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Year in Review and 2022 Forecast

. Covid

Il.  Product Inflation (supply of and demand for goods/services)

A. GDP
B. Fiscal Stimulus
C. Labor

I1l. Asset Inflation (supply of and demand for capital)
A. Monetary Stimulus

B. Capital Availability

IV. Property Types
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Covid
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Omicron Covid cases are peaking (7-day average = 756,000) . . .

New Weekly Average Covid Cases through January 19,

Many states did
800,000 cases not report data for
the holiday
600,000
7-day
aVErdage
200,000
_I_"f | | | I |
Feb. 2020 . § Feb. 2021 7 D
{w) WISCONSIN
\\W} SCHOOL OF BLISINESS JANES gkl S Source: New York Times webpage retrieved on, January 19, 2022 at:

e e https://www.nytimes.com/interactive/2021/us/covid-cases.html
TOGETHER FORWARD®




....the Beta, Delta, and Omicron variants.. . ..

Beta Variant, Cases January 12, 2021
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GDP growth impacts and leads NOI growth . . .

NCREIF NOI Growth v. GDP Growh (Year-over-Year)
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Nominal GDP growth was disrupted by the pandemic. . ..
FRED -/ — Gross bomestic Product

— Personal Consumption Expenditures
~ Gross private domestic investment: Domestic business
— Government Consumption Expenditures and Gross Investment
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... . the level of goods and service consumption is driven by Covid . .

FRED w — Personal Consumption Expenditures: Services
— Personal Consumption Expenditures: Goods
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.. .. business investment, a relatively small contributor to GDP, is very volatile. . .

FRED ,@’ — Net domestic investment: Private: Domestic business
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Fiscal Stimulus
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Covid fiscal stimulus is unprecedented . . ..

FRED ./ — Federal Debt: Total Public Debt
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.. ..most of the consumer Covid stimulus remains unspent. . . .

FRED o4/ — Households; Checkable Deposits and Currency; Asset, Level
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... . wealth is up $32 trillion since 2020Q1 and is concentrated among the rich. . . .

2021:Q3
, ® Top 1% $43.94 T
Wealth by wealth percentile group 90-99% $51.39 T
50-90% $38.14 T
A Bottom 50% $342T7
Trillions of Dollars Total: $136.89 T \
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Shifting to Business: many PPP funds remain unspent.

FRED »/J — Nonfinancial Corporate Business; Checkable Deposits and Currency; Asset, Level
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The path back to full employment is taking the shape of the Nike-swoosh . . ..
Measuring the job shortfall since February 2020

Actual and counterfactual employment, January 2019-November 2021
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... . labor force growth is not keeping pace with job openings (think worker confidence) . . ..

FRED »/) — Job Openings: Total Nonfarm
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.. .. voluntary employment quits are at an all-time high (think worker confidence) . . ..

FRED o) = Quits: Total Nonfarm
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. the worker shortage is broad-based .

Job Openings for Select Industries (in 000)
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Key Goods/Service Inflation Take Aways

Product Inflation — Covid shifted purchases to Goods from Services

* Consumption disruptions generate transitory inflation with transitions throughout
2022 — expect higher inflation than Fed estimates in the short term (2022 and into
2023)

* Service inflation is employment/wage driven, a 3.9% unemployment rate today with
3.5 million fewer workers today than in February 2020 — expect wage inflation that
keeps CPI higher than Fed estimates in the medium term

* Business investment will keep worker demand strong — CFOs need to invest to grow
the bottom line — expect wage inflation that keeps CPI higher than Fed estimates in
the medium term
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Monetary Stimulus

Cb‘ WISCONSIN
\

JAMES A. GRAASKAMP
/ SCHOOL OF BUSINESS CENTER

UNIVERSITY OF WISCONSIN-MADISON REAL ESTATE

TOGETHER FORWARD®



S4.8 trillion in Fed monetary stimulus . . . .

FRED o) — Assets: Total Assets: Total Assets: Wednesday Level
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.. .. pushing down interest rates to near historic lows . . ..

FRED 4/ — Market eld on Us. Treasury Securitis at 10-Year Constant Maturity
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....implied inflation is 2.8% over the next 5-years (2000-2020, CPI = 2.14 and PCE = 1.83%)

FRED gj — 5-Year Breakeven Inflation Rate
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....the Fed’s ever-changing rate forecast . . .

