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Welcome to the latest edition of the Allen Matkins/UCLA Anderson Forecast
California Commercial Real Estate Survey and Index

Allen Matkins and UCLA Anderson Forecast have partnered to create a Commercial Real Estate Survey
and Index to better predict future California commercial rental and vacancy rates. This tool surveys supply-
side participants — commercial developers and financiers of commercial development — for insights into their
markets. The Survey and the resulting Index provide a measure of the commercial real estate supply-side
participants’ view of current and future conditions. Since participants make investment actions based upon
these views, it provides a leading indicator of changing supply conditions.

Through an analysis of the Index and the incorporation of the Index into other economic forecasting models,
the Survey, now in its 29" issue, is designed to provide more accurate information on future office, industrial,

retail, and multi-family space in major California geographical markets.

The Allen Matkins and UCLA Anderson Forecast partnership

At Allen Matkins, a California-based top-ranked law firm according to Chambers USA, we have been fortunate
to work with and assist leading institutions, developers, and lenders in the real estate industry. We have
prospered, along with our clients, in this vital sector of the California economy. We sponsor this Survey to
provide value to the industry. We have partnered with UCLA Anderson Forecast, the leading independent
economic forecast of both the U.S. and California economies for over 65 years, and have tapped the knowledge
of the leading developers and financiers of real estate development in California to provide what we believe is
the best, clear-sighted forecast of the California commercial real estate industry.

We hope you will find this Survey and Index to be helpful.

John M. Tipton

Partner, Real Estate Department
Allen Matkins



“At this point, it seems that
office developers are in the
‘wait-and-see’ approach,
but without actually
seriously considering
shelving their development
projects.”

- Elizabeth Wilgenburg,
Partner,
Allen Matkins



The Allen Matkins/UCLA Anderson Forecast

California Commercial Real Estate Survey for 2021-2024

Jerry Nickelsburg
Adjunct Professor of Economics, UCLA Anderson School
Senior Economist and Director, UCLA Anderson Forecast

It bears repeating that while each economic recession is a
little bit different, this one is a lot different. Through the post-
World War Il period, recessions have been characterized by
downturns in the purchase of goods by households, and by a
slackening in housing markets. But today they are not. Con-
sequently, multi-family housing and industrial space remain
in the growth portion of their business cycles. The emptying
of offices last Spring has now given way to a partial refilling
of them this Spring. The palpable urge to return to normal
among Californians shows throughout our Survey as expecta-
tions for the next three years among survey respondents are
decidedly less pessimistic.

Statistical forecast analysis has as its basis the proposition
that past statistical relationships hold into the future. A knowl-
edge of those correlations, current data and perhaps some
assumptions about data not yet known, lead to the forecast.
Today, the ability to use past data to forecast into the future
is more limited than before. Nevertheless, the initial response
to the opening up of the economy, and the waning of the pan-
demic in California provide anecdotal evidence and, forward-
looking surveys such as the Allen Matkins/UCLA Anderson
Forecast California Commercial Real Estate Survey, taken
contemporaneously, can enhance our understanding and

projections. The Survey has a rich set of questions such that,
taken with the initial evidence, provides for qualitative infer-
ence on a turn of commercial real estate from the trough of
the recession.

The Allen Matkins/lUCLA Anderson Forecast California CRE
Survey compiles the views of commercial real estate develop-
ers, owners and investors with respect to markets three years
hence. The three-year time horizon was chosen to approxi-
mate the average time a new commercial project requires
for completion (though projects with significant environmen-
tal issues often take much longer). The panelists’ views on
vacancy and rental rates are key ingredients to their own
business plans for new projects, and as such, the Survey pro-
vides insights into new, not yet on the radar, building projects
and is a leading indicator of future commercial construction.
For example, if a developer were optimistic about economic
conditions in Silicon Valley’s office market in 2024, then initial
work for a new project with an expected ready-for-occupancy
date of 2024 — a business plan, preliminary architecture, and
a search for financial backing — would have to begin no later
than the latter part of 2021. Although optimism does not al-
ways translate into new construction projects, this sentiment
is usually a prerequisite for it.
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Southern California Office Rental Rates
Indexes of Survey: 3 year forecast
(>50 optimistic sentiment)
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OFFICE SPACE
MARKETS

At the beginning of the pandemic the question “what is the
future of the office building?” was on everyone’s mind. It is
still, and it surely is the money question for all who own or
develop office space. What we have learned in recent months
is that predictions of up to half of the office workforce being
permanently remote will prove to be incorrect. Office-using
employment, as it historically has been defined, will undoubt-
edly increase in the next expansion as technology-intensive
industries, healthcare, education, professional and business
services, and information services grow. Health safety and
the architecture of the office will be important to the first wave
of employees now returning.

