, but we are not seeing a drive
to put capital to work “no matter what.” So, as exhibits 2-5 and
2-8 indicate, prudence is the watchword for 2017.

Or, as the axiom from Aristotle from so long ago held: “Virtue
stands along the middle way.”
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Markets to Watch

“Opportunities still exist within most markets. A number of investors view markets

with challenges as opportunities Waltlng to happen.”

“There are great deals in weak markets and really lousy deals

in strong markets.” This is the opinion of a pension fund adviser
regarding how they are now choosing markets. One thing is
coming through loud and clear from the Emerging Trends
interviews: you can find opportunities in any of the markets in
this year’s survey, whether the market is number-one Austin or
number-78 Buffalo. It all comes down to your strategy, risk toler-
ance, return requirements, and access to deals. If the markets
are the squares on the chessboard and the property sectors the
pieces, then there is an almost infinite combination of moves that
can be made.

2017 Market Rankings

“We love warehouse in secondary markets in the
middle of the country—markets like St. Louis, Nashville,
Indianapolis, and Cincinnati. These markets are finding
a place in the distribution chain.”

Emerging Trends in Real Estate® survey respondents shuffled
the markets a little for 2017. Austin, which has been a fixture in
the top ten for the past few years, is getting its turn at the top,
after switching positions with Dallas/Fort Worth at the top of the
survey. Austin becomes the third consecutive Texas market to
lead the survey following previous number-one markets Houston
and Dallas/Fort Worth.

The composition of the top 20 markets reflects the underlying
themes conveyed by this year’s interviewees. Market partici-
pants like the potential for faster growth, with seven of the top
ten markets exhibiting economic growth easily exceeding the
national average. Another theme expressed by interviewees
and survey respondents is a renewed interest in the perceived
stability of core gateway markets, with Los Angeles and San
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Francisco still being ranked in the top ten and with three oth-
ers still ranked in the top 20. The reason typically given for not
including a core market in the top ten is the current pricing of
assets in the market. A pension fund adviser opined, “The core
markets are still relatively attractive from an economic stand-
point, but the pricing in these markets makes you take a look at
some other alternatives.” Are there secondary markets ready to
join the big six? Interviewees continue to express interest in the
“next tier,” or the next five to seven markets that can be added
to the existing six core markets. These additional markets have
always been popular with domestic investors, but are also see-
ing rising interest from nondomestic investors.

When we look at where the top markets are located, it is pretty
clear that survey respondents are still “smiling.” Seventeen

of the top 20 markets lie in the mythical smile that runs down
both coasts and across the southern tier of American states,
with Denver and Salt Lake City in the mountain region and with
Chicago representing the center of the country. The smile mar-
kets may dominate the top 20 list, but a positive from this year’s
survey is a generally positive outlook for markets in all regions.

Market Summaries

The reader spoke and we listened. The interest in what is going on in all
markets continues to increase, so the 2017 edition of Emerging Trends
in Real Estate® is offering an expanded look at all 78 markets included
in this year’s survey. Key to this expansion was the ULI district councils’
convening of 30 focus groups during which market experts contributed
their knowledge and insights. This expertise is also referenced through-
out the rest of the report.
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Exhibit 3-1 U.S. Markets to Watch: Overall Real Estate Prospects

Investment Development

Investment  Development
1 Austin (3, 1) . 361 40 Houston (40, 46) |s0a ) 247
2 Dallas/Fort Worth (1, 5) [ G 41 Cincinnati (42, 40) 2.74 2.64
3 Portland, OR (8, 2) . 359 42 Columbus (43, 41) 2.64 2.58
4 Seattle (2, 8) L 349 43 Palm Beach (46, 43) 2.62 2.54
5 Los Angeles (6, 6) [ i | 44 New York—other boroughs (41, 50) 2.75 2.37
6 Nashville (9, 3) G55 45 Sacramento (48, 44) 2.57 2.49
7 Raleigh/Durham (13, 4) INEI5EE 46 Boise (53, 42) 2.51 2.55
8 Orange County (5, 10) [t 47 Jacksonville (50, 45) 2.53 2.48
9 Charlotte (12, 7) [ e 48 Kansas City, MO (44, 51) 2.63 2.37
10 San Francisco (7, 13) I 845 49 Westchester, NY/Fairfield, CT (47,47) |2.58 2.42
11 Denver (15, 9) L 847 50 Detroit (45, 54) 2.63 2.35
12 Boston (10, 14) . 344 51 Louisville (49, 49) 2.55 2.39
13 New York—Manhattan (4, 20) . 3834 52 Honolulu (51, 52) 2.52 2.36
14 Oakland/East Bay (16, 12) [z 53 St. Louis (56, 48) 2.44 2.41
15 Atlanta (11, 15) . 342 54 Oklahoma City (55, 56) 2.46 2.33
16 New York—Brooklyn (14, 19) . 837 55 Cleveland (57, 57) 2.44 2.33
17 San Jose (20, 11) 3845 56 Knoxville (58, 58) 2.43 2.31
18 Salt Lake City (18, 17) 839 57 Des Moines (59, 53) 2.38 2.36
19 Chicago (17, 21) [ Rk | 58 Madison (54, 60) 2.47 2.24
20 Tampa/St. Petersburg (23,16) R /1 59 New Orleans (52, 64) 2.51 218
21 Phoenix (19, 23) 331 60 Cape Coral/Fort Myers/Naples (63, 59) |2.33 227
22 QOrlando (27, 18) NEIE7 61 Las Vegas (61, 65) 2.36 2.18
23 San Diego (24, 22) SIS 62 Tucson (65, 62) 23 2.22
24 Washington, DC—District (21, 28) INEIP5E 63 Gainesville (73, 55) 2.16 2.33
25 Miami (25, 26) . 827 64 Albuquerque (67, 63) 2.28 2.21
26 Indianapolis (26, 27) [ gy 65 Milwaukee (68, 61) 2.26 2.23
27 Philadelphia (22, 30) [ e 66 Tallahassee (60, 68) 2.38 2.1
28 Pittsburgh (29, 25) . 328 67 Memphis (66, 66) 2.29 217
29 Washington, DC—Northern VA (30, 29) I 324 68 Birmingham (62, 70) 2.33 2.01
30 Northern New Jersey (28, 32) ST 69 Richmond (71, 67) 2.18 2.16
31 Charleston (32, 24) . 329 70 Omaha (69, 69) 219 2.07
32 San Antonio (31, 31) 322 71 Spokane, WA/Coeur d'Alene, ID (64, 77) [2.31 g4
33 Washington, DC—MD suburbs (34, 33) [ | 72 Tacoma (70, 73) 218 [1.96
34 Baltimore (33, 34) . 306 73 Portland, ME (72, 72) 216 196"
35 Fort Lauderdale (35, 35) . 305 74 Virginia Beach/Norfolk (75, 71) . 1.98
36 Inland Empire (38, 36) . 3.03 75 Providence (74, 75) 2.04 [1.881
37 Greenville (37, 37) . 3.00 76 Deltona/Daytona Beach (76, 74) 1 1.93
38 Minneapolis/St. Paul (36, 38) 2.93 77 Hartford (77, 78) 176
39 Long Island (39, 39) 2.66 78 Buffalo (78, 76) o187

Note: Numbers in parentheses are rankings for, in order, investment and development.
Source: Emerging Trends in Real Estate 2017 survey.

South Central and the undeniable “hip” factor that makes Austin attractive to the millennial-
dominated workforce.
“In a compressed cap rate environment with low interest

rates, | like markets that can generate attractive cash-on- Despite Austin's growing popularity, it remains a comparatively small market in
cash returns. That is very difficult in the gateway markets,  terms of investment opportunities. While Austin is unlikely to attract a meaning-
but more possible in markets like Dallas and Austin. ful amount of off-shore capital, it tops many domestic investors’ wish lists. This

makes the market very competitive. Despite the amount of competition, local,
regional, and national real estate participants operate in relative harmony in the
market. This cooperation has helped keep adequate levels of debt and equity
capital available for investment opportunities.

Austin (1). The capital of Texas has consistently ticked the majority of the top
boxes related to recent real estate market attractiveness. The market has ben-
efited from a diverse economy that was affected in a minimal way by the global
financial crisis, a growing population base made up of an educated labor force,

Emerging Trends in Real Estate® 2017 35



Exhibit 3-2 U.S. Markets to Watch: Homebuilding Prospects

1 Raleigh/Durham 40 Knoxville 3.00
2 Charleston 41 Memphis 3.00
3 Portland, OR 42 Tacoma 2.98
4 Nashville 43 Detroit 2.97
5 Orange County 44 Cincinnati 2.88
6 Tampa/St. Petersburg 45 Long Island 2.81
7 Washington, DC—District 46 Cleveland 2.80
8 Philadelphia 4.00 47 Boise 2.80
9 Dallas/Fort Worth 3.95 48 Oklahoma City 2.80
10 Los Angeles 3.93 49 Milwaukee 2.80
11 Austin 3.88 50 Spokane, WA/Coeur d’Aleng, ID | 2.80
12 Seattle 3.88 51 Providence 2.80
13 Charlotte 3.86 52 Baltimore 2.79
14 Boston 3.84 53 St. Louis 275
15 Oakland/East Bay 3.83 54 Columbus 2.70
16 Washington, DC—MD suburbs |'3:83 55 Westchester, NY/Fairfield, CT | 2.63
17 Denver 3.81 56 Louisville 2.63
18 Orlando 3.80 57 Palm Beach 2.57
19 Atlanta 3.79 58 Fort Lauderdale 2.54
20 Salt Lake City 3.76 59 Cape Coral/Fort Myers/Naples | 2.54
21 Indianapolis 3.72 60 Des Moines 2.52
22 Washington, DC—Northern VA [i8:72 61 Richmond 2.50
23 San Antonio 3.72 62 Miami 2.45
24 San Jose 3.67 63 Hartford 2.45
25 Las Vegas 3.66 64 Greenville 2.40
26 Phoenix 3.62 65 New York—Brooklyn 2.37
27 San Francisco 3.62 66 New York—other boroughs 2.28
28 Chicago 3.59 67 Madison 2.28
29 San Diego BI55 68 Albuguerque 2.22
30 Northern New Jersey 3.41 69 Tucson 210
31 Kansas City, MO 3.38 70 Birmingham 2.10
32 Pittsburgh 3.33 11 Portland, ME 210
33 Honolulu 3.27 72 New Orleans 2.06
34 Jacksonville 3.26 73 Tallahassee 2.00
35 Minneapolis/St. Paul 3.25 74 Omaha
36 New York—Manhattan 3.23 75 Gainesville
37 Inland Empire 3.15 76 Buffalo
38 Sacramento 3.12 77 Virginia Beach/Norfolk
39 Houston 3.08 78 Deltona/Daytona Beach

Source: Emerging Trends in Real Estate 2017 survey.

The interest in Austin has spawned a phrase that
rivals the city’s own “Keep Austin weird” slogan.
The real estate equivalent is: “I want to find the next
Austin.” This reputation does, however, come at a
price. ULl focus group participants expressed con-
cern about transportation issues that continue to be
aproblem in arapidly growing market. In addition,
the cost of living and the cost of doing business in
Austin have been on the rise. While these costs are
still competitive with those seen in other top sec-
ondary markets, the uptick has not gone unnoticed
in the market.
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The 2017 outlook for major property sectors re-
mains good. The housing market, both multifamily
and single-family, appears to be making adjustments
to match supply with the requirements and locations
desired by the changing population base. To address
transportation concerns, the market is likely to con-
tinue to see more mixed-use development not only to
bring compatible uses together, but also to enhance
the experiential feel of developments. Austin remains
focused on encouraging an environment where local
and national tenants can coexist.

Dallas/Fort Worth (2). The Dallas/Fort

Worth metro area is once again near the top of the
Emerging Trends in Real Estate® rankings. Dallas/
Fort Worth may well be an 18-hour market that is
rapidly approaching the level where it is considered
asacore primary market. The economy survived the
global financial crisis better than most other U.S.
markets, and real estate fundamentals continue to
avoid the boom/bust behavior that has plagued the
market in the past.
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The Dallas/Fort Worth area is perceived as a
business-friendly environment that offers an
attractive cost of doing business, an adequate and
well-educated workforce, and world-class trans-
portation access by air, rail, and road. The labor
force continues to be supported by an attractive
cost of living that continues to attract in-migration.
The economy has continued to diversify and has
exposure to growing medical facilities and an
expanding technology sector. A number of colleges
and universities in the metro area support the
education level of the workforce, while coordination
with the community college network is used to train
workers for positions that do not require a four-year
college degree.

The Dallas/Fort Worth metro area has avoided
becoming a victim of its own success, although
rising demand is pushing up the price of hous-

ing in the market. Once known as exclusively as a
suburban market, Dallas is enjoying more growth of
infill areas and the inner-ring suburbs. The market is
also using smaller lots and higher density to

keep housing affordable. The suburbs in Dallas/
Fort Worth are accessible, if not exactly walk-

able. Dallas/Fort Worth residents value improved
access to amenities even if it is by personal vehicle.
Adequate and convenient parking is a key element
to meeting this need.

San Antonio (32). Will San Antonio, Texas, be
one of the markets ready to make a jump in investor
interest in 2017? Institutional investors have begun
to look for opportunities in this very affordable
market located just an hour south of this year’s
number-one-ranked market. San Antonio is gaining
experience in multiple product types that have
generated a significant amount of buzz over the past
few years. San Antonio is seeing activity in shared
office work locations in the CBD, urban residential,
historic redevelopments, and top-tier distribution,
and a move by some suburban employers of at least
aportion of their employers downtown.

San Antonio is a very affordable market from

both a cost of living and a cost of doing business
standpoint. Job creation during this cycle has been
primarily organic, with companies already in the
market adding new jobs. The market would benefit

if it could begin to increase the number of company
relocations from other areas. ULI focus group par-
ticipants noted that improving the local education
system to help meet the needs of potential employ-
ers would be another way to make San Antonio
attractive as a relocation destination.

Houston (40). The Houston real estate market
is dealing with a period of uncertainty, with partici-
pants waiting to see how the energy industry will
recover and how the market will deal with new space
supply that was started when the Houston economy
was benefiting from high oil prices. Employment
growth has contracted, but not by as much as
anticipated. Employment losses in energy-related
exploration and services companies have been
offset by growth in the services and leisure and
hospitality sectors. While employment growth

has remained positive, the mix of jobs has skewed
toward lower-paying industries.

The 2017 outlook for Houston is muted. Employ-
ment growth should stay positive, and the energy
industry may stabilize if energy prices can hold
recent gains. Higher prices could lead to a cautious
return of the exploration and production sector of
the industry. But the slower economic growth is
likely to hinder the housing market, with growth
in permits and starts projected to be flat. The
multifamily market will need to deal with a signifi-
cant amount of new supply that is projected to be
delivered over the next 24 months.

Oklahoma City (54). The largest city in
Oklahomais in a position similar to that of the other
energy-dominated economies in the Emerging
Trends survey. The outlook for the market hinges
on ong’s specific outlook for energy prices. The
Oklahoma City economy has yet to show the full
effects of the energy industry cutbacks due to sever-
ance packages given to employees who lost their
jobs during the downturn. The market is waiting to
see if the energy industry recovers before the full
impact of the job cuts is felt. The question then is
what will the energy industry look like? One ULI
focus group participant noted: “We have found all
the oil, now it is just a mining operation.” The jobs
needed going forward may be different, with less
exploration-based employment needed.

The Oklahoma City market is similar to other tertiary
markets in that the inventory of investable assets

is comparatively small. This may be a benefit as

the economy slows, since the market will not be
flooded with unused inventory, but ULI focus group
participants noted that the lack of existing inventory
suitable for ecommerce-related activities has been
anegative when national distribution firms are look-
ing at the market.

New Orleans (59). The economy of the largest
city in Louisiana continues to be bifurcated. On one
hand, tourism is driving employment in the leisure
and hospitality sector, and health care is adding
jobs as more Louisiana residents qualify for care
under the Medicaid expansion. On the other hand,
the New Orleans energy and shipping industries
have been shedding jobs due to falling energy
prices and a glut in global energy supply.

New Orleans is one of the five markets in the
survey where total employment has yet to return to
pre—Great Recession peak levels. Projected growth
in 2017 will not help remedy that condition. Job
growth in 2017 is expected to remain in the services
and leisure and hospitality sectors. Job losses in
the energy sector should slow, but recovery may be
hindered by Louisiana’s higher average production
costs. Shipping will struggle as the strong U.S.
dollar affects exports, but it may get a boost from
arise in the demand for imported goods by U.S.
consumers. Development activity has been limited
to projects that meet the needs of the local popula-
tion. Examples include medical office, select retail,
and multitamily.

Northwest and Hawaii

“Still like the upside potential of mar-
kets like Seattle and Portland. [They]
look like more affordable versions of
San Francisco/San Jose to us.”

Portland (3). Oregon’s largest city is projected
to continue to enjoy the strong economic and
demographic growth that has propelled the market
to the upper levels of the Emerging Trends survey.
New residents continue to be drawn to the market
for the high quality of life, while employers enjoy
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Exhibit 3-3 Local Outlook: South and Mid-Atlantic

Dallas/Fort Worth | 4.2
Austin | 4.10

Nashville | 4.07

Charleston | 4.01

Charlotte | 8.97

Greenville| 8.93
Raleigh/Durham | 8.91
Washington, DC—District | 3.82
Palm Beach | 8.82

Miami | 8.81

Atlanta | 3.80

Orlando | 8.79

Washington, DC—Northern VA | 8.72
San Antonio | 8.72

Fort Lauderdale | 8.71
Tampa/St. Petersburg | 8.70
Cape Coral/Fort Myers/Naples | 8.62
Washington, DC—MD suburbs | 3.49
Oklahoma City | 8.40
Louisville| 3.38

Baltimore | 3.23

Jacksonville | 3.19

Richmond | 3.18

Virginia Beach/Norfolk | 8.17
Knoxville | 8.15

New Orleans | 8.03
Tallahassee | 8.02
Birmingham | 3.01
Gainesville | 2.90
Deltona/Daytona Beach | 2.87
Memphis | 2.81

Houston | 2.69

Weak

Source: Emerging Trends in Real Estate 2017 survey.

Declining

Average Improving  Strong

Note: Average score of local market participants’ opinions on strength of local economy, investor demand, capital availability,
development and redevelopment opportunities, public/private investments, and local development community.

tapping into comparatively lower business costs
and a well-educated labor force.

Professional, technical, and business services have
been the backbone of the Portland economic recov-
ery since 2011, with growth in these sectors easily
outpacing that seen at the national level. These jobs
not only have been important to attracting new resi-
dents to the market, but also have helped push up
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incomes in the metro area due to the higher wages
they pay. The pace of tech growth may slow due to
atightening labor market, but the pace of growth is
expected to remain above the national average.

The combination of rising population and incomes
has been particularly beneficial to consumer ser-
vices, retail, and the housing market. Portland home
price appreciation has been leading the nation,

and builders are having a difficult time keeping

up with current demand. Despite rising prices for
single-family homes, rent is still relatively affordable
in Portland. The market should have little problem
absorbing the current number of units currently
under construction.

Seattle (4). The fundamentals for the success

of the Seattle market appear well established for
another year. While the more traditional manufactur-
ing sector may see some slowdown dug to cuts in
aerospace production, technology-related sectors
of the economy are still growing rapidly.

The Seattle technology industry is dominated by
information technology firms focused on cloud
computing and those focused on internet retailing.
Tech hiring in Seattle has been so competitive that
the average hourly pay rate for an IT worker is now
$10 higher than the national average. The outlook
for tech hiring remains strong as firms continue to
locate to the market to take advantage of the proxim-
ity to industry leaders. This is evidenced by the
increase in venture capital flows to the market over
the past 12 months.

Seattle has lowered its dependence on the aero-
space industry from historical levels, but current
cuts will still have an impact on the market. The job
losses, along with the eventual loss of income, will
be a negative to future economic activity.

Population growth in Seattle is projected to remain
at nearly twice the national rate. This pace is
impressive given the current size of the Seattle
metro area, at around 3 million residents. The com-
bination of strong job growth and rising incomes is
projected to push household formation up in 2017,
which will increase demand for both single- and
multifamily housing. The multifamily market will
need the higher level of demand since the market
will add 5 percent to its existing inventory.

Honolulu (52). The Honolulu market has gotten
aboost from lower energy prices. The subsequent
lower air fares have increased the number of visitors
from the mainland and abroad. The potential outlook
for higher levels of tourism could also help boost
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construction employment. Construction employ-
ment has been supported by pent-up demand in
residential construction and several new com-
mercial projects, including retail and hospitality
aimed at visitors. The rise in construction is putting
astrain on the labor market and is forcing builders
to raise wages to attract workers. The higher labor
costs could slow construction in 2017.

Spokane, Washington/Coeur d’Alene,
Idaho (71). The Inland Northwest region,
composed of the Spokane, Washington, and Coeur
D’Alene, Idaho, metro areas, has a relatively diverse
economic base. The Spokane economy is more
industrial oriented while Coeur D'Alene’s is more
consumer focused. Growth in the Spokane market
will be challenged by cutbacks in the aerospace
manufacturing sector due to production cuts
planned in the industry. Spokane is a regional center
for health care, financial services, and education.
Expected growth in these sectors could help offset
the economic losses due to lower manufacturing
output. Consumer spending growth due to rising
regional incomes is providing support to consumer
industries in Coeur D’Alene. Population growth in
the market, particularly residents over the age of 65,
is increasing demand for health care services jobs.
These types of jobs in Coeur D’Alene tend to be in
the mid- and high-wage category.

Tacoma (72). The Tacoma, Washington,
market will rely more on services employment in
2017, while growth may be slower in the trade and
transportation industries. The level of activity at the
Port of Tacoma is expected to slow in the near term,
with less traffic from China and other emerging
economies. The port is, however, investing in the
infrastructure needed to handle larger vessels that
will be able to move through the widened Panama
Canal. Over the longer term, this investment
should allow the port to hold its market share of
trans-Pacific trade. Financial services employment
is expected to grow in 2017. Tacoma is seeing
some benefit as employers view the market as a
lower-cost alternative to Seattle. Employers can take
advantage of the lower real estate and labor costs
while still serving Greater Seattle and the Pacific
Northwest region.

California

“Choose your side on the San
Francisco debate: You either feel the
market is too dependent on tech and
is overheated, or you see a market
with prospects for sustainable growth
and limited new supply.”

Los Angeles (5). In the current real estate
cycle, the comparative position of the most
populous city in California could be attracting
capital from other core markets in the United States.
Investors who have typically been focused on East
Coast markets are looking at opportunities on the
West Coast. It could be argued that the market
recovery in Los Angeles may be at an earlier stage
than markets such as New York. Investors see this
as an opportunity to benefit from more remaining
upside in the Los Angeles market.

Property fundamentals continue to improve in Los
Angeles; and with the exception of a few submarkets
and neighborhoods, new supply remains in check.
Development in Los Angeles has never been without
certain challenges, but many locales within the
metro area are becoming more organized and resis-
tant to new development. This has kept the amount
of new supply in check, but it could eventually have
negative consequences on housing development.
The continued development of the mass transit
system in the metro area is opening up opportuni-
ties for development within proximity of the transit
line. According to the ULI focus group participants,
anumber of employers may not consider a location
that is not within a certain distance to mass transit
and accessible to reasonably priced housing.

The Los Angeles economy continues to transform
itself into a technology center. Technology and
content development associated with the entertain-
ment industry is increasingly being done by firms
based in Los Angeles, while more of the production
activities are outsourced to other locations. The rise
of the technology industry is attracting interest from
northern California firms that are attracted to Los
Angeles’s comparatively lower real estate costs and
access to an additional labor pool. The economy

is also benefiting from the aggregation of research
universities that are located in the metro area.

Orange County (8). Survey respondents
feel good about the 2017 prospects for the Orange
County market. The diverse economy is built on
financial services, technology, and tourism. The
financial services and technology industries are
supporting high- and middle-wage job growth,
which is pushing up the level of personal income
in Orange County. The higher incomes are helping
spur activity in the housing market.

Orange County is viewed as an affordable tech
location when compared with other California tech
centers. The combination of a research university,
access to venture capital, and a trained workforce is
driving the creation of startups in software, medi-
cal device, and biotechnology firms. The Orange
County market is also benefiting from access to the
ports of Los Angeles and Long Beach. The import/
export business in Orange County has resulted in
the industrial market hitting historically low vacancy
rates and driving rent growth back to pre—Great
Recession rates. With new development locations
limited, Orange County could be one of the first
markets in the United States to develop multistory
industrial (although a number of regulatory and
zoning hurdles will need to be cleared before this
can happen).

San Francisco (10). Over the past few years,
San Francisco has arguably been one of the most
attractive markets in the United States, consistently
being rated at the top of the Emerging Trends survey.
The market is facing the challenge of convincing the
rest of the market that a boom like the market has
experienced does not necessarily need to be fol-
lowed by a bust. Recent growth may not have been
sustainable, but it doesn’t mean that normalized
growth is a bad thing.

The recent strength of the San Francisco economy
has created shortages in labor, housing, and
commercial space, resulting in a quick rise in

costs. San Francisco is recognized as a highly
regulated operating environment, which can make it
achallenge to address issues such as housing and
commercial space shortages. The housing industry
in particular is seeing a rise in organized resistance.
Social media and other tools have enabled groups to
organize quickly to oppose proposed developments.

Emerging Trends in Real Estate® 2017 39



Exhibit 3-4 U.S. Industrial Property Buy/Hold/Sell Recommendations

[BGN Hold [Sell

Baltimore 26% 9%
Northern New Jersey 30 [ |
Fort Lauderdale 33 13
Cincinnati 24 [ 24
Dallas/Fort Worth 39 e
Orange County M e
Charlotte 36 BT
Philadelphia 39 on
Portland, OR M1 e
New York—Brooklyn 44 6
Inland Empire 38 15
Orlando 44 13
Indianapolis 31 25
Atlanta 48 [
New York—Manhattan 27 - B
San Francisco a7 o
Minneapolis/St. Paul 57 Bl
Boston 45 23
Washington, DC—District 56 12
Austin | 53| | _

0% 20% 40% 60% 80% 100%

Source: Emerging Trends in Real Estate 2017 survey.

Note: Cities listed are the top 20 rated for investment in the industrial sector; in this exhibit, cities are ordered according to the

percentage of “buy” recommendations.

San Francisco remains attractive to foreign inves-
tors. Foreign investors in the market have shown

an interest in investing in longer-term development
projects and have not been limited to existing
properties. The bottom line for San Francisco is that
while growth may be slower in the next few years
compared with the last few years, the pace of real
gstate activity is projected to be strong.

Oakland (14). The economy of Oakland is
easily outperforming the nation. The city is getting
a significant boost from firms either relocating

from the more expensive markets of San Francisco
and San Jose or those firms that choose to start in
Oakland to take advantage of the lower cost of doing
business and provide their employees with a lower
cost of living. This surge of employment is pushing
commercial space rents above previous peak levels.
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The Oakland economy is surprisingly diverse. Tech
industry concentration is over twice that of the U.S.
average, but the city also has higher concentrations
in business and professional services, education
and health services, and an equal concentration in
goods-producing industries. The strong economic
activity in the market is driving both commercial
and residential construction. This should add well-
paying jobs to the economy in 2017.

San Jose (17). San Jose is clearly a tech mar-
ket, but the technology industry there is relatively
diverse. The market is home to firms focused on
software, hardware, the consumer market, the
business market, established global heavyweight
companies, and entrepreneurial startups. This com-
bination has made the San Jose economy one of
the fastest growing in the United States. The result
is a very competitive labor market that has driven

the jobless rate well below 4 percent and pushed
income gains well above the national average.

The number of tech firms located in San Jose
increases the competition for real estate in the
market. To compete with markets such as San
Francisco, San Jose has increased the focus on
developments near transit stations, amenities,
and housing. The strong job market and limited
supply have made the San Jose market one of the
most expensive in the United States. The amount
of housing construction will increase in 2017, with
more emphasis on multifamily units to help meet
rising demand.

San Diego (23). San Diego is another thriving
California market that is bengfiting from growth in
the technology industry. The tech industries show-
ing the most growth in San Diego are data science,
military IT, biotech, medical devices, and software.
The majority of the tech influence is showing up in
employment growth in professional and business
services and the health services sectors of the
economy. The concentration of jobs in higher-pay-
ing industries is putting upward pressure on wages
as the local labor market tightens.

