Commercial Property Sales Increased by
Double Digits in Q1
Retail was a strong winner in the first quarter, with deal volume
increasing 102% in Q1.
By Lynn Pollack | May 02, 2022 at 08:27 AM
Sales of commercial properties in the United States ticked up by double digits yearover-year in the first quarter, Q1 2022
Deal flow across all asset classes increased overall by 56% in Q1 over the same period a
year ago and pushed up 47% in March over prior year totals, the report shows.
Individual asset sales increased at 58% year over year in Q1, slightly outpacing the
overall market, while entity-level deals totaled $11.8 billion.
The deal flow is appearing to continue apace despite the rising inflationary pressures
and mounting geopolitical tensions that have been on the lips of most industry insiders
over the last few months.
But “closing a commercial property transaction is a process measured in months and
weeks however, so the activity through the end of March likely reflects sentiment from
the start of the year,” RCA’s Jim Costello notes. “The fallout from recent uncertainty, if
any, would likely be seen in the coming months.”
Retail was a strong winner in the first quarter, with deal volume increasing 102% in Q1
2022 year over year and by 70% year over year in March. Hotel deal flow increased by
71% year over year in the first quarter and by 12% in March, while apartment
transaction activity increased by 64% in March year over year and by 56% in Q1 2022
versus Q1 2021. Sales activity for office properties ticked up 59% over a year prior as of
the first quarter and activity in March 2022 increased 32% over prior year levels.
Meanwhile, seniors housing posted a 27% decrease in deal volume year over year in
March and a 48% decline year-over-year in the first quarter.

Industrial 'Unencumbered'
By Construction Challenges
Strong demand for industrial is helping to offset construction
challenges, like the labor shortage and supply chain disruptions.
By | April 12, 2022 at 08:37 AM
A supply chain crisis and severe labor shortages are creating mega challenges for
developers—but industrial projects are pushing through. Demand for industrial space
is so strong, and as a result the asset class remains “unencumbered” by labor
shortages, according to Louis Archambault, an attorney at Saul Ewing Arnstein & Lehr.
“Labor and contractors are available for industrial build outs; the issue is cost.
However, industrial real estate continues to be one of the most sought-after asset
classes as third-party logistics, distribution and e-commerce companies continue to
expand,” Archambault tells GlobeSt.com.
Some developers are integrating new technologies to help to offset costs. “The industry
has adopted and incorporated technology into its warehouse and distribution methods
through the use of unmanned technologies, which can reduce labor costs,” explains
Archambault. “The use of technologies and automation allowed companies to mitigate
the impact of potential labor shortages.”
Archambault also expects to see more digitization of the supply chain to help alleviate
these challenges. “Technology like blockchain and digital twins can help track supply
chain shortages, redirection of materials to better utilize distribution points and
renegotiate prices in transit to keep up with market realities on supplies,” he
says. These technologies include products like demand-sensing, which is the practice of
analyzing market data to make short-term predictions in demand and adjust
accordingly, and the automation of jobs, which can provide relief from the labor
shortages the industry is facing, explains Archambault. “Automation doesn’t necessarily
eliminate jobs, but it does increase productivity and efficiency, helping to lessen some
of the burden caused by labor shortages or cost volatility.”

