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Overview

Commercial Real Estate Transactions Continues to Reel from Pandemic

/i‘;rgrrgecrgft/rfg/ezsfetzjﬁﬁi ‘;’fr)’g Quarterly Sales Volume (YoY % Chg)
second quarter. However, the worse 150%
may be over based on lower CMBS .
delinquency rates and with sustained 100%

job openings. The industrial property
market is the least impacted, with
demand for industrial properties 0%
supported by the continuing shift

towards e-commerce while store sales -50%
decline.

50%

-100%
This issue features a deeper dive into
the data showing how the pandemic
has accelerated the demand for
industrial warehouses and e-commerce mmm REALTOR® CRE Markets
sales.
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Commercial sales transactions of

$2.5M down 68% year-over-year as of . .

June 2020 Y/Y Percent Change in Commercial
Property Price Indices

Commercial sales/acquisitions for

properties or portfolios of $2.5 million or 10.0  7.59

over contracted 68% in the second

quarter, according to Real Capital =0 Q \ 250

Analytics. REALTORS® reported a 5% 0.0

decline in sales transactions, which are 5.0

mainly below $2.5 million. '
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Commercial property values down by
10% year-over-year as of July 2020

Green Street’s appraisal based
commercial price index of properties
held by REITS values prices at 10% less |
July compared to one year ago.
However, only properties which are still
selling above last year's value are
coming into the market. Real Capital — Real Capital Analytics CPI (Dec 2006=100)
Analytics commercial price index, a

transactions-based price, reported that a

2.5% year-over-year increase in its

commercial property price index in the

second quarter.
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Overview

Commercial Real Estate Transactions Continues to Reel from Pandemic

CMBS delinquency rates slightly decline
t0 9.6% in July

Overall delinquency rates declined in July
t0 9.6%, down from 10.3% in June, as CMBS
delinquency rates declines for securities
backed industrial, office, retail, and lodging
properties. CMBS backed by industrial
properties had the lowest delinquency rate
at1.24% (1.57% in June. CBBS office-backed
delinquency rates remain low at 2.4%
(2.66% in June). Securities backed by
lodging properties have highest
delinquency rate, at 23.8%, followed by
retail, at 9.6%. CMBS backed by multifamily
properties slightly rose to 3.33% (3.29% in
June). The multifamily sector is facing
increased headwinds with the end of $600
weekly pandemic assistance to those
unemployed.

Construction spending declined 3.5% in
June

The value of construction spending
declined for the fourth straight month in
June, with the annualized level of
construction down by 3. 5%. The value of
construction put in place declined for
multifamily (-3.5%), office (-2.1%), lodging (-
14.9%), but it was up 2% in the
construction of commmercial buildings. The
US Census Bureau defines commmercial
buildings to include automotive, retail,
food service, warehouses, and other brick
and mortar stores that provide a
commercial service.
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Overview

Commercial Real Estate Transactions Continues to Reel from Pandemic

9.3 million net payroll jobs gains during

May-July 9.3 Million Payroll Jobs Created in May
4500 and June 2020
A silver lining in the commercial market gggg
outlook is the strong job recovery in the 3000
industries that had lost those jobs, as %(5)88
many states started allowing more 1500
business re-openings. The economy 1000
created 9.3 million net new payroll jobs 508
during May through July, with about half 500
in leisure and hospitality ad retail trade. All P NN
. . . Q . O 3 RN Y
private industries created net new payroll o & 6‘&\0@@0 ,;\\é‘e@@e,\@ \)‘v\o@‘\o Q&Oz&& @5\&%@?? \/\@b va}<”
jobs, Wh.ile the government sector lost o&‘\é@ @\0 ‘5 Q}\? é,q}e ée‘f\og@zé‘ P L B
156,000 jobs, as well as information, - e §<>§\\o\ @ C B L
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e, . °, >\
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However, job creation needs to be @‘Q /\@Q Q,\o"e

