The NAIOP.CRE Sentiment Index

Industry Leaders’ Outlook for Commercial Real Estate
FALL 2024

FIGURE 1: COMPOSITE SENTIMENT INDEX, 2016-2024
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Key Findings

The NAIOP CRE Sentiment Index for September 2024 is 56, an increase from the April 2024 reading, indicating that respondents
expect conditions for commercial real estate to improve over the next 12 months (see Figure 1).

Respondents have a positive outlook for every component that comprises the Index except for construction labor costs, which
they expect to be higher next year.

Respondents continue to grow more optimistic about capital market conditions. Among the development conditions that
comprise the Index, respondents expect the largest improvement over the next 12 months to occur in the availability of equity and
debt, two factors that were already trending upward in the April survey.

Respondents also expect rising demand and valuations for commercial real estate. They have a positive outlook for occupancy
rates, face rents and effective rents, and expect first-year cap rates to decline. Scores improved for each of these measures except
face rents, which remained unchanged from April.

Expectations of declining interest rates are likely behind much of the improvement in the Index. In response to a question that

is not used to calculate the Index, developers and building owners indicated they expect favorable interest rates in the next 12

months. Many open-ended comments suggest that lower interest rates will buttress building owners’ financial standing and boost
transaction volume over the next year.

FIGURE 2: COMPOSITE SENTIMENT INDEX VS. Greater optimism about market conditions
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TABLE 1. PROPERTY TYPES WHERE Zconlomy overzllBV\ﬂzgn asked sgpzr'atetlydfrt(;m the quf?tlons tt;at| COI’;’]pI’ISG thg Indez,lt.
RESPONDENTS EXPECT T0 BE MOST evelopers and building owners indicated they expect favorable local economic conditions

ACTIVE OVER THE NEXT 12 MONTHS |  ©Ver the next 12 months.

Property Type Percentage Most respondents expect to be most active in either industrial or multifamily real estate
Industrial 38.3% during the next 12 months (see Table 1). Data centers and retail properties attract the
Multifamily 19.0% next highest levels of interest, and more respondents indicated they plan to be primarily
Data Center 10 5% active in these sectors than was the case in April.
Retail 101% | Notable Changes in the September 2024 Survey
Office 8.3% ) . . S
Mixed-use 459 Figures 3 and 4 compare respondent expectations in September 2024 for the individual

: - e components that comprise the NAIOP CRE Sentiment Index to expectations in past
Medical Office 4.0% . .

5 8o surveys. For component scores from before 2020, please refer to past editions of this
cher - '85’ report. Values above 50 represent expectations that a condition will be more favorable for
Life Science 1'25’ development over the next 12 months (e.g., higher face rents, lower construction labor
Self-s.torlage 0.8% costs, lower cap rates). Values below 50 represent expectations that a condition will be
Hospitality 0.4% less favorable during the next 12 months.

Indicators for debt and equity markets rose more sharply than the outlook for other CRE fundamentals. Compared with the
April survey, the outlook for debt availability and equity availability tied for the largest improvement, each with a score of 64,
followed by first-year cap rates (56) and occupancy rates (55). All four indicators were also on an upward trajectory in April.
Improving expectations related to debt and equity markets are likely driven by a consensus that interest rates will decline.

It should be noted that only eight of the 496 respondents to take the survey did so after the Federal Reserve announced a
50-basis-point rate cut on Sept. 18.

Other changes were more modest but also suggest improving conditions for development. Respondents project a somewhat
greater improvement in effective rents and now expect construction material costs to decline slightly. They also expect a larger
increase in employment at their own firms than was the case in April. They continue to expect construction labor to be more
expensive over the next 12 months. Open-ended comments suggested that they remain more pessimistic about the office
sector than other property types. The outlook for other types of commercial real estate depended on conditions in specific
geographic markets.

Several respondents expressed concern or uncertainty about the upcoming election. In open-ended comments, some
respondents suggested that conditions for commercial real estate would be dependent on the outcome of the upcoming
presidential and congressional elections.

FIGURE 3: SENTIMENT INDEX COMPONENT SCORES: OCCUPANCY, RENTS, CONSTRUCTION COSTS
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FIGURE 4: SENTIMENT INDEX COMPONENT SCORES: EQUITY, DEBT, CAP RATES, EMPLOYMENT
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Expectations for Development Conditions

The survey asks developers and building owners to evaluate how important interest rates, local economic conditions, local
development approvals processes, environmental regulations and other government regulations will be to their decisions to initiate or
continue development projects over the next 12 months (answers are not factored into the NAIOP CRE Sentiment Index). The survey
then asks developers how favorable they expect these conditions to be. The results are described in Table 2 on a 100-point scale.

Respondents now rate local TABLE 2: IMPORTANCE AND FAVORABILITY OF DEVELOPMENT CONDITIONS OVER THE NEXT 12 MONTHS
economic conditions as the Importance Favorability

most important factor in their Condition Se teF:nber 20'24 -

development decisions, closely P April 2024 September 2024
followed by interest rates. They Local Economic Conditions 83 54 57

expect interest rates to be sharply Interest Rates 82 38 58

more favorable over the next 12 Local Development Approvals 76 43 46

months than they did in Apriland | Other Government Regulations 69 39 44

for local economic conditions to Environmental Regulations 67 40 43

be somewhat more favorable.
Their outlook for local development approvals, environmental regulations and other government regulations has improved modestly since
April, though respondents expect each factor to remain unfavorable for development. This shift in the regulatory outlook may be due
to a variety of factors, such as movement in the markets in which respondents are active, a change in the way political leaders are
framing commercial real estate development or an expectation that the results of the upcoming election will lead to lighter regulation.

