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What We'll Cover

* The new cycle is here: what will it look like?
* Will it have distinct phases?
* How will it be different than the last cycle?

* How is each major asset class is positioned going into the cycle?
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In Beginning of New Cycle, Price Recovery Will Occur Before All Distress is Fully Worked Out

Price Stabilization
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Getting Used to

Higher Interest Rates
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Higher for Longer? Historically Speaking, Rates Aren't High

10-Year Treasury Yield, Averages for Inter-Recessionary Periods Highlighted
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Inflation Appears to be Settling Above Fed's 2 Percent Goal
Annual Change in Personal Consumption Expenditures (PCE), Core PCE, Consumer Price Index (CPI), and Core CPI
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Two Measures of Full Employment
Unemployment Rate and Prime-Age Labor Force Participation Rate (%, SA)
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The Great Resigation Turns Into The Great Stay

Job Openings, Hires, Quits and Layoffs: Total Nonfarm, Rate, Seasonally Adjusted
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The FOMC Cuts Rate and Signals More to Come

Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents

Figure 2. FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range
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Market Expectations of Fed Rate Cuts
Share of Market Expectations (Y-Axis) of Number of Fed Fund Rate Cuts by Year End 2025 (X-axis)
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The Treasury Yield Curve is Steepening, Presenting New Challenges for Many
Treasury Yields by Maturity
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What Might the Yield Curve Look Like If Long Term Rates Rise?

Current and Implied Yield Curves Based on Current 3 Month Treasury Rate and Prior Inter-Recession Average Yield Curve Shapes*
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Recovery Not Just an

Interest Rate Story
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Price Stabilization is At Hand for Most Asset Classes
Year-Over-Year Price Appreciation by Asset Class
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Sales Volume Rebounded in the Fourth Quarter of 2024, the First Time in Two Years
Quarterly Transaction Volume by Asset Class (USD in Billions)
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Refinance Volume is on the Rise
CRE Refinancing Volume by Asset Class (USD in Billions), Quarterly
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LTV Ratios have Declined Compared to Pre-Pandemic
Loan-to-Value (LTV) Ratios, Multifamily and Nonresidential
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CRE Loan Originations Surge in the Third Quarter for All Lender Types
Annual Growth in Origination Activity, by Lender Type
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Agency and Investor Lending Have Rebounded Above Pre-Pandemic Levels, But Other Lender Types Haven't
Lending Activity Index (4Q2019 = 100), by Lender Type
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CRE and Construction Lending from Banks Continues to Tighten, but at Decelerating Rate
Percentage of Banks Reporting Tighter Lending Standards for Real Estate Lending
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Office and Multifamily Delinquency Rates Continue to Increase
CMBS Delinquency Rate, by Asset Class
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$960 Billion Dollars of Commercial Mortgages Mature in 2025, $385 Billion of Which Was Extended from 2024
Maturity Volumes, Bank and Non-Bank, USD in Billions
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More Headwinds Than Last Cycle

1’!!' - -
= First American




Cap Rates Stabilizing for Most Asset Classes, but They Could Move Sideways for Some Time
Quarterly Cap Rates by Asset Class
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Moderate Rent Growth
Annual Rent Growth, Actual (Solid Line), Forecast (Dashed Line)
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Stable but Higher Vacancy Rates for Most

Vacancy Rate by Asset Class, Actual (Solid Lines), Forecast (Dashed Lines)
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Repairs & Maintenance Expenses Are 35% Costlier Than Pre-Pandemic
PPl Index for Repairs and Maintenance Expenses, by Asset Class
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Rising Insurance Premiums

Flooding in Marshall, NC, 2024

Pacific Palisades Fire, 2025
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Consumers Are Spending, but

There's Limited Retail Space to
Lease
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Aggregate Excess Savings Have Been Depleted

Aggregate Personal Savings Versus Pre-Pandemic Trend ($, Billions)
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After Nine Months of Decline or Stagnant Growth, Real Retail Sales has Turned Positive
Annual Growth in Inflation-Adjusted and Unadjusted Retail Sales, Annual Change in Consumer Price Index (CPI)
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Real Wages Are Increasing
Total Compensation for All Civilian Workers, Total Compensation for Service Occupations, Consumer Price Index (% Change Year-over-Year)
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Credit Card Debt is Rising, as Are Delinquency Rates
Credit Card Debt (USD in Billions, Left Axis), Credit Card Delinquency Rate (Right Axis, in Percent)
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Vacancy Rates for All Retail Property Types are Low, Except for Malls