sustained. There are still 3 job seekers for
every open job. There were 15.3 million
fewer employed people compared to
February 2020. This means that demand
for commmercial real estate properties will Three Job Seekers For Every Job
continue to remain low until economic Opening (‘000)

activity and employment return to pre-

pandemic levels. 25000
20000
15.3 Million Fewer Civilian 16,338
15000 ’
Employment, 16 Years Old and
Over (‘000) as of July 2020 10000
165,000 5000 5,889
150,000 CNRSLeEgoENRIOED0
' 500806006008 R22922219
145,000 143,532 AN =88 JdIydA
140,000 6005300623352 853
135,000 AL, g0 LI oun<ng
130,000
125,000 - Unemployed, 16 Years & Over (SA, Thous)
120,000 .
O 6O O o o o O O O O =—JOLTS: Job Openings: Total (EOP, SA, Thous)
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tirsysafss
© ©
> > " vz 8> § ~ Contact Gay Cororaton at scororaton@natr.realtor

for more information about this report.
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Demand for Retail and Industrial

Properties: The Big Picture

As a result of the coronavirus pandemic and measures to contain it, the global economic
landscape has been dramatically altered. The pandemic has hammered the economy and
disrupted the sense of normalcy in all aspects of work and how people live. It has been the most
disheveling event to the economy in decades, interrupting supply chains and causing large
shifts in consumer demand and retail channels, among others.

While covid-19 has wrecked havoc on the hotel, office, and retail property assets, it brought out
the durability of the industrial property market and accelerated e-commerce and warehousing
employment. The increases in warehousing and storage employment reflect a rebound in
demand for warehouse space as retailers re-evaluate supply chains originating from the impact
of the coronavirus pandemic.

While the industrial property market has benefitted from the current environment, the brick-
and-mortar retail market has been on the opposite end, being pummeled. The retail sector was
already struggling prior to the pandemic, and the lockdown applied even more adverse
pressure. Having lost a significant amount of foot traffic with respect to social distancing
measures and lockdowns, store fronts and companies were forced to close or file bankruptcy as
both shopping centers and shops realized substantial revenue losses. Additionally, as a result of
the pandemic, quarantine, and shift in consumer spending habits, retail employment was
significantly adversely effected.

Retail trade employment is making a recovery as it added 258,000 jobs in July. But retail
employment is still down 913,000 jobs from February figures. Advanced monthly retail sales for
July, which include non-store sales, are above pre-pandemic levels.

The shift in consumer spending habits may be a permanent shift as many consumers may
continue to avoid brick-and-mortar retail entirely, alternatively ordering their groceries, apparel,
electronics, etc. online. Retailers that were struggling to stay in business pre-covid19 are unlikely
to remain open, as the temporary closure of nonessential stores seems to have accelerated the
transition to e-commerce. Should the shift to consumer online expenditures become
permanent, some retailers may aim to significantly reduce their retail square footage.

While the coronavirus pandemic functioned as a filter for retail markets, it was a catalyst for the
acceleration and expedited growth of data centers and e-commerce. Nevertheless, although
some consumers may decide to go back to making purchases in brick-and-mortar locations in
the current and in a post-coronavirus pandemic environment, it remains apparent that e-
commerce is indeed the future.
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E-Commerce Accelerates

Going into the coronavirus pandemic, global e- Global E-Commerce Sales
commerce saw its market share increasing as it
reached more than $3.5 trillion in 2019 according
to eMarketer Global eCommerce report and
should continue to grow throughout 2020.