In terms of the supply chain crisis and materials shortages, Archambault says that
industrial properties are experiencing these issues in the same way as other
industries—it is a challenge. “To complicate the issue, once supplies are available they
will flood ports or distribution points that are still ramping up and dealing with
backorders, which further creates a distribution bottleneck,” says Archambault.
There are ways to mitigate the problem. “To combat shortages of building materials,
industrial owners and developers have had to implement creative solutions to keep
projects on track and costs under control,” says Archambault. “Landlords and tenants
must communicate and agree to flexible parameters to deal with potential materials
not being available during a build out timeline, such as a garage door panel or windows
being on backorder, causing a delay in build out timing.”
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Industrial Rents Are
Projected To Tick Up 30% In
These Key Markets
Year-over-year rent growth in Q1 2022 clocked in at 15.2%.
By Lynn Pollack | April 27, 2022 at 08:42 AM
Rents for warehouse and distribution space are projected to climb 30% over the next
five years in several key US industrial markets, as demand continues to outpace supply
for the sector.
That’s according to a new report from Cushman & Wakefield, which says “the
importance of forecasting rent growth for warehouse/distribution has never been
more critical” than in the current cycle. The firm predicts increases in asking rents for
warehouse/distribution space in excess of 20% in 21 key US markets between Q4 2021
and Q4 2025, with Los Angeles, the Inland Empire of Southern California, Central New
Jersey and Nashville predicted to exceed 30%.
Year-over-year rent growth for industrial space in Q1 2022 clocked in at 15.2%, driven
by aggressive competition for space. The average price per square foot hit $7.89, a
record high, while warehouse/distribution rents rose 15.7% over the same period.
“Underwriting and predicting future rent growth is challenging given the myriad of
economic and locational factors, as well as anticipated future supply entering the
market over time,” Cushman researchers note, further predicting “strong rent growth
in the coming quarters, especially for Class A warehouse space located in core
markets.”
Industrial giant Prologis also recently revised its annual rent growth estimates to
22% in the US, up 11% from last quarter. The firm ended Q1 with 97.4% occupancy, a
number consistent with Q4 2021 and counters the typical Q1 decline.

In a recent earnings call, Prologis CEO Hamid Moghadam said industrial rents are in
“unprecedented territory.”
“They’ve never grown at these levels, but we’ve never had market conditions like we
have now,” Moghadam said. “We’ve never had e-commerce at this level of importance.
We’ve never had resilience becoming such a big factor. We haven’t had these
bottlenecks in the supply chain that clog up the network.”
Cushman & Wakefield anticipates maritime port proximate markets to see some of the
highest nominal rent upticks across the US, with primary or gateway industrial markets
also expected to post strong growth.
“With most of those markets seeing strong labor pools and larger infrastructure
buildouts, it’s an easy choice for occupiers to be in those markets,” the report notes.
“Rents may seem high, and they do account for around 7-10% of total supply chain
costs, location is critical in cutting costs in key areas such as labor and transportation,
with transportation alone accounting for over 60% of total supply chain costs. By
paying the higher rent for location, occupiers tend to have greater access to larger
labor pools and reduced drive times.”
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Property Prices Could Rise
With Cap Rates Poised to
Fall Even Further
But a new analysis from First American Financial Corporation suggests that
there’s a bottom to cap rates the industry is reaching.
By Erik Sherman | April 15, 2022 at 08:50 AM
Think cap rates are crazy low? They could drop even more as investors battle to own CRE income
streams, according to a new analysis from First American Financial Corporation. But the firm says
cap rates may be reaching a cyclical bottom.
For most of the last 20 years, the average cap rate across office, industrial, retail, multifamily, hotel,
and senior housing has been dropping and is now at a period low “due to today’s low interest rate
environment and the limited supply of commercial real estate properties relative to strong postpandemic demand,” Xander Snyder, senior commercial economist at First American, said in
prepared remarks.
The firm has a model it calls the potential capitalization rate that “estimates capitalization rates
based on the historical relationship between interest rates, rental income, prevailing occupancy
rates, the amount of commercial mortgage debt in the economy, and recent property price trends.”
It’s a theoretical bottom to cap rates. If the actual cap rate is higher, then, according to the model,
there is room for rates to fall even more.
Since 2017, the potential rate has sat below the actual rate because of low interest rates that
“reduced financing costs and increased buying power for CRE investors,” Snyder said.
In the last quarter of 2021, the actual cap rate hit 5.2%, a record low, but the potential cap was 4.4%.
That means property price growth might still top income growth.
However, the zero-interest rate regime is officially over. With inflation rising faster than anyone is
comfortable with, financing costs go up and buying power recedes. “The potential cap rate, as
supported by market fundamentals, may be as low as it can go,” said Snyder. “However, since the
actual cap rate remains above the potential cap rate, the actual cap rate could still go even lower as
CRE investors compete with each other for the income streams that commercial real estate
provides.”

As always, remember that models are approximations, not absolute representations of reality. The
factors that First American has considered are clearly important, but there may be others, even ones
specific to particular locations, that might be at play. Also, averages aren’t ultimately descriptive. The
specifics of properties and locations can turn generalities on their heads, so bring questioning and
local analysis to play.
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PUC 395 TRUCK TERMINAL EQUITY 2022 EVIDENCE
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