Despite having one of the highest costs of living in
the United States, San Diego has a good demo-
graphic outlook for 2017. Population growth and
household growth are projected to be above the
national average. Housing is expensive in San
Diego, but strong employment and income growth
should drive demand for it. To meet this need,
permits and starts are both projected to rise in the
coming year.

Inland Empire (36). The Inland Empire is
again on the leading edge of the recovery in the
industrial and distribution market. Strong job
growth in the market is being driven by the expan-
sion of warehousing and logistics operations in the
market. The Inland Empire remains the low-cost
alternative in southern California. While job growth
has been strong, the jobs being created are gener-
ally lower-paying ones. This keeps relative income
levels below state and national levels.
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The outlook for the Inland Empire remains strong,
but is not without risks. While the market is heavily
dependent on the level of container traffic into the
port of Los Angeles/Long Beach, the port s in the
midst of infrastructure upgrades that should allow

it to maintain its position as the leading West Coast
port. This should support population and employ-
ment growth. The exposure to import levels does
put the market at risk if the global economy weakens
or if the United States were to slip into recession.

Sacramento (45). Sacramento joins the
markets that have seen an increase in nonlocal
investors showing an interest in the office and
industrial market. The search for yield is behind the
rise in interest, and Sacramento has an inventory

of attractive product that has attracted interest.
What the market does not have is new product since
developers have been cautious about undertaking
private sector projects. Sacramento, however, will
see development activity since the state of California
has allocated funds to build out its office portfolio.
The new state projects will ultimately result in the
older properties becoming available and could offer
an opportunity for redevelopment.

The comparative pace of the economic recovery

has been slower in Sacramento, but the economy
now appears to be on a positive growth trend. The
medical service sector is adding better-paying jobs,
which is spurring demand for housing. Sacramento
homeowners hurt by the single-family housing bust
have been slow to return to the market, and a num-
ber have chosen to be renters rather than take on the
risk of ownership. This has kept upward pressure on
rental market rents.

The Sacramento market continues to explore ways
to convey its identity to the rest of the market.
Outside of being the state capital, the market could
benefit greatly from enhancing the relationship with
local universities and the benegfits that these institu-
tions could provide the local economy.

Exhibit 3-5 Local Outlook: West Region
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South

“The Southeast looks positioned to
do well for the next five to ten years.
North Carolina, South Carolina,
and Tennessee all have their acts
together.”

Nashville (6). The capital of Tennessee has
generated as much conversation as any market
during the Emerging Trends interviews over the
past two years, and interest in this 18-hour market
remains high again in 2017. Nashville maintains its
hip factor, which continues to be evidenced by the
high percentage of graduates from Nashville-area
colleges and universities who choose to stay in the
market after graduation. The diverse economy is
driven by health care, technology, tourism, and edu-
cation. All of these sectors have been job creators
during the economic recovery and are expected to
continue to create jobs in 2017.

Nashville is an example of a market that has
transitioned to an upper-tier secondary market.
The increased level of investor interest in Nashville
increases the perceived liquidity of the market,
which only makes it more attractive to nonlocal
investors. Debt and equity capital continues to be
available from both local and national sources.

The transition to an upper-tier secondary market
has created some issues for Nashville. The primary
area of concern is that national developers could
overbuild the market. This is currently a concern in
the industrial and multifamily sectors. At the same
time, the increase in overall real estate activity in
the market is putting pressure on the availability

of appropriately zoned land for all property types.
The rising costs of construction labor and building
supplies also are keeping new development at lower
levels. Despite rising demand for office space, new
construction remains at manageable levels.
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Atlanta (15). The capital and largest city of
Georgia is one of the top 18-hour cities in the survey
and a top market for real estate investment during
expansion cycles. The pace of recent economic
growth combined with moderate levels of new
supply during the recovery has increased interest
in Atlanta from a growing number of investors in
multiple property types. Investment from off-shore
investors has been limited but is indirectly affect-
ing the Atlanta market. As foreign investors have
increased their interest in the six core U.S. markets,
more domestic investors have shifted their focus to
top secondary markets such as Atlanta.

Similar to many markets in this year's survey, the
Atlanta market is focused on a number of key issues
that will drive the future of the market. Recent
legislation will provide an increased and steady
source of state funding for a range of transportation
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improvements. Managed lanes along transporta-
tion corridors are likely to improve investment
opportunities in the metropolitan area. Participants
in the ULI focus group mentioned that investors are
very interested in the quality of local schools as part
of their due diligence for potential investments. The
rise in the number of school-age children has all
parts of the metro area focusing on how to improve
the overall education system.

Atlanta is a diverse market, and the market
participants there feel strongly that “what works

in one neighborhood may not work well in another
neighborhood.” Atlanta developments focused on
urban characteristics such as walkability and com-
mon green space are being favorably received in
more infill locations within the market. Conversely,
anticipated improvements to transportation corri-
dors and higher-rated school systems have opened

opportunities for developments in traditional
suburban neighborhoods.

Charleston (31). Charleston, South Carolina,
could be considered an emerging 18-hour city with
an economy that is firing on all cylinders going into
2017. Strong demographic growth, the expansion
of manufacturing facilities, improved transportation
and logistics access, and a growing tech services
industry are all driving the Charleston economy.
Population and household growth is projected

to be strong in 2017. In addition, Charleston is
becoming a preferred destination for college gradu-
ates between the ages of 25 to 34. The younger
well-educated workforce is facilitating the growth
of Charleston’s expanding tech base. High-tech
employment is projected to expand at a faster pace
than the national average in 2017. On the manu-
facturing front, one automaker is starting a major
expansion while another is opening a new produc-
tion facility. Auto production activity could lead

to an influx of new parts suppliers locating in the
region. Finally, the Port of Charleston should benefit
from the Panama Canal expansion. Planned capital
expenditures at the port will improve the com-
petitiveness of the operation and further establish
Charleston’s reputation as a logistics hub.

Greenville (37). Greenville, South Carolina,

is a tertiary market with a number of advantages
that could raise its profile for potential real estate
investment. Advantages offered by the Greenville
market include a central location, lower business
costs, and a growing educated workforce. The

area has an established manufacturing base that is
seeing expansion to existing facilities as employ-
ers commit to the metro area. Greenville could also
benefit from more activity at the Inland Port in Greer,
South Carolina. The port solidifies the area as a
regional manufacturing and transportation hub, and
the opportunity to expand could come as a direct
benefit of the Panama Canal expansion. Greenville
also appears to be doing an improved job of retain-
ing college graduates, with the share of residents
older than 25 with at least a bachelor’s degree rising
10 percentage points since 2000. The improvement
in the quality of the labor force has helped the metro
area attract more office-using industries.
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Louisville (51). The Louisville, Kentucky, mar-
ket is the beneficiary of two significant consumer
trends: Americans’ desire to drive light trucks and
the continued rise in e-commerce. Local light truck
manufacturing has been increasing in Louisville,
and automakers have signed agreements with the
state of Kentucky to expand production in exchange
for tax incentives. Louisville is a hub for logistics
activity and major distributors and package delivery
firms are entering or expanding their presence in
the market. Louisville-based firms in the financial
activities sector, particularly health insurers, could
geta boost from the increase in Medicaid enrollees.
Recent job growth in Louisville has been in higher-
paying occupations, which is pushing up incomes.
These higher incomes should be a tailwind for
retailing and the housing industry.

Knoxville (56). Knoxville, Tennessee, is another
market in the survey that is enjoying prosperity in
the right places. The local manufacturing sector is
growing, office firms are investing and expanding in
the urban core, and wage growth is being boosted
by the creation of mid- and high-tier income
positions. Behind it all is a strong public sector,
including the U.S. Department of Energy and a large
public university, that provides a solid base for the
overall economy. Auto-related manufacturing has
been adding jobs in Knoxville, which is boosting the
industrial sector. Knoxville's urban core is benefiting
from corporate expansions, resulting in more resi-
dential and retail projects being added to the area.
The majority of jobs created in Knoxville have been
above the low-wage pay tier, which has helped push
up incomes in the metro area. The higher income
levels along with an improved outlook for household
formations should push up housing demand.

Memphis (67). While recent economic

growth has been slower than the national average,
Memphis, Tennessee, has a strong core of key
industries in the retail, service, distribution, and
medical sectors. The city has identified the medical
sector as a strategic area and has devoted resources
to expanding the sector. The continued growth

of e-commerce will drive growth in the package
distribution sector. A corporate relocation to the
downtown area should also help support demand
for new urban residential projects in Memphis. The

development and implementation of a bike-share
program aimed at residents, rather than tourists, is
designed to make alternative transportation more
available to all segments of the population.

The Memphis market is dealing with a number

of issues that have been raised as concerns
throughout multiple markets in this year's survey.
These issues include slower economic growth,
infrastructure shortcomings, how to address educa-
tion concerns, and issues coordinating multiple
government entities. Memphis is approaching
these issues in a number of positive ways. Public/
private partnerships and philanthropic infrastructure
investments are helping revitalize older neighbor-
hoods. Memphis also has a number of authentic
buildings within its core that could be repurposed

to spur urban development.

Birmingham (68). The most populous city in
Alabama is one of the five markets in the Emerging
Trends survey where current employment levels are
still below the previous cyclical peak. Employment
growth is projected to be positive in 2017, but at
arate that is nearly half the national average. The
main drag on employment is expected to come from
manufacturing. The Birmingham steel industry is
struggling, with reduced demand from the energy
industry that is purchasing less heavy equipment
for exploration, and the strong dollar that is making
U.S. steel uncompetitive in the global market. The
outlook for services employment is more positive,
however, with professional and business services
as well as health and educational services expected
to be the leading job generators. The Port of
Birmingham also could be a future bright spot to the
economy. The establishment of the Birmingham—
Jefferson County Port Authority will seek to develop
and expand operations at the river port, offering
upside opportunities for transportation and ware-
housing activities.

Mid-Atlantic

“Strong markets include Raleigh,
Denver, Dallas, south Florida,
Charlotte, Nashville, and Seattle.
These locations have good job and
population growth. These markets

were susceptible to too much supply
in the past: the demand was always
there. This cycle, new supply hasn’t
gotten out of hand.”

Raleigh/Durham (7). The Raleigh/Durham
market in North Carolina ticks a lot of the boxes for
real estate success: affordable living and business
costs, a concentration of research universities and
colleges, home of the state capital, and a moderate
climate. These features continue to draw interest
from the real estate investment world. The combina-
tion of these features makes Raleigh/Durham a
strong example of an 18-hour market.

The Raleigh/Durham area is an example of a market
that is thriving without having a dominant urban
core. What the area offers are multiple neighbor-
hood cores that residents find attractive. One ULI
focus group participant noted, “If residents don’t
have a true live/work/play option, they will often
choose live/play and then opt to commute to work.”
This mind-set is helping spur a number of live/play
neighborhoods throughout the market.

All property sectors continue to show improvement
in the Raleigh/Durham market. New development is
showing an increased interest in mixed use. While
Raleigh/Durham is still an auto-dependent market,
new plans are being put in place to allow residents
and workers the option of combining work/play,
work/live, or live/play in one location. This change
in mind-set is even evident in new development at
traditional campus-style business parks.

Charlotte (9). The largest city in North Carolina
has been one of the top 18-hour cities in the
Emerging Trends survey over the past two years,
with survey respondents attracted to employment
growth that has been distributed over multiple
industries. Charlotte has been growing as the finan-
cial market hub for the Southeast and is benefiting
from a growing airport activity. The market has also
been a leader in infill development, with the down-
town area seeing an increase in residential options
and more development in a number of inner-ring
suburban sites. To go along with these positive
attributes, the market is very aware of a number of
challenges that will need to be addressed in 2017.
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Challenges facing the Charlotte market are the
political fallout associated with House Bill 2, signed
into law on March 23, 2016. Along with the more
highly publicized sports and performance event
cancellations, the truth is that the adoption of this
bill has slowed interest in the market from a number
of large national commercial real estate users. ULI
focus group participants also expressed a certain
level of frustration with the permitting process in
Charlotte, although one participant opined that it
may just be part of the growth process: “Itis evolu-
tion: more people, more rules.”

In spite of the identified challenges, the Charlotte
market remains strong and market participants are
cautiously optimistic this will continue. Industrial
is cited as being an extremely hot product type

in Charlotte for 2017, while the office market is
expected to continue to see growth in urbanized
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suburban locations. The multifamily market is in a
bit of a holding pattern as the market waits to see the
potential impact of the delivery of four downtown
office buildings on demand for the new multifamily
units currently under construction.

Washington, D.C.: the District (24),
suburban Virginia (29), suburban
Maryland (33). The D.C. metro area—com-
posed of the District of Columbia and the suburbs
in Maryland and Virginia—appears to be bouncing
back from the effects of the government shutdown in
2013 and subsequent budget cuts. The dynamics of
the recovery in the office market have been slightly
different than in previous cycles, however. Organic
growth from professional service firms is filling
space that was returned to the market when the
government began cutting space. At the same time,
the market has felt the effects of occupiers moving

to more-open floor plans and increasing efficiency
of office space use.

The Virginia suburbs are enjoying growth as
technology companies are attracted to space that
was previously leased by government tenants. The
Virginia suburbs are also benefiting from improved
transportation infrastructure that has created stand-
alone urban centers, where lenders are underwriting
the better buildings as core. These stand-alone
centers have improved the area as a gateway to the
District’s urban core. Suburban Maryland, with
access to six transit lines into the District, is also
seeing increased demand in key neighborhoods
with good access to the rest of the metro area. One
of the key attractions of the D.C. metro area, in
general, is the desirability of the neighborhoods in
the District and in the Maryland and Virginia urban-
izing suburbs and in-migration to these areas. The
metro area continues to drive demand for housing
and retail. Tight fundamentals in certain suburbs
are leading to discussions about the potential for
speculative office developments.

Baltimore (34). The largest city in Maryland is
beginning to shake off the effects of the last round
of fiscal austerity. Federal government job growth is
rising again, but, of greater importance, Baltimore
is seeing growth in the professional and technical
services sector. These jobs tend to be higher paying
and will have a positive impact on downstream
industries such as leisure and hospitality, retail, and
construction. Baltimore will get an immediate boost
from investment in a major infrastructure project
since transit improvements in the area will increase
construction employment. Longer-term, these
projects will alleviate traffic congestion and improve
the area to future development.

Richmond (69). The Richmond, Virginia,
market is enjoying good employment growth, with
office-using industries adding employees at twice
the national average growth rate. The current unem-
ployment rate is below the national average, despite
recent increases in the size of the labor force. If there
is a downside to the employment growth, it is that
itis skewed to lower-wage administrative support
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services. Still, the office market should get a boost
from the rise in office-using employment.

Planned transit enhancements and the introduc-
tion of shared-ride services are enhancing the
urban feel of Virginia's capital and are beginning

to give the market attributes that are common to
18-hour cities. The market also has an abundance
of historic buildings, resulting in the rise of the hip
factor of downtown Richmond. Another result is
that companies are now looking at relocating at
least some of their workforce downtown from the
suburbs because that is where workers want to be. A
ULl focus group participant requoted what they had
heard about Richmond: “If San Diego and Portland
had a baby, it would be Richmond.”

Itis possible to reach 40 percent of the U.S. con-
sumer market within a day’s drive from Richmond
and, as consumer demand has risen in the Mid-
Atlantic region, activity at the multimodal inland
distribution services at the Port of Richmond

has increased. The area has seen an increase

in warehousing and packaging operations. The
improvement in economic activity combined with
lower levels of supply could lead to an increase in
homebuilding in 2017.

Virginia Beach/Norfolk (74). Employment
growth in the Virginia Beach/Norfolk market is a
mixed story. Overall levels of employment growth
are below the national average, but the mix of jobs
being created is skewed toward higher-paying occu-
pations. This is pushing average hourly earnings up
at arate twice the national growth rate.

Jobs are now being created in industries that take
advantage of technologies that were originally
devoted entirely to defense contracting. The outlook
for the defense sector is favorable since defense
spending bills currently moving through Congress
would finance shipbuilding at local facilities. The
Port of Virginia should also see increased levels of
activity due to the expansion of the Panama Canal;
the first of the larger ships to pass through the canal
has already docked at the port. Current improve-
ments to the port will allow it to handle even larger
vessels that can now use the expanded canal.

Southwest and West

“This may be a good time to take a
hard look at the remaining potential
in late-recovery markets such as
Phoenix, Tampa, and Las Vegas.”

Denver (11). The capital and largest city of
Colorado is once again a top market in this year’s
Emerging Trends survey. Denver has seen particu-
larly strong growth in the leisure and hospitality,
construction, and professional and business
services sectors. Despite strong labor force growth,
the city’s unemployment rate is now at its lowest
rate in 15 years. Due to the tightening labor market,
Denver workers are enjoying hourly earnings growth
that is outpacing the national average.

Denver has not been able to completely escape the
downturn in the energy-related business services
sector. With the decline in operating oil rigs in

the United States, a number of service firms have
reduced administrative staff. The good news is that
the worst of these layoffs has likely already occurred
and that with the strong demand for labor, most of
these workers have already been absorbed back into
the workforce.

Professional services are projected to be the growth
driver of the Denver economy in 2017. The market
has enjoyed the creation and relocation of a number
of engineering, computer systems design, and sci-
entific research companies. These firms are drawn
to the qualified labor force that, in turn, has come to
Denver for the high quality of life.

Salt Lake City (18). Utah's capital and largest
city continues to experience good employment

and population growth. The health care, finance,
technology, and leisure and hospitality sectors have
been the leading job creators in the market. The
strong job growth is allowing incomes to rise faster
than the national average.

Technology has been a key driver of Salt Lake

City employment. Technology companies in the
aerospace, computer design, and medical device
fields have had success in Salt Lake City. Tech
industries are attracted to a well-educated workforce

and a lower cost of doing business. If business and
living costs continue to rise in Silicon Valley, Salt
Lake City may see an increase in tech company
relocations.

The financial services industry has been growing

in Salt Lake City. National financial firms have been
moving operations from higher-cost locations. In
addition to lower business costs, financial firms
have discovered a synergy with the market’s tech
industry. This collaboration has been a benefit for
both technology-driven lenders and traditional firms
that are expanding their online offerings.

Phoenix (21). The capital and largest city of
Arizona is one of the housing-bust markets that
have made a significant recovery since the global
financial crisis. The market has recovered all of the
jobs lost during the recession and added another 7
percent to total employment. Job growth has been
driven by gains in the financial services, education
and health care, and tourism sectors.

Office-using professional and financial services
firms have contributed significantly to recent growth
in Phoenix. The market is again being viewed

as a viable low-cost alternative to higher-priced
California markets. Relocating firms are taking
advantage of not only lower costs, but also a deeper
labor pool. An executive from a California-based
firm noted: “When we post for a job in Phoenix,

we get 12 qualified applicants. The same posting

in California might yield one.” Financial sector
employment should get a boost as the local housing
market continues to improve. Home prices have
been rising, but are still below those seen in the
previous peak.

Boise (46). [daho’s capital and largest city offers
an attractive lifestyle along with affordable living
and business costs. The proximity to the tech-
dominated West Coast markets makes the potential
of locating offices in Boise a viable possibility. A ULI
focus group participant noted, “The Boise lifestyle
is getting notice in the coastal markets. There is
caution but increasing interest in companies open-
ing second offices from Seattle, Portland, and San
Francisco.”
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As in all tertiary markets, the biggest hurdle for
Boise is the size of the investable market. A number
of projects are under development, so the market
will need some time to absorb the new space. If
these projects are successful, it is likely to continue
to increase interest in the market from companies
and investors from outside the local market. One
area for potential new development could be afford-
able housing. The state government and the local
government have recognized the need and have
been designing incentives that could stimulate more
production.

Albuquerque (64). The largest city in New
Mexico continues its slow economic recovery, but
current employment projections indicate that total
jobs could be back to the previous peak in 2017. The
Albuquerque economy will be challenged by falling
state spending due to the state of New Mexico’s fall
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in energy-related tax revenue. The market will also
likely need to deal with layoffs at a local computer
chip manufacturer as the product produced loses
market share to newer technologies. A bright spot in
the economy has been an increase in professional
services employment. The economy will also get
some support from Sandia National Labs and the
University of New Mexico.

Las Vegas (61). The economy of Las Vegas is
being driven by tourism, construction, and health
care services. Tourism has increased as low energy
prices have reduced the cost of travel and the
improving national economy is putting more money
into visitors’ pockets. The growth in construction
employment is tied to commercial development
since a number of hospitality and retail projects are
currently underway in the market. The housing mar-
ket has stabilized, but prices are still well below the

peak levels of the last cycle. Housing construction
is projected to rise in 2017, with permits and starts
both showing strong growth. Health care services
will continue to add employees as the Las Vegas
medical system expands. Health care employment
also will be supported as the population ages and
Las Vegas remains an attractive destination for
retirees.

Tucson (62). The economy of Arizona’s
second-largest city is experiencing growth not
seen since the recession. The market is seeing job
growth in state government, leisure and hospitality
services, and professional and business services.
The growth in these sectors is offsetting slower
growth in manufacturing and reduced levels of new
construction. The above-average rate of popula-
tion growth will increase the need for professional
and business services in Tucson. One key risk to
Tucson is the exposure to the U.S. defense budget.
Defense programs based in the Tucson area could
see significant budget allocation reductions in the
next several years. Local housing demand should
increase with the rise in population and household
formation, but the market is still working through an
inventory of foreclosures. This inventory will need to
be cleared before the housing market can return to
more normalized levels.

Northeast

“In a knowledge-based economy,
really like to stay in the brain hub
markets like Boston.”

Boston (12). The Boston market has consis-
tently remained near the top of the Emerging Trends
survey. Growing industries such as technology,
financial, and health care services are the key job
creators in Boston. The growth of these industries
has the added benefit of creating a higher percent-
age of high-wage jobs, which is raising incomes in
the market.

The employment growth in the finance sector

may slow in the near term as the industry looks to
reduce expenses as it deals with increased regula-
tory expenses and persistent low interest rates.
Securities firms, however, may pick up the slack.
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These firms are expected to benefit as national
wealth levels rise with the improving national
economy. Boston is also a natural location for the
combination of technology and finance to flourish.

Health care and technology will continue to create
jobs in 2017. Health care remains the solid core of
the Boston economy. Employment gains at hospitals
and physicians’ offices have been some of the
highest-paying jobs created in the Boston market.
The Boston technology industry is concentrated in
systems design and software, with less exposure

to computer manufacturing. Nearby Cambridge

is home to biotech and pharmaceutical industries
along with software design firms. These industries
will continug to benefit from the collection of top
colleges and universities in Boston and Cambridge.

New York—Manhattan (13), New
York-Brooklyn (16), New York—other
boroughs (44). It might be that 2017 is a year
when a number of questions about the New York
real estate market will be answered: Will investor
interest remain high for New York assets; has the
inflow of young workers to the market peaked; and
is market demand strong enough to absorb the new
supply that will be delivered to the market?

Despite the return of pricing that exceeds the peaks
seen in the last cycle, investor demand may actually
be on the rise again. Global investors looking for a
perceived safe haven are continuing to invest money
into Manhattan and Brooklyn. Investment activity
could see an uptick since London—another safe-
haven market—is now less certain due to the recent
vote to leave the European Union.

Employment growth and population growth are
both still positive, but the rate of growth is expected
to slow in 2017. Anecdotal evidence suggests that
the inflow of young workers to the market may be
slowing due to the slower job growth and high cost
of living. This has been countered by an increase

in firms still looking to locate in the market to take
advantage of access to these same workers.

Philadelphia (27). Pennsylvania’s largest city
appears to be riding a wave of optimism going into
2017. ULI focus group participants reported an

increase in nonlocal investors expressing interest
inthe Philadelphia market. As other East Coast core
markets have seen competition drive down yields,

it appears that Philadelphia is getting a longer

look from more national market participants as a
potential investment location.

Philadelphia can be characterized as a lower-cost
alternative to other East Coast markets that offers
an educated workforce, a diversifying industry
base, and a high quality of life. Philadelphia has
always had an excellent network of higher education
institutions, but it has been a challenge to keep
graduates in the market. This trend appears to be
reversing since millennials are attracted to the urban
lifestyle choices and ultimately the comparative
affordability of purchasing a home at some point in
the future. Commercial development is adapting to
the new requirements in the market, with mixed-use
development on the rise. Philadelphia is home to
aproject that is unique in its ability to blend office,
retail, and hospitality within one tower, with each
component designed to complement the others.

Pittsburgh (28). The second-largest city in
Pennsylvania is an example of a market making
atransition. We have noted in past editions of
Emerging Trendsthat interest in Pittsburgh is on
the rise. Past-year interviewees have commented
that they like Pittsburgh and wish there were more
investment opportunities there. In 2017, Pittsburgh
may well move from investor wish lists to their carts.
The ULI focus group all agreed that things look
bullish for the city. One participant commented,
“When meeting with potential investors, we have
moved from the general PowerPoint presentation to
ameaningful dialogue.”

Pittsburgh is even seeing an increase in foreign
investment interest. Foreign investors have been
“kicking the tires,” and a few have made what might
be termed fringe investments.

A number of stories are unfolding in Pittsburgh. The
market has the “new” Pittsburgh that is character-
ized by new tech startups, young workers who want
to live in an urban environment, the energy industry,
and finally the “old” Pittsburgh represented by an
aging population and workforce. The integration of

these storylines will shape the opportunities and
challenges faced by the city in 2017.

Northern New Jersey (30). The diversity of
the northern New Jersey market is seen as offering
opportunities in 2017. The market will always be
closely linked to performance in the New York metro
area, and the industrial market will continue to
benefit as an excellent location to serve the goods-
delivery needs of the entire New York/New

Jersey metro area. Individual communities have
the opportunity to offer what one ULI focus group
participant labeled as the “metro-burb.” These
metro-burbs are defined as being close to the train
line so they offer access to the urban core of New
York, but offer residents the ability to live and play
in the same area.

A challenge and opportunity for northern New
Jersey is to transform the traditional suburban office
reputation into an inventory that can be coordinated
with the amenities that today’s employers feel they
need to attract workers. This could entail converting
existing business parks into mixed-use projects,
and the market is beginning to see the incorpora-
tion of office space into residential developments.
Adding office to multifamily gives residents the
option of a true coworking space where they live.
Capital is available in the market, although it is
noted that banks are being selective based on

the sponsorship with regard to their history and
creativity.

Long Island (39). The Long Island market has
been experiencing a slower economic expansion
than the rest of the New York metro area. Job
growth has been positive but erratic. Health care
and education continue to be the key drivers of the
economy. The older population base will demand
more services, supporting continued growth.
Medical services positions are the leading creator
of high-paying jobs in the market, so this employ-
ment growth is providing a trickle-down benefit

to the overall economy. The Long Island housing
market continues to struggle with foreclosures since
housing prices have still not regained the value lost
during the recession. This is hindering the return of
the single-family market to more normalized activ-
ity. Multifamily housing, however, is seeing some
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Exhibit 3-9 Local Outlook: Northeast Region
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Source: Emerging Trends in Real Estate 2017 survey.
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Note: Average score of local market participants’ opinions on strength of local economy, investor demand, capital availability,
development and redevelopment opportunities, public/private investments, and local development community.

pickup as development is targeting transit systems
to provide access to New York City.

Westchester, New York/Fairfield,
Connecticut (49). Westchester County, New
York, and Fairfield, Connecticut, are traditional
suburban markets that thrived when companies
were leaving urban cores to locate closer to where
suburban-dwelling employees had chosen to live. It
isn'ta surprise, then, that these markets have strug-
gled to increase employment in an environment
where companies are moving to urban locations in
search of millennial workers. The markets will need
to find a way to attract employees while competing
with lower-cost locations for back-office activities
and thriving urban cores for headquarters. The good
news is that both areas are still viewed as attractive
places to live. The markets will need to find ways for
aging, built-out suburban areas with relatively strict
land use regulations and high housing costs to find
away to appeal to a wider population base.

Portland, Maine (73). The Portland, Maine,
market is benefiting from the continuing improve-

48 Emerging Trends in Real Estate® 2017

ment in the national economy. The finance and
manufacturing industries have less dependence
on global trade, so have been growing along with
the United States. Finance employment is on the
rise since the base of disability insurers has added
employees to meet demand created by national job
growth. The area’s goods manufacturers also have
gotten a boost from rising consumer spending.
Professional and business services have also
increased employment due to internet retailers
expanding call center operations in the market.
Portland is overexposed to the defense industry.
This sector of the economy has been performing
well due to increased funding for operations key to
the local economy.

