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It’s no surprise that the COVID shutdown has posed an enormous challenge for the commercial real estate industry. With people
increasingly staying and working from home, it’s highly likely that the commercial real estate industry will undergo substantial
changes in the not-too-distant future. Furthermore, simply reopening the economy doesn’t ensure people will return to previous
behavior. This will impact the profitability of the industry over the short- to intermediate-term.
Based on data from the National Association of Real Estate Investment Trusts (NAREIT), some sectors of the real estate market
have taken a substantial hit this year. Based on the table below, retail as a group is lower by roughly -41% through April, with
regional malls lower by -52% (see table below).
Likewise, lodging and resort properties are lower by roughly
-45% as people have avoided travel since the pandemic hit.
Other sectors, however, have held up relatively well, such
as data centers and infrastructure. These sectors are not as
sensitive to the effects of the coronavirus.
The fact that retail REITs are in decline isn’t surprising.
Investors have been calling for the so-called death of brick
and mortar stores and shopping malls for some time, as
consumers turn increasingly to making online purchases.
However, the current situation with the COVID 19 shutdown
has brought into question the future for office space and
resort properties in particular.
According to a Gartner survey of 317 CFOs conducted in
April, 74% of respondents indicated that they will move at
least 5% of their previously on-site workforce to permanently
remote positions. Furthermore, 25% of respondents said
they would move 20% of their on-site workforce to
permanently remote positions.
Lodging and resort properties will likely see a return to more normal conditions as the virus eventually runs its course. Hotel REITs
have struggled considerably, but as people begin to travel again, hotel properties can begin re-pricing rooms. Hopefully, there will
not be significant cash flow issues for many commercial REITs. As vacancy rates are likely to go up, and leases are renegotiated,
the ability for some REITs to continue to pay a dividend to shareholders could come under pressure. In all likelihood, some REITs
might delay or cancel some dividend payments (this has already happened in the hotel sector). As a result, the volatility of the
asset class might remain elevated for some time.
Overall, office lease transactions have declined
considerably so far this year. If work-from-home becomes
more common, or permanent, lease demand will weaken
at least in the short- to intermediate-term. This shift will
likely impact densely populated, urban areas, such as New
York City. Businesses will likely trim costs by leasing
smaller spaces. Over time, however, the industry will adapt.
Only time will tell to what degree workers go back to the
office when, working remotely becomes more accepted.
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