Differences Between Developers and Non-developers

Respondents were asked to identify their primary
profession. When comparing the responses of developers

TABLE 3: DIFFERENCES BETWEEN DEVELOPERS AND NON-DEVELOPERS

Metric ?RveragedOf »:“ BDe_‘Ilg!OPeés and |\ n-developers | and building owners to non-developers, two statistically
espondents | Bullding Ywners significant differences related to the conditions that
Employment 55 51 60 comprise the Sentiment Index emerged (see Table
First-year Cap Rates 56 54 58 3). Non-developers indicated a higher likelihood that

their firms would expand employment over the next
12 months than developers and building owners. Non-developers also expect first-year cap rates to decline more significantly than
developers and building owners. Both metrics suggest a more conservative outlook among developers and owners than other CRE
professionals, but it is also possible that some of the apparent difference could be attributed to variations in the geographic markets
and property types in which the two groups are most active. Another possible explanation is that employment in non-developer firms is
less sensitive to interest rates and construction costs, which remain relatively high despite increased optimism about the coming year.
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Direct From Survey Participants

“Interest rates are everything right now. They are the most
important fundamental element that is affecting just about all
of my decisions.”

“I expect an uptick in activity once we see some rate cuts.”

“Investors are going to stay on the sidelines until cap rates over
debt cost return to historic levels of 150-basis-point spreads.”

“Other than office, values have more or less bottomed out. Lower
cap rates will help drive elective sales and refis. Operating
expenses (e.g., utilities, insurance) will continue to outpace rent
growth, which limits appreciation in the near term.”

Methodology

THE NAIOP CRE SENTIMENT INDEX o FALL 2024 SURVEY CONDUCTED SEPTEMBER 11-19, 2024

“All of the markets in the West have an unhealthy oversupply.
...2025 will see multiple markets with vacant projects failing
DSCR tests, ultimately requiring infusions of additional equity.
The ‘build it because you can’ [approach] will be painful for
the organizations that jumped into industrial development
during the pandemic.”

“Multifamily will continue to outperform due to regional/national
housing shortages.”

“Reactionary measures like rent control and stricter approvals
processes will continue to impact multifamily starts, but the
elephant in the room is hard costs and expenses spiraling out
of control.”

“So much depends on the outcome of the presidential election that
it is very difficult to predict what conditions will be like in 2025.”

The NAIOP CRE Sentiment Index is designed to predict general conditions in the commercial real estate industry over the next 12
months by asking industry professionals to predict conditions for their projects and markets. The NAIOP CRE Sentiment Survey is
conducted biannually, in March/April and August/September. The survey is sent to roughly 10,000 NAIOP members in the U.S. who
are developers, building owners, building managers, brokers, analysts, consultants, lenders and investors in commercial real estate.
It asks questions about jobs, space markets, construction costs, capital markets and other conditions for real estate development.
The questions that comprise the Sentiment Index are not equally weighted. Instead, weighting varies based on whether responses to
a question are tightly packed or dispersed. Questions with tightly packed responses (meaning there is more consistency among the
answers to that question) are more heavily weighted than those with more dispersed responses (which indicate less consistency).

If every participant in the survey selected the most optimistic answer to every question, the index would be 100. Conversely, if all
the participants chose the most pessimistic response to every question, the index would be 0. The survey includes questions that
evaluate sentiment about conditions that are not included in the composite sentiment index score but are measured separately on a
100-point scale.

A cross-tabulation of the September survey results by respondent profession revealed two questions in which differences between
responses were statistically significant. Differences that were not statistically significant are not reported in this analysis.

A total of 496 respondents from 374 distinct companies participated in this survey. A breakdown of the property types that
respondents work on is provided in Table 4.

A regional breakdown shows that 51.4% of respondents are active in the West, 35.3% are TA%'&%&:?%’;ENT
active in the South, 31% are active in the East and 26.8% are active in the Midwest.
o _ _ Property Type | Percentage”
Survey participants receive a summary of results showing the percentage breakdown of .
. . . Industrial 74.2%
responses to each question after the survey closes. This report is released to all NAIOP _ O
members and the public three to four weeks later. Survey responses for this index were Office 53.6%
gathered between Sept. 11 and Sept. 19. The response rate for this survey was 4.7%, and Retail 42.1%
the margin of error for the composite index score was 4.4%. Multifamily 39.3%
The statistical methodology for the Sentiment Index was originally developed by Tom Mixed-use 39.1%
Hamilton, Ph.D., MAI, CCIM, CRE, the Gerald Fogelson Distinguished Chair of Real Estate in Medical Office 25.0%
the Chicago School of Real Estate at Roosevelt University. The survey data was collected by Self-storage 17.1%
NAIOP, and the survey questions were created, refined and finalized between 2014 and 2023 Hospitality 15.7%
with the assistance of several NAIOP Dlst|ngU|§hed Fellows. NAIOP Serlnor Research D|re(.:tor Life Science 14.9%
Shawn Moura, Ph.D., authored the current edition of the survey and this summary analysis. Data Center 13.3%
For questions about the CRE Sentiment Index, please contact Shawn at moura@naiop.org. oth 8.9/0
er 9%

Media Inquiries
Please contact Kathryn Hamilton, vice president for marketing and communications, at
hamilton@naiop.org.

*As respondents can work on multiple
property types, combined total across
property types exceeds 100%.
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