$4.0 15%

3.0
> 10%

S2.0

5%
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2011 2012 2013 2014 2015 2016 2017 2018 2019

U.S. retail e-commerce total sales and sales as a
percent of overall retail sales was increasing
headed into the pandemic. Total retail sales was
estimated at $1,363.5 billion for Q1 of 2020, a
decrease of 1.3% from Q4 2019. E-commerce
sales represents 11.8% or $160.3 billion of total B Global E-Commerce Sales % of retail sales
retail sales for Q1 2020. Q1 2020 E-commerce
sales show an increase of 2.4% from Q4 2019
figures and a 14.8% increase from Q1 2019.

o

Trillions of Dollars

Source: eMarketer 2019 Global eCommerce

Q22020 e-commerce sales is anticipated to U.S. E-Commerce Sales
reflect a sizeable.increase. as it will capture ., $200 14%
consumers shift in spending from physical brick- & $150 12%
and-mortar stores to online throughout the Z; 5130%’
pandemic, lockdowns, social distancing 5 $100 6%
. . 0,

measures and the reopening of the economy in @ $50 I ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ Zzlo//z
phases. Food and beverage and health, personal S ¢o ] LI 0%
care and beauty were ecommerce categories S 5553535535555 055 5
that were rapidly growing prior to the pandemic 293ds3d=33333233d33
and grew throughout the pandemic while *ao0o03853833=223353

N X N O O O O OO O oo o o o o o
household essentials will establish the rate for SNSRI
ecommerce growth for the remainder of 2020. mm U S, E-Commerce Sales % of retail sales

Source: U.S Census

As a proxy for e-commerce sales and to Note: Quarterly Observation Date

understand what transpired on a monthly level,

utilizing non-store retailer and electronic . o
shopping & mail-order houses figures, we see Nonstore Retailers, SA Millions
continued growth throughout the pandemic.
Non-store retailers, which are primarily online
but include other sales such as call centers, $80 _/
catalogs, door-to-door visits and vending $60

machines was up 24.7% year-over-year and up

6% from April to July. While non-store retailers $40
doesn't wholly align with the spending

$100

captured in the pure e-commerce figures et
released in the quarterly report, the figures do S0
provide early insights of movements in online Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20
purchases. ) )
e N\onstore Retailers Elect. Shopping & M/O Houses
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E-Commerce Accelerates

The electronic shopping & mail-order houses
subsector increased as well by 4.5% from April to
June as consumers conveniently made online
purchases from the safety of their homes.

To further illustrate the growth of e-commerce
throughout the pandemic, as opposed to relying
entirely on survey data, Adobe, a computer
software company, supplements the survey data
with its Adobe Digital Economy Index (DEI). The
DEI measures changes in consumer purchases
made digitally since 2014 and is based on an
analysis of aggregate and anonymous Adobe
Analytics data that analyzes more than 1 trillion
processed transactions and more than 100 million
SKUs from 80 of the top 100 U.S. online retailers.

The DEIl indicated a March increase in digital
purchasing power of nearly 25% to 28% in April
where April purchasing power grew 4.1% year-
over-year. Digital purchasing power as of July
2020 has reversed to March figures and still
represents an increase of 25% in digital
purchasing power since 2014. This means that
consumers money goes further when making
purchases online overall but, in July it was down
1% year-over-year. So, according to the DEI,
consumers are now purchasing online goods for
$1.01 that was worth $1.00 . However, as a result of
the coronavirus and stay-at-home orders, there
has been more online purchasing activity than
ever and as more people shop online, price
differences between online and brick-and-mortar
will eventually converge thus reducing
purchasing power. Currently, that is not the case
and with having more online purchasing power,
consumers spent more.

Adode's DEI revealed consumers were more
willing to shop in brick-and-mortar locations in

July which slowed growth to 55% from June's 76%.

July registered $66.3 billion and represents typical
retail slowdown at this time of year. Despite the
slowdown, e-commerce has generated more than
$434.5 billion since January according to the DEL.

Digital Purchasing Power
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Source: Adobe Analytics

As the pandemic drove traditionally offline
economic activity online, at the current growth
levels, Adobe's DEI indicates that U.S. e-
commerce may surpass all 2019 online
expenditures before the 2020 holiday season.

4/1/2020
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E-Commerce Accelerates

With many consumers now working
remotely, consumer options such as online
grocery shopping and click-to-collect will
significantly aid in the growth rate of e-
commerce. Some sizable e-commerce
categories such as online CPG have
experienced more than three years of
penetration growth in the span of three or
four months and remains at elevated levels
post lockdown despite the reopening of
physical stores.

