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CYA DISCLAIMER

• You are about to be 
presented with a number of
facts and a number of
opinions.

• Facts are facts but may have 
been selected to support my 
opinion on the future. 

• Opinions are often wrong or 
subject to change based on 
new facts.  

• Many facts and figures are 
based on wide market trends 
and….

• REAL ESTATE IS HYPER-LOCAL
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Factors Affecting 
most CRE

• REFI RISK –

“There are no CASH-OUT refi’s 
right now.  There are a lot of 
CASH-IN refi’s” – Commercial 
Mortgage Broker

• Rates are part of the story, but 
other factors making refinancing 
hard include DSCR (Debt Service 
Coverage Ratio) and LTV.   Increasing 
costs and flat rents have eroded NOI 
in many cases. 

• Combined with higher debt costs, 
an owner cannot carry as much 
leverage, so they need to bring 
more equity to the closing table to 
refinance.  
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Why do we care 
so much about 
Real Estate? 

• Global Net Worth tied to real estate 
is greater than all other asset 
classes combined.

• Residential makes up roughly 90% 
of that value

• You can feel it and touch it and it 
surrounds you

• Because you see it and touch it, it is 
interesting and you think you know 
what is going on (vs. the bond 
market)
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Rates HAVE impacted 
asset values…
• Higher rates have killed the marginal buyer 

which were driving prices to the moon.  Animal 
Spirits are dead for now. 

• Why take risk?  5% Treasury Bills!!!

• Owners have remorse for not selling sooner.  
Seeing the bubble high prices that we had for 
2021 and 2022, they wish they had sold and 
now hold out hope that those days will return. 

• This has resulted in a seller's strike.  They want 
to buy at an 8% CAP, but won’t SELL at an 8% 
CAP.

• Eternal holders should be fine, but if your time 
horizon is less than forever… The question to 
ponder – will your rents be higher or lower 
when you want to sell?  Will expenses be higher 
or lower?  What will sales comps look like 
between now and then?  Is there a case to sell 
now? 
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The effects of 
inflation
• Increasing expenses for owners and 

tenants alike.

• For some property types, like industrial, 
rents up substantially, and many 
operate on Net leases, so tenants eat 
the increased costs.  Winning! 

• Going forward – include CPI 
adjustments on rent and/or push leases 
to NNN structure.

• For properties that operate on gross 
leases and rents have been flat, you are 
losing value over time.  If you operate a 
business that looks like real estate (i.e.
senior living), you are likely struggling.  

• Tenants have seen their operating costs 
go up (i.e. labor) and may look to save 
money by reducing their footprint. 
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Current 
Tailwinds … 
• Strong employment and healthy 

consumer spending. 

• Job market may be getting back 
into balance – rumors abound that 
it is getting easier to hire.

• Built in inflation adjustments to SS 
and Income Tax Brackets will inject 
about $350 MM into the economy 
(annually). 
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Current Tailwinds … 

• Do interest rates matter to the general economy 
when you have a deluge of spending in other 
areas?  Not yet, but rumors are that C&I loans 
are showing stress which may begin showing up 
in the general economy.  

• $1T Infrastructure Act + $738B Inflation 
Reduction Act + $53B CHIPS Act + $800B in State 
Aid from CoVID (much of which has not yet been 
spent). 

• Increased defense spending works its way 
through the economy.

• For DET – Autos are strong right now… but will 
car sales slow down when backorders clear? Are 
Chinese EV’s in our future?
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Retail
• Retail – overall positive.  Buyers 

want it and lenders are OKAY with it. 

• Most Retail came out of CoVID
better than expected and consumer 
spending is strong overall. 

• You are hearing of some retailers 
closing stores, but that happens 
every winter after the holidays… 
some that are struggling try to hold 
on then fold if the holidays don’t 
change their fortune. 

• Some categories are doing better 
(Fitness). Some are struggling 
(Malls)
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Retail
• Highly Specific to Location and Property

• Malls – the strongest are doing okay (Somerset, Village of RH). The weakest will 
get redeveloped (Eastland, Northland, Summit Place, maybe Lakeside). Class A 
malls doing well… many others will likely end with redevelopment in the next 
decade

• Over the past decade the industry has perfected data collection, and now 
target their store locations down to the zip code where their sales and returns 
are coming from.  