Will the experience of working from home allow firms to de-
mand less office space? There are two countervailing forces.
First, some employees might be able to use new technology
and be in the office part time, sharing the space with other
employees. Second, the ever shrinking space per employee
has played out, and firms in their competition for workers will
be adding more space per employee. In fact, open spaces,
distance, and clean flowing air will all be part of the new of-
fice environment. How this plays out in terms of the space
demanded in the near term remains unclear.

Chart 1

The latest Survey provides a confirmation that while the above
questions are yet to be settled, the recent return-to-office ac-
tivity has our panelists becoming less pessimistic. In Northern
California, our panelists forecast that by 2024 demand will
have grown at least as fast as new supply, in part because
fully one-third of the panelists have cut back on their plans for
new development. In Southern California, panelists‘ views are
similar, and 40% have cut back on new development plans.
Though the last three Surveys all record pessimism on the
part of the panels, the trend towards less pessimism clearly
point to the bottom of the current cycle and a turn in the mar-
ket. The current lull in office construction could be short-lived
as the demand for office refitting and low-rise office buildings,
and the growth in office-using employment increase over the
coming yeatr.

Nevertheless, the headline sentiment remained decidedly
negative in each of the seven regions of the current Survey
(Chart 1). In Northern California, only 20% of our panelists
plan to start a new project in the coming year, up from 12%
in the previous Survey, but down from 42% in June of 2019,
and in Southern California, 29% are planning on starting a
new project, up from 17% in our last Survey and down from
40% in June of 2019. The bottom line from the Survey is that
while developers are, on average, still taking a wait-and-see
approach, fewer of them are on the sidelines. This provides
the aforementioned early signal of a turn in the market. As
workers return to the office, the demand for the amenity rich
office should push construction and remodeling activity higher
than the sentiment expressed in the current Survey would
otherwise indicate.

Office Space Developer Sentiment Index

(>50 optimistic sentiment, June '16 to June '21)
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RETAIL SPACE
MARKETS

Is retail poised to come back from the bottom of the cycle?
The last three Surveys indicate so. For each, pessimism
about occupancy and rents three years hence has declined.
The employment data (Chart 2) reflects a rebound in retail
employment, particularly in the inland regions. Retail em-
ployment in the Inland Empire and Sacramento is only a bit
more than 2% below the comparable month in 2019. The Bay
Area and coastal Southern California, regions more heavily
impacted by work-from-home orders, have seen substantial
employment gains, but have much further to go. These gains
in retail employment have occurred in spite of the increase in
pandemic related restrictions put in place December 2020.

The pessimism expressed in the latest Survey is an extension
of the trends of the past three years (Chart 3). The current
view is that retail properties will be generating lower returns
in 2024 compared to the end of 2021. In the Bay Area and in
Southern California, two-thirds of the panelists will not be de-
veloping any new properties in the coming 12 months (Chart
4). About the same percentage expect difficulty with current
leases and expect reduced property values. Thus, while pes-
simism has declined, an indicator of the beginning of a new

Chart 3

building cycle, developers are not yet ready to expand their
activity.

While this is not good news for retail property markets in
general, it does not mean the absence of solid targeted op-
portunities. New housing developments, whether they are
multi-family or single family, generally require nearby retail.
The booming housing market will continue to generate this
demand. The more than 1,200 homes being built in semi-rural
Elverta (Sacramento County) and 500 in Lake Forest (Orange
County) are cases in point. Though the Survey responses on
the surface suggest a continued decline in new retail property
construction, the trends in the Survey indicate a possible turn-
around and a new cycle beginning before the end of 2024.

Chart 2

Retail Payroll Employment
(April 2019 to April 2021 % Change)
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Chart 4 Retail Space
Percent Without New Development Plans
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"Retail center owners
are needing to get both
creative, where uses are
concerned, and realistic,

where rental rates are

concerned.”

- Lee Edlund,
Partner,
Allen Matkins
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"With record low
vacancy rates that are
projected to decline
even further, it is
definitely an industrial
landlord’'s market.”

- Darla Longo,
Vice Chairman,
Managing Director,
CBRE

Industrial Space Developer Sentiment Index
(>50 optimistic sentiment, June '16 to June '21)
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Though the pandemic may have dampened the sentiment of
office space developers and investors, the opposite is true for
industrial properties. Industrial markets over the past several
years have seen consistently high occupancy rates and su-
perior lease rate growth. While sentiment in the June 2020
Survey dropped precipitously in four of the five markets sur-
veyed (Chart 5), it immediately rebounded and has continued
to improve. In the latest Survey, overall sentiment about the
coming three years soared to its highest level since Decem-
ber 2015.