As a result of the pandemic increasing e-
commerce’s ratio of total retail sales, the
demand for warehouse and distribution
space increased as well. According to CBRE,
Q2 industrial net absorption was 19.2 million
sq. ft. with year-to-date total equaling 54.2
million sqg. ft. despite the slowdown in global
economic activity.

Furthermore, demand amongst the
industrial sector was highest for warehouse
and distribution space for which CBRE
estimates year-to-date net absorption to be
nearly 70 million sq. ft.

Warehousing and Storage Employees
YTD, SA Thousands
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Source: U.S. Bureau of Labor Statistics

As the demand for warehousing space increased,
warehousing and storage saw employment
increase from the bottom experienced in April
2020. The change in warehousing and storage
jobs in July with respect to April shows
warehousing employment is 67,300 jobs above its
low in April.

Change in Transportation and Warehousing Jobs in July vs. April

Warehousing and storage

Couriers and messengers

Support activities for transportation
Scenic and sightseeing transportation
Pipeline transportation

Transit and ground passenger transportation

Truck transportation

Water transportation |
Rail transportation —
Air transportation I
Transporation and warehousing
-60.00 -40.00 -20.00 0.00 20.00 40.00 60.00 80.00 100.00 120.00
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Retail Filtered

As e-commerce activity picked up throughout
the pandemic, retail employment was reduced.
Retail employment saw significant reductions
as the quarantine, reduced hours of operation or
closures based upon being a non-essential or
essential business and social distancing
measures were put into effect. The combination
of the above led to a significant reduction in
retail foot traffic.

SafeGraph, a data company who analyzes
millions of aggregated, anonymized samples of
location data obtained from mobile phones to
understand how foot traffic has changed for
businesses and consumer points-of-interest
captured the change in foot traffic. Recent
SafeGraph data indicates that retail traffic has
plateaued after the rebound from April, May,
and a portion of June as a surge in daily
coronavirus cases trended upward causing
consumers to reconsider visiting physical brick-
and-mortar retail locations. There was no retailer
that saw no reduction in retail foot traffic.

Even Walmart saw a significant reduction in
visits to its brick-and-mortar locations
compared to 2019 and throughout the
pandemic according to SafeGraph data.
Walmart, followed the trend of retail foot traffic
in general as it saw a slow down in foot traffic
although there was a recovery through the
middle of August. Walmart, which has capital
reserves and access to more capital, has been in
a better position that other less fortunate
retailers.

According to Coresight Research, a research
and advisory firm that provides data insights on
retail & technology, 6,650 retail stores have
shuttered as of August 14, 2020. The retail pain
does not end there, Coresight forecasts U.S.
retail could potentially more than double the
retail loss of 2019 with between 20,000 and
25,000 retail store closures this year.

Retail Foot Traffic

120
100
80
60
40
20

0
March April May June July

e Change in visits

Source: SafeGraph
Note: Indexed to March 1

Walmart Retail Foot Traffic
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0.2
0
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Relative Foot Traffic Visits
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Source: SafeGraph

The ceiling of e-commerce share of total retail
sales is difficult to predict as it depends upon
several factors, such as technology, consumer
preferences and fulfillment. While e-commerce
sales are increasing and there is no ceiling in
view, the surge in ecommerce sales will not
wholly make up for the losses incurred by the
U.S. retail market this year.
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Retail Filtered

The badly wounded U.S. retail market is
making a recovery as July’'s advance
estimates of U.S. retail and food services sales
were $535.9 billion, which represents an
increase of 1.2% from June figures, and 2.7%
from year-ago levels.

Retail trade sales were up 0.8% from the prior
month and 5.8% from year-ago levels. The
most significant increase month-over-month
was electronics & appliance stores at 22%.
Other notable improvements were seen in
miscellaneous store retailers up 6.2%,
gasoline stations increased 6.1%, clothing and
clothing accessories stores at 5.6%, Food
services & drinking places (5%) and health &
personal care stores (3.6%).