• Highly likely that RH and Crate and Barrel (CB2) has data that shows that the 
highest concentration of internet sales and Somerset sales came from this zip 
code – choosing to place a store there. 

• 48009 – Walkable, low-crime, high density of current clients
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Office – It’s 
complicated
• Many more tenants downsizing than 

growing  

• Debt is VERY tough – lenders calling 
us ask about PHYSICAL occupancy, 
not just economic occupancy.  Low 
lease renewal is assumed, more 
equity needed to buy or REFI 

• Many loan terms mature in 2023-
2024, so things could get interesting

• Spaces under 5000 SF have an active 
market, 5k-10k moderate demand, 
and spaces over 10k are slow.  Over 
25k extremely slow.
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Office – It’s 
complicated
• The positive – If you own office 

in Bham, BH and RO, you are 
more fortunate than most office 
owners. 

• Nationwide – suburban office 
doing better than CBD offices

• The amenity that is most 
desired now is a short commute 
and a busy office. Other 
amenities – easy parking, 
walkable to lunch spots, 
community assets

• Office Conversions – TOUGH –
only work well in the right 
location and right building
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What is not being talked about???
Hot Take: Less office space may be less productive
Are tenants being short sited by reducing space? 
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Office – is the office of the future the office 
of the past?
• OPINION WARNING

• Anecdotally – Some new office 
trends (Hot Desk / Hoteling) may be 
suppressing office attendance. 

• Negative Feedback from EE’s at local 
large F500 firms removing private 
cubes and replacing with hot desks.

• Looks cool in pictures – but does it 
work to get your best work done 
and feel like a comfortable work 
home?

• What if people don’t want couches 
at work?  What if they want private 
work space to concentrate more? 
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When will office 
workers want to live at 

the office again? 
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Multifamily
• Most MR Multifamily bought pre-CoVID is 

doing fine.  If you were able to capture the 
rent increases of 2021-2022, you have likely 
outpaced inflation…

• New Supply is mostly small units.  Lots of 
Studios and 1-Beds.  Older supply that is 
renovated offers larger units. Why?  ROI PSF 
being maximized… but are there too many of 
those units and not enough for families? 

• Senior Living properties have struggled to 
recover from CoVID.  Prior to CoVID there was 
a LOT of this product built, increasing supply 
and at the same time more seniors are 
delaying moving into senior focused housing.  
Expenses way up.  Could Demographics help 
soon? 

• Some student housing markets are overbuilt, 
rents not keeping up with expenses.  Could 
Demographics be a challenge? 

• Overall – not much distress in Multifamily but 
expect some special situations.
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Multifamily – Class A
• Birmingham, Royal Oak, Ann Arbor and 

Grand Rapids are tops. Downtown 
Detroit is weak… but guessing okay 
longer term.

• Debt is available for MF, but 
underwriting is getting harder.  Land 
Cost and Taxes are a big issue with new 
properties in high end markets like 
Birmingham and Ann Arbor.

• Market is seeing a LOT of new supply.  
Expect the new supply will be absorbed.  
As more high-end options are available, 
more modest apartments that have not 
been updated may only be able to 
compete on price. Oversupply will 
eventually hurt the low end most.
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Industrial
• Trade war + CoVID supply shocks + 

Ukraine Supply shocks = let’s keep 
more of that HERE.

• The “Re-Shoring” story you hear 
about is real.  Won’t last forever, but 
it is very real right now.  Very tight 
supply in industrial of all types and 
sizes. 

• Replacement cost for industrial is 
very high, over $150 PSF, making 
existing supply worth much more. 

• Virtually no delinquency in 
Industrial. 

• Debt is easy to get right now, 
lenders love industrial

• Nothing grows to the moon… at 
some point we will have enough.

• Maybe this time is different
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In Closing… 

• This time COULD be different

• Demographic trends and the way we 
live are much different now (Baby 
Boom retirements finally happening, 
less immigration)

• Construction costs and energy costs 
likely stay at a higher level than pre-
2020

• New Cold-War(s)… less global 
economic cooperation

• It’s an amazing time to be alive! 
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