Providence (75). The economy of Providence,
Rhode Island, is taking advantage of a number of
factors to support employment growth. The market
is viewed as a low-cost alternative to Boston and
New York that offers a well-educated workforce. The
market recently got a boost when a firm relocating
to Boston announced plans to move a number of
technology jobs to the market. The state of Rhode

Island has also taken steps to keep graduates of
Providence-area colleges in the market. Graduates
of Rhode Island colleges can take advantage of a
tax-credit program to help repay student loans. The
Providence housing market has worked through its
foreclosure pipeline and is now beginning to show
growth as household formations and incomes are
on the rise.

Hartford (77). The Hartford, Connecticut, mar-
ket is a good example of a market where the public
and private sectors are at odds. The public sector is
expected to shrink as the state cuts jobs to deal with
the state budget deficit. Public job growth had been
flat, but further cuts are expected to lead to actual
declines. The private sector is adding jobs, but they
have been concentrated in low-paying industries,
which is lowering the market's average weekly
garnings. Hartford’s dominant insurance industry
narrowly avoided being handed a significant tax
increase. Industry participants have been hinting at
moving to alternatives offering a lower cost of doing
if the fiscal climate and business environment do
not improve.

Buffalo (78). Buffalo, New York, has recovered
all of the jobs lost during the last recession, but the
gconomy has failed to build any positive momen-
tum. Health care employment has been growing,
largely due to the older average age of the city’s
population. Going forward, slow demographic
growth will be a headwind to health care employ-
ment gains. Buffalo’s urban core has struggled
recently, with the 2015 population falling by the
most in seven years. The city has programs dedi-
cated to revitalization of the urban core, but in the
near term, residential and retail growth will likely
be confined to relatively small pockets.

Midwest

“While we view the overall Chicago
market as stable, we are attracted
o how the market is popular with
millennials and the movement of
companies from the suburbs to the
urban core.”
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“Looking past the top markets, we
like to find markets where the growth
drivers seem sustainable and are cur-
rently looking at markets like Kansas
City, Minneapolis, and Charlotte.”

Chicago (19). The largest city in Illinois exem-
plifies the bifurcation trend we are seeing in the U.S.
real estate market, with the urban core performing
much differently from the suburbs. The Chicago
urban core continues to benefit from corporate
headquarters moving all or some of their operations
from the suburbs to the urban core. The urban core
also remains attractive to tech company growth,
which is driving demand for downtown office space.
The ensuing employment growth is driving demand
for urban multifamily. The industrial market, located
primarily in the suburbs, also continues to exhibit
improved fundamentals.

The Chicago market may be in a unique position.
When one compares the urban cost of locating in
Chicago to the urban cost of locating in other gate-
way markets, Chicago is considered a lower-cost
alternative. Costs in Chicago’s urban core are not
competitive, however, when compared with those
of many of the 18-hour city alternatives. The cost
disadvantage can make it a challenge for Chicago
to attract companies from nongateway markets. In
addition, the national perception of crime and the
fiscal condition of the state of Illinois create uncer-
tainty and are challenges that must be addressed
by the Chicago market.

These challenges aside, the Chicago market offers a
level of stability that a number of investors see as a
benefit at this point in the national economic cycle.
Chicago is still a core market with one of the top
regional infrastructure systems in the United States.

Indianapolis (26). In Emerging Trends in Real
Estate® 2016, interviewees expressed an interest in
finding markets that were poised to make a position
move. The results of the 2017 Emerging Trends
survey indicate that Indiana’s capital and largest
city may well be ready to move up in the rankings of
secondary markets. Indianapolis offers a competi-
tive cost of doing business and employees can
benefit from a lower cost of living. Similar to some

other markets in the Midwest, private and insti-
tutional investors have been pleasantly surprised
by the yields they have been able to earn with their
Indianapolis investments.

Indianapolis has seen a rise in downtown develop-
ment that has helped create the type of urban core
that could be attractive to millennials and hence

to the technology companies that are looking to
employ them. In addition, the market has a number
of strong suburban markets that have embraced the
urban suburban concept. The urban feel of the mar-
ket could get a boost since the market has already
committed to mass transit spending, and will decide
later in 2016 if this spending will be increased. The
most significant challenge faced by Indianapolis is
one faced by many secondary markets, i.e., making
national investors aware of the positive attributes of
the market.

Minneapolis/St. Paul (38). The Twin Cities
market continues to exhibit the strengths associated
with the 18-hour city. Residential and entertain-
ment opportunities have expanded in the urban
core, making live/work/play a reality. In addition, a
number of suburban locations within Minneapolis
have also made a concentrated effort at expanding
their urban feel and have increased walkability and
access to transit to help tie the entire metropolitan
area together.

Minneapolis/St. Paul also benefits from an educated
workforce and core industries that include medical
technology, retail logistics, and information technol-
ogy. The market also has a number of homegrown
Fortune 500 companies that have a history of strong
corporate citizenship.

National investors have increased their interest in
the Minneapolis/St. Paul market, hoping to earn
superior returns to those that can be found on either
coast. Despite this increased interest level, the
market is dominated by local market participants. A
number of nonlocal investors have chosen to work
with local market partners to take advantage of their
superior market knowledge.

Cincinnati (41). The Cincinnati market has been
witnessing growth in both the services and goods-
producing sectors. The service sector is attracted to
the educated workforce and includes both higher-
paying technical services positions and more
moderate support jobs. Health care also has been
growing in the market and is getting a boost from
local hospital expansions. The technology sector in
Cincinnati has developed to support core industries.
Technology in the market is related to e-commerce,
data analytics, and medical device manufacturing.
The manufacturing sector has not been adding

jobs due to the increased use of automation in the
market, but it continues to drive economic activity.

Cincinnati’s educated workforce has become a draw
to services firms looking for lower-cost places to do
business. This should support office employment
growth in the coming years. Manufacturing growth
could slow in the next year since the strong dollar
will hurt global exports and if companies remain
cautious in their level of business investment.

Columbus (42). Columbus continues to benefit
from good job growth that is driving real estate

rent growth. Being the capital of Ohio as well as the
home of the state’s largest university has helped
maintain a stable economic base, and the city’s
geographic location continues to enhance its posi-
tion as a distribution hub. The ability to reach a large
number of people by truck in a day is an advantage
in the era of rising e-commerce sales. Investors
have been drawn to the Columbus market and have
been rewarded with attractive yields, helping raise
the positive perception of the city among national
investors.

The presence of the university is also helping the
perceived hip factor of Columbus. This desirable
factor is also benefiting from a rise in the number
of developments that are geared toward walkability.
These developments are not concentrated in a sin-
gle area, but are located in different locations within
the metro area. As one ULI focus group participant
described the market, “Site selection is more
important than ever. You want to be in the A-plus
location and avoid anything marginal.” If Columbus
can continue to exhibit similar levels of activity
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Exhibit 3-10 U.S. Multifamily Property Buy/Hold/Sell Recommendations
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and returns, the market will improve its perception
among national real estate players. Columbus could
well be considered an 18-hour Midwest city.

Kansas City (48). The Kansas City market is
seeing a surge in financial services employment,
with that industry growing locally at a rate twice
the national average over the past 12 months. The
expected reason behind this growth is the lower
cost of doing business and access to a well-
educated workforce and the location of the Federal
Reserve Bank. All industries could have trouble
finding qualified workers in 2017 with the Kansas
City unemployment rate near 4 percent, the lowest
unemployment rate recorded since the late 1990s.
[tisn't just the expansion of existing firms that is
driving job growth. For 2015, Kansas City added
4 percent more private establishments. The tight
labor market has already begun to push up incomes,
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which is driving consumer spending and housing
construction. Housing starts are up in 2016, which
will lead to an over 50 percent increase in single-
family completions in 2017.

Detroit (50). Michigan’s largest city continues
to show improvement, but it will still face numerous
challenges in 2017. The auto industry has been
thriving as consumers with stronger balance sheets
have been eating into the pent-up demand left

over from the global financial crisis. Recent signs,
however, show that auto sales may be peaking. If the
auto industry slows, Detroit could get a boost as the
market's deep pool of engineering talent transi-
tions to advanced and sustainable manufacturing
companies and to fields focused on the integration
of technology into the transportation industry.

Pockets of redevelopment and corporate location in
the downtown have earned Detroit national atten-
tion. The continued success of these developments
could spur further investment in the market.

St. Louis (53). A ULI focus group participant
dubbed 2017 “the year of filling in,” given the
redevelopment activity in the central corridor area
of St. Louis. The expectation is that the tremendous
amount of activity in the Midtown and Central West
End neighborhoods could also benefit downtown.
The ultimate goal is to improve connectivity in the
St. Louis metro area, which could allow the entire
market to benefit from activity in individual nodes
and neighborhoods.

Affordability and availability are seen as key
strengths of the St. Louis market. The market offers
a variety of affordable housing options, which
makes the city attractive to relocating employees.

St. Louis is still a locally dominated real estate
market. The slower demographic growth can make

it challenging to attract nonlocal investors. Despite
the challenge, nonlocal investors do look at the mar-
ket in search of higher yields compared with those
available in more competitive markets. The retail
and housing markets in St. Louis are viewed as
strong, and the industrial market has good highway
access to a large population base. Office activity is
more organic, with companies expanding or relocat-
ing based on need.

Cleveland (55). The Cleveland market has a
number of advantages, including a well-developed
distribution network, an infrastructure system
designed to handle a larger population base, a
growing number of educated workers, and an
internationally renowned medical industry. The
Health-Tech Corridor market continues to show
improvement; a combination of incentives and the
desire to be near the educational and medical facili-
ties are driving growth in this area.

Similar to other markets in the Midwest, slower
demographic growth means that Cleveland must
find a way to grow organically while the search
for ways to reverse current demographic trends
continues. Debt and equity capital for real estate
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investment is available in Cleveland, but it is
categorized as “cautious” by the ULI focus group
participants. If a capital issue exists in Cleveland, it
relates more to venture capital availability for startup
companies. This type of capital may be conducive to
the creation of new firms that could attract graduates
of local universities and begin to reverse the current
negative demographic movements. Since new con-
struction in the market has been limited, Cleveland
would actually benefit from the downtown develop-
ment of Class A office space. A number of older
properties have been redeveloped for residential
uses and the market lacks an existing block of space
that could be attractive to a relocating company.

Des Moines (57). The economy of lowa's
capital is heavily weighted toward white-collar
employment, and these sectors have been adding
jobs. Professional and business services and
financial activities are the leading job creators. Des
Moines has a significant mortgage origination indus-
try that has been benefiting from the improvement
inthe national housing market and refinance activity
supported by consistently low mortgage rates.

The Des Moines market is experiencing a mini
development boom. Commercial and residential
construction payrolls could reach an all-time

high over the next 12 months. The majority of the
development is housing related, with the majority
related to multifamily. Units under construction in
Des Moines represent just over 6 percent of total
inventory. Commercial construction has also been
active since several firms are locating and expand-
ing data centers in the metro area. In addition, a
number of retail developments are underway across
the market.

Madison (58). Although Madison is typi-

cally considered a tertiary market, the presence of
Wisconsin’s capital and a renowned public univer-
sity supports the local real estate market and offers
potential regional or national investors with specific
strategies to take advantage of these attributes. The
university continues to provide the market with well-
educated graduates who are supporting the growing
high-tech clusters in the market. Total employment
in Madison is now 10 percent higher than it was at

the peak of the previous cycle. While 2017 employ-
ment growth is expected to be only slightly higher
than the U.S. average, the employment base is twice
as concentrated as the U.S. in high-tech jobs.

Milwaukee (65). The largest city in Wisconsin
has one of the highest concentrations of goods-
producing employment in the United States. The
Milwaukee manufacturing sector has been hit par-
ticularly hard by the collapse in energy prices and
the strength of the U.S. dollar. A cutback in U.S. and
Canadian oil exploration and extraction has greatly
reduced the sale of heavy equipment manufactured
in Milwaukee. If global energy production picks

up again in 2017, the manufacturing sector could
geta boost. Manufacturing could also get a boost

if housing construction rises nationally next year.
This will increase the market for the component of
the manufacturing sector that produces home HVAC
equipment. Health care is the largest industry in
Milwaukee, but comparatively weak demographic
growth and a lower percentage of the population
over the age of 65 are hindering future growth in this
sector of the economy.

Omabha (70). The largest city in Nebraska

joins the list of smaller markets that are seeing
professional and business service growth due to
companies relocating in search of lower business
costs. Along with lower business costs, Omaha
offers a population base in which 33 percent of
adults have a bachelor’s degree. This is 4 percent
higher than the national average. Health care
services also will contribute a greater share to future
employment growth. The health care industry is
getting a boost from the growing and steadily aging
population. A number of public and private industry
major construction projects are driving construction
employment. This is helping offset slower residen-
tial construction levels.

Florida

“We like markets with good employ-
ment and population fundamentals

like you see in markets like Orlando

and Tampa. The spread between

these markets and the gateway mar-
kets has some room to compress.”

Tampa Bay/St. Petersburg (20). The
Tampa Bay/St. Petersburg market has the advantage
of having dual urban cores. The St. Petersburg
urban core is particularly attractive to the emerging
workforce. The area is viewed as very walkable

and includes excellent live/work/play options.
Development in the Tampa urban core is still look-
ing for ways to benefit from the riverfront area and
take advantage of the opportunity to provide live/
work/play options or at least some combination of
the three to residents. Tampa Bay/St. Petersburg
has many of the components necessary to become
an 18-hour market. The goal will be to get each of
them moving in a positive direction.

Improved economic performance has the local real
estate market in good shape for all property types.
Debt and equity capital for projects is available, but
capital for office or condo development will likely
require significant equity contributions from the
borrower. ULI focus group participants feel that the
opportunity for Tampa Bay/St. Petersburg will be
to improve its perception as a destination market
where developers will decide to become long-term
owners, rather than build-and-sell participants.

Orlando (22). The economy of the Orlando area
has experienced one of the strongest recoveries
since the global financial crisis and the pace and
level of this recovery have increased national and
global interest in the city’s real estate market.

The city’s reputation as a global entertainment
destination is both a benefit and a challenge to the
Orlando market. On the benefit side, the entertain-
ment and tourism side of the market is a tremendous
economic driver and has greatly enhanced the

city’s visibility to off-shore investors. The challenge
comes in educating the rest of the world that there
are benefits to the other side of Orlando. ULI focus
group participants noted that the city is battling the
perception that the market is just theme parks, lead-
ing to the “You don’t know the half of it” marketing
campaign.
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Exhibit 3-11 Local Outlook: Midwest Region
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Florida is growing again, and Orlando is reaping the
benefit of this growth. The real estate sectors seeing
the growth at this point are population related, with
housing, both multifamily and single-family, seeing
good demand. Orlando remains a key test market
for an expanding number of retailer and food service
companies. The industrial market that is primarily
geared toward the local economy and population
base also has a good outlook for 2017. Medical
office also is cited as an opportunity in the Orlando
market that could perform well in 2017.

Afact that comes as a surprise to some national
market observers is the size of the college student
base in the Orlando market. The key to growing the
non-entertainment side of the Orlando economy

is finding a way to create jobs that will entice this
population base to remain in the market after gradu-
ation. A focus group participant noted, “Orlando
needs to find a way to create jobs that match up
better with our graduates.”
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Southeast Florida: Miami (25), Fort
Lauderdale (35), West Palm Beach
(43). The southeast Florida markets of Miami, Fort
Lauderdale, and West Palm Beach are again enjoy-
ing strong population growth. The rise in population
is driving employment growth, which has recovered
all of the jobs lost during the global financial crisis
in each of the metro areas. While employment
growth has recovered, the market is comparatively
more affordable than it was at the last peak. Despite
showing good gains, existing-home prices remain
below their cyclical peaks. International capital

is again beginning to flow into southeast Florida;
this capital movement should get a boost since a
number of Latin American countries are enjoying
improved economic growth.

The industrial market is enjoying rising demand
and, with a limited amount of new supply, is leading
to improved fundamentals. High street retail in a
select set of emerging neighborhoods is a subsector

that should perform well in southeast Florida in
2017. The housing market will benefit from the
increase in population growth, but it is challenged
by a shortage of suitable land and rising construc-
tion costs. The multifamily sector is now faced with
an elevated number of new units under construc-
tion. The southeast Florida markets will need to see
if demand will remain strong enough to absorb the
new units coming to market.

Jacksonville (47). Jacksonville has a number
of characteristics in common with other secondary
and tertiary markets in this year's survey. These
markets tend to offer affordable business and living
cost structures, economic and demographic growth
that easily exceeds the national average, and steady
real estate fundamentals. This creates an active
local real estate market, but one that has difficulty
getting the attention of national real estate market
participants. Jacksonville may have an advantage
in reversing this trend due to the popularity of the
region as a vacation and second-home market.
These visitors and part-time residents have an
opportunity to observe the market up close, which
could help improve the perception of Jacksonville.

“Neighborhood and niche are the way to look

for investments in Jacksonville in 2017." This

was the opinion of a ULI focus group participant.
Performance in the market is likely to vary signifi-
cantly by location and the selection of product type.
Strong population growth is supporting housing
growth, but the difficulty in finding developable lots
and enough qualified labor is holding back supply
and possibly pushing prices to a level where market
affordability could suffer. The plus side is that the
multitamily market remains solid.

Cape Coral/Fort Myers/Naples (60).
Population growth has returned to the southwest
Florida market, and that is driving an improving
economy. The all-important housing market has
bounced back, with 2017 median housing prices
projected to be well above those seen in the previ-
ous cycle peak. The improvement in pricing is also
driving new housing activity with sales, permits,
and new completions all projected to be higher in
the coming year. One issue that could hurt growth in
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2017 is the shortage of qualified construction labor.
The current [abor shortage is pushing up the price of
new housing and extending the time to completion.

ULI focus group participants feel that population-
related property sectors will be the top sectors in
2017. Properties such as assisted living facilities,
multifamily rental, storage facilities, and student
housing are expected to be top choices for the year.

Gainesville (63). Gainesville is a tertiary
market with a significant economic driver. The
university is a top employer in the market. In
addition, the university is a significant investor in
knowledge-based industries, directly launching 17
startup companies and signing 122 license agree-
ments with private companies in the most recent
fiscal year. The university also supports a biotech
incubator with the goal of creating additional high-
paying jobs. Health care also has a significant
presence in the Gainesville market. The university-
affiliated hospital and the veterans’ medical facility
are the second- and third-largest employers in the
market. The health care sector should continue

to expand in 2017, with local hospitals adding
capacity.

Tallahassee (66). As the capital of Florida,
Tallahassee finds that its fortunes are often tied

to the state government. In an era of government
austerity, the Tallahassee economy has struggled

to return to a level equal to that seen in the previous
peak. Still, the market is projected to finally regain
all of the jobs lost during the global financial crisis
in 2016. In addition to the state government, educa-
tion and health services are the top job creators

in the market. Tallahassee is home to a major
university as well as other universities and colleges.
The largest hospital in the market is Tallahassee’s
second-largest employer. Tallahassee is a market
dominated by local and regional real estate inves-
tors who have found opportunities in multifamily
housing and retail.

Deltona/Daytona Beach (76). Population
growth is driving economic activity in the Deltona/
Daytona Beach market. The projected rate of

population growth in the market is over three times
the national average, with a large segment of this
new population over the age of 65. More residents
and particularly more residents over the age of 65
are driving growth in the health services sector. The
health services sector is also the top contributor to
the high-wage positions in the market. The pace of
population growth also is expected to drive a rise

in housing activity in 2017, with permits and starts
up significantly from the previous year. Commercial
construction also is getting a boost from a number
of retail and mixed-use projects under construction
in Deltona/Daytona Beach.
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Market

United States
Albuquerque
Atlanta
Austin
Baltimore
Birmingham
Boise
Boston
Buffalo
Charleston
Charlotte
Chicago
Cincinnati
Cleveland
Columbia
Columbus
Dallas/Fort Worth
Deltona/Daytona Beach
Denver
Des Moines
Detroit
Fort Lauderdale
Gainesville
Greenville
Hartford
Honolulu
Houston
Indianapolis
Inland Empire
Inland Northwest
Jacksonville
Kansas City, MO
Knoxville
Las Vegas
Long Island
Los Angeles
Louisville
Madison
Memphis

2017 Population

5-year
annual net

Total  2016-2017 migration
(millions) - %change  (000s)
32156  0.8% =
091 0.1% 1.38
599 22% 10240
214 2.9% 42.89
2.83 04% 372
115 0.2% 1.05
07 16% 6.34
484 0.6% 1037
113 —04% 526
0.77 15% 752
2.54 22% 5069
9.59 02% -32.29
218 0.5% 317
205 -03% 799
0.84 1.3% 879
207 11% 961
745 20%  87.92
0.66 2.6% 19.72
292 13% 2023
064 1.0% 1.39
431 01%  -819
198 1.8% 29.28
029 1.7% 374
0.90 1.2% 8.87
122 0.3% 114
101 05%  -060
697 20% 7086
203 1.0% 9.05
460 10% 1041
072 1.0% 5.06
151 19% 2326
21 0.5% -1.46
0.88 0.7% 644
2.24 2.6% 46.63
287 01% =313
10.32 06%  -361
1.29 0.5% 320
065 0.7% 107
136 06% 2.25

Millennials

(age 16-35)
%oftotal  5-year
population  growth
30% 2.6%
29%  0.2%
3%  12.3%
35%  18.0%
30%  39%
29%  15%
29%  6.5%
3% 27%
29%  —47%
2%  13%
30%  14.8%
3%  13%
29%  1.6%
2%  —2.4%
2%  26%
2%  13%
32%  12.2%
2% 91%
32%  104%
30%  61%
2%  0.3%
28%  11.6%
40%  —47%
29%  32%
29%  —01%
32%  31%
32%  10.6%
30%  6.6%
2%  2.3%
29%  34%
30%  95%
29%  41%
28%  22%
31%  144%
33%  49%
29%  3.6%
33%  08%
30%  14%
30% 104%
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2017GMP capita5-year ~ Costof

per capita

ratio
1.00
0.88
0.99
103
1.07
0.89
0.83
116
110
0.81
1.00
1.02
0.89
091
0.84
0.90
1.07
0.84
1.05
097
093
093
0.87
078
1.34
0.99
1.34
0.95
102
0.24
0.87
0.85
0.82
0.92
113
1.30
0.82
091
0.88

Business costs
GMP per Percapita ~ 5-year
disposable  disposable
projected doing income income
growth  business™  ratio™** growth
1.4% 100% 1.0 4.2%
1.3% 90% 08 34%
1.9% 88% 09 32%
1.7% 98% 10 3.5%
1.0% 105% 1.2 42%
11% 96% 09 34%
2.0% 84% 08 49%
14% 122% 14 46%
01% 86% 09 3.8%
1.3% 100% 09 3.9%
21% 98% 09 32%
0.7% 99% 11 47%
1.3% 97% 10 49%
0.7% 97% 11 5.3%
1.6% 96% 09 42%
1.6% 95% 10 4.8%
11% 93% 10 40%
24% 88% 08 47%
12% 96% 1.2 4.3%
21% 82% 11 3.9%
0.4% 96% 10 49%
2.0% 102% 09 4.8%
2.2% 101% 08 55%
1.5% 90% 08 42%
1.0% 101% 1.2 3.6%
0.7% 119% 11 3.7%
1.3% 101% 11 41%
1.6% 88% 10 5.2%
1.2% 95% 07 34%
0.8% 80% 08 5.0%
2.3% 96% 10 5.7%
0.6% 93% 10 45%
0.8% 89% 09 37%
1.8% 95% 08 2.8%
0.8% 94% 14 35%
1.0% 107% 11 46%
0.8% 87% 10 3.8%
11% 95% 11 47%
0.8% 86% 09 4.3%

Total employment
2017as% 2019as %
2016-2017 of previous  of previous
%change  peak peak

15%  106.6% 109.2%
1.8% 996%  102.0%
19%  1109%  1145%
23%  1305%  137.0%
06%  1066%  108.0%
0.8% 986%  100.3%
2.2% M1%  1149%
12% 109.5%  111.6%
08%  1022%  103.3%
1.8% 147%  1177%
19%  1118%  1157%
19% 1049%  107.2%
17%  1047%  1071%
16%  1004%  102.3%
20%  1091%  112.3%
2.4% 139%  1174%
26%  1197% 125.9%
31% 1046%  109.2%
22%  175%  121.3%
1.5% 1109%  113.1%
1.8% 978%  100.2%
2.2% 1072%  110.8%
20%  1045%  107.6%
19% 109.5%  112.6%
10%  1006%  1021%
08%  1048%  106.5%
07%  1143%  119.8%
2.0% 111.8%  114.6%
20%  1103%  1134%
1.5% 104.3%  106.7%
27%  1098%  1141%
19% 1072%  109.5%
23%  1090%  111.8%
21% 1042%  108.4%
09%  1047%  106.2%
19% 1052%  107.8%
19%  1103%  1135%
1.6% 1105%  112.6%
25%  102.2% 105.7%

High
technology

1.0
21
15
26
16
09
16
26

Location quotient****

Business & Education

professional & health

services
1.0
11
13
12
12
09
10
13
09
11
12
13
11
10
09
12
10
09
13
09
15
12
0.7
13
10
10
11
11
08
08
11
13
12
09
09
10
09
09
11

services

1.0
10
08
07
12
09
10
13
11
07
07
07
10
10
13
08
09
05
12
08
09
10
08
1.2
07
11
09
08
09
1.2
09
09
09
06
12
11
09
07
09

Goods

Energy producing

1.0
01
01
08
01
11
02
00
01
01
01
01
01
02
04
02
06
00
15
01
01
00
02
02
01
01
6.0
01
02
06
01
02
01
01
00
02
02
02
00

1.0
07
08
09
07
09
11
08
09
10
11
09
11
11
09
08
06
09
09
08
11
07
05
13
10
06
13
10
10
10
08
09
10
06
08
08
12
10
08
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Exhibit 3-12 Economy

Millennials
2017 population (age 16-35) Business costs Total employment Location quotient****
5-year GMP per Percapita ~ 5-year
annual net 2017GMP capita5-year  Costof  disposable ~disposable 2017as% 2019as % Business & Education
Total  2016-2017 migration %oftotal ~ 5-year  percapita  projected doing income income  2016-2017 ofprevious ofprevious ~ High  professional &health Goods
Market (millions) - %change  (000s)  population ~ growth ratio* growth  business™  ratio™* growth  %change  peak peak  technology services services Energy producing
United States 32756  0.8% - 30% 2.6% 1.00 1.4% 100% 1.0 4.2% 15% 106.6% 109.2% 1.0 1.0 1.0 1.0 1.0
Miami 278 14% 2901 29%  —0.8% 094 17% 112% 09 48% 2.5% 1104%  1143% 0.7 10 10 01 06
Milwaukee 1.58 02% —2.68 30%  6.8% 0.87 1.0% 98% 11 4.4% 17%  102.2% 104.5% 11 10 12 041 13
Minneapolis/St. Paul ~ 3.62 11%  16.51 31%  8.0% 0.97 1.8% 103% 11 3.0% 14%  108.2% 110.8% 18 11 11 041 1.0
Nashville 189 14% 1486 30%  37% 0.89 0.9% 94% 11 4.2% 2.2% 1203%  123.8% 09 12 10 0.2 10
New Orleans 128 0.7% 3.03 35%  10.6% 107 1.7% 89% 10 55%  -20% 887%  89.5% 05 09 10 22 09

New York-Brooklyn 268 07%  -8.88 4%  25% m 0.9% 165% 10 3.0% 09% 1262%  129.0% 07 06 23 0.0 06
New York-Manhattan 1.66 04%  -3.00 39%  86% 161 0.6% 170% 16 3.3% 0.7% 101%  1117% 15 16 08 0.0 0.2
New York-other boroughs ~ 4.33 05% -13.27 2%  50% 123 12% 112% 10 2.8% 0.8% 1167%  1189% 06 06 20 0.0 08
Northern New Jersey 720 02% 1210 8%  2.3% 127 14% 107% 14 4.3% 0.5% 99.0%  100.0% 20 13 10 01 07