At the end of April, Los Angeles’ and the Inland Empire’s va-
cancy rates were under 4.5%, and from Sacramento to the
Bay Area between 4% and 7%. In both Northern and South-
ern California, the developer sentiment indexes indicated the

current increase in lease rates would continue to exceed the
rate of inflation, and the already low vacancy rates are expect-
ed to be even lower by 2024. Behind this sentiment is a view
by the panelists about online shopping induced demand for
industrial space, and about the expected increase in the stock
of that space. Chart 6 shows demand and supply question
responses over the past two and a half years. A value over
50 indicates that the panelists expect demand for space to in-
crease faster than the supply of available space. Almost two-
thirds of the Southern California panelists and half of Northern
California panelists plan to begin multiple new developments
in the next 12 months. The percentage not planning any new
development, either because they have enough in the pipe-
line or because they have not seen the right opportunity yet is
at its lowest level for the Summer Survey in six years.

(Three Year Horizon)

Chart 6 Industrial Space Demand/Supply Growth
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MULTI-FAMILY
HOUSING
MARKETS

Despite the increased demand for single-family detached
homes in the suburbs, worry about work-from-home, and
falling rental rates, our panelists are very bullish about the
coming three years in the multi-family housing space (Chart
7). Across the board are forecasts for rental rates to increase
faster than the rate of inflation, and vacancy rates to fall
between now and 2024. This turn-around, predicted by the
waning pessimism expressed in the Winter 2021 Survey, has
been engendered by two economic forces. First, the success
of the vaccine and the diminished risk of the pandemic have
resulted in a June opening up of city amenities. These are
attractors for city apartment dwelling. Second. the beginning
of the return to the office makes it clear that while some re-
mote work will continue through the next few years, the major-
ity of employees will be back. Multi-family housing close to
employment centers is an attractive alternative for many to
long commutes from the outlying suburbs. In addition, growth
in the logistics industry, the State’s increased infrastructure
spending and the move to low-rise satellite offices means that

Chart 7

the demand for multi-family housing in the inland parts of the
state is likely to experience robust growth as well.

Though declining rents surely impacted the business plans
for multi-family developers, they have not had much impact
on the actual level of building. The reason is that where rents
are down, they are down from very high levels. Even after the
dramatic drop in San Francisco, the average rental rate for
a studio in November 2020 as reported by Bloomberg was
$2,100. The optimism from our panelists is very much in line
with the firming of rents in coastal California in recent months.

In Southern California, nearly 70% of our panelists will be-
gin one or more multi-family projects this year. In Northern
California, that number is a bit under 50%. Clearly the lower
rents and higher vacancy rates in parts of the Bay Area are
weighing on the panelists and many are waiting to see how
the return to the office translates into core city demand.

Multi-Family Housing Developer Sentiment Index

(>50 optimistic sentiment, June 16 to June '21)
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"Our multi-family
markets have steadily

maintained a 5%
vacancy rate, which
means our rents are

mounting. In the
next three years, it is

expected to skyrocket.”

neT| NBELZs>|

- Kitty Wallace,
Senior Executive Vice President,
Colliers
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THE SURVEY IN
PERSPECTIVE

The Summer 2021 Allen Matkins / UCLA Anderson Forecast
California Commercial Real Estate Survey was taken just as
the pandemic was beginning to wane in the State and the
first steps to re-open the economy were being taken. The
Survey respondents were, understandably cautious, but also
more optimistic as both we and they see light at the end of
the tunnel. Industrial markets, perennially experiencing very
low vacancy rates, are poised for a good run of new building
and superior returns. Multi-family housing is rapidly bounc-
ing back from a “falling-rent” hiatus and is also poised for a
run of new project development. And though retail and office
market developers and investors are still in a wait-and-see
mode, there are indications of a bottom to the cycles there
as well. The small amount of new retail construction, coupled
with new housing developments, ought to result in a bottom in
brick-and-mortar retail markets in the next year. With offices
opening up and the shape of the office taking form through the
Summer and Fall, wait-and-see should give way to optimism
over the coming year. So, the nascent new CRE cycles ap-
pears to be real and foretold by the Survey.

"Respondents were
understandably cautious,
but also more optimistic as
both we and they see light
at the end of the tunnel.”

- Jerry Nickelsburg,
Director,
UCLA Anderson Forecast
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