Retail Vacancy Rate by Sub-Asset Class
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Retail Takeaways

» Consumers are spending money on retail purchases

* This spending is being driven both by wage growth and higher credit card
balances with growing delinquency rates

* Limited retail space available to lease will keep a floor on rents

@XanderSnyderX, #FirstAmEcon
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Multifamily and Industrial Supply

Waves Have a Time Limit
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The Supply Wave is Here, Falling Starts Mean It Will Be Short Lived

Thousands of Units in Buildings with 5 Units or More, Seasonally Adjusted
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Though a Lot of Industrial Space Has Been Delivered, Little New Construction is Starting
Millions of Square Feet of Industrial Under Construction (Left Axis), Delivieries and Starts (Right Axis)
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Housing Units Currently Under Construction Will Ease, but Likely not Eliminate, the Housing Shortage

Current Housing Deficit Estimates by Firm, Under Construction Housing (Apartments plus Homes), Millions of Housing Units
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New Supply of Apartments Varies Considerably by City

Apartment Units Under Construction (Left Axis), Units Under Construction as a Percent of Existing Inventory (Right Axis)
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Columbus Has a Lot of New Apartment Supply Relative to Other Midwestern Cities
Apartment Units Under Construction (Left Axis), Units Under Construction as a Percent of Existing Inventory (Right Axis)
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Apartment Rents Have Declined in Oversupplied Cities Region
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Top 15 Cities With the Most Industrial Square Footage Under Construction
Industrial Sgft Under Construction in Millions (Left Axis), Industrial Sgft Under Construction as a % of Existing Inventory (Right Axis)
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Despite New Supply, Demand Remains Strong and is Expected to Catch Up by Early 2026
Net Absorpotion and Net Deliveries (Millions of Square Feet, Left Axis), Vacancy Rate (Right Axis)
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Multitamily & Industrial Supply Wave Takeaways

* A substantial quantity of multifamily and industrial space is being delivered to
market now, but that supply wave has a limited time frame

* Rents will be most impacted in high-supply markets

* In the long run, there’s still a structural housing shortage that current
construction won't completely resolve

* Industrial market has normalized compared to tight, pandemic-era conditions,
in part due to more supply, but long-term demand drivers remain

@XanderSnyderX, #FirstAmEcon




Offices Aren’t a Monolith, But
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BAROMETER THIS WEEK 211 Change

Washington D.C. metro 4 - 39.2 124% W

Philadelphia metro 14.; 37.7 5.5% W

Chicago metro 56,3 30.4 5.9% W

Mew York metro 35,3 3.1% W

Average of 10 54.1% 51.4% | 27% W

e . San Jose metro oa 34,9 1.4% a
54.2% 54.1* .

| 198 T3 51‘41

2113

L i

Houston metro E1% 64.1 1.0% w
%

4.?:? Austin metro b7 B1.1 .9% -

San Francisco metno 43 : 43.9 0.7%

Dallas metro 1.4 61.9 D5% a

Los Angeles metro 18.3 48.2 0.1% w

Source: Kastle Systems, Feb. 12, 2025
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Cities With the Largest Post-Pandemic Increases in Office Availability Rates
Increase in Office Availability Rate from 4Q2019 to 402024, Top 15 Cities

San Francisco - CA
Seattle - WA
Austin - TX

San Jose - CA
Denver - CO
Boston - MA

East Bay - CA
Portland - OR

Los Angeles - CA
Raleigh - NC
Nashville - TN
Charlotte - NC
Salt Lake City - UT
Chicago - IL
Phoenix - AZ

0% 1% 2% 3% 4% 5% &% 1% 8% Q% 10% 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
Source: CoStar, First American Calculations, Dec. 2024
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Availability Rates Have Increased in Most Cities but Rents Have Only Fallen in a Handful Region
Increase in Office Availability Rates from 4Q2019 to 4Q2024 (X-Axis), Percent Change in Office Rents from 4Q2019 to 4Q2024 (Y-Axis), B Midwest
Largest 100 Cities, Crosshairs at Zero B Northeast
B Northwest
. B Southeast
50% Fort Myers - FL : Southwest
M Sun Belt
40% B West