Oakland 284 10% 1363 31%  101% 127 1.5% 108% 13 4.3% 2.3% 1086%  111.8% 22 12 11 02 10
Oklahoma City 139 0.9% 391 2%  31% 0.90 17% 86% 10 41% 15% M1%  1138% 07 09 10 50 10
Omaha 093 0.9% 152 30%  36% 0.88 17% 2% 10 3.3% 18% 108.2%  110.9% 12 11 10 01 09
Orange County, CA 324 0.8% [ 3%  58% 135 13% 93% 12 40% 16% 105.8%  108.5% 19 13 08 01 12
Orlando 2.56 32% 7022 2%  164% 0.91 2.6% 100% 08 5.2% 3.5% 161%  122.8% 11 12 08 01 07
Philadelphia 6.10 02% 455 30%  04% 104 0.8% 104% 12 4.9% 19% 1048%  107.1% 15 12 14 01 08
Phoenix 483 23% 8363 30%  10.0% 0.91 16% 96% 09 3.6% 3.3% 106.9%  111.9% 14 12 10 03 09
Pittsburgh 235 0.0% 3.50 2%  -01% 1.02 12% 96% 11 51% 16% 103.0%  1051% 13 11 13 17 09
Portland, ME 0.53 0.3% 093 26%  1.0% 0.76 04% 109% 10 3.2% 14% 1031%  105.2% 10 09 13 02 09
Portland, OR 245 11% 1631 31%  10.5% 129 2.6% 96% 10 5.6% 17% 108%  1145% 20 11 09 02 12
Providence 162 02% 001 29%  -0.9% 093 10% 106% 10 3.2% 09% 100.3%  101.9% 12 09 14 01 10
Raleigh/Durham 261 25% 5744 30%  146% 2.88 10% 87% 10 2.6% 41% 123%  1196% 06 12 10 01 09
Richmond 130 0.8% 510 30%  41% 094 0.8% 94% 10 3.6% 2.2% M2%  1145% 09 12 09 03 07
Sacramento 2.34 11% 1412 30%  54% 117 17% 103% 08 31% 2.0% 1036%  106.6% 12 09 10 01 07
St. Louis 301 12% 212 29%  1.0% 0.95 17% 93% 11 4.9% 2.0% 103.9%  106.1% 12 11 11 02 09
Salt Lake City 1.20 12% 225 3% 51% 093 11% 88% 10 4.9% 2.6% 161%  119.7% 21 13 08 08 10
San Antonio 248 17% 2412 2%  58% 131 14% 120% 09 3.3% 19% 1195%  1244% 10 09 10 12 08
SanDiego 3.38 10% 9.86 34%  55% 146 0.7% 124% 11 4.3% 2.0% 1097%  112.8% 23 12 09 01 09
San Francisco 167 0.9% 759 34%  151% 143 0.9% 123% 20 6.3% 1.7% 1211%  1253% 42 18 08 0.0 05
San Jose 202 10% 538 31%  116% 129 14% 103% 17 51% 2.3% 194%  1230% 73 16 09 01 14
Seattle 2.99 14% 2099 32%  139% 0.96 13% 83% 14 5.2% 18% 128%  1158% 28 11 08 01 12
Southwest Florida 115 36% 4394 22%  16.8% 245 44% 99% 12 54% 41% 123%  1196% 06 09 08 03 10
Tacoma 087 12% 5.26 2%  T7% 0.99 1.5% 90% 10 54% 1.7% 108.3%  111.1% 05 07 11 02 09
Tallahassee 0.39 12% 3.65 3%  —44% 083 21% 103% 08 5.6% 2.2% 102.2%  105.3% 10 08 08 02 04
Tampa/St. Petersburg 310 18% 549 21%  94% 093 2.0% 99% 09 55% 2.5% 1078%  111.8% 15 13 10 01 08
Tucson 1.05 14% 1278 29%  —04% 0.92 11% 93% 08 37% 3.4% 1034%  107.5% 12 10 11 12 08

VirginiaBeach/Norfolk 175 06% 246 3%  1.0% 1.06 10% 94% 10 3.9% 14% 100.7%  103.0% 09 10 09 01 08

Washington, DC-District  0.69 0.9% 0.91 43%  139% 123 12% 121% 14 2.8% 0.8% 1M2.7%  1144% 17 15 11 0.0 01

W 1 = 236 1% 1133 30%  90% 401 14%  100% 13 32%  05%  1029% 1047% 22 13 08 00 07

suburpan MD

msuhr'b”agrﬁ/”;\[)c’ 301 12% 793 31%  100% 172 20%  121% 14 41%  22%  1108% 1144% 386 200 07 01 05
West Paim Beach 151 27% 4256 25% 133% 094 2%  98% 15 61%  33%  1003% 1146% 1 13 10 00 06
‘;‘;?ffﬁce‘“jsée{ M= qo4  02% 302 7% 10% 079 02%  117% 20 39%  08%  1021% 1036% 14 11 12 00 07
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Exhibit 3-13 Housing

Households Median home prices 2017 single-family home year-to-year change Multifamily metrics
3-year Rentas%of  Space under
2017 total projected 2016-2017  2017as  Affordability Rent/costof ~ household  constructionas
Market (000s) growth 2017price %change % of peak index* Permits Starts ~ Completions ~ Sales ~ WalkScore  ownership™ income % of inventory

United States 126,360 3.5% $243,425 4.2% 108% 160.1 40.7% 37.6% 31.1% 13.5% 53 0.8 25.3% 3.3%
Albuquerque 362 2.0% $194,136 3.8% 97% 174.5 47.2% 45.3% 19.6% 16.7% 42 06 18.3% 0.5%
Atlanta 2,222 8.2% $190,937 43% 108% 199.6 8.5% 8.8% 14.7% 151% 48 11 251% 35%
Austin 812 9.0% $286,556 2.3% 151% 1504 11.5% 114% 13.2% 11.2% 39 07 23.6% 4.9%
Baltimore 1,099 31% $267,701 51% 92% 186.9 39.7% 31.0% 2.8% 13.8% 69 08 21.1% 2.2%
Birmingham 466 2.5% $192,400 2.3% 115% 161.5 12.5% 14.6% 214% 10.2% 35 07 20.8% 2.3%
Boise 272 6.3% $209,530 41% 99% 1654 20.7% 21.8% 34.6% 11.9% 39 06 15.4% 47%
Boston 1,896 3.3% $425,940 44% 103% 1373 38.2% 29.7% 4.0% 13.5% 81 09 35.7% 4.0%
Buffalo 473 0.4% $137,630 2.3% 128% 2745 52.7% 454% 8.8% 12.2% 67 11 21.7% 2.8%
Charleston 307 6.2% $261,833 3.8% 118% 1459 9.7% 91% 11.8% 45% 39 09 28.5% 8.2%
Charlotte 1,000 8.6% $211,782 32% 125% 180.2 19.9% 18.5% 10.6% 145% 26 09 251% 5.8%
Chicago 3614 1.7% $244,324 43% 86% 1754 341% 28.4% 244% 13.6% 78 10 28.0% 2.0%
Cincinnati 875 3.0% $158,808 41% 109% 260.0 23.5% 23.3% 31.0% 13.8% 50 09 17.2% 1.8%
Cleveland 866 09% $136,463 46% 97% 2740 372% 35.6% 40.3% 127% 59 10 191% 1.2%
Columbia 337 5.9% $173,953 47% 17% 2084 22.2% 20.7% 15.6% 2.9% 36 08 19.2% 2.9%
Columbus 831 46% $184,041 3.8% 121% 2249 51.9% 49.4% 57.9% 145% 40 08 18.2% 2.9%
Dallas/Fort Worth 1810 76% $241,968 35% 147% 1583 9.8% 9.2% 78% 11.8% 45 08 24.0% 47%
Deltona/Daytona Beach 283 101% $185,738 76% 87% 1659 921% 87.5% 581% 13.3% 36 11 31.0% 2.5%
Denver 1,191 6.4% $403,112 44% 160% 1136 26.5% 24.7% 14.7% 13.6% 60 06 23.8% 6.2%
Des Moines 253 4.8% $188,962 2.3% 120% 2358 16.2% 9.8% 73% 137% 44 08 16.5% 61%
Detroit 1748 1.8% $113,507 76% 68% 3418 32.5% 211% 247% 16.9% 55 15 20.1% 15%
Fort Lauderdale 818 7.3% $309,448 47% 81% 116.8 1642%  1668%  131.5% 12.3% 58 08 31.7% 43%
Gainesville 119 6.7% $202,813 6.0% 90% 181.0 72.4% 67.4% 32.2% 12.6% 34 07 19.3% 6.0%
Greenville 373 55% $191,744 46% 120% 1643 23.8% 23.0% 21.0% 54% 42 09 25.9% 54%
Hartford 488 1.9% $240,345 4.0% 91% 2157 21.0% 17.8% 8.3% 18.5% 71 08 19.0% 1.6%
Honolulu 336 3.0% $772,966 39% 118% 60.7 42.6% 43.3% 34.1% 1.7% 63 04 30.8% 2.7%
Houston 2455 74% $225,128 2.8% 145% 169.7 1.8% 0.0% —4.7% 131% 48 09 26.4% 5.0%
Indianapolis 806 41% $163,745 31% 132% 2317 26.2% 215% 42.1% 91% 29 09 18.4% 26%
Inland Empire 1472 6.3% $316,492 3.8% 78% 114 471% 46.8% 31.7% 12.9% 4 07 28.9% 1.2%
Inland Northwest 291 4.8% $230,990 3.3% 116% 168.9 34.5% 28.1% 101% 10.9% 48 06 16.5% 2.3%
Jacksonville 594 76% $225470 6.7% 115% 157.8 34.5% 31.5% 20.1% 13.2% 26 08 221% 1.2%
Kansas City, MO 849 2.8% $188,979 43% 120% 2163 28.0% 28.9% 56.9% 137% 34 07 171% 31%
Knoxville 369 36% $172,307 0.0% 0% 1973 15.4% 1.7% -21% 13.0% 3 08 20.2% 31%
Las Vegas 845 8.8% $238,640 39% 4% 1422 69.7% 69.0% 54.5% 9.3% 40 07 23.2% 1.6%
Long Island 965 1.9% $442,831 1.8% 92% 1395 731% 67.0% 181% 12.3% 95 08 26.2% 54%
Los Angeles 3453 3.0% $528,612 6.2% 88% 69.8 218% 21.8% 24.0% 141% 66 07 42.2% 2.5%
Louisville 536 31% $163,645 31% 118% 2139 54.3% 46.2% 20.8% 11.9% 3 09 19.8% 3.8%
Madison 278 3.8% $266,352 4.8% 17% 166.1 32.4% 24.7% 16.8% 14.2% 48 05 15.7% 2.9%
Memphis 529 3.3% $156,725 44% 107% 205.0 52.6% 415% -3.2% 12.6% 36 09 21.6% 1.3%
Miami 991 5.9% $317,136 6.4% 81% 929 88.8% 82.1% 471% 12.2% 78 11 53.1% 6.0%
Milwaukee 653 2.4% $237,514 4.5% 106% 166.8 42.0% 41.0% 32.3% 14.2% 61 06 18.0% 3.6%
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Exhibit 3-13 Housing

Households Median home prices 2017 single-family home year-to-year change Multifamily metrics

3-year Rentas % of  Space under

2017 total projected 2016-2017  2017as  Affordability Rent/costof ~ household  constructionas

Market (000s) growth 2017price~ %change % of peak index* Permits Starts ~ Completions ~ Sales ~ WalkScore  ownership™ income % of inventory
United States 126,360 3.5% $243,425 4.2% 108% 160.1 40.7% 37.6% 31.1% 13.5% 53 0.8 25.3% 3.3%
Minneapolis/St. Paul 1,466 5.2% $254,558 5.0% 105% 188.3 35.0% 28.0% 251% 16.6% 68 0.8 20.9% 2.5%
Nashville 747 5.2% $225,360 31% 122% 164.7 8.7% 5.8% —0.6% 11.4% 28 1.0 28.9% 8.3%
New Orleans 506 3.5% $187,957 4.3% 104% 1841 29.2% 30.0% 29.1% 9.8% 57 12 31.8% 3.2%
New York-Brooklyn 972 3.3% $449,730 3.7% 98% 69.2 28.1% 24.9% 14.2% 12.9% 97 09 55.9% 5.9%
New York-Manhattan 792 2.0% $1,347,507 4.2% 97% 36.5 27.5% 24.4% 14.2% 12.6% 89 04 481% 2.6%
New York—other boroughs 1499 3.0% $520,038 40% 114% 152.7 271.7% 24.5% 14.2% 12.5% 78 07 40.5% 3.4%
Northern New Jersey 2,663 21% $441,451 34% 102% 150.6 38.0% 40.4% 236% 14.0% 80 07 251% 2.5%
Oakland 1,016 3.3% $859,620 5.0% 104% 65.2 16.6% 16.7% 234% 11.7% i 05 33.8% 1.8%
QOklahoma City 543 41% $144,991 1.9% 105% 2482 33.6% 33.0% 21.2% 131% 32 09 16.1% 1.5%
Omaha 367 41% $170472 2.6% 121% 2296 34.7% 32.1% 33.5% 11.3% 45 08 16.4% 2.7%
QOrange County, CA 1,082 3.6% $764,719 3.9% 106% 65.5 12.5% 11.5% 1.7% 11.4% 53 04 30.9% 3.7%
Orlando 1,014 12.2% $227190 5.7% 82% 1427 61.8% 57.1% 32.1% 14.4% 4 09 274% 2.9%
Philadelphia 2,353 19% $232,047 41% 98% 2031 52.9% 51.9% 26.0% 16.3% 78 09 23.0% 1.7%
Phognix 1,878 9.7% $239,835 4.2% 88% 150.7 39.6% 37.6% 25.3% 11.2% 40 07 23.0% 31%
Pittsburgh 1,011 -0.2% $155,420 3.8% 128% 2654 37.6% 36.0% 13.4% 15.2% 61 1.0 20.1% 2.2%
Portland, ME 226 2.0% $258,715 4.9% 104% 165.0 28.0% 18.7% —1.4% 10.5% 60 09 27.3% 3.2%
Portland, OR 1,013 5.7% $369,207 6.6% 125% 1128 30.8% 31.7% 274% 13.9% 64 06 25.6% 3.0%
Providence 646 1.3% $276,769 4.8% 93% 1454 50.3% 45.8% 31.0% 12.3% 78 08 26.4% 2.8%
Raleigh/Durham 1,039 9.0% $309,457 70% 166% 176.8 32.8% 29.1% 13.7% 13.3% 27 07 21.5% 4.2%
Richmond 515 4.0% $239,300 4.2% 101% 1821 35.4% 341% 22.1% 16.3% 52 07 19.4% 2.2%
Sacramento 865 46% $332,759 7.2% 87% 1315 271% 25.2% 11.3% 12.0% 46 06 22.8% 0.9%
St. Louis 1154 21% $167,300 3.9% 110% 2677 32.5% 34.9% 58.6% 14.0% 64 08 171% 19%
Salt Lake City 407 5.0% $283,073 45% 118% 1486 43.8% 43.3% 44.3% 12.7% 56 05 16.4% 6.1%
San Antonio 893 6.7% $211213 2.9% 136% 159.2 20.9% 18.5% 7.2% 11.7% 36 08 22.5% 51%
San Diego 1,201 41% $608,316 54% 98% 758 401% 43.2% 24.3% 12.2% 50 05 31.3% 19%
San Francisco 636 31% $1,275,347 6.0% 129% 533 42.0% 36.6% 5.8% 11.6% 86 05 441% 4.5%
SanJose 678 3.0% $1,089,823 6.7% 127% 60.2 29.0% 26.4% 14.2% 11.2% 50 04 29.8% 4.0%
Seattle 1,219 5.7% $479,158 6.3% 113% 116.0 21.4% 22.5% 26.5% 10.8% 73 06 24.3% 4.9%
Southwest Florida 507 141% $412,306 3.6% 114% 118.6 59.5% 541% 28.7% 14.3% 24 1.0 39.4% 3.5%
Tacoma 336 54% $262,866 6.3% 97% 163.0 32.2% 32.7% 25.9% 12.3% 53 09 24.5% 0.6%
Tallahassee 155 5.5% $195,245 6.7% 107% 194.2 104.6% 103.6% 66.4% 11.8% 32 07 20.5% 0.5%
Tampa/St. Petersburg 1,320 71% $211,333 79% 92% 157.7 46.8% 21% 22.7% 12.6% 49 09 274% 3.3%
Tucson 447 76% $199,136 5.3% 79% 162.5 50.3% 48.9% 33.5% 11.6% 4 06 181% 0.4%
Virginia Beach/Norfolk 679 3.7% $222,195 3.5% 90% 179.3 34.0% 32.3% 17.3% 14.7% 33 07 19.2% 1.8%
Washington, DC-District 299 34% $366,372 —1.1% 95% 1370 —211%  -206% 23.0% 10.9% 7 09 36.2% 6.3%
ML 0 866 53%  $0B3R2  49% 48% 1907 466%  99%  280%  151% 7 06 213% 3%
b 119 5% S48 40% 89% 1850 566%  510%  230%  173% 63 06 181% 38%
West Paim Bezch 657  108%  $336608  6.2% 80% 155 1524%  1466%  802%  136% 41 08 31.9% 5.5%
\é\g?rsfticeillisée{, NY/ 707 2.0% $437439 4.0% 76% 121.8 17.9% 11.3% 14.2% 16.0% 53 0.6 25.2% 3.5%
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Exhibit 3-14 Local Market Perspective*: Investor Demand Exhibit 3-15 Local Market Perspective*: Development/
- | Redevelopment Opportunities

[Weak | Decliing  Average Improving  [(SiHoRGT]
Seattle - San Antonio -
New York-Manhattan - Minneapolis/St. Paul - Boise - New York—-Manhattan Sal
San Francisco - Indianapolis [ L 18811 Cleveland 3.46
Boston By o Naeoy| | Oakland/EastBay 1885 Cincinnati 3.45
Austin 444 Honolul Lasz | | Dallas/FortWorth [884 | Miami 3.44
Los Angeles 484 Washingon,DC-MDsuburbs | @87 | Nashile 1883 Cape Coral/Fort Myers/Naples | 3.43
SanJose 1488 KensasCity, MO [8so | Portend ME 1880 SanFrancisco 3.41
New York-Brooklyn 14807 Pittsburgh 3.47 Gieenylle 878 Pitshugh 34
Denver 1480 Sacramento 3.47 Charlotte 1871 Omaha Sy
Dallas/Fort Worth 7429 | Longlsiand 3.46 Madison 1875 Inland Empire 340
Portland. OR - Louisville 3.44 San Antonio - Northern New Jersey 3.39
Oakland/East Bay - Omaha 3.40 Salt Lake City - Sacramento 3.38
Orange County - Las Vegas 3.38 Philadelphia - Albuguerque ot
Charleston 17422 Westchester, NY/Fairfield, CT ~ 8.82 Charleston D872 st Lous ghel
Nashville 1421 OklanomaCity 3.23 o) L) 18701 Tacoma 883
Washington, DC-District [ 24| New Orleans 3.22 Las Vegas 868 Sanlose e
Miami - Cincinnati 3.22 Austin - Kansas City, MO 3.29
San Diego - Knoxville 3.90 New York—Brooklyn - Washington, DC—MD suburbs ~ 3.28
Charlotte - Portland, ME 3.20 Orlando - Baltimore B2
Raleigh/Durham 174087 Spokane, WA/Coeur dAlene, ID | 8.20 Lilliravs 118881 Okiahoma Ciy 323
Atlanta 11894 Jacksonvile 318 Raleigh/Durham 11885 Longsland S:20
Palm Beach 890 Detroit 317 Orange County 18851 Louisville 349
Greenville - Baltimore 3.10 Seattle - Providence 318
Madison - Tucson 3.08 Denver - Milwaukee 315
Fort Lauderdale {888 | Richmond 3.07 Tampa/St. Petersburg 864 | FRichmond &5
Philadelphia 1887 Milwaukee 3.00 OB 1888 Jacksonvile 344
Orlando - Tallahassee 3.00 Atlanta - Virginia Beach/Norfolk 3.14
Chicago {886 | VirginiaBeach/Norfolk 3.00 Fort Lauderdale 11860 Tallhassee 343
Salt Lake City - Albuguerque 591 Washington, DC—Northern VA - Spokane, WA/Coeur d’Alene, D~ 3.10
Washinglon, DC-Northem VA | 8781 St.Louis e Palm Beach 11858 Westchester, NY/Fairfield, CT | 8.08
Tampa/St. Petersburg - Cleveland 2.86 Des Moines - Memphis sy
Columbus 7877 | Deltona/Daytona Beach 2.83 Minneapolisy/St. Paul 1886 Bimingham ey
New York—other boroughs - Birmingham 275 New York-other boroughs - Knoxville e
Cape Coral/Fort Myers/Naples [\/84 | Providence 273 San Diego 118541 Delona/Daytona Beach .00
Phoenix - Gainesville 260 Washington, DC—District - Tucson 2.92
Inland Empire - Memphis 2.60 Indianapolis - Honolulu 2.83
Tacoma 1867 | Houston 2.58 Boston 1851 | Hartford BT
Northern New Jersey - Hartford - Buffalo - New Orleans 27
Des Moines - Buffalo - Chicago 3.48 Gainesville 2.60

Phoenix 3.47 Houston 2.53
Source: Emerging Trends in Real Estate 2017 survey. Source: Emerging Trends in Real Estate 2017 survey.
*Ratings reflect perspective of local market participants. *Ratings reflect perspective of local market participants.
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Chapter 3: Markets to Watch

Investment prospect scores, by sector Local

outlook

Overall rank Office Retail Industrial ~ Multifamily Hotel Housing score*
1 Austin 3.57 3.84 3.90 3.50 3.60 3.82 4.10
2 Dallas/Fort Worth 3.62 3.79 3.90 4.00 3.53 3.95 412
6 Nashville 3.77 3.78 3.63 3.69 3.47 4.00 4.07
7 Raleigh/Durham 3.68 3.63 3.75 3.55 3.41 4.36 3.91
9 Charlotte 3.66 3.64 3.71 3.67 3.32 3.83 3.97
15 Atlanta 3.62 3.56 3.66 3.86 3.30 3.76 3.80
20 Tampa/St. Petersburg 3.48 3.44 3.67 3.41 3.36 3.93 3.70
22 Orlando 3.02 3.31 3.62 3.81 3.50 3.80 3.79
24 Washington, DC—District 3.31 3.87 3.62 3.21 3.59 4.00 3.82
25 Miami 3.59 3.90 3.68 413 3.21 2.57 3.81
29 Washington, DC—Northern VA 3.06 3.70 3.53 3.22 3.18 3.89 3.72
31 Charleston 3.20 3.40 3.19 3.70 3.31 4.30 4.01
32 San Antonio 3.01 3.27 3.56 3.43 3.25 3.72 3.72
33 Washington, DC—MD suburbs 2.78 3.55 3.57 3.18 3.42 3.82 3.49
35 Fort Lauderdale 2.71 3.59 3.83 3.42 3.45 2.05 3.71
37 Greenville 3.11 2.81 3.18 3.23 3.12 1.76 3.93
40 Houston 2.48 3.20 2.98 3.39 3.00 3.16 2.69
43 Palm Beach 2.33 2.61 2.90 2.66 2.38 2.57 3.82
47 Jacksonville 2.43 2.38 2.85 2.27 2.55 3.26 3.19
51 Louisville 2.25 2.25 2.70 2.50 2.63 2.63 3.38
54 Oklahoma City 2.02 2.45 2.48 2.57 2.45 2.80 3.40
56 Knoxville 213 2.50 2.68 2.55 2.00 3.00 3.15
59 New Orleans 1.87 213 2.67 2.40 3.04 2.00 3.03
60 Cape Coral/Fort Myers/Naples 210 2.36 2.70 1.75 2.28 2.45 3.62
63 Gainesville 1.50 2.44 2.63 2.25 1.88 1.88 2.90
66 Tallahassee 2.06 2.25 2.57 2.25 2.50 2.00 3.02
67 Memphis 2.44 2.50 217 2.63 2.00 3.00 2.81
68 Birmingham 1.94 2.33 2.32 2.33 2.80 210 3.01
69 Richmond 213 1.85 2.22 1.98 2.59 2.45 3.18
74 Virginia Beach/Norfolk 1.80 210 210 210 210 1.40 3.17
76 Deltona/Daytona Beach 210 1.93 1.63 1.75 210 210 2.87
South average 2.73 2.98 3.08 2.98 2.91 3.04 3.51

Source: Emerging Trends in Real Estate 2017 survey.

*Average score of local market participants’ opinions on strength of local economy, investor demand, capital availability, development and redevelopment opportunities, public/private
investments, and local development community.
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Exhibit 3-17 Northeast: Sector and Local Outlook Scores

Investment prospect scores, by sector Local

outlook

Overall rank Office Retail Industrial ~ Multifamily Hotel Housing score*
12 Boston 3.68 3.63 3.81 3.41 3.75 3.90 4.04
13 New York—Manhattan 3.81 3.89 3.80 3.75 3.38 3.30 4.02
16 New York—Brooklyn 3.59 3.71 3.90 3.63 3.25 2.63 4.00
27 Philadelphia 3.56 3.48 3.75 3.69 3.00 4.00 3.76
28 Pittsburgh 3.65 3.08 3.62 3.70 3.00 3.33 3.48
30 Northern New Jersey 3.03 3.40 3.59 4.00 2.92 3.38 3.50
34 Baltimore 2.83 3.17 3.50 3.72 3.07 3.00 3.23
39 Long Island 2.70 3.21 3.29 2.97 2.85 3.15 3.38
44 New York—other boroughs 2.22 3.05 2.75 2.63 2.15 2.80 3.55
49 Westchester, NY/Fairfield, CT 2.25 2.88 2.63 2.81 2.25 2.75 3.28
73 Portland, ME 1.75 2.10 2.45 1.75 2.57 2.10 3.38
75 Providence 1.40 2.00 2.22 2.45 1.40 2.80 3.01
77 Hartford 1.40 1.85 2.02 2.45 1.58 2.80 2.71
78 Buffalo 2.10 1.75 1.75 1.40 1.75 1.75 2.75
Northeast average 2.71 2.94 3.08 3.03 2.64 2.98 3.44

Source: Emerging Trends in Real Estate 2017 survey.

*Average score of local market participants’ opinion on strength of local economy, investor demand, capital availability, development and redevelopment opportunities, public/private
investments, and local development community.

Exhibit 3-18 Midwest: Sector and Local Outlook Scores

Investment prospect scores, by sector Local

outlook

Overall rank Office Retail Industrial ~ Multifamily Hotel Housing score*
19 Chicago 3.39 3.54 3.72 4.07 3.28 3.64 3.56
26 Indianapolis 3.02 3.19 3.66 3.80 3.68 3.72 3.65
38 Minneapolis/St. Paul 3.40 3.52 3.34 3.74 3.40 1.02 3.69
41 Cincinnati 218 2.40 2.66 3.35 2.80 2.75 3.40
42 Columbus 2.40 2.63 2.85 2.58 2.57 2.70 3.84
48  Kansas City, MO 2.53 2.53 2.76 2.68 2.63 3.00 3.54
50 Detroit 2.40 2.55 2.91 2.70 2.56 3.00 3.29
53 St. Louis 2.44 2.25 2.50 2.75 2.25 2.50 3.11
55 Cleveland 2.34 2.29 2.78 2.40 2.29 2.93 3:25
57 Des Moines 1.44 2.16 2.76 2.16 2.88 2.16 3.69
58 Madison 210 2.45 2.80 210 2.80 2.45 3.73
65 Milwaukee 1.90 2.36 2.48 2.18 2.38 2.10 3.21
70 Omaha 1.75 1.75 2.28 1.75 2.80 1.75 3.63
Midwest average 2.4 2.58 2.88 2.79 2.79 2.59 3.51

Source: Emerging Trends in Real Estate 2017 survey.

*Average score of local market participants’ opinion on strength of local economy, investor demand, capital availability, development and redevelopment opportunities, public/private
investments, and local development community.
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Chapter 3: Markets to Watch

Exhibit 3-19 West: Sector and Local Outlook Scores

Investment prospect scores, by sector Local
Overall rank Office Retail Industrial  Multifamily  Hotel Housing ~ Cullook

8 Portland, OR 3.80 3.58 3.90 3.68 3.27 413 3.98
4 Seattle 3.63 3.66 3.85 3.88 3.55 3.82 415
5 Los Angeles 3.58 3.52 3.84 3.92 3.53 3.81 3.92
8 Orange County 3.51 3.69 3.77 3.97 3.70 4.06 3.97
10 San Francisco 3.50 3.76 3.71 3.81 3.64 3.57 4.08
11 Denver 3.53 3.69 3.61 3.79 3.36 3.69 4.06
14 Oakland/East Bay 3.72 3.60 3.84 3.96 3.09 4.00 3.92
17 San Jose 3.23 3.36 3.73 3.57 3.71 3.67 3.94
18 Salt Lake City 3.65 3.56 3.46 3.43 3.68 3.59 3.89
21 Phoenix 3.44 3.48 3.75 3.50 3.62 3.53 3.66
23 San Diego 3.33 3.56 3.74 3.63 3.27 3.67 3.82
36 Inland Empire 2.56 3.05 3.46 3.88 2.88 3.21 3.49
45 Sacramento 2.60 2.63 2.92 2.60 2.00 3.37 3.45
46 Boise 245 2.45 2.26 2.28 2.80 2.80 3.73
52 Honolulu 1.70 2.50 2.64 2.80 2.45 3.50 3.40
61 Las Vegas 1.78 2.26 2.59 2.45 2.59 3.86 3.43
62 Tucson 1.93 2.33 2.36 210 2.45 2.10 3.02
64 Albuquerque 1.68 2.22 2.54 2.45 2.57 2.10 3.09
71 Spokane, WA/Coeur d’Alene, ID 210 2.45 2.30 1.75 2.80 2.80 3.20
72 Tacoma 1.82 2.57 2.04 2.80 1.75 2.98 3.47
West average 2.88 3.10 3.22 3.21 3.03 3.41 3.68

Source: Emerging Trends in Real Estate 2017 survey.

