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Concentration Risk Apparent Given ldentified Cases
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Source: US CDC, as of March 25, 2020
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COVID-19 Economic Transmission Channels

1. Tourism/Leisure/Hospitality
2. Trade

3. Commodity prices

4. Financial markets

5. Confidence

Combination of Supply and Demand

Shocks Complicates Forecasts
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Use Economic Scenarios to Model Downside Risk

Real GDP, annualized quarter/quarter growth rate, March 2020 Forecast Vintage
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The California Situation
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Source: US CDC, as of March 25, 2020
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COVID-19 Cases in California: Share by County
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Source: US CDC, as of March 25, 2020
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Los Angeles County is the COVID-19 Epicenter (for California)
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New York City is the COVID-19 Epicenter (for the US)
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California Property Markets



California Markets in the Front Lines

Share of Leisure and Hospitality Employment
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Pandemic & Protracted Slump | Multifamily
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Pandemic & Protracted Slump | Los Angeles
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Pandemic & Protracted Slump | Downtown LA
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Pandemic & Protracted Slump | Orange County
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 For Orange County,
more reasonable
supply growth (~2,400
units in 2020) suggests
less of a construction
pullback (15% for
Severe Pandemic;
31% for Protracted
Slump).
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Pandemic & Protracted Slump | San Francisco

For San Francisco,
close to record
deliveries for several
years (with an
expected spike in
2021), so supply
growth pullback in
2020 more pronounced
(43% under Severe
Pandemic; 56% for
Protracted Slump)

Vacancies stay
relatively tight at 5.9%.

However....
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Protracted Slump | Major California Multifamily Markets

* Historical reaction
functions to downturns
determine the relative
focus and magnitude
of distress in various
property types and
geographic markets.

State

Sacramento CA
San Bernardino/Riverside CA
San Francisco CA
San Jose CA
Oakland-East Bay CA
Orange County CA
Los Angeles CA
Ventura County CA
San Diego CA

Year
2020
2020
2020
2020
2020
2020
2020
2020
2020

Vacancy Vacancy Change - BPS Effective Rent Change

5.10%
5.49%
5.89%
6.13%
5.45%
5.36%
5.22%
4.43%
4.98%

222
215
190
175
172
169
146
118
111

-3.43%
-3.09%
-10.81%
-13.18%
-5.79%
-4.30%
-4.43%
-4.17%
-2.79%

* Recent record of oversupply will position any geographic market for distress, if demand pulls

back abruptly (as per a severe pandemic or protracted slump scenario).

« Recent record of poor performance, particularly when vacancies have been rising and/or rent

growth has been moderating, suggests markets will not fare as well in a downturn.

« Sacramento takes the hit in occupancies, but San Francisco and San Jose tend to be more
volatile in terms of effective rent declines.

MOODY'S ANALYTICS
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Office & Retall Do Not Fare as Well

Office Fundamentals | Protracted Slump
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Retail Fundamentals | Protracted Slump
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California Markets in a Protracted Slump: Office

State Year Vacancy Vacancy Change - BPS Effective Rent Change

Los Angeles CA 2020 17.27% 327 -3.11%
San Francisco CA 2020 12.08% 325 -13.17%
Orange County CA 2020 19.71% 322 -4.40%
San Jose CA 2020 21.42% 321 -9.50%
San Diego CA 2020 18.84% 319 -3.49%
Oakland-East Bay CA 2020 18.38% 318 -5.78%
Sacramento CA 2020 21.70% 318 -2.45%
Ventura County CA 2020 21.55% 317 -2.52%
San Bernardino/Riverside CA 2020 19.69% 315 -2.09%
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California Markets in a Protracted Slump: Retalil

State

Sacramento CA
San Jose CA
Los Angeles CA
San Bernardino/Riverside CA
Ventura County CA
San Diego CA
Orange County CA
Oakland-East Bay CA
San Francisco CA