Millions of Dollars

Not all of retail faired so well, sporting goods,
hobby, musical instrument, & book stores,
building material, garden equipment &
supplies dealers, motor vehicle & pars dealers
saw reduced sales from the prior month at
4.9%, 2.9% and 1.2% respectively.

On a year-over-year basis, non-store retailers
were up the most at 24.7% from July 2019
with sporting goods, hobby, musical
instrument and book stores performing well
atan 17% increase.

2020 Total Monthly Sales for Retail & Food
Services

600000
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400000
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200000
100000

QD & & \&*

Source: U.S. Census Bureau

can be seen throughout retail & food services in
general but the most drastic increase in
recovery is in clothing & clothing accessories
stores whom increased sales 488% from April to
July. This is a dramatic increase as clothing &
clothing accessories stores saw sales decrease
to $3 billion in April to July’s $17.7 billion. Other
sizable increases in sales since April were in
furniture & home furniture stores (143%),
sporting goods, hobby, musical instrument, &
book stores (115%), and Electronics & appliance
stores (110%).

Change In Retail Sales April vs. July

Food services & drinking places

Nonstore retailers

Miscellaneous store retailers

General merchandise stores

Sporting goods, hobby, musical instrument, & book stores
Clothing & clothing accessories stores

Gasoline stations

Health & personal care stores

Food & beverage stores

Building material & garder eq. & supplies dealers
Electronics & appliance stores

Furniture & home furn. Stores

Motor vehicle & parts dealers

Millions of Dollars
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Retail Filtered

Despite the improvements in retail, in recent
weeks, large scale retail closures and

bankruptcy filings have begun to mount Retail Store Closures and Openings
including JC Penney, J. Crew, Brooks YTD

Brothers, Stein Mart, Neiman Marcus,

Tuesday Morning, Pier 1 Imports, Lord & 7,000

Taylor and many more as the coronavirus 6,000

filters retail. Bankruptcy filings among U.S. 5,000

retailers may peak this year, and Chapter 7 4,000

filings may rise as well as the pandemic S

continues with talks of potential additional 5
lockdowns to combat the increases in JELL _/J

COIVD-19 cases. 1,000

Considering a significant portion of retail Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20  Aug-20
closures are located in Malls, around 55-60%
according to Coresight Research, the vacant
storefronts will have landlords actively
seeking to fill those voids or find new uses for Source: Coresight Research and Company Filings
their property and there are a few viable

options such as redeveloping vacant space

into ghost kitchens or portions of the mall E-Commerce Accelerated & Retail
into apartments or warehousing. Filtered

e C|osures (YTD) Openings (YTD)

Simon Property Group Inc,, the largest mall

4 ; 30,000 April 2020 30%
operator, who is currently redeveloping

X i ; 25,000 25%
vacant mall space into ghost kitchens in 3 e -
. .. . = b ()
some of their malls, is in talks with Amazon to 2 1t 000 5%
convert vacant space remaining from ailing i ’
X . . . ) o 10,000 10%
retail stores into warehousing. This option **
. 5,000 5%
makes sense considering the growth of e- l [ | l 0%
commerce as it provides mall owners with i " 6 A o o . . ’
some rental income and helps Amazon meet ,§' ,§' {\9\, ,§' W& § §
increasing demand while reducing shipping 2 &
times as malls are in close proximity to more 63? g
dense populations. Whatever the outcome of N QQO
retail, those retailers who survive, will come ,§’ ,é\'
out on the other side stronger. mmm U.S. Store Closures % of total retail sales

Source: Coresight Research, U.S. Department of
Commerce, eMarketer

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

property.

NATIONAL ASSOCIATION OF REALTORS®
RESEARCH GROUP

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

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

500 New Jersey Avenue, NW
Washington, DC 20001
202.383.1000
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