Sarasota - FL®

@ Miami - FL Population
Palm Beach-FL@® e
30% & Daytona E-ea::n -FL Lakeland - FL 500,000
- Knoxville - TN @ i T 5,000,000
[= ampa - Orlando - FL
g i . Inland Empire - Cﬁl. . ’ .Charo‘t‘te- NC 10,000,090
= 20% . “ ’ s
.a " e | . o ... Raleigh - NC 1 5,000,000
g’ Baton Rouge - LA Nor"oIEr—E:;D - A ‘ . . °
2 10% . ® o9 0 ., o® o®
O . S‘tamﬁard cT ® Ch cago -
I= Rochester- NY @ 4 ™ i Denver -CO @®
8 o, 0% ® | . Austin - TX
£ (QF6 Albﬂﬁ)‘—NY ----------- Orangecouny ..... C A. ...... |_ DEApg e5-I:A ............. BQEton-MA ................................................................................................................................................................
| Washington - DC
@
-10% New Yorkr NV East Bay - CA ® ®
Seattle - WA
-20%
-30% San Francisco - CA @
-5%  -4% -3% -2% -1% 0% 1% 2% 3% 4% 5% &% 7% 8% F% 10%  11%  12%  13% 14% 15% 16% 17% 18%
Increase in Availability Rates
Source: CoStar, First American Calculations, Dec. 2024
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More Cities Have Experienced Office Price Declines Than Office Rent Declines Region
Percent Change in Office Rents from 4Q2019 to 4Q2024 (X-Axis), Percent Change in Office Prices per Sqft from 4Q2019 to 4Q2024 (Y-Axis), W Midwest
Largest 100 Cities, Crosshairs at Zero M Northeast
B Northwest
; . B Southeast
50% Fort Myer - FL Southwest
| M Sun Belt
40% B \West
® ® Sarascta - FL .
Miemi-FL o @ Palm Beach -FL Population
30% 5 . Lakeland - FL 500,000
i Inland Em;pire - c.; .- Knoxville - TN 5,000,000
g | @ ) ® ., | . ® ® Tampa-FL
= 20% Wichita - KSMemphm ™™ @ Iy L ® 10,000,000
0 Ir L f-\ugusta GA ® Louisville - KY
s . * 15,000,000
%] Dmaha-NEr ® ‘ ‘ "0 ‘ Columbia - SC
6 10% Tulsa - OK @ .. ® New Haven - CT
E Weshington - DC, ® b. e Cleveland OH D:trz » .
5 o 0% |
E 3 e . ............ - Boston ..... o — 1 ........................................................................................................................................................................................................
OCrange County - CA
Mew Yark - NY
-10% o
Seattle - WA
-20%
-30% ® San Francisco - CA
-40% -35% -30% -25% -20% -15% -10% -5% 0% 5% 10% 15% 20% 25% 30% 35% 40%

Percent Change in Price

Source: CoStar, First American Calculations, Dec. 2024
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Oftice Takeaways

* Though some office buildings are doing just fine, the total amount of office
space demanded has fallen, likely permanently to some degree. This has
increased availability rates across the country, compared to pre-pandemic

* Delinquency rates are now in double digits and there are significant near-
term office debt maturities

» Office rents have been downward sticky to date, but competition from recent
buyers means this is unlikely to persist

@XanderSnyderX, #FirstAmEcon




Concluding Thoughts

~ | First American




], e ke . L CTETSY__STH
Concluding Thoughts

» We appear to be at the beginning of the recovery in CRE.

* The recovery will not happen all at once, and there will be ditferent phases as
prices stabilize more rapidly while distress takes longer to work out.

* New industrial and multifamily supply will impact rents in some markets more

than others, but this wave of new supply appears to be somewhat limited by
falling starts.

* Real wages are growing, but consumers are still borrowing to spend.
» Limited retail space is available to lease

» Office’s adjustment period will take longer than other asset classes

@XanderSnyderX, #FirstAmEcon
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