*Average score of local market participants’ opinions on strength of local economy, investor demand, capital availability, development and redevelopment opportunities, public/private
investments, and local development community.

Note: Additional market-specific data from the 2017 survey are available in the online Emerging Trends in Real Estate® 2017 at uli.org/et17 or www.pwc.com/us/etre.
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Leading U.S./Canadian Cities

Overall Real Estate Prospects

@ Generally good
. Fair
@ Generally poor

Note: Numbers represent metro-area overall
country rank.
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Property Type Outlook

“Sector allocation has shifted into (lefensive mode.”

Investors are increasingly jittery about uncertainties in the
market. In this environment, what is the pecking order among
property types?

Property type selection is one strategy that multisector inves-
tors are using to control downside risk. Although a near-term
recession is not being widely forecast, institutions appear to be
preparing for eventual cyclical weakness.

Industrial rates well as a defensive sector, typically perform-
ing well during economic slowdowns.

Most investors continue to favor apartments as a relatively
safe investment in a possible downturn.

Single-family homes generally remain in favor, but investors
view them less positively than they did last year.

The office sector is less in favor with U.S. institutions that
see it performing badly in economic contractions and highly
sensitive to job numbers.

The retail sector has two principal types of investors: those
who have deep experience and those who tend to react to
headlines. The former find it a promising sector for 2017. The
latter are net sellers.

Hotels are the most volatile properties through market
cycles, and concern exists that they have hit a peak already.

As yields for most high-quality core real estate investments
have become compressed, some investors have shifted
funds to various niche asset classes, including medical
office buildings, self-storage, student housing, senior living,
data storage, and manufactured housing.
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Exhibit 4-1 Prospects for Major Commercial Property

Types, 2017 versus 2016

Investment prospects

Industrial/distribution

Multifamily housing

Single-family housing

Hotels

Office

Retail

Development prospects

Industrial/distribution

Multifamily housing

Single-family housing

Hotels

Office

Retail

2017
2016

1 2
Abysmal Poor

Source: Emerging Trends in Real Estate surveys.
Note: Based on U.S. respondents only.
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Chapter 4: Property Type Outlook
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Sources: Moody’s and Real Capital Analytics.
Note: Updated August 2016; data through June 2016.

Some investment advisers recommend a strategy of “having
dry powder.” While this partially applies to having staying power
if property values fall in the next recession, for some it means
having capital to buy core properties at reduced or distressed
prices if a downturn should occur.

Industrial

“Industrial has become the darling investment type over multi-
family,” according to a participant in the northern New Jersey
focus group. The most favored sector for the past two years,
industrial again takes top billing in 2017.

Our survey rated industrial the best opportunity for invest-

ment and development. Most investors who have industrial in
their portfolios continue to be net buyers. The advantages of
industrial include continued strong demand drivers, restrained
construction, and lower perceived risk. Strong locations in grow-
ing metro areas are typically supply constrained.

A life insurance company executive observed that “our indus-
trial portfolio is over 90 percent leased, and we are seeing
pricing power in a lot of markets.” In addition, he noted that
“some fairly heavy hitters in the industrial world . . . are talking
about times being as good as they have ever been in their
career.” A real estate investment trust (REIT) analyst notes that
“there are only 11 REITs in this sector, but they are doing a
good job of restructuring the nation’s distribution system.” In
a Charlotte focus group, a participant exclaimed, “Industrial is
as hot as a firecracker!”

Major port and metro distribution markets, including South
Bay/Los Angeles, the Inland Empire, Chicago/O’Hare, Boston,
the San Francisco Bay area, and northern New Jersey, are at
the top end of the industrial stack. Properties in these markets
are highly coveted, even in a downturn. Distribution markets

in Seattle, Miami, Portland, Dallas, Atlanta, Houston, and
Vancouver are a notch down but still highly sought after.

A number of investors may take leasing risk and speculatively
build warehouses on the strength of the local market. Since con-
struction typically takes just six to 12 months, investors’ fears of
completion into a downturn are lessened. Few anticipate a near-
term contraction. For big-box distribution products, “People are
aware of functionality issues and they are demanding best-in-
class buildings,” according to a member of several corporate
real estate boards. “Seventy percent of all leasing done in the
last two years was in buildings that were two years old or newer.”

Given strong demand and high land costs, our Orange County
focus group saw the “possibility for ground-up, multistory indus-
trial to step forward,” Separately, a developer made a similar
statement about the Port of Oakland market. Europe and Japan
are seen as the working models for such development.

Less enthusiasm exists for R&D/flex product, oriented toward
smaller tenants. At the Sacramento focus group, this subsec-
tor was said to be “recovering slowly. Small industrial buildings
were hit very hard with the housing downturn, and pricing is less
than the cost to build.” However, some see this as an opportu-
nity as the small-tenant market recovers.
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Exhibit 4-3 Prospects for Commercial/Multifamily Subsectors in 2017

Investment prospects Development prospects
Fulfillment [ ) Fulfillment [ )
Warehouse [ ] Warehouse [ }
Urban/high street retail Y Age'resnider?]ﬂl%?:mﬁ){ Y
Age"es“i“e[?]ﬂ,?#jm; ° Medical office °
Medical office [ ) Urban/high street retail [ )
Moderate/workforce apartments [ ) Affordable apartments [ )
Affordable apartments [ ) Moderate/workforce apartments [ )
Central-city office [ ) Student housing [ )
Neighborgﬁgg[/)?ﬁgnézggg () Central-city office ()
Student housing ([ ) High-income apartments o
Lifestyle/entertainment centers [ ) R&D [ )
Midscale hotels [ ] Midscale hotels ( }
Upscale hotels ° nghbor?ﬁg%ﬁggﬁgg °
R&D [ ) Lifestyle/entertainment centers [ )
High-income apartments [ ) Flex [ )
Economy hotels [ ) Economy hotels [ )
Flex [ ) Upscale hotels [ )
Single-family rental o Single-family rental [ )
Luxury hotels [ ) Manufacturing o
Manufacturing [ ) Luxury hotels [ )
Outlet centers [ ) Outlet centers [ )
Suburban office ( ] Suburban office ( ]
Power centers [ ) Power centers [ )
Regional malls ! o | ! Regional malls | @ | | |
| |
Abysmal Fair Excellent Abysmal Fair Excellent

Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on U.S. respondents only.

A trendier part of the market is “the last mile” distribution center
(see our discussion of “best bets” in chapter one). This subsec-
tor scored the highest rating in our survey. E-commerce vendors
are increasingly offering practically immediate delivery in some
markets, so they require distribution facilities close to the cus-
tomer. These necessarily are in expensive locations in a broad
range of sizes, and may be newly built or adaptations of older
buildings. These have considerable pricing power.
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Unquestionably, e-commerce is transforming warehouse
demand. A life insurance company executive feels that there

is “a shifting of retail product from traditional stores through to
distribution centers,” thereby driving demand. An Indiana focus
group participant mentioned that “a power center retailer leases
more industrial than retail space.” An investment manager/
adviser observed a sale in “downtown Los Angeles for an aston-
ishing $230 per square foot.” He thinks “it would have been
worth the price, given the access to population.”
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Exhibit 4-4 U.S. Industrial Property Total Returns
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Sources: NCREIF Fund Index—Open-End Diversified Core Equity (ODCE); NAREIT Equity
REIT Index.

*Returns as of June 30, 2016.

Another investment manager/adviser said regarding last-mile
distribution space, “You don’t need the 40-foot clear; you can’t
bring in 18-wheelers. You are using alternative delivery methods
from trucks to bicycles.” Reflecting the potentially high values,
“potentially you scrap an old office building and put a small
warehouse there.” A life insurance company executive notes that
“it is hard to acquire that stuff and it is actually fairly expensive to
develop, but the market demand for it is really strong.”

Older warehouses are being converted into creative space that
can also drive healthy rents. This is clearly a niche product, but
some investors are active in this market. Another life insurance
company executive advocates that “these are exciting times for
acquiring older industrials with this potential. Such buildings are
not being replaced, so there is a scarcity.”

Having seen considerable appreciation, industrial “pricing is at
a premium to replacement cost,” according to an investment
manager/adviser. “As a result, our strategy has been develop-
ment, or ‘build-to-core.” ” Another investment manager/adviser
favors “forward commitments on construction.” A private equity
investor notes that “speculative industrial space generates a
375-basis-point spread” for development, making it attractive
for equity investors.

A data vendor opines that in 2017, he expects “a pick-up in
sales, driven by foreign capital. More industrial portfolios could
come to the market, and if so would be well received. Most
foreign investors understand logistics.”

Exhibit 4-5 Industrial/Distribution Investment
Prospect Trends

excellent
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Source: Emerging Trends in Real Estate surveys.
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*First year in survey.
**Second year in survey.
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Source: Emerging Trends in Real Estate 2017 survey.

Note: Based on U.S. respondents only.

Apartments

Apartments have had a long run of success. In our Emerging
Trends survey, apartments rank in second place, both for
existing product and new development. Multifamily was an
early-recovery sector, attracting early capital from institutional
investors and REITs. As a result, yields fell and new construction
began, focused on major urban cores. Debt and equity have
become increasingly available.

A number of factors account for the enduring strength of the
apartment sector: 1) entry into the job market of the massive
millennial generation, who are a prime age cohort for rentals; 2)
consumers’ wariness of for-sale housing product following its
massive loss in value during the housing market crash of 2008;
3) credit issues for consumers, compounded by student debt,
and tightened bank requirements for home mortgages; and 4)
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general consumer preference to remain flexible in their lifestyles,
which is facilitated by rental housing. One REIT investor noted
that “the average age of their residents is 35, so [the upper

end of the millennials] are all coming through the pipeline. We
are also seeing increased demand from older residents,” as
evidence of emerging demand from baby boomers.

Apartments are expensive to build now. Since demand is
strongest for apartments in walkable urbanized environments
near job centers, these expensive locations are receiving the
most attention from investors and developers. Tenants make
trade-offs between size and location. In order to get the latter,
they are typically renting smaller units. In some particularly high-
cost markets, developers have found demand to be particularly
strong for studio units by millennials who have tired of having
multiple roommates. This has been taken to an extreme with
micro units that come fully furnished. A high level of amenities,
particularly public social spaces, is needed since entertaining
in small apartments is difficult. A rental lifestyle facilitates job
moves as well as travel.

A real estate investor noted that “for multifamily, the debt side
has never been better. Government-sponsored enterprises
[GSEs] are very aggressive and price very well.” Capital avail-
ability is fueling high pricing for existing assets and a healthy
development pipeline.

Apartments’ strong multiyear performance, along with robust
development, is creating worries. Yields in the prime apartment
sector have been driven to historic lows. In major markets, rental
rates and net operating income (NOI) growth are either slowing,
flat-lining, or in a few cases declining modestly. This is particu-
larly the case in such markets as New York, San Francisco, and
Seattle. One investment manager/adviser quipped, “Supply
constrained, really?” when referring to the large volume of new
construction in these three markets. Demand remains strong,
but rents are hitting levels that are unaffordable to most of the
younger workforce. Further rent growth may be hard to achieve.

In less mature and less expensive markets, rents and NOI
growth remain robust but are slowing as well. One developer
noted, “With such low inflation, rents cannot continue to go up at
current high rates.” Given low yields, U.S. institutions and REITs
are no longer such willing buyers at prices they feel are inflated.
Many are developing instead. Foreign buyers, however, are still
active purchasers, thereby supporting robust pricing.

Given the substantial total returns that apartments have
produced in the past five years, an executive of a major life
insurance company notes that “no investments grow at above-
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Exhibit 4-6 U.S. Multifamily Property Total Returns
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trend returns forever.” A real estate economist noted that local
developers did not see the downturn coming in Houston apart-
ments, and that “we are going to see the same thing in the tech
markets a year or two from now.” In addition, some worry that
as the advance guard of the millennial generation crosses over
into their 30s (the range currently is 26 to 35 years old), they are
likely to start buying houses and settling down to start families.

Still, U.S. investors see potential for reasonable risk-adjusted
returns. New construction appears to be tapering off nationally.
Some developers are trying to rein in high rents by producing
smaller apartments, with some success. Adaptive use of office
and warehouse buildings continues to be a popular strategy,
particularly in markets where surplus buildings are available.

Empty-nester baby boomers have been increasingly interested
in luxury urban apartments, in some cases outpacing the millen-
nials. These renters are typically either relocating from a home in
the suburbs or establishing a “pied-a-terre” for urban use. Some
capital sources continue to invest in new development either
through precommitment or “build-to-core” but indicate that mar-
gins have slimmed to unattractive levels. As a result, some are
pursuing similar deals within an urbanized inner suburban ring.
This trend seems to have some legs as rents rise in these sub-
urban locations and new supply has been slower to materialize.
Such markets as the Hudson Riverfront in New Jersey, northern
Virginia, Oakland, and the Tri-Cities in southern California were
mentioned as attractive opportunities.
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Exhibit 4-7 Apartment Investment Prospect Trends
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Interest remains strong in Class B apartments in strong urban
and inner suburban locations. Moderately priced or workforce
apartments rate especially highly in our survey. A number of
investors have indicated that pricing of unrenovated units has
taken the “juice” out of such deals, so it is better to buy them
already renovated. Nevertheless, these properties are quite
attractive since their lower rents appeal to a broader segment of
the population, and contribute to investors’ defensive strategies.

Given the demand for apartments throughout the United States
where job growth is robust, many investors are straying from the
top 20 markets. Metro areas like Nashville, Charlotte, Raleigh/
Durham, Portland, and even Phoenix are attracting investors into
their more urban submarkets.

The large institutions do not find suburban garden apartments
in supply-unconstrained markets interesting. “Atlanta and Dallas
will always overbuild” was mentioned by a portfolio manager,
and reflects the sentiments of a number of investors. This com-
ment generally refers to auto-dependent suburbs, rather than
more urban submarkets.

Overall, there will likely continue to be net additions of apart-
ments to U.S. investors’ portfolios, but such activity is likely to
be muted relative to the levels seen in the past few years. A
pullback by lenders for new construction is likely to correct any
imbalance fairly quickly.

Affordability was cited as a key issue for renters, particularly in
high-cost job growth markets. Nonsubsidized new construction
is basically infeasible. In past cycles, older product may have
trickled down to lower-income renters, but in this cycle new
construction has been insufficient to moderate rent increases on
this older product.

Single-Family Homes

Investor appetite for single-family home development has come
late in this cycle, given the sector’s collapse during the global
financial crisis and the market preference for rental urban hous-
ing over the course of the recovery. The Case-Shiller Index

for June 2016 shows national home prices 1.2 percent below
their peak of July 2006, providing evidence of the slow national
recovery. However, pricing has been accelerating in urban and
inner suburban markets near transit and employment centers in
major markets. In last year’s survey, single-family was the most
popular development sector; this year, it has fallen to third place
but is still well regarded.

At present, investors involved in this sector are quite bullish

and believe that in most growth markets, for-sale homes are
undersupplied. Low interest rates have made housing more
affordable, even though credit standards and terms have been
tightened by lenders. Most first-time buyers can access federal
government programs with low downpayments, and now the
GSEs are readying a similar program. A residential community
developer stated that his firm “continues to develop lots and sell
[them] to homebuilders. There is a shortage of housing, and the
market fundamentals continue to stay strong.”

A real estate economist opines that single-family homes and
rentals “are strong sectors and are fundamentally undersup-
plied.” An industry association economist notes, “There is no
evidence of overbuilding anywhere.” One reason is a lack of
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Exhibit 4-8 Prospects for Residential Property Types
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debt financing for new lot development. In past cycles, home-
builders purchased lots from community developers. Currently,
they must use their balance sheets to develop lots themselves.
For community developers, equity and alternative financing—
both of which are expensive—are the remaining options.

With costs high, few builders are targeting middle-income
buyers. These buyers were traditionally served in suburban
locations at the urban perimeter, where land was inexpensive.
Today, the market is not there for homes in fringe locations at the
prices new construction requires. Instead, homebuilders have
been targeting more affluent buyers, who prefer to live close to
job centers and within well-regarded school districts. Land that
meets these requirements is limited and therefore expensive.
Many municipalities have compounded this expense with high
fees. In a North Texas focus group, a participant mentioned that
municipalities “push for smaller lots and more density to keep
costs affordable.”

With new construction muted, existing homes in good locations
are rapidly appreciating. The industry association economist
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previously mentioned notes that unlike in past cycles, exist-

ing homes are not serving first-time homebuyers. “The most
important statistic to watch is the share of existing-home sales
to first-time buyers: 40 percent is a healthy number; a few years
ago, it was 25 percent; and it is now about 33 percent.”

Nevertheless, many investors see the generational demand
accelerating. Over 41 million Americans are currently in their
30s, while another 21 million should enter this bracket in the
next five years. This could provide excellent opportunities for
single-family. An investment manager/adviser feels that “many
millennials will want to have families and quite frankly the failure
of urban public education in the U.S. means that they actu-
ally have to move.” The combination of rising housing prices
and declining inventory in suburban markets provides excel-
lent prospects for homebuilders who can develop in attractive
communities. Interest rates are expected to remain low—a huge
benefit to the industry. In many cases, these homes are being
built to densities higher than the norm in previous cycles, in
exchange for location.

Potentially stronger for-sale housing demand is hobbled by a
lack of affordability. New homes that are developed tend to be
for a high-income market. Since inventory has been tight, there
is not a lot of room for the trickle-down effect on existing homes.
The National Association of Realtors and others worry about
Americans’ decreasing ability to buy homes. It seems unlikely
that we will see the U.S. homeownership rate edge above 65
percent anytime soon.

Hotels

The hotel sector has had a great run in this cycle, but new sup-
ply, competition from shared lodging hosts and a flattening of
growth in corporate travel have muted enthusiasm for this asset
class. Nevertheless, the sector ranked fourth of the major six
sectors in our survey, down noticeably from last year. Midscale
hotels ranked best, followed by upscale, while economy and
luxury hotels lagged. Enthusiasm for development of new hotels
has fallen even further. As the CEO of one lodging advisory firm
put it, “The hotel industry is the first to clear the market as cycles
shift, because room inventory clears the market every night.”

Costs are a significant issue. Rising wages and labor shortages
in major markets are a real concern. Since the hotel sector tends
to fall the farthest of the top five real estate sectors in a reces-
sion, it is common for institutional investors to sell hospitality
assets at a mature point in a cycle, as we are seeing now. An
investment manager/adviser stated that their strategy “is not
long-term holds, but buying near bottom of the cycle and selling
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Exhibit 4-9 U.S. Hotel/Lodging Property Total Returns
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at the top.” A lender stated that “the best time for hotels is in the
past.” So he does not favor hotel lending in 2017.

The hotel industry has generally downplayed the impact of
shared lodging and short-term rental websites while operating
fundamentals remain strong. A REIT analyst noted that “hotels
are saying that these alternative rentals handle fluctuations in
demand such as peak periods and conventions.” However,

he notes that “it takes rate pressure off these periods and they
really provide the gravy for hotel investors.” Hotel REITs are
widely considered “fully priced.” However, merger activity is still
producing overhead savings and economies of scale for some
of the large chains.

A pension fund adviser said, “Hotels have not seemed to under-
stand the likely long-term impact of shared room providers. New
York City is starting to feel it, with a lot of new hotel rooms hitting
the markets.” A recent study shows a major shared lodging
provider with a 9.9 percent market share of room inventory in the
ten largest and most popular tourist markets across the United
States. Most major markets, however, are still seeing strong hotel
performance, even with this growing competition.

Off-shore investors have been active in the hotel sector, as
have some opportunity funds and private investors. Market
fundamentals appear much better than at other market peaks.
Besides New York and a few other markets, room-night growth
has been restrained. For example, San Francisco has had
almost no new supply in spite of high occupancy and room
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rates. With urban economies that continue to grow, some see
opportunity. Nevertheless, a real estate economist opined that
“we have a lot of hotels—not a bubble yet, but a lot.” He particu-
larly noted that high-end hotels appear headed for oversupply.
Another real estate economist noted that “RevPAR will increase
by 2 percent a year and their expenses are going to go up by 4
percent a year.” As “labor cost goes up, it is eating into profit.”
That may be one reason why the limited-service and economy
sectors now look like the growth areas for hotel firms, which are
selling attributes such as reliability, safety, and accountability in
response to the more diffuse sharing-economy facilities.

Segmentation and branding afford a menu of choices for travel-
ers. Hoteliers seek to attract millennials at different price points
through active public spaces and scheduled “mix and mingle”
events. Other concepts have emerged that provide refined
quiet-luxury boutique products in great locations that have met
with success, particularly with baby boomers. Value-oriented
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customers are also finding products that are far less bland than
their options in the past.

On the whole, said one analyst, “This is not a time to stick your
head out. There is no low-hanging fruit. It is a time to grow your
brands and invest in the future. Hoteliers should weather the
cycle now to seize the opportunities ahead.”

Office

Office investments ranked next to last in our Emerging Trends
survey, down significantly from last year. New development
sentiment fell even further. Central city office investment ranked
somewhat better in our subsector survey, whereas suburban
office is ranked close to the bottom.

There is no question that the office sector has had a great run.
Both the NCREIF National Property Index (NPI) and National
Fund Index (ODCE) are dominated by the office sector, which
has generally represented approximately 40 percent of portfo-
lio total value. It is also quite prominent in the NAREIT Index of
public funds. There are several reasons for this: 1) central busi-
ness district (CBD) office is an easy way to scale up a portfolio,
with property values often ranging between $100 million and $1
billion; 2) it is a favored sector among many foreign investors,
many of whom like to put out capital in large chunks; 3) it is a
relatively glamorous sector, with buildings that photograph well
and provide bragging rights; and 4) its performance during the
economic recovery over the past five years has been stellar.
And, over the past 20 years, offices have matched apartments
in total return within the NPI portfolio, partly reflecting their recent
strong performance.

Views on the future of this sector are mixed. Portfolio sales, a
bellwether of institutional interest, are down 45 percent through
July when compared with 2015 volume for the same period. But
individual asset sales were up 3 percent over 2015 on a year-to-
date basis. Overall, volume in the office sector through the first
seven months was $33 billion, as compared with $33.4 billion
last year. This sales volume reflects strong pricing and contin-
ued demand from some highly capitalized buyers. Institutional
investors, however, are taking profits, particularly in major cities.

Foreign capital has been leading the charge for prime CBD
office. Some major domestic private buyers have been active
as well. These buyers have bid yields downward. Most of those
interviewed do not expect a slowing of demand from off-shore
buyers in 2017. REITs are tending to hold their prime office
assets, but are building new product, rather than buying exist-
ing assets.

72 Emerging Trends in Real Estate® 2017
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Most institutional investors interviewed feel that 2017 could be
near the peak of the economic cycle. This seems a good time to
lighten up on the office portion of their portfolios. Office under-
performs relative to most other property sectors in a downturn
based on their experience, so this is a de-risking strategy. These
investors are underweighting offices relative to the NPI, rather
than exiting the property type. Office will remain a significant
component of institutional portfolios.

Some institutional investors are following a different urban
strategy in order to avoid competing with foreign and other
aggressive buyers. These have typically been boutique invest-
ments, either Class B buildings in great markets or in emerging
submarkets. These are often value-add renovation strategies
that frequently target the creative industries and tech tenants.

Suburban office has been distinctly out of favor. Nonamenitized
suburban office park properties, most of which are already
nearly illiquid except to opportunity investors, will likely fall fur-
ther in value in 2017. An investment manager stated, “We have
probably seen them peak.”

Sophisticated investors are not painting all suburbs with the
same broad brush. A number of investors are looking at good-
quality office buildings in amenitized, inner-suburban locations,
preferably on transit lines. These are walkable locations with
nearby food and beverage, retail, residential, and transit offer-
ings. Tysons Corner in northern Virginia was mentioned as a
particularly interesting market, while others mentioned include
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Exhibit 4-12 Office Investment Prospect Trends
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Walnut Creek, California, and Bethesda, Maryland. One niche
strategy has been investment in biotech or life-sciences build-
ings in locations that are not CBD but still urban locations. One
developer stated that “life-science buildings have been very
strong [for us].”

Suburban office buildings not in walkable, transit-accessible
locations do not have much of a market in the institutional world.
REITs are generally selling off such assets, as are pension
funds. Buyers regard them largely as price plays. Maturing debt
is expected to bring to market “underwater” assets in 2017.
Deep discounts could be required to move these properties.
Some opportunistic buyers are likely to be interested, though,
believing that they can be rented to cost-conscious tenants.

Operational issues also factor into the investment outlook for
office. Tenant improvement and other capital expenditures
are oft-cited concerns. A developer says, “We are not actively
looking for office assets because of the amount of capital that
is required to turn over tenants. The return on that is some-
times hard to justify.” One real estate company board member

remarked that “office buildings are hugely capital intensive; if
you make a mistake, it will be tough to get out and you will be
paying a lot.”

For developers, there is also the question of preleasing. Tenants
have become skeptical of a developer’s ability to execute. High
project costs dictate a high rental rate upon completion, which
will be 18 to 24 or more months into the future, possibly during
the next down cycle. This has put a lid on speculative construc-
tion, which might be this cycle’s saving grace from oversupply.

Investing office capital requires a certain amount of confidence
about sustained demand. The technology, advertising, media,
and information (TAMI) industries have accounted for much of
the leasing activity over the past several years. For some, confi-
dence is waning for the sustained ability of such firms to absorb
office space.

We see widespread concern about major technology markets,
particularly San Francisco/San Jose, Seattle, Austin, and Los
Angeles’s west side. While these markets were early favorites
during the recovery, a concern exists that they are played out
and overpriced. Some even predict a “tech crash,” but they are
in the minority. A capital data provider feels that “there are too
many me-too companies that are not really innovative.” Also,
high-profile tech centers are facing rapidly escalating housing
costs, so that high-value employees may become more difficult
to attract.

A number of investors demur, feeling that these markets remain
solid for office. Initial public offering (IPO) pricing is fueling
continued growth expectations, while several large firms are
consciously remaining private in order to avoid market swings.
Innovation continues, in particular for economy-enhancing efforts
such as artificial intelligence, security strengthening, military,
energy production/storage, and business-focused software.

Investors are more nervous about high pricing of prime office
product than about market fundamentals. New construction has
been constrained and is slowing except in a few prime CBD and
tech-heavy locations. Construction companies have much less
bandwidth as project managers and construction workers have
migrated into other professions or moved away. Furthermore,
land costs may make this “the first cycle in which residential,

not office, is the highest and best use at peak,” according to a
portfolio adviser. Construction financing, meanwhile, is almost
impossible to access through banks.

For both new and existing office space, functionality is seen
as key. This is where technology is affecting the workplace in
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profound ways. Floor plates with considerable space devoted
to communal or nontraditional spaces are the new standard.
Prepared-food and coffee centers became a stereotype of
Silicon Valley, where larger firms typically occupied campuses
isolated from their surroundings. This model is beginning to
change, with tech firms favoring better integration with the com-
munity, being part of a walkable live/work/play environment.
Sites near rail transit are particularly favored. Emerging trends
are normally evolutionary.

Urban models for tech and creative space involve the same
open floor plan, high ceilings, and congregation space. Older
cities often have an inventory of legacy office buildings and
former warehouses that provide space with a lot of character.
New construction is adapting to this model as well. An interest-
ing example has been a social media company’s headquarters,
where an emerging location in San Francisco was selected in

a former merchandise mart. At first, the surrounding area was
economically challenged, which discouraged food and bever-
age vendors and coffee bars favored by employees, so the firm
provided elaborate food and beverage operations in its space.
Today, the area has blossomed, with thousands of units of new
housing, restaurants, health clubs, a food market, and other
trendy businesses. As a result, the company is encouraging
employees to sample nearby commercial offerings, reducing
the need for on-site amenities. On or off site, though, excellent
coffee is a must.