Fed officials’ median interest-

rate forecast at the end of the
next two years has
risen steadily
in 2021 Dec.
1.5% 2023
Sept.
SR
0.5 Jr:‘i“‘
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0 21
2021 22 '3
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.. .. Implied vield curves and rate changes.
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Real Estate Capital Markets
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Real estate transaction volume is strong. . . .

Monthly Transaction Volume & Pricing
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.. .. private equity is abundant . . ..

Buying in to buy-outs
Global, private-capital fundraising
By asset class, $trn

M Private equity ™ Private debt

B Real estate B Infrastructure
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.. .. pension investment in equity real estate will remain strong . . ..

Investment Allocation and Investment Risk Required to Meet Target Returns
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Banks have a surfeit of deposits and will needto lend . . ..

FRED :// — beposits, All commercial Banks
1
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Monetary Policy and Capital Markets

Asset Inflation
 Monetary and fiscal stimulus has banks/capital markets awash in funds, which
will keep rates relatively low and appreciation elevated through 2022 and 2023

* Private, public, and institutional equity seeks (needs?) higher returns than BBB
bonds provide, which keeps investor risk premiums and cap rates low.
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Cap Rates
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Property cap rates continue to drift lower especially for industrial and multifamily. . . .

Cap Rates
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.. .. real estate retains solid spreads over U.S. Treasuries (good relative pricing). . . .

Cap Rate Spreads to U.S. Treasuries
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.apartment and industrial cap rates compression and NOI growth have increased prices.

National Property Types
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Industrial transaction volumes are ramping up with declining cap rates . . . .

Monthly Transaction Volume & Pricing
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.. .. the shift to consumption goods is driving global supply chain snarls . . ..

Spot the pandemic

Spot container-freight rates, from China to
selected destinations, $000 per 40-foot container
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... . CoStar industrial absorption is strong with strength expected to continue . . ..

NET ABSORPTION, NET DELIVERIES & VACANCY
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... . like industrial, multifamily transaction volumes are way up with declining cap rates . ..

Monthly Transaction Volume & Pricing
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.. .. multifamily absorption is strong with strength expected to continue . . ..

Households by Household Size (in 000)
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.. .. CoStar multifamily absorption is strong with strength expected to continue . . ..

ABSORPTION, NET DELIVERIES & VACANCY
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.. .. retail transaction volumes are stable with flat cap rates . . . .

Monthly Transaction Volume & Pricing Cap Rates
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.. .. retail spending jumped with Covid concerns with moderating e-sales . . ..

FRED ﬁf:// — Real Estate Loans: Commercial Real Estate Loans, All Commercial Banks
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.. .. CoStar retail absorption is strong with strength expected to continue . . ..

NET ABSORPTION, NET DELIVERIES & VACANCY
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.. .. office sales volume is murky, with cap rates edging lower . . ..

Monthly Transaction Volume & Pricing Cap Rates
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... .back to the office or work from home . . ..

OCCUPANCY OVER TIME - MARCH 3, 2020 TO JANUARY 12, 2022
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. CoStar office absorption is strong with strength expected to continue . . ..

NET ABSORPTION, NET DELIVERIES & VACANCY
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Summary and trends for 2022

Covid determines the timing of economic growth and where consumers spend — goods or services

1. Property Markets — Consumers and Businesses will spend/invest through 2023
A. Industrial —distribution outperforms through 2023 into 2024, then a shift to flex space
B. Multifamily — will remain solid and largely in balance due to increased construction costs
C. Retail —brick and mortar retail will outperform as distribution and return costs eat into profitability
D. Office —significant underperform due to limited demand (work from home) and capex costs

2. Capital Markets — Debt and Equity sources are plentiful, but will remain relatively disciplined

A. Cap rates will drift higher, marginally higher, with asset prices growing from NOI growth
B. Inflation:

e Higher goods cost push short-term inflation up (4.0-5.0% in 2022 and into 2023)

e Higher labor costs push medium-term inflation higher (2.5-3.0% in 2024+)
C. Rates

e [Inflation will push 10-year UST to 2.5% by year end 2022

* Risk Premiums will be squeezed as banks have excess capitalove long-term averages
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