Even when extra conference rooms, congregation areas,
telephone booths for private conversations, and other added
amenities are taken into consideration, space use has com-
pressed in high-rent markets. While some firms are fiddling with
this formula—some by adding very small offices for partners
in professional firms, for example—this space design does
not show signs of reverting to the previous layout. At a focus
group in Austin, one participant said that the office space per
employee “used to be 250 square feet; now it is 170 square
feet.” Another participant said, “I still use 225 square feet per
person; individual space that one person occupies has been
downsized, but the community spaces have been enlarged.”
Let the debate continue.

Lastly, “plug and play” office space has received a lot of atten-
tion where space is readily available and fully equipped for
flexible leasing. The product appeals to startup firms, but is also
being used by established tech companies that need expan-
sion space quickly. There are specific firms that specialize in this
product, but other vendors and office space owners are finding
this a lucrative venture.

74 Emerging Trends in Real Estate® 2017

Exhibit 4-13 U.S. Retail Property Total Returns

NCREIF ODCE

NAREIT

2010 2012 2014 2016*

Annual return
o
=

-10% —
—20% —
-30% —
—40% [

-50% —

Sources: NCREIF Fund Index — Open-End Diversified Core Equity (ODCE); NAREIT Equity
REIT Index.

*Returns as of June 30, 2016.

Retall

Real Capital Analytics reports a 23 percent decline in shopping
sector transaction activity, to $25 billion, through the first seven
months of 2016. The sluggishness of the consumer recovery is
one reason retail property has been only an average performer
in recent years. Risks reported in the headlines (“the mall is
dead” and “department stores are in a death spiral”) have not
helped, either.

Concerns about retail continue to pop up in our annual
Emerging Trends survey, which places the stores sector last
among the major property types. On the investment side, retail
came in dead last, even lower than last year. As for new devel-
opment, its rating was rock-bottom.

However, feelings about retail are diverse, depending upon
product and location. Urban/high street retail is the third-high-
est-ranked subsector, while neighborhood/community shopping
centers and lifestyle/entertainment centers received moderate
ratings. At the other end of the spectrum, power centers and
regional malls were in the cellar.

Retail properties have historically been most appreciated by
focused public REITs and foreign investors. Institutional inves-
tors are warier. The NCREIF universe still holds $113 billion in
retail assets, although the single largest component is in the
super-regional or “fortress mall” sector. A number of pension
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fund advisers and foreign funds have provided minority equity to
these REITs, which manage the properties.

Some institutional investors with a more positive view of retail
properties have devoted resources to understand and man-
age them. A number of these investors view high-quality retail a
defensive play and continue to add to their portfolios. The ability
to pass costs through to tenants makes shopping centers much
less capital intensive than office properties. Over cycles, they
have tended to outperform. Optimists see consumer demand
likely to grow, with improving consumer confidence. With some
actual reduction in supply as weaker centers are removed from
inventory, retail properties could have a positive outlook. Class
A malls have proved to be strong performers. A real estate
corporate board member observed that “the best of these malls
are owned and operated by the giants of the industry. They will
figure it out and they will get tenants that are also figuring it out.”

Based upon our survey of investors, this is a contrarian view.

A real estate economist articulates the consensus that “we are
going to see a record level of store closings as the internet con-
tinues to cannibalize retail.”

Investors are focusing on smaller centers, including lifestyle/
entertainment, grocery-anchored, and even niche power cen-
ters. Lifestyle/entertainment centers are often part of mixed-use
development. Given the strong food and beverage orientation of
these lifestyle centers, one investor observed that “going out to
dinner is a 90-minute vacation” for those with hectic schedules.

In the past decade, high street retail has come to prominence
for institutional investors. Originally, this referred to the high fash-
ion streets, such as Fifth Avenue, Madison Avenue, West 57th
Street, Rodeo Drive, and a few others. In more recent years, the
universe of high-profile streets has increased considerably to
include such locations as SoHo and the Meat Packing District
in New York, Beverly Drive and Melrose Avenue in Los Angeles,
an expanded area around Union Square in San Francisco,

and other locations across the United States. These properties
are typically small, but are pricey on a per-square-foot basis.
Investors have attempted to scale these acquisitions to create
portfolios. Historically in the hands of private and family inves-
tors, these assets are increasingly owned by institutions and
REITs. A developer of urban retail notes “more interest by both
existing brick-and-mortar retailers and some relatively pure
e-retailers looking at putting stores in the urban environment.”
At an Idaho focus group, a participant observed, “I have never
seen downtown Boise retail as healthy as it is right now.”

A consensus is emerging that e-commerce will decrease the
overall demand for retail space, but will not come anywhere close
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to supplanting it. Research has shown that a consumer may touch
the retailer at many points along the route to transaction, possibly
researching a product online, experiencing it in-store, sharing with
friends for input, and then possibly buying online later for delivery
or for in-store “click and collect.” A developer observed that “the
really smart and sophisticated retailers are doing whatever they
can to maximize both online sales and in-store experience. Some
retailers are getting very good at blending bricks and clicks.” Mall
owners also understand this experiential aspect, reflected by a
developer who observed that “most sales increases have come
from food and beverage” at malls.

Institutional investors and major REITs have largely sold off their
Class B or C malls. An investment manager observes that “there
is no worse investment than a poor-quality mall.” Nevertheless,
opportunistic retail investors do exist, buying at low cost. While
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some intend to improve these centers, most are looking to repur-
pose property.

Grocery-anchored centers have long been popular for their rel-
ative stability and immunity to e-commerce. A well-located center
might add a mini-anchor and fast-casual restaurants, as well as
local services, increasing the traffic draw and the resultant cash
flow. Some favor niche centers anchored by specialized grocers,
which tend to achieve high sales volumes and traffic from affluent
shoppers. A developer noted that “good grocery can be incorpo-
rated into everything. It is a great attraction.”

Power centers fell out of favor years ago. They are particularly
vulnerable to e-commerce and unattractive in terms of customer
experience. At a focus group in Austin, a participant said that
“itis a lot harder to do big box.” At an Indiana focus group, a
participant noted that “really big boxes are dead, most likely
due to the e-tailer effect. They will be trying to retool.”

Many discount retailers remain quite viable. U.S. consumers
strapped for cash shop primarily in such stores, and not primar-
ily online. Clever developers are including the more successful
discounters in lifestyle and grocery-anchored centers or in street
frontage urban locations where they are seen during consumers’
daily travel.

Outlet centers have been quite successful in recent years, and
are dominated by a few public REITs. However, in our subsector
survey, they received low ratings for investment and develop-
ment opportunity. Several analysts felt that this subsector was
being oversupplied and is losing some of its luster.

Yield-seeking investors turn to alternative real estate investments
generally overlooked by major players. These are often real
estate sectors that have been dominated by private and family
investors. As a result, buyers may find pricing that achieves
superior risk-adjusted returns and an opportunity to provide a
superior level of management. An investment manager stated
that their “core fund is adding a lot of niche products, includ-
ing medical office, self-storage, and trucking terminals.” Others
mention data storage, student housing, senior living facilities,
and manufactured housing. In addition, we have included dis-
cussions of mixed-use product and residential condominiums,
which also appear to be niche strategies today.

Mixed-use product is the highest-rated product in the niche
product survey. Typically, investors are referring to retail with
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apartments and/or office in a vertical development when they
refer to mixed use. While most recognize that such a devel-
opment creates synergies between the included uses, most
evaluate these investments by the strength of each of their com-
ponents. Their infill urban location fits well with many investors’
strategies.

Private investment in infrastructure has long been discussed,
but with surprisingly little activity thus far, compared with such
investments made in Australia, the United Kingdom, and
Europe. Most pension funds that have invested in the sector
have had global experience, and have witnessed how it works
elsewhere. Such investment matches pension funds’ long-term
horizon, providing a better return than can be achieved through
bonds, but with a cash flow stream that also provides an inflation
hedge. An industry consultant noted that “infrastructure vehicles
should be attractive to capital sources interested in long-term
reliable returns.” However, one investor indicated that “infrastruc-
ture yields are too low” for his fund. One adviser opined that “it
will be a while before infrastructure gets to the same place as
real estate” in institutional portfolios.

Some of the investments most discussed include energy distri-
bution, water systems, ports and airports, tollways, bridges and
tunnels, urban transit, and high-speed intercity rail. There is a
real policy conundrum in that most infrastructure investments
have historically been made by the government. Resistance to
paying higher taxes, however, has led to underinvestment in
infrastructure throughout the United States. However, taxpayers
are often unhappy about selling or leasing assets originally paid
for with taxpayer money. It has been a difficult asset class for
investment thus far, but should have a promising future.

Medical office buildings, particularly those associated with

a major successful hospital, have been growing in popularity.
Our subsector survey rated medical office quite high for existing
and development product. Health care is one of the highest-
growth areas of the U.S. economy, with job growth of nearly 19
percent since 2007, the last cyclical peak, compared with 4.4
percent growth in total employment. One portfolio adviser stated
that “the Affordable Care Act has given the sector a boost.” It
has encouraged the formation of major health care practices,
helping improve tenant credit and facilitating professional
management. Most investors are even comfortable with ground
leases when those leases are with the associated hospital. An
investment manager said, “It is another demographic play. We
are doing a lot [more] medical office in the last year than we
have in the last ten years.”



Chapter 4:

Data storage has been a lucrative sector for a few institutional
investors, ranking third in our niche product survey. Demand for
data servers that support an increasingly cloud-based system
of data storage has been very strong. For facilities in prime loca-
tions relative to data cables, cash flow has been excellent. Data
center REITs provide a point of entry for investors. A developer
said, “I wish we had invested in those years ago, because no
question right now they are incredibly important assets and are
only going to grow as more people want to shop online and
depend upon general logistics and efficiencies.” An institutional
adviser, who has developed data centers in a joint venture with
a REIT, said, “They have done really well, and they are expand-
ing this program. Most are reuses of existing buildings in great
locations. In the future, they will do more ground up.”

Self-storage has been a growing and popular sector over the
past several years, ranking fourth in our niche product survey.
Consumers require storage for stuff that they cannot accom-
modate at home. A pension fund adviser notes, “The boomers
are aging and have already bought too much stuff, keeping the
private storage industry busy.” Households moving or downsiz-
ing also drive demand for self-storage. In major markets, rental
rates and occupancy are quite healthy. The self-storage REIT
sector has been on a roll. An investment manager said, “Over
6 percent of our portfolio is in this sector.” Some investors feel
that this sector has peaked in its pricing and expect restrained

returns in the future, however. A head of real estate investments
for a life insurance company notes, “Cap rates keep dropping
and there is not a lot more room for values to climb.”

Student housing has been a popular sector in recent years,
and a number of REITs have been quite successful invest-

ing in this product. In our subsector survey, it received only a
moderate rating for 2017. The typical product has been highly
amenitized, targeting affluent parents concerned for the safety
and comfort of their college-age children. Some investors be-
lieve this sector has largely played out, with sufficient supply to
meet the demand from a small high-income market. However,
most believe the volume of students at respected colleges and
universities will remain strong for the foreseeable future. Another
investment adviser said, “We are buyers of student housing.
This is somewhat recession resistant, especially for properties
not at the top of the pricing market.”

In our survey of residential property types, age-restricted senior
housing is the top-rated subsector. People live longer, and are
more affluent in their senior years. Growth accelerated during
the 2000s as seniors born in the demographic boom years

of the 1920s began to enter their 80s, the target threshold for
senior living. Today, that wave is subsiding. However, those
arguing in favor of the sector point to the large number of seniors
living through their 90s, medical procedures that allow for a

Exhibit 4-15 Prospects for Niche and Multiuse Property Types in 2017
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longer ambulatory lifestyle, and increasing affluence of seniors.
A real estate economist noted that “the baby boom generation
that led to the apartment boom in the 70s . . . is going to lead

to a senior housing boom.” A fund manager indicated that “he
does really like senior housing, especially independent living
and assisted living, perhaps with a memory care wing.” He calls
them “hotels without the volatility.”

Demand for senior living facilities tends to be strongest in metro
markets with large and affluent populations. A particular chal-
lenge for operators is labor. An investment manager/adviser
said that his “biggest worry with this sector is wage pressure.”
Assisted living residences in particular require large staffs. While
institutions typically invest in the real estate, which is leased to
an operator, labor clearly provides some sector challenges.

On the other hand, few institutional investors find the skilled
nursing sector attractive, given its extraordinarily complex
operations and heavy governmental regulation.

Development of residential condominiums has come rela-
tively late to this cycle. Typically, as an economy recovers, the
rental market is in demand first, followed by for-sale product as
potential buyers become more confident in the economy. During
the current recovery, there has been evidence of demand for
condos, particularly in the top gateway markets, where inventory
of unsold units has seen historic lows and price escalation has
been rapid. Unlike in past recoveries, however, supply response
has been slow. Two factors are responsible for this: 1) banks
and their regulators are reluctant to approve the risk of a large
project; and 2) institutional investors view condo development
as increasing capital at risk.

The housing market crash starting in 2008 was not kind to the
sector. More recently, there are perceptions of overdevelopment
of ultra-luxury condominiums in places like Manhattan. Early
entrants into the condo market have generally achieved outsized
returns, based upon early recovery land and construction costs
and strong emerging demand in gateway markets. That oppor-
tunity seems to be past. One condominium marketing executive

The remarkable diversity of U.S. real estate means that our mar-
kets are not only deep but also broad. From the largest investor
to individual households looking to acquire property assets,
there is something for everyone. Granularity is a positive feature
and, as one Midwest residential developer put it, “It is best to
stick with what you know.”
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referred to those early investors who plunged into a market with
limited capital availability as “bungee jumpers.”

Costs are a particular issue for high-rise product, even in those
metro areas with proven luxury markets. A condominium market-
ing executive limited this universe to Manhattan, San Francisco,
Chicago, Miami, Honolulu, Toronto, and Vancouver. These high-
end condos are facing resistance, particularly in Manhattan,
where some developers are carving up large units for greater
affordability. Where developers have produced units for $2 mil-
lion or less, for the “merely affluent” as a New York Times article
suggests, absorption is quite rapid.

In some value-add and opportunity funds, condo development
using equity and mezzanine debt or preferred equity financ-
ing has been attractive. Some investors note that if the for-sale
market were to crash during construction, the project could
convert to rentals until the market recovers, as was common
during the last recession. If this were to occur, investors would
be unlikely to achieve their return hurdles but would hopefully
avoid a bloodbath.

Manufactured housing facilities have long been dominated
by families and other private investors who provide land with
infrastructure to accommodate manufactured homes. In strong
urban locations, such properties can generate strong rental
return, with relatively low operating costs. Management is often
notoriously bad, so professionals can add considerable value.

This sector has only recently been recognized by institu-
tional investors, and then only by a few. In many cases, these
properties are in good locations, where the underlying land

is quite valuable. These can be tricky for investors given that
communities often view these properties as valuable sources
of affordable housing. Some impose special rent controls or
provide other protections. A life insurance company executive
noted that “more capital is coming into it.” Nevertheless, in our
survey of residential property types, it ranked toward the low
end of the enthusiasm scale.
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Emerging Trends in Canadian Real Estate

“Innovation is by far our biggest issue. We strive not only to lead—but also to attempt

toremain far ahead of the competition.”

More Than Mixed Use, It’s about Building
Communities

“Crealing a vibrant and welcoming environment for people
to spend time in is what keeps them coming back and
frames how they relate to it.”

Exhibit 5-1 Real Estate Business Prospects
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Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on Canadian respondents only.

From millennials eager to live where they work to downsiz-

ing baby boomers to new arrivals from other provinces or

from around the world, Canada’s urban populations are set to
continue to grow—and their needs are evolving. Because of
this, mixed-use projects combining residential, retail, and com-
mercial components continue to thrive—and there’s a growing
consensus that developers must do better when designing
public spaces. Developers have responded by continuing to
rethink their approach to mixed-use projects: instead of focusing
on building “stand-alone” mixed-use buildings, they’re increas-
ingly building mixed-use neighborhoods and communities that
pack residential, retail, and commercial space into a dynamic
whole. Most respondents noted that this type of “placemaking”
is a reality that developers need to seriously consider.

Investments in transit infrastructure also are contributing to this
evolution, as cities look to establish new areas of development

Exhibit 5-2 Emerging Trends Barometer 2017
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Source: Emerging Trends in Real Estate 2017 survey.
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Note: Based on Canadian investors only.
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Exhibit 5-3 2017 Forecast Economic Indicators by City

Total
employment Unemployment
Real GDP growth growth rate
Vancouver 3.3% 1.9% 5.4%
Saskatoon 3.0% 0.8% 5.6%
Winnipeg 2.9% 1.6% 5.2%
Toronto 2.6% 1.7% 6.5%
Halifax 2.4% 1.2% 6.0%
Calgary 21% 0.5% 6.9%
Montreal 2.1% 1.5% 7.9%
Ottawa 2.1% 1.7% 6.0%
Quebec City 2.1% 1.1% 5.2%
Edmonton 1.8% 0.3% 6.6%

Personal income

per capita Population Total housing Retail sales

growth growth starts growth
2.5% 1.7% 21,765 3.7%

1.1% 2.2% 1,878 2.2%
2.3% 1.3% 3,940 2.9%
2.5% 1.4% 36,800 3.1%
2.3% 1.1% 2,112 4.0%

1.1% 1.7% 9,014 1.8%
3.0% 1.0% 18,306 3.9%
2.6% 11% 7,300 2.6%
2.8% 0.9% 4,314 3.9%
1.0% 1.6% 9,435 1.5%

Source: Conference Board of Canada, Metropolitan Outlook 1: Economic Insights into 13 Canadian Metropolitan Economies, Spring 2016.

and density around key transit hubs. This is enabling develop-
ers to build mixed-use communities both inside and outside

the downtown core. And it's also giving homebuyers more of a
choice between “live where you work” and “work where you live.”

But as mixed use grows and evolves, developers are discov-
ering that projects are becoming increasingly complex and
creating new risks they haven't had to deal with before. To
mitigate this, some developers are partnering with others to
pool their respective specialized expertise. Some respondents
have also observed more cooperation between former competi-
tors, with one noting that partnerships and joint ventures have
become more acceptable than ever before. “Our approach is

to continue building relationships for potential alliances of this
nature,” one developer said.

Affordability on the Decline

“Lack of affordability will continue unless governments
shorten the time to get product to market.”

Housing affordability has become a major point of concern in
Canada—and respondents said it won't let up. High prices in
Vancouver and Toronto will continue to squeeze affordability,
with both cities’ mortgage-to-income ratios forecast to remain
well above the Canadian average in 2017 (exhibit 5-5). Montreal
will stay a distant third—still below the national average—with
Winnipeg and Quebec City being the most affordable. On the
whole, 2017 looks to see a pullback on double-digit, year-over-
year housing price increases, with Toronto leading the way with
under 5 percent growth this year (exhibit 5-4).
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Exhibit 5-4 Housing Price Change Year over Year

2016 2017 (Forecast)
Toronto 15.5% 4.6%
Vancouver 10.5% -4.8%
Winnipeg 2.6% 1.5%
Montreal 2.6% 1.8%
Ottawa 1.1% 1.8%
Calgary 0.9% -1.9%
Halifax 0.6% 3.1%
Quebec City 0.1% 2.9%
Edmonton —1.1% -1.2%
Saskatoon —2.8% -1.7%
Canada 10.6% —-0.9%

Source: TD Economics, Regional Housing Report, August 2016.

In the short term, Toronto’s and Vancouver’'s markets are set

to diverge slightly. Even before the additional property transfer
tax on nonresidents, Vancouver had embarked on a modest
correction that started in spring 2016. TD Economics reported
that, by mid-2017, it anticipated a 10 percent decline in home
prices, which was then expected to stabilize by the end of the
year. In Toronto, it's business as usual—and barring a similar
tax, foreign investors may see that city’'s market as increasingly
attractive. But some interviewees have expressed concerns of
a pullback by consumers, especially as the cost of single-family
detached houses eclipses wage growth.



Chapter 5: Emerging Trends in Canadian Real Estate

Exhibit 5-5 Housing Affordability

Exhibit 5-6 Average Home Size, by Country
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Source: TD Economics, Regional Housing Report, August 2016.

Note: Mortgage payment is based on the average home price, 25 percent downpayment,
25-year amortization, and five-year fixed posted rate.

*Forecast.

Significant increases in immigration over the next five years
(exhibit 5-7) will continue to keep demand high and put even
more pressure on affordability unless more supply is made
available. Because of this, demand is anticipated to remain
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strong—but provides growth opportunities not just in Toronto and
Vancouver but also across the rest of the country. As it stands, the
average home size in Canada tops that of most other countries
(exhibit 5-6), and with increased immigration on the horizon,
those arriving in Canada may not have the same size expecta-
tions, creating demand for smaller units. As well, due to the high
cost of moving, and the lack of affordable options for moving up,
one interviewee said that existing homeowners are choosing to
invest in renovations, putting further pressure on supply.

With no real factors reducing the demand for real estate in
Toronto and Vancouver, developers and builders will continue to
face supply-side issues. Many believe that provincial government
land use policies—like greenbelt legislation and intensification
requirements in Ontario and British Columbia—together with
increasing time requirements to get local government approvals
are factors holding back supply. “Government needs to increase
the supply,” one interviewee noted. “If there was enough sup-
ply, there would be no affordability issue.” Another said that if
government would release even 10 percent of the restricted land,
it would solve a big part of the problem. As well, a common issue
in nearly all regions was municipal red tape and lengthy approval
processes, which are also limiting supply and driving up costs.

While interest rates have stayed low and respondents don’t see
any signs of a natural increase anytime soon, any jump could
make housing even less affordable than it currently is and drive
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Exhibit 5-7 Forecast Net Migration, 2015-2019
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more significant changes in real estate markets. The sustained
low interest rates may be lulling Canadians into a false sense

of security, thus spurring them to increase their debt loads. In
fact, if interest rates rose by only 1 percent, a significant number
of Canadians may not be able to absorb the increase in their
monthly payments. If this were to happen, the current affordabil-
ity issue would be further compounded.
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real estate and rental and leasing.

Renting for the Long Term

With housing prices in Toronto and Vancouver out of reach

for many prospective homebuyers, many are choosing to rent
instead. Attitudes toward renting are shifting and people are
choosing to rent longer—some even permanently, as they weigh
the costs of homeownership against the benefits. As Toronto
and Vancouver become more similar to world-class cities like



Chapter 5: Emerging Trends in Canadian Real Estate

New York, Paris, and London, it is anticipated that renting will
become the norm.

It is a trend that is sparking ongoing interest in purpose-built
rental units—and raising questions about the size of units and
the need for supporting infrastructure (e.g., schools, medical
facilities, daycare, etc.) to accommodate millennials’ inevitable
move toward parenthood and boomers’ downsizing. In fact,
some older homeowners are opting to sell their homes and cash
out, moving into high-end or luxury rental units and keeping the
proceeds of the sale for spending.

Technology Disruptors Hold a Competitive
Advantage

“We're getting to the point where if people don’t recognize
technologies are existing and, moreover, how to integrate
them, opportunities are being missed.”

Last year, the idea of disruptive technology was gaining traction
among property developers and investors. Looking ahead,
they now feel that real estate firms must take significant steps to
adapt to customers’ growing tech needs or risk falling behind.
Luckily, some technological advances are getting easier—and
cheaper—to implement.

Many of those surveyed spoke of how technology is chang-

ing expectations and how they interact with potential tenants.
Nearly endless information is available thanks to the internet, so
customers are more informed than ever before. They're doing
extensive research online before buying. On the development
side, firms are doing more 3-D computer conceptualizations in
the planning stage, offering virtual tours to help potential buyers
and reducing the need for physical showrooms. They're also
harnessing the power of data to make better business and mar-
keting decisions and improve financial reporting.

Technology and a changing workplace are creating new de-
mands for office developers and owners. Respondents said
tenants are continuing to move toward smaller, open-concept
spaces because of “workplace 2.0” changes like office hotel-

ing (reservation-based, unassigned seating), flexible hours, and
telework. With more people working remotely thanks to advances
in teleconferencing, much less need exists for big, traditional
offices. These new workplace concepts are especially appealing
to millennial workers and are transforming even the most tradi-
tional of office tenants, such as law firms, accounting firms, and
banks. Owners of older buildings are finding it harder to compete
with newer properties that have taken their future tenants’ needs

into consideration; the way forward isn’'t necessarily clear, but
upgrades and redevelopment don’t come cheap.

Technology is also transforming the residential market. Buyers
and renters alike are increasingly expecting more energy-
efficient properties and amenities. As hydro costs rise and
technology prices fall, the value propositions for things like LED
lights, green roofs, and Energy Star appliances become far
easier to make. New systems in waste management and energy
conservation will help achieve net-zero-impact buildings, which
are likely to become more popular as concerns over climate
change continue. As well, new technologies have emerged to
improve residential homes’ air quality by reducing off-gassing
from products like plastics and paints.

These new technologies are also making their way into building
codes, though not everyone feels this is necessarily a positive.
One respondent, for example, said that sometimes the new
codes go too far, legislating features that provide “little to no
actual benefit”—or benefits purchasers either don’t understand
or don't use.

Global Uncertainties Weigh on the Mind

“Politics matter. Investment strategy will have to adapt and
change in response to the volatile political situations in
Europe and the United States.”

Despite some regional differences, Canada’s real estate market
has delivered few surprises. While the domestic front has been
stable, developers, investors, and property owners alike express
concern over global political and economic uncertainties. Many
worry about the potential impact of Brexit and the outcome of
the U.S. election, while others also cite the global refugee crisis
and Europe’s economic and terrorism struggles as areas of con-
cern. Observers’ chief fear is that any one of these issues could
have an outcome that sends markets and economies spinning,
though whether Canada gets taken along for the ride isn't clear.
Most respondents believe these global uncertainties, along

with the low Canadian dollar, will continue feeding demand for
Canadian real estate; for now, Canada is seen to be a steady,
low-risk place for investors to put their money.

Ongoing Oil and Gas Woes

Slumping oil and gas prices continue to weigh on the economy,
and they're hitting Alberta hard. The province has grappled

with a recession for the second year in a row, with real gross
domestic product (GDP) growth of —2.9 percent in 2015 and —1.1
percent in 2016, according to the Conference Board of Canada.

Emerging Trends in Real Estate® 2017 83



Exhibit 5-10 Prospects for Commercial/Multifamily Subsectors in 2017
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Note: Based on Canadian respondents only.

While some expect oil and gas prices to rebound from their
lows, how high that rebound will be remains to be seen.

Calgary has seen its share of ups and downs over the years,

and experience has taught real estate investors to wait and see
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where the market goes before committing themselves to any-
thing new. Oversupply of office space has not stopped some
projects from being completed, but the Calgary market has

hit the pause button. And while Edmonton isn’t immune to the
challenges of low oil prices, the impact on its real estate market
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Exhibit 5-11 Investment Recommendations for Commercial/Multifamily Subsectors in 2017

Buy (%)
Fulfillment centers 54.7
Medical office 52.7
Warehouse industrial 50.9
Moderate-income apartments 46.8
Affordable apartments 36.7
Central city office 31.3
Neighborhood/community shopping centers 30.3
Regional malls 26.3
Suburban office 214
High-income apartments 181
Economy hotels 16.7
R&D industrial 13.7
Power centers 9.3
Luxury hotels 6.5

Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on Canadian investors only.

has been softened thanks to the city’s more diversified economy
and significant investments in redeveloping its downtown core.

Waiting for Deals

“Canada will be a tough marketplace to grow in, so we'll
need to be more agile.”

While eagerness for investing in property abounds, there still
isn't much to invest in. This was a significant trend in 2016, and
continued demand—especially in Toronto and Vancouver—
looks like it will continue to outstrip supply through 2017.
Respondents said current players seem likely to hold onto their
assets longer, with bigger players taking greater control of the
marketplace. But respondents have seen newer players on the
outside paying any price for land or projects just to get into the
market. Some institutional investors are also looking to rebal-
ance portfolios that are now disproportionately weighed to the
West due to British Columbia price increases.

Access to capital is not seen by most respondents as a prob-
lem, with one stating that there’s a “lineup of money looking
to be placed.” Overall, real estate is still seen as a good asset

Hold (%) sell (%)
30.2 15.1
33.3 14.0
38.2 10.9
36.4 16.9
53.2 10.1
43.4 25.3
55.3 14.5
46.1 276
378 40.8
50.6 31.3
46.7 36.7
64.7 216
4.3 49.3
45.2 48.4

class, and its historic returns will continue to make it an attractive
investment opportunity for both local and foreign investors.

Economic Outlook

Canada’s economic performance appears to have rebounded
from a weak 2015. The country’s economy continues to realign
itself in the wake of falling oil and other commodity prices, as
job losses in the natural resources sector have been offset

by employment gains in manufacturing and construction.
According to the Conference Board of Canada’s Metropolitan
Outlook 1, Spring 2016, national GDP is forecast to grow to 1.7
percent in 2016 and 2.3 percent in 2017—and stay above 2
percent through 2020.

Given the current national economic environment, residential
investment is anticipated to slow as most markets pause to
absorb abundant supply of single-family and multiresidential
units. Housing starts nationally are forecast to fall to 184,500
units in 2016, down from 194,700 and below the 20-year aver-
age, according to the Conference Board of Canada. Housing
affordability, weak income growth, and high consumer debt
levels are all contributing to the dip in residential.
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Property Type Outlook

While regional variations in the outlook for different property
types exist, developers, investors, and property owners did
strike some common notes in their assessment.

On the commercial front, the migration to upgraded Class A build-
ings is in full swing, though concerns exist about oversupply and
what will be done with outdated properties. Industrial is generally
expected to do well, driven by the growth of online shopping and
amoderate uptick in the manufacturing sector. Condominiums—
especially as part of mixed-use developments—are still seen as
a growth opportunity across Canada. Rising prices for single-
family residential in many markets have homebuyers considering
condos and rentals. The major worry this year is retail, as property
owners respond to the changing industry and become better
partners to tenants in creating environments that encourage
shoppers to increase their dwell time in stores and malls.

Office

The outlook for commercial real estate depends in large part

on the market in question. As urban cores flourish in cities like
Toronto, Vancouver, and Montreal, businesses have followed the
talent, relocating to the latest Class A space in the core or near
transit hubs. (Halifax bucks this trend, building its Class A space
outside the core.) It's a different story elsewhere. In Calgary,

the combination of the oil and gas downturn and oversupply

is driving high vacancy rates, as the oil and gas sector slows.
Edmonton, somewhat insulated from the oil patch woes thanks
to major infrastructure spending and a diversified economy, is
confronting the fact that ten years’ worth of office supply is set

to come on the market shortly. Ottawa, hit hard by government
spending cuts in recent years, has seen its office vacancy rate
reach 25 percent, an all-time record. Some property owners in
these high-vacancy markets are offering lucrative incentives to
prospective tenants to fill their space.

The appetite for new Class A properties is generally strong, but
the situation is not without its challenges. While the popularity
of Class A buildings creates opportunities for new development
or redevelopment, builders must deal with the fact that more
advanced offices drive up input costs. As well, as tenants move
to newer buildings, owners of Class B buildings must evaluate
their options and decide whether upgrading, redeveloping, or
rebuilding makes economic sense.

Condominiums

Demand for condos remains robust in Toronto and Vancouver,
driven by urban migration and domestic and foreign buyers
seeking investment properties. But condominium activity is
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Exhibit 5-12 Downtown Class A Office Space,
Second Quarter 2016

Space under

construction (sq ft) Vacancy rate

Toronto 3,555,358 7.3%
Calgary 2,361,753 15.5%
Montreal 1,102,200 9.2%
Vancouver 473,141 10.2%

Source: JLL, Canada Office Market Overview, Q2 2016.

expected to be more subdued across the rest of the country.
Montreal continues to absorb oversupply in its condo market;
Quebec City shows little interest in condominiums, preferring
rentals. In Calgary, comparatively affordable house prices and
land supply continue to dampen condominium growth in that
market as buyers opt for single-family homes instead.

Looking ahead, concerns exist that rising condo prices in
Toronto and Vancouver could keep prospective first-time buyers
renting or living at home. One Toronto-based respondent said
the city’s a landlord’s market, with condominiums continuing to
be the city’s “shadow rental market.”

Single-Family Residential

“The industry isn’t good at having politicians and the
broader public understand how important the real estate
industry is to the broader economy.”

Respondents remain aware of widespread concerns over the
lack of affordable housing, especially single-family homes
where price increases are outpacing wage growth. In hot mar-
kets like Toronto and Vancouver, mortgage-to-income ratios are
forecast to remain well above the Canadian average in 2017
(exhibit 5-5). In these high-priced markets, as supply of single-
family residential units is constrained, an opportunity exists for
the condominium and rental markets to reach those priced out
of homeownership.

Alternatively, homebuyers may opt to move farther away

from expensive markets: those in British Columbia put off by
Vancouver's prices, for example, are looking farther up the
Fraser Valley and even in the province’s interior. According to
respondents, certain government land use policies have made
the housing supply less responsive to demand in larger urban
centers, especially Toronto and Vancouver. For potential buyers
unable to afford a house but not sold on condo living, there is
an increased push for mid-density development and stacked
townhouses, especially in infill projects in Toronto.
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Exhibit 5-13 Real Estate Capital Market Balance Forecast, 2017 versus 2016

Debt capital for acquisitions

Deht capital for refinancing

Debt capital for development/redevelopment

2017 2017 2017
oo oo @ e
2016 2016 2016
® - ‘ e -® 0o-0
Undersupplied In balance Oversupplied Undersupplied In balance Oversupplied Undersupplied In balance Oversupplied

Source: Emerging Trends in Real Estate surveys.
Note: Based on Canadian respondents only.

What homebuyers are looking for may also be changing. In
Calgary, real estate players have noticed that younger buyers in
particular want quality rather than size, accepting smaller house
footprints in exchange for higher-quality construction and fin-
ishes. In Montreal, interest in townhouses and multilevel houses
is rising; recent projects may in fact be aimed at foreign buyers.

In Vancouver, the housing market has felt the first effect of the
province’s additional property transfer tax on foreign buyers. But
over the long term, will the tax have the intended impact of stem-
ming the influx of foreign investment and the soaring increase

in house prices? That remains to be seen. Some believe that

the measure will indeed curtail foreign activity while others feel
that it will spark rising foreign investment in Toronto, Montreal,
and, potentially, Calgary. Many respondents still predict that the
tax will do little to stop wealthy buyers from investing when and
where they please, especially if they are considering the prop-
erty as a long-term investment. Dip or no, some observers have
pointed out that Toronto’s and Vancouver's prices are likely to
remain high for the simple reason that there is not enough sup-
ply to meet demand—and not enough supply being released
by municipalities.

Industrial

The outlook for industrial property is largely positive. The ongo-
ing growth of online shopping is driving demand for fulfillment
centers, as retailers clamor for distribution centers with the
high ceilings they need for modern logistics. The resurgence
of Canada’s manufacturing industry, after a difficult period of
consolidation and retrenchment, is also creating new demand.
Respondents said that manufacturers are expected to invest

Exhibit 5-14 Real Estate Capital Market Balance Forecast,
2017 versus 2016

Equity capital for investing

2017

31%

2016

26%

Undersupplied In balance

Oversupplied

Source: Emerging Trends in Real Estate surveys.
Note: Based on Canadian respondents only.

in new facilities—or retrofit existing ones—as they upgrade
machinery and equipment and adopt more energy-efficient,
sustainable building technologies. The other factor contributing
to the upbeat projections for industrial property is the fact that an
abundance of lending and investment funds is available—and
readily accessible—owing to pent-up demand in the sector.

Real Estate Investment Trusts

"As long as you believe that interest rates are going to stay
low, buy quality REIT units for growth and safety.”
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The outlook for real estate investment trusts (REITs) is expected
to be positive, although we may continue to see a shift in busi-
ness models toward organic growth, intensifying portfolios,
and increasing involvement in development projects. In part,
this reflects increasing maturity in the sector, as REITs focus on
improving their bottom lines instead of simply adding market
share. Respondents expect that capital rates will continue to
compress due to the lack of alternative investments and the
huge amount of capital looking for investments. It is anticipated
that REITs will offer lower—but still superior, given low rates—
yields, which will attract retiring investors keen to add steady,
stable returns to their personal investment portfolios.

It has increasingly become, as one interviewee said, a “flight-to-
quality market,” where investors will pay a premium for stability.
The consensus among respondents is that there is a lot of de-
mand for REIT equities but little product for REITs to buy with the
equity. And competition is increasing for what is available to buy.
In response, investors are looking for development and redevel-
opment opportunities. As REITs make the move from accretive
acquisitions to development, one respondent said that they are
likely to become riskier investments. In an attempt to mitigate
this risk, REIT managers are partnering with industry experts
and diversifying away from their specialty asset classes.

Purpose-Built Rentals

Purpose-built rental properties are viewed as a promising
opportunity in many markets, particularly Toronto, Vancouver,
Montreal, and Quebec City. More Canadians are turning to rent-

als either because of lifestyle choices or high housing prices.
Rising unaffordability and lifestyle preferences are driving many
millennials to forgo homeownership in favor of renting. And
ongoing urban immigration also continues to create a need

for affordable rental units. As well, many baby boomers are
downsizing from houses to rentals, so we should see the market
respond with larger luxury units targeted to their space expecta-
tions. This combination of demographic factors and affordability
concerns means that a growing number of Canadians will
continue to opt to become permanent renters.

These trends, coupled with an aging stock of rental housing
across the country (exhibit 5-15), are persuading some develop-
ers and investors to start new, purpose-built rental properties,
including multifamily complexes. Rising demand for rentals is
likely to continue to drive rents higher until new supply comes

on the market—particularly in cities like Toronto and Vancouver,
where rental interest is high and vacancy rates are very low.
Similar to last year, the question will be whether developers’
interest in purpose-built rentals will result in sufficient supply.
Those in Toronto and Vancouver already find it difficult to make
the economics work, from the high value of land to development
charges and property taxes. Elsewhere in Canada, Quebec City
has been adding significant rental supply and is expected to do
so for a few more years. Demand remains strong in Montreal,
where a traditionally strong rental market exists. Halifax is fo-
cused on high-rise rental buildings catering to luxury-focused
millennials and empty nesters. Ottawa has seen a jump in rental
vacancies thanks to condominium oversupply. Calgary has also
seen limited rental development outside its core.

Exhibit 5-15 Prime Multiresidential Rental Market, by Year of Construction (in Square Feet)

Total Before 1960 1960-1979 1980-1999 2000 or later

Quebec 811,512 330,250 299,680 122,039 59,543
Ontario 667,928 134,798 431,222 71,506 30,402
British Columbia 178,571 24,466 112,722 28,094 13,289
Alberta 136,611 7,966 84,646 25,407 18,592
Manitoba 64,561 13,715 35,427 7,784 7,664
Nova Scotia 54,235 7,559 19,996 13,572 13,108
Saskatchewan 35,969 4,334 20,590 7,234 3,811
New Brunswick 32,307 8,104 11,320 6,055 7,393
Prince Edward 6,771 1,565 1,037 2,287 1,882
Island

Newfoundland/ 5,858 1,224 2,71 1,217 706
Labrador

Canada 1,996,883 534,004 1,020,013 285,990 156,876

Source: Canada Mortgage and Housing Corporation (CMHC), Rental Market Survey, October 2015. (Next release: November 2016.)
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Retail

“We aim to cluster various best-in-class operators within
proximity of one another—residents, office workers, and
traditional retail—to create a unique urban environment
that people from all over want to go and enjoy.”

The retail industry remains in flux, challenged by the ever-grow-
ing influence of online shopping, changing customer behaviors
and expectations, and the influx of new players from the United
States and elsewhere. Changing demographics are changing
how people spend their money. Respondents are embracing
the idea of destination retail, or “retail-tainment,” combining re-
tail, restaurants, entertainment facilities, and hotels, which con-
nects with the trend toward more community-based mixed-use
planning and human-centered design. Developers hope to turn
shopping into an experience because consumers, while much
smarter now with e-commerce, still crave interaction.

Some property owners expressed concerns about backfilling
surplus retail space and the impact on rent. One respondent
said that the market should seize the opportunity to redevelop
certain spaces and focus on service tenants like pharmacies,
grocery stores, and personal care shops. Another said that
they’re revamping spaces to welcome more experiential tenants
like fitness centers, theaters, clubs, and restaurants. We're also
seeing a change in the relationship between retail landlords and
their tenants: in place of the traditional, lease-driven relationship,
they’re joining forces to improve their mutual fortunes. They are
working together to create shopping spaces and experiences
that online shopping can’t offer to increase consumers’ dwell
time, and they’re sharing customer data and insights to sup-

port their respective events and promotions. And while most
respondents are not quite sure how exactly self-driving cars will
affect them, they have interesting potential in retail: one respon-
dent is actively looking at “smart parking,” where self-driving
cars will pick up shoppers, drop them off at the mall, and park
themselves.

Markets to Watch in 2017

Vancouver

Vancouver is expected to lead all Canadian cities with 3.3 per-
cent in GDP growth in 2017 (exhibit 5-3), propelled by strong
employment gains (this report’s highest at 1.9 percent) and
rousing housing starts (behind only Toronto). Most of these
starts will be multifamily units as developers focus on building
mixed-use developments and high-density condos.

It remains to be seen how the British Columbia government’s
additional property transfer tax for foreign buyers will affect the
Vancouver market over the long term. While intended to curtail
foreign property investment, skeptics suggest the tax will do little
to dissuade foreign buyers who can already afford the market’s
sky-high prices. At the time of writing, the tax has been in place
for only a few months, and respondents said it could take two
or three quarters before there is enough evidence to measure
or forecast its long-term effect. What’s more, Vancouver had
begun a modest correction that started in early summer 2016
with sales volumes falling in some neighborhoods. Time will be
needed to see if these measures have their intended effect.

Exhibit 5-16 Survey Respondents’ Views of Their Local Markets

Strength of
local economy

Investor
demand

Average
Toronto
Winnipeg
Vancouver
QOttawa
Saskatoon
Montreal
Calgary
Edmonton
Halifax

Source: Emerging Trends in Real Estate 2017 survey.
Note: Based on Canadian respondents only.

Development/ Local
Capital redevelopment  Public/private development
availability opportunities investment community
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Exhibit 5-17 Employment, Job Vacancy, and Average Weekly Earnings Growth by Province, Change Year over Year

Total employment change

Ontario 0.9%
British Columbia 0.8%
Quebec 0.8%
New Brunswick 0.3%
Manitoba 0.0%
Nova Scotia 0.0%
Newfoundland/Labrador -0.1%
Saskatchewan -11%
Prince Edward Island —2.1%
Alberta -2.2%
Canada total 0.6%

Source: Statistics Canada, June 2016.

Exhibit 5-18 Canada Markets to Watch: Overall Real Estate
Prospects

Investment Development Housing

1 Vancouver [3.70 3.83 3.63
2 Toronto  |8162 360 [aEs
3 Ottawa 3.62 3.67 2.50
4 Winnipeg |3.31 3.33 2.50
5 Montreal |3.85 370 [EEs|
6 Saskatoon |3.22 2.50 2.50
7 Halifax | 3.18 2387 250
8 Edmonton |2.81 3.00 3.00
9 Calgary |2.91 2.55 3.50

| | | J

Abysmal  Poor Fair Good ﬁent

Source: Emerging Trends in Real Estate 2017 survey.

Millennials are driving up Vancouver’s rental market, searching
for new, higher-quality units near amenities and close to transit.
Rental units are in incredibly short supply, with vacancy rates
consistently around or below 1 percent for the past five years,
according to Canada Mortgage and Housing Corporation.

In another effort to curtail foreign capital and speculation,
Vancouver has also proposed a vacancy tax—the first of its kind
in Canada—which would impose a levy on homeowners who
aren't living in their properties or renting them out.

Another emerging challenge is the lack of amenities—from
stores to schools—in the downtown core. Some respondents
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Joh vacancy change Average change in weekly earnings

—19.7% 2.0%
7.6% 1.2%
-19.2% 2.8%
26.7% 4.6%
14.3% 1.0%
-8.0% 0.2%
-32.0% -1.3%
-13.9% -0.2%
-30.0% 0.8%
-22.8% -3.5%
-13.7% 0.9%

wonder what will happen as downtown-dwelling millennials want
to start families: will they head to the suburbs or make do with a
smaller footprint downtown? With single-family housing starts,
there is very little new development in Vancouver itself, with

new activity taking place up the Fraser Valley. At the same time,
homeowners are increasingly opting to renovate instead of sell-
ing, which means that less property is coming on the market.

Toronto

Toronto’s economy remains healthy and growing, with con-
struction, transportation, warehousing, retail, wholesale, and
manufacturing all contributing to this growth. According to the
Conference Board of Canada, Toronto’s construction sector
growth achieved a 14-year high thanks to a 46 percent rise in
housing starts—most of those multifamily units—with GDP fore-
cast to remain steady at 2.6 percent in 2016 and 2017.

Optimism is the predominant attitude regarding the Toronto real
estate market, though it is tempered by a measure of caution.
The residential market generally remains strong, with solid sales
volumes and rising prices, buoyed by a strong local economy,
steady immigration, and low interest rates. Few if any foresee the
situation reversing anytime soon, barring an unexpected hike

in interest rates, an economic shock, or a sharp drop in immi-
gration. The lack of supply and available land is seen as a key
factor contributing to the market’s rapidly rising house prices.
Due to the high cost of moving, more homeowners are choosing
to stay put and invest in renovations; one interviewee remarked
that there have been record numbers of requests for permits to
renovate existing homes. With no real factors reducing demand,
developers and builders will continue to face supply-side issues.
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Many respondents believe that government land use policies
are a factor holding back supply. Some developers are also
holding back on releasing new projects until all costs are fixed
and to shorten the gap between sales and delivery; this will put
more pressure on supply in the near future.

Toronto’s condominium inventory has hit a ten-year low and
demand remains strong, so respondents expect to see more
high-rise multiresidential projects enter the pipeline in the years
ahead. Mixed-use properties are highly popular as planners
and developers work to match the city’s population intensifica-
tion with required amenities. The projects are also changing, as
developers move from focusing on single mixed-use buildings
to build mixed-use communities.

Toronto'’s office market has some respondents wary, concerned
over the costs in developing or redeveloping properties with
the technological amenities that tenants increasingly demand.
Some express concerns about the supply yet to come on
stream over the next few years and whether that will create
pressures on prices. Others dismiss these worries, pointing to
the steady reverse migration of businesses from the suburbs
back to the core, driven by the need for smaller, smarter work-
places and locations close to coveted talent.

But retail is viewed as the most troubling segment of the market.
Online commerce is putting enormous pressure on retailers

and retail property owners alike. Value-focused retailers are
expected to continue to do well, and super-regional malls and
those focused on basics like groceries and pharmacies should
remain strong. But the rest? It’s a tough call; property owners
are finding that they need to be aggressive to fill vacant space—
and be creative to keep shoppers coming.

Montreal

Montreal’'s economy is poised to achieve its best growth in five
years, with manufacturing, financial services, and business ser-
vices all having a healthy outlook. The region’s GDP is projected
to stay at a stable 2 percent in 2016 and 2.1 percent in 2017,
according to the Conference Board of Canada.

Despite high vacancy rates for office space—11 percent down-
town and 17 percent in the suburbs as per the Conference
Board of Canada—demand for Leadership in Energy and
Environmental Development (LEED) certification and upgraded
technology remains high. While many new offices have secured
anchor tenants seeking modern floor plans in the financial core,
that success masks the fact that it will take years to fill the pricey,
empty space elsewhere in the building. Two factors are driv-

ing longer absorption times: lower-than-expected job creation

and delayed consolidation and rationalization decisions. For
the latter, companies will either adopt empty Class A spaces or
move to lower-cost locations in midtown in the coming years. As
for the city’s large stock of Class B and C buildings, these often
face high redevelopment costs and lower demand.

Instead of older offices, investors and pension funds are fo-
cusing on redeveloping old hospitals, schools, and industrial
properties into multiresidential rental properties and hotels. The
residential rental conversion market is strong, thanks to demand
from millennials and downsizing retirees. Hotel properties
remain popular with investors and developers, and the sector

is expected to get a boost from increased tourism thanks to the
low Canadian dollar and the city’s 375th anniversary celebra-
tions in 2017.

Montreal continues to absorb the city’s condo stock, and “pure”
condominium plays have given way to mixed-use develop-
ments. Respondents told us that more mixed-use development
is on the horizon, especially around transit hubs, and the trend
is increasing cooperation between investors and developers.
Montreal retail property, as elsewhere, is challenged by the
changing nature of retail itself. Some developers are embracing
the idea of destination retail, or “retail-tainment,” as a way to both
attract shoppers and keep them buying: combining retail, res-
taurants, entertainment facilities, and hotels, developers hope to
turn shopping into an experience that can lure shoppers away
from their screens.

Ottawa

Ottawa’s economy is expected to grow modestly in 2016

and beyond as the city recovers from government spending
restraints that have resulted in the loss of thousands of public
service jobs. GDP is projected to grow 1.6 percent in 2016

and 2.1 percent in 2017, according to the Conference Board of
Canada. Respondents said they're focused on smart develop-
ment and plan to intensify where communities already exist. As
Ottawa’s major transit rebuilding effort progresses over the next
ten to 15 years, respondents anticipate that the city’s real estate
market will regain momentum, driven by the rise of high-density
mixed-use developments focused around key transit hubs.

The city’s office sector has been hit hard by federal and
municipal downsizing, and vacancy rates hover around 25
percent—the highest in Ottawa’s history. Both the public sector
and private sector have been cutting costs and embracing
“workplace 2.0” approaches that don't require the same level of
space. With Class A space upgraded and still available, compa-
nies holding B and C buildings are resorting to major incentives
to attract tenants.
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Survey respondents said that Ottawa’s retail sector is struggling
and that the market is oversupplied with retail space. While the
Rideau Centre has secured its position by focusing on high-end
retail, retail vacancies in the rest of the East End are very high.
This is in contrast to the West End, which is closer to Ottawa’s
high-tech sector and new government offices; there, space is

in shorter supply and rents are rising.

The residential market is seeing little movement. Demand for
new homes is down sharply since there aren’t enough families
interested in buying single-family homes. Ottawa housing starts
have fallen for three straight years, and some developers are
currently shelving their development plans for up to five years.
Millennials and retiring boomers are seemingly looking for
mixed-use developments, such as the project on the former
site of the Lansdowne Park football stadium. Yet even there,
developers have had to offer sizable incentives to bring people
in. Many condo owners are turning to rentals, and this is further
dampening the city’s residential market. In some cases, rents for
units in brand-new buildings are less expensive than traditional
residential housing, leading would-be buyers to rent instead.

Quebec City

Quebec City should see improved economic growth this year
on the strength of an improving manufacturing sector and the
continued strength of its finance, insurance, and real estate sec-
tors. The city’s GDP is projected to grow 1.9 percent in 2016
and 2.1 percent in 2017, according to the Conference Board

of Canada.

Nonresidential opportunities are still robust. Le Phare de
Québec—a $600 million, multitower skyscraper project—is
projected to start in the next few years, and spending on renova-
tions to the Place Ste.-Foy shopping center has topped $110
million. As well, the Quebec City Jean Lesage International
Airport has a $277 million site expansion in the works, the larg-
est redevelopment project in the history of Aéroport de Québec.

What's more, office redevelopment opportunities remain
economically viable in this market, since the city is starved for
upgraded properties that meet the needs of modern workplaces
and employees. Hotel properties also remain attractive, buoyed
by the city’s strong tourism sector. The market for residential
conversions of older office properties is also strong.

Demographic trends are changing the Quebec City market, as
boomers liquidate assets and move into rental units to preserve
their capital outside of real estate. Millennials also are keen

to rent in order to preserve a degree of personal mobility and
flexibility, opting for units close to transit and service-oriented
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neighborhoods. Quebec City’s rental construction has been
going strong for the past five years and is expected to do so for
the next five as well.

Saskatoon

Saskatoon’s economy contracted last year, the first time since
2009, as oil, potash, and canola all saw price drops. While

the economy is expected to stabilize in 2016, strong growth is
forecast for 2017, with GDP projected to grow from 0.9 percent
in 2016 to 3 percent in 2017, according to the Conference Board
of Canada.

Local construction activity dropped sharply last year, and is
expected to fall—though much more modestly—again this
year. The decline is almost entirely the result of softness in the
residential housing markets; projects developed during the
boom years are coming on stream and simply adding to unsold
inventory. But the residential sector’s doldrums are balanced by
ongoing solid performance in other sectors.

Winnipeg

Winnipeg’s economy is expected to grow this year and beyond,
driven primarily by growth in the manufacturing and local goods
sectors. The region’s GDP is projected to grow 2.3 percent in
2016 and 2.9 percent in 2017, according to the Conference
Board of Canada.

Building activity should remain healthy over the short term, pro-
pelled mainly by nonresidential projects such as the $200 million
Outlet Collection Winnipeg Mall and the massive, $400 million
True North Square project and its four mixed-use towers. This
should go some way to offsetting a cooling residential market,
which had experienced significant growth for both single- and
multifamily units in recent years.

Halifax

According to the Conference Board of Canada, the Halifax
economy grew around 2 percent in 2015 on the strength of its
manufacturing and construction sectors, offsetting declines in
the local gas and utilities sectors. GDP is projected to grow 2.8
percent in 2016 and 2.4 percent in 2017.

Housing starts are on the rise again after three years of decline.
But this growth is coming primarily from multiresidential rather
than single-family homes. Multiresidential is up 74.5 percent
thanks to a large number of new condo projects—with mixed-
use condominium/residential rental properties performing
particularly well. One interviewee said that the condo model is
underdeveloped in Halifax, as purpose-built rentals present a
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big opportunity in the short term. As well, the new $169 million
Halifax Convention Centre is set to open in 2017 and will hope-
fully attract visitors and tourism dollars to the region.

The outlook for Halifax’s office sector isn’t as bright, however.
There has been movement to Class A buildings outside the
core; while tenants seek more technology-enabled workspaces,
manageable commutes, and parking, companies are taking
advantage of provincial payroll rebate programs in the financial
services, IT, and defense and security sectors. This outward
flow of tenants has left the downtown core “hollowed out,” with
many older, obsolete buildings in need of redevelopment—if
they’re not simply torn down to make way for new development.
One respondent said that “office is oversupplied and under-
demolished,” while another noted that “office is not on the radar”
as there isn’t the infrastructure and economies of scale to make
it work. One trend is the fact that “residential is office,” with an
increasing number of remote workers changing how developers
build new residential spaces.

The retail market is cheered by the news of a retail giant return-
ing to the area in 2017, but the overall outlook is mixed. Some
Halifax shopping centers are refurbishing, but many vacant
retail spaces still sit unsold and empty.

Edmonton

Edmonton’s GDP is expected to contract slightly in 2016, as low
oil prices contribute to slower activity in a number of sectors.
The local real estate market has softened as a result, but the city
still remains stronger than other Alberta markets; infrastructure
spending and the redevelopment of the downtown core have
helped mitigate the impact.

With ten years’ worth of office space coming onto the Edmonton
market in the next few years, those involved in the commercial
sector expect significant change. The new Class A space down-
town may prove to be less expensive than suburban offices, and
respondents anticipate that companies will leave their Class B
or C premises for upgraded space in the core. A portion of older
B and C stock is likely to be redeveloped into residential, as
owners look to innovate in order to respond to a shifting market.
Edmonton’s downtown rejuvenation is creating the kind of urban
core community that could attract millennials and others eager
to live close to work, shops, and cultural facilities.

Retail properties are performing surprisingly well, considering
the downturn in the oil patch. One respondent said that strip
malls are still looking positive, and landlords report that tenants
are signing long-term leases, suggesting an optimistic outlook.

Relative to other markets in Alberta, Edmonton’s resale hous-
ing market is solid. But while housing remains affordable,
respondents note that housing starts are expected to slow as
homebuilders are backing off from new development until the
market can absorb excess inventories.

It remains to be seen exactly how the real estate markets will be
affected by the Fort McMurray wildfires outside Edmonton ear-
lierin 2016. So far, respondents said that the impact has been
unexpectedly moderate, and residential prices have remained
relatively stable rather than dropping or rising sharply.

Calgary

The sharp drop in oil prices pushed Calgary’s economy into
recession last year, and further contraction is expected this year.
GDP growth in 2017 is forecast at 2.1 percent, with less than 1
percent employment growth.

Despite this, owners are not in any hurry to sell. Calgary’s real
estate market has seen booms and busts before, so respon-
dents believe that developers and investors aren’t in a hurry to
sell existing assets or exit the market. As national banks pull
back on their investment in the region, regional banks familiar
with Alberta’s market understand the opportunities and are get-
ting more involved.

The office market faces oversupply, as new space came onto
the market just as the energy sector was cutting staff and costs
and after some large companies moved from the downtown
core to new campuses at the city’s outskirts. Respondents
reported downtown office vacancy rates to be around 20 per-
cent, though that doesn’t factor in “ghost vacancies”—empty
space that is still being paid for. Leasing transactions have
been largely completed by smaller organizations focused on
lower-cost opportunities. In the face of a difficult market, some
respondents said that property owners are offering reduced
occupancy costs to help fill empty space, and some companies
are indeed moving downtown to lock in prime Class A office
space at reasonable rates. The abundance of available space
also serves as a disincentive to redevelopment of Class B or C
buildings. With industrial property, respondents are seeing a
lot of expansion around the airport, including warehousing and
hotel developments.

Calgary’s residential market has remained stable from last year,
but some homebuilders are concerned about sharply rising
inventories of housing and apartment stock. On the other hand,
one respondent noted that while property values are down, build-
ing permits are up. Another respondent said that while homes
priced between $400,000 and $450,000 continue to move,
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those priced above that range are seeing little activity—although
one developer reported brisk business building luxury homes.

Calgarians continue to resist condominium living, as compara-
tively affordable house prices attract prospective buyers to
suburban residential homes. But signs exist that this attitude
may be changing. Millennials in particular are prioritizing value,
quality, and maintenance-free living over square footage and
yard sizes—a shift that is driving interest in smaller residential
properties and upscale townhouses.

Expected Best Bets for 2017

Given the state of the markets across Canada, where should
developers and investors focus their attention? Our survey and
conversations suggest that the most promising moves can be
made in the following areas.

Industrial Property

In the current market, industrial bets are widely seen as the
wisest as the growth of online shopping creates more and more
need for distribution and logistics hubs. While some worry it's
tough to find property suitable for development, others point out
that it’s getting harder than ever to squeeze value out of office
and residential developments.

Purpose-Built Multifamily Rentals

With rentals gaining in popularity thanks to rising house prices
and demographic shifts, coupled with aging housing stock
across the country, the market for purpose-built, multifamily
rentals is better than it has been in years. Our survey shows that
developers and investors increasingly sense the opportunity
and are keen to get new rental projects going, provided the
economics work.
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Urban Mixed-Use Developments

As millennials and boomers alike flock to urban cores in search
of a vibrant lifestyle, convenience, and proximity to work,
respondents believe that the market for mixed-use properties
combining residential, retail, offices, and more is a solid play.
Increasingly, developers will move away from viewing projects
as one-offs independent of their surroundings, in favor of build-
ing complete neighborhoods.

Senior Housing/Retirement Homes

A number of respondents, sensitive to the potential in an aging
yet wealthy boomer population, believe investing in retirement
homes and other senior housing will be a growth opportunity
over the long term. Whether they can do so at the scale needed
to deliver both care and desired profits remains to be seen.

Note: Additional market-specific data are available in the online Emerging
Trends in Real Estate® 2017 at uli.org/et17 or www.pwc.com/us/etre.



Interviewees

Ackerberg
Frank Clark

Ackman-Ziff Real Estate
Group LLC

Gerald S. Cohen

Simon Ziff

Advance Realty
Chris Bellapianta

Aegon USA Realty Advisers

AEW Capital Management
Michael Acton

Marc Davidson

Bob Plumb

AGI Avant
Eric Tao

Akerman LLP
Thomas Ingram

Alliance Residential Company
Bob Weston

Alston & Bird LLP
Jason W. Goode
Rosemarie A. Thurston

American Assets Corp.
Brian Briody

American Homes 4 Rent
Diana Laing

American Realty Advisors
Scott Darling

Stanley lezman

Christopher Macke

Amicus Investors LLC
Steve Utley

Angelo, Gordon & Co.
Reid Liffmann

Mark Maduras

Adam Schwartz
Gordon Whiting

APG Asset Management
Steven Hason

Apollo Global Management
Colburn J. Packard

Arch Street Capital Advisors LLC
Rishy Mehrotra
Anup Patel

Argyle Residential
Dudley Simmons

Ariel Ventures LLC
Radhika Reddy

Arnstein & Lehr LLP
Chuck Brecker
Luis Flores

Associated Bank
Greg Ward

Atalaya Capital Management LP
Ray Chan
Solomon Garber

Avalon Bay Communities
Kevin P. O'Shea

Avanath Capital Management
John Williams

Avison Young
Richard Hanson

AXA IM-Real Assets
Olivier Thoral

Axiometrics
Jay Denton

Azrack & Company
Joseph F. Azrack

Bailard Real Estate
Tess Gruenstein
Vincent S. Korta
Preston R. Sargent

Balfour Beatty Construction
Carolyn Karabinos

Bank of America Merrill Lynch
Kenneth Cohen

Matthew Kirsch

Christopher Rogalski

Mark Sharer

Gary Teague

Jeffrey J. Titherington

Barclays
Dan Vinson

Barclays Capital
P. “Schecky” Schechner

Baruch University
David Shulman

Basis Investment Group LLC
Mark K. Bhasin

Baylor Scott & White
Jay Fox

Bell Partners
Durant Bell

Belz Enterprises
Ron Belz
John Dudas

Bentall Kennedy (Canada) LLP
Malcolm Leitch
Paul Zenla

Bentall Kennedy (U.S.) LLP
Douglas Poutasse

Berkshire Group
Chuck Leitner
Glen Nechayev

BioMed Realty Trust
Denis Sullivan

Bixby Land Company
Martin O'Hea

BlackRock
Jack R. Chandler

Blackstone
A.J. Agarwal
Brad Fryer

BMJ Advisors
Brian M. Jones

BMO Harris Bank
Kim Liautaud
John Petrovski

Boston Properties Inc.
Michael LaBelle
Owen Thomas

Brandywine Realty Trust
Bo Beacham

Paul Commito

Gerard H. Sweeney

The Bristol Group
James Curtis

Brixmor Property Group
Angela Aman

Brookdale Group
Charles L. “Chip” Davidson IlI

Brookfield Residential
Edjuan Bailey

Browning Investments
Angie Wethington

Buchanan Ingersoll & Rooney
PC
B. Lafe Metz

Bucksbaum Retail Properties
John Bucksbaum

Bull Realty
Michael Bull

Buvermo Investments Inc.
M. Laurence Millspaugh

Buzz Oates
Kevin F. Ramos

CalAtlantic Homes
Barry Karpay

Campus Apartments
Miles H. Orth
James A. Smith Il

Canin Associates
Greg Witherspoon

Cantor Commercial Real Estate
Company LP
Michael May

Cantor Real Estate
John Griffin

Capital Associates
Tom Huff

Capital Project Management
Dave Stauch

Capitol Broadcasting Company
Matt Honeycutt

Capitol Market Research
Charles Heimsath

CapRidge Partners
Steve LeBlanc

Capright
Jules “Jay” H. Marling

Cardno Haynes Whaley
David Carter

Care Trust REIT
Greg Stapley
Bill Wagner

Carmel Partners
Christopher Beda
Bob Hernandez
Michael LaHorgue
Dennis Markus

Castle Hill Partners LP
John McKinnerney

CBRE

Richard Barkham
Jefrey Henderson
Cynthia Kamin
Mike Lafitte

Todd Mills
Jeanette Rice
Doug Seylar
Mary Ann Tighe
Brian Whaley
Julie Whelan
Nancy Wilhite
William C. Yowell

CBRE Econometric Advisors
Jeffery Havsy

CenterPoint Properties
Jim Clewlow

Center Square Investment
Management
Jeff Reder

Chapman Properties
Tony Rosenberger

Charles Perry Partners
John Carlson

Charles River Realty Investors
Brian Kavoogian

Chatham Lodging Trust
Dennis M. Craven
Jeremy Wegner

Chevy Chase Land Company
Thomas Regnell
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Choice Properties REIT
John Morrison
Bart Munn

Cielo Property Group
Rob Gandy

C-lll Capital Partners LLC
Robert C. Lieber

City National Bank
Andrew Amaro

City of Dublin, Ohio
Terry Foegler

City of Fishers, Indiana
Scott Fadness

City of Minneapolis
Mark Ruff

City of Richmond, Virginia
Jane C. Ferrara

Clarion Partners
Steve J. Furnary
David Gilbert
Hugh MacDonnell
Tim Wang

Clark Development
Bill Clark

Coastal Construction Group
Michael Delano Jr.

Codd’s Creek Capital
Ken Crockett

Colliers
Rick Putnam

Colliers International
George S. lliff
Gerard Yetming

Columbia Property Trust
E. Nelson Mills

Compspring
Lisa Dilts

Concert Properties
Brian McCauley

Continental Development
Corporation
Alex J. Rose

Cornerstone Companies
Tag Birge

Cornerstone Real Estate
Advisers
Jim Clayton

Corporate Director
Connie Moore

Corporate Office Properties
Trust

Bill Barroll

Steve Budorick

John Norjen

CoStar Group
Hans Nordby

CPP Investment Board
Hilary Spann

Crawford Hoying
Brent Crawford

Creative Urban Environments
Joe Whitehouse

Crocker Partners
Angelo Bianco

Crow Holdings
Harlan Crow
Anne Raymond

Cushman & Wakefield
Blake Batula

James Carpenter
Charles Citro

Robert A. Cochran
Bruce Erhardt

Kris Kalmbach

Ken McCarthy

Andrew Merin

Brian J. Whitmer

CWS Partners
Mike Engles

DekaBank
Till Emeluth
Michael May

Design Develop LLC
Bob Pineo

Deutsche Asset Management
Kevin Howley

Deylen Realty Inc.
Craig Von Deylen

The Dishnica Company
Rick Dishnica

Dividend Capital Group,
University of Denver
Glenn Mueller

Donahue Schriber
Lawrence P. Casey
Patrick S. Donahue
Warren Sui

Doran Companies
Tony Kuechle

Dorsey & Whitney LLP
Jay Lindgren

Doucet & Associates
Syd Xinos
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Douglas Elliman
Faith Hope Consolo

Downtown Development
Strategies
Jim Cloar

DRA Advisors
Paul McEvoy

Duke Realty
Kate Ems

Eastern Edge Development
Dan Cohen

Eclipse Realty
Bryan Chandler

Education Realty Trust Inc.
Randy Churchey

Eii Capital Management
Michael Hudgins

Ellington Management Group
LLC

Leo Huang

Wendy Pei

ELM-Ervin Lovett Miller
Steve Lovett

Emerson International
Zac Starkey

Empire State Realty Trust Inc.
David Karp

Enhanced Value Strategies and
Colliers International
Wendy Timm

Equus Capital Partners Ltd.
Arthur Pasquarella

Essex Property Trust
Michael Schall

Evergreen Investment
Advisors LLC
Dan Poehling

Exeter Property Group
Ward Fitzgerald

Eyzenberg & Company
David Eyzenberg

FCA Partners
Albert Lindemann Ill

Federal Reserve Bank
of Cleveland
Brett Barkley

Fehr & Peers
Adrian B. Engel
Alan Telford

FelCor Lodging Trust
Richard A. Smith

Feldman Equities
Larry Feldman
Mack Feldman

First Niagara Bank/Key Bank
Christophe P. Terlizzi

First Southern Mortgage Corp.
Stephen Brink

Fisher Company
Rhonda Toming

Forest City Realty Trust Inc.
David J. LaRue

Eric Louttit

Mackenzie Makepeace
Eileen McConville

Robert G. O’'Brien

James A. Ratner

Ronald A. Ratner

Four Corners Property Trust
William H. Lenehan

Franklin Street
Andrew Wright

FrontDoor Communities
Terry Russell

Gables Residential
Susan Ansel

General Growth Properties
Kevin Berry
Jessica Callahan

Gerding Edlen
Molly Bordonaro
Roger Krage

Getty Realty Corp.
Christopher Constant

GFH Financial Group
Narayanan Ganapathy
Awais Majeed

GID

Robert DeWitt
Brian O’Herlihy
Thad Palmer
Bill Roberts

Ginkgo Residential
Philip Payne

Glavé & Holmes Architecture
Andrew B. Moore

Glenborough LLC
Alan Shapiro

Goff Capital
John Goff

Grandbridge Real Estate Capital
Phillip Carroll

Michael J. Ortlip

Tom Turnage



Great Lakes Financial Group
Joe Bobeck Jr.

Great Point Investors
Joseph Versaggi

Greenland USA
Ryan Aubry
Jian Hong Zhang

Greenstreet Advisors
Andrew McCulloch

Grossman Company Properties
Tom Bobo

Grosvenor Americas
Eileen E. Marrinan

Grubb Properties
W. Clay Grubb

Guggenheim Partners
Kieran P. Quinn

Harris Ranch
Douglas Fowler

Harrison Street Real Estate
Capital
Tom Errath

Hartz Mountain Industries
Jay Rhatican

Harvard Management Company
Dan Cummings

Hawkeye Partners LP
Bret Wilkerson

Heitman
Mary Ludgin

Hemingway Development
Jim Doyle

Heritage Title Company
of Austin
Shannon Nichols

The Heron Group
Brad Foster
Hugh Heron

Hersha Hospitality Trust
Ashish Parikh

HFF

Barry Brown
John Brownlee
Susan B. Carras
Dave Keller

Ken Martin

John Merrill
Mark Popovich
Zach Roden

H.G. Hill Realty Company
Jimmy Granbery

Highwoods Properties
Edward J. Fritsch
Dan Woodward

Hines
Gerald Hines

Hirschler Fleischer
Laura Lee Garrett

Holladay Properties
Allen Arender

HomeFed Corporation
Paul J. Borden
Chris Foulger

Hormaechea Development LLC
Michael Hormaechea

HQ Real Estate Capital Partners
Paul Doocy

Michael Fruchtman

Sylvia Gross

Jeremy Katz

Hunt Mortgage Group
Michael Becktel
Dan Wolins

Husch Blackwell
Nikelle Meade

Hyde Street Holdings LLC
Patricia R. Healy

IBC Bank
Robert Barnes

IDI Gazeley
Matthew Berger
Bryan Blasingame

Indiana University Kelley
School of Business
Doug McCoy

Inland Private Capital
Corporation
Rahul Sehgal

Institutional Property Advisors
Drew Kile

Institutional Real Estate Inc.
Geoffrey Dohrmann

International Blockchain Real
Estate Association
Ragnar Lifthrasir

Invesco Mortgage Capital Inc.
Kevin Collins

Invesco Real Estate
Tim Bellman

Jamestown LP
W. Jeffrey Beckham

The JBG Companies
Jay Klug

Jefferies LoanCore LLC
Perry Gershon

JLL

Andrew J. Asbill
Bill S. Asbill
Maggie M. Duffy
Guyla Sineni

JMI Realty LLC
Gregory W. Clay

John B. Levy & Company Inc.
John B. Levy

John Burns Real Estate
Consulting
John Burns

Jones Lang LaSalle
Tarik Bateh

JPM OECD Infrastructure
Matthew J. Leblanc
Paul Ryan

J.P. Morgan Asset Management
Wayne A. Comer

Brian Nottage

Peter A. Sibilia

Kane Realty
Mike Smith

Kayne Anderson Capital
Advisors LP
Albert Rabil IlI

KBS
Rob Durand

Kelly Brothers Investments
Peter Austin

KeyBank Real Estate Capital
Hugh Hall

KHP Capital Partners
Michael Depatie
Benjamin Rowe

Kimco Realty Corporation
Ross Cooper
Conor Flynn

Kimley-Horn
Sal Musarra
Caroline Pavlinik

Kite Realty
Adam Basch

Klingbeil Capital Management
Ltd.
Kevin Kaz

Knightsbridge Realty Capital
Bill Campbell

Lachman Associates
Leanne Lachman

Land Advisors Capital
Mary Hurley

Land Advisors Group
Steve Flanagan

Landmark Dividend
George Doyle
Dana Matsuno

Landmark Partners
Paul Mehiman
Ira Shaw

Larson Realty Group
Eric Larson

LaSalle Investment
Management
Jacques Gordon

Bill Maher

Legacy Partners
Rob Calleja

Lerner Real Estate Advisors
Scott Campbell
Harry Lerner

Liberty Property Trust
Mike Hagan

Lincoln Harris
Tracy Dodson

Linneman Associates and
American Land Fund
Peter Linneman

Lionstone Investments
Doug Prickett

LNR Property LLC
Adam Behlman

LocalConstruct
Mike Brown

Lodging Advisors
Sean Hennessey

Loeb Properties Inc.
Earl Williams Jr.

Looney Ricks Kiss
Frank Ricks

Los Angeles LDC
Michael Banner

MAA
Eric Bolton

Mack-Cali Realty Corporation
Ricardo Cardoso

Michael DeMarco

Mitch Rudin

Madison Realty Capital
Michael Stoler
Josh Zegen

MarketStreet Enterprises
Dirk Melton

The Mathews Company
Bert Mathews
Jody Moody
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Mattamy Homes
Jason Sessions

MetLife Real Estate Investors
Mark Wilsmann

Metrostudy
Vaike O’Grady
Paige Shipp

Metzler North America
Donald Wise

Michaels Development
Gary Buechler

Midwood Investment and
Development
Mehul Patel

Mill Creek Residential
Rich Murphy

Mitsui Fudosan America Inc.
Keith Purcell

Montgomery Martin Contractors
H. Montgomery Martin

Moody’s Investor Services
Merrie Frankel

Morgan Lewis & Bockius LLP
Eric L. Stern

Morgan Stanley
Kev Zoryan

Mortgage Bankers Association
Michael Fratantoni

Mountain West Group LLC
William W. Ditz

MPF Research/A division of
RealPage Inc.
Jay Parsons

The Muldavin Company
Scott Muldavin

Murray Hill Properties
David Green
Norman Sturner

NAI Daus
J.C. Stiassni

National Investment Center for
Seniors Housing & Care
Beth Burnham Mace

National Valuation Consultants
Inc.
Franklin Yanofsky

Netrality Properties
Steve Gallagher

New York Life Investments
Management LLC
Christian McEldowney

Tom O’Hanlon

New York Life Real Estate
Investors

Brian Furlong

Stewart Rubin

Newland
Daryl-Lynn Burke
Vicki Mullins

Newmark Grubb Knight Frank
Scott Read

Newport Capital Partners
Derrick McGavic

Noble Investment Group
Jim Conley

NORC at the University of
Chicago
Jon Southard

The Northern Trust Company
Brian Bianchi
David Starr

Northwestern Mutual Real
Estate

Paul J. Hanson

Thomas D. Zale

Northwood Ravin
Jeff Furman

Oaktree Capital Management
John C. Brady

Ambrose J. Fisher

Mark Jacobs

Ohana Real Estate Investors
Sarah Mancuso

Old Boise LLC
Clay Carley

Oppenheimer Development
Corp.
Jeremy Malone

Owen Ames Kimball
Jan-Erik Hustrulid

Owners’ Management Company
Jeff Breha

Pacific Coast Capital Partners
LLC
Bill Lindsay

Pacific Urban Residential
Art Cole
Al Pace

Palisades Capital Partners LLC
Harold Wang

Panattoni Development
Company
Jeff Konieczny

Parker Poe
Jamie Schwedler
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Parkway Properties
Jason Bates

Partner
Gregg Sandreuter

Pavese Law Firm
Kathleen Oppenheimer Berkey

Pebblebrook Hotel Trust
Jon Bortz

Peloton Commercial Real Estate
Gardner Peavy

Pension Real Estate
Association
Greg MacKinnon

Peregrine Oak LLC
Faron A. Hill

PGIM Real Estate
Frank Garcia
Cathy Marcus

Lee Menifee

Kevin R. Smith

Phillips Edison & Company
Devin I. Murphy

Piedmont Office Realty Trust
Don Miller

The Pinnacle Companies
Brian Stolar

Pinnacle Financial Partners
John Cannon

The Pizzuti Companies
William Brennan

Playa Hotels & Resorts
Bruce Wardinski

PM Realty Group
John S. Dailey

PNC Real Estate
Diana Reid

PNC Real Estate Finance
William G. Lashbrook

Polaris Pacific
Miles Garber

Pollack Shores Real Estate
Group
Steven L. Shores

Praedium Group
Russell Appel

The Prescott Group
Susan Stupin

Prima Capital Advisors LLC
Gregory White

Principal Enterprise Capital
Dan Schulte
Emily Slovitt

Principal Real Estate Investors
Jodi Airhart
Michael J. Lara

Professional Service Industries
Inc. (PSI)
Jeffrey M. Martineau

Prologis
Hamid R. Moghadam

Qic
Nicholas Pribuss
Matthew Strotton

Rafanelli and Nahas
Management
Scott Schoenherr

RCLCO
Gregg Logan

Reader & Partners
Jeff Reader

Real Capital Analytics
Jim Costello
Bob White

Realty Income
Paul Muerer

Regency Centers
Martin E. “Hap” Stein

Regent Partners
David Allman

REIS Inc.
Ryan Severino

Retail West Properties LLC
P. Eric Davis

RiverOak Investment Corp. LLC
Stephen DeNardo

Riverside Investment &
Development Company
Rafael Carreira

Kent Swanson

RLJ Lodging Trust
Ross Bierkan

The RMR Group
David Blackman
David Hegarty

Rockpoint Group LLC
Keith Gelb

Rosen Consulting
Kenneth Rosen

RummellMunz Partners
Peter Rummell

RVC Outdoor Destinations
Andy Cates

RVI Planning + Landscape
Architecture
Chris Crawford



Ryan Companies U.S. Inc.
Carl Runck

Rymer Strategies
John Rymer

Sabra Healthcare REIT
Rick Matros
Talya Nevo-Hacohen

Sares Regis
Drew Hudacek

Sares Regis Group
John S. Hagestad
Geoffrey L. Stack

Sayers Real Estate Advisors
Clinton Sayers

Seavest Investment Group
Shakawat Chowdhury

Sentinel Real Estate
Corporation

Robin L. Blauer
Leland J. Roth
Nicholas Stein

David Weiner

Seth Gordon Initiatives
Seth Gordon

Shelter Rock Capital Advisors
Walter Stackler

Shorenstein Properties LLC
Glenn Shannon

SITIO architecture + urbanism
Antonio Fiol-Silva

Skanska USA Commercial
Development Inc.
Catherine Pfeiffenberger

SKK Developments

Sotiris K. Kolokotronis
Société Générale

Wayne Potters

Sonesta International Hotels

Corporation
Steve Miano

Sound Mark Partners
Jenna Gerstenlauer
Lauren Walsh

Square Mile Capital
Jeff Fastov

STAG Industrial Inc.
Ben Butcher

Stantec
Josh Philpott

Starwood Capital Group
Chris Graham
Jerry Silvey

State of Michigan Retirement
Systems
Brian Liikala

State Teachers Retirement
System of Ohio
Stanton West

STG Design
Jack Tisdale

St. Louis Economic
Development Partnership
Rodney Crim

Stockbridge Real Estate Funds
Sol Raso

Strategic Investment Group

SummerHill Homes
Wendi Baker

Sunstone Hotel Investors
John Arabia

SunTrust Bank
Andy Holland

SWH Residential Partners
John Tirrill

TANTUM Real Estate
Debra Tantleff

TA Realty
Randell L. Harwood
James Raisides

TBG Partners
Brian Ott

TCN International
H. Ross Ford

Teacher Retirement System
of Texas
Jennifer Wenzel

TECHNIQ Surfaces
Kevin Mixon

Texas Capital Bank
Michael Brown

13th Floor Investments
Daryl Shevin

The Thomas Group
John Thomas

TIAA

Jose M. Minaya
Martha Peyton
A.J. Richard
Robert Villamagna

Tideline Partners
Lev Gershman

TIG Real Estate Services Inc.
John M. Walsh llI

TMG Partners
Michael Covarrubias

Townsend Group
Jennifer Young

TPG Real Estate Finance
Greta Guggenheim

TradeMark Properties
Marcus Jackson

Trepp LLC
Matt Anderson
Thomas Fink

Tridel
Bruno Giancola
Ted Maulucci

TWG Development
Dennis Dye

UBS Realty Investors LLC
Matthew Lynch

UCLA Anderson
Max Anderson

University Federal Credit Union
Jason Qunell

University of Texas at Austin
Amy Wanamaker

Urban American
Philip Eisenberg

USAA Real Estate Company
Will McIntosh
Len O’'Donnell

US Bank
Scott McPherson

Valbridge/Barone Murtha
Shonberg & Associates
John F. Watt

Velocis

W. Fredrick Hamm
Michael S. Lewis
David Seifert

Village Real Estate
Mark Deutschmann

Virginia Commonwealth
University
Robert W. Taylor

Vornado Realty Trust
Stephen W. Theriot

Wachtell, Lipton, Rosen & Katz
Robin Panovka

WAFRA Investment Advisory
Group Inc.
Frank Lively

Wagenbrenner Development
Mark Wagenbrenner

Wanda Group, Beverly Hills
Properties
Yaxin Mao

Washington University in
St. Louis
Mary Campbell

Watson Land Company
Bruce A. Choate
Jeffrey R. Jennison

Watt Companies
Allison M. Lynch

Wells Fargo
Thomas Doherty
Lee Green
Michael Petrizzi

Wells Fargo Bank, NA
Melissa J. Frawley

Wells Fargo Real Estate
Banking Group
Kelly Souza

Welsh & Colliers Minneapolis—
St. Paul
Jean Kane

Western Asset Management
Harris Trifon

Western Realco
Jeremy Mape

Winstead PC
Bob Burton

Woods Bagot
Riki Nishimura

The Works Inc.
Roshun Austin

W.P. Carey Inc.
Mark DeCesaris
Jason Fox

John Park
Thomas Zacharias

Yndo Commercial Real Estate
Stephen W. Yndo

York Properties
Smedes York

Zeller Realty Group
Mark Vollbrecht
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Sponsoring Organizations

i
pwec

PwC real estate practice assists real estate investment advisers, real
estate investment trusts, public and private real estate investors, cor-
porations, and real estate management funds in developing real estate
strategies; evaluating acquisitions and dispositions; and appraising and
valuing real estate. Its global network of dedicated real estate profes-
sionals enables it to assemble for its clients the most qualified and
appropriate team of specialists in the areas of capital markets, systems
analysis and implementation, research, accounting, and tax.

Global Real Estate Leadership Team

R. Byron Carlock Jr.
U.S. Real Estate Leader
Dallas, Texas, U.S.A.

Mitchell M. Roschelle
Partner and Real Estate Research Leader
New York, New York, U.S.A.

Frank Magliocco
Canadian Real Estate Leader
Toronto, Ontario, Canada

Craig Hughes
Global Real Estate Leader
London, U.K.

K.K. So
Asia Pacific Real Estate Leader
Hong Kong, China

Uwe Stoschek

Global Real Estate Tax Leader

European, Middle East & Africa Real Estate Leader
Berlin, Germany

WWW.pwc.com
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The mission of the Urban Land Institute is to provide leadership in the
responsible use of land and in creating and sustaining thriving com-
munities worldwide. ULl is committed to

m Bringing together leaders from across the fields of real estate and
land use policy to exchange best practices and serve community
needs;

m Fostering collaboration within and beyond ULI's membership through
mentoring, dialogue, and problem solving;

m Exploring issues of urbanization, conservation, regeneration, land
use, capital formation, and sustainable development;

m Advancing land use policies and design practices that respect the
uniqueness of both the built and natural environments;

m Sharing knowledge through education, applied research, publishing,
and electronic media; and

m Sustaining a diverse global network of local practice and advisory
efforts that address current and future challenges.

Established in 1936, the Institute today has more than 39,000 members
worldwide, representing the entire spectrum of the land use and devel-
opment disciplines. Professionals represented include developers,
builders, property owners, investors, architects, public officials, plan-
ners, real estate brokers, appraisers, attorneys, engineers, financiers,
academics, students, and librarians.

ULl relies heavily on the experience of its members. It is through mem-
ber involvement and information resources that ULI has been able to
set standards of excellence in development practice. The Institute has
long been recognized as one of the world’s most respected and widely
quoted sources of objective information on urban planning, growth, and
development.

Patrick L. Phillips
Global Chief Executive Officer, Urban Land Institute

Kathleen B. Carey
President and Chief Executive Officer, ULI Foundation

ULI Center for Capital Markets and Real Estate

Anita Kramer
Senior Vice President
www.uli.org/capitalmarketscenter

Urban Land Institute
2001 L Street, NW
Suite 200

Washington, DC 20036
202-624-7000
www.uli.org
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