MOODY'S ANALYTICS

Year
2020
2020
2020
2020
2020
2020
2020
2020
2020

Vacancy Vacancy Change - BPS Effective Rent Change

13.28%
8.67%
10.51%
13.07%
11.81%
9.06%
8.89%
11.17%
7.32%

319 -7.33%
317 -4.70%
317 -4.74%
317 -5.43%
316 -4.34%
316 -3.19%
316 -4.72%
315 -4.58%
313 -3.43%
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California Warehouse/Distribution Markets

Forecast
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Inventory Change (2015-2020) Vacancy Vacancy Change - BPS Effective Rent Change

19.43%
5.37%
4.10%
3.20%
2.24%
2.23%
1.07%
0.06%

12.39%
12.97%
12.23%

8.51%
12.95%
10.43%
11.38%

8.72%

314
313
313
315
315
315
313
312

-4.99%
-5.18%
-5.03%
-4.74%
-4.64%
-5.20%
-4.23%
-4.75%
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The Insight: San Bernardino/Riverside

The Insight

San Bernardino/Riverside Metro
Industrial Market

Report generated
14 February 2020

i REIS

Real Estate Solutions
by Moody's Analytics
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he Insight

Industrial San Bemardino

San Bernardino: Still Growing Against the Odds

3.9% $3.581 +1.9%

4 4.2%from 2018

2019 Vacarcy Rale

Economy and Demographics

Few metros adnere to one commerclal real
estate proparty type more 5o than the Inner
Empire does to the ware/distribution market.
With 3816 million SF of far-lease nventary,
San Bernardino/Riverside has 5.6% of the
total US. Inventory. The transpertation ang
utiiiles sector emplays 9% of the tota
warkforce in this metro, nearly three times
the U.S. equivalent ratia of 3.7% of the total.

Accordingly, the fransportation and utilities
sector added 4,300 Jobs [+5.2%) In this
netro. This accounted for 16% of the tatal job

growth in the Inner Empire af 29,200 jabs.
This represents a siowdown from previous
years in that this sector has grown by 575%
overthe last five year, adding 50,000 jobs.
whicn aceounts for 20% of the total job
growth In this matra.

Naturally, this growth has sourred job grovith

in other industries along with strong cemandt
for apartments.

‘Supply and Dsmand; San Bernadine Industrial

1 3.2%from 2018

2019 Effective Renl Pe: Unit 2079 Jab Growlh

vs 14% nationwide

Nearly every industry In San Bernardino/
Riverside saw job growth In 2019 except for
whalesale trade and other services that had
minor losses. Even retail added 1,000 jabs in
2015, The health and education sector grew
5:1% with 12,200 jobs in 2019 driven by
strong papulation growth. This strong
growth nas pushed hame prices up more so
than most southern California metros.

The mecian family home orice of $377,200
climbed 5.3% in 2019, well above Los
Angeles's growth of 31%. San Bernardino/
Rivarside apartment rents have seen similar
growth rartes of 4.5% /4.2% (effeciive), above
the US. rate of 3.7%.

San Bernardino still faces risks, especially
qiven its reliance on this key industry that s
subject te continued volatlity given
autstaneing trace war lssues. Stil, the metro
emerged fram the 2018-2019 trade-war
period with only some deceleration in
growth, Thus, it shauld withstand future
neadwinds.

¥ 0.3% from 2018

Condo Price Index

273 +2.8%

siger vacancy rate, ren: growth

Industial San Benarding

Transaction Analyti

Sales valume of warehovuse/Gistribution

25%
2.6% (effentive) in 2019, Net
this was down from a grewth

Kl tivel In 2018, For

20% Income Growth

Supply and Demand

The San Bernarding/Riverside metro saw
14.5 million addad supply in 2019,
considerably less than the 22.2 million SF
added in 2018 just as the trade war fears
started to flare up. New supply s expected to
decelarate In 2020, Much of the added
supply was In Pertis/Mareno Valley and San
Bernardina/Redlands/Yucaipa that tagethar
added 9.6 million SF of inventory in 2019, or
2/3rds of the total.

Net Absarptian of 10.5 million SF was alsa
lawiar than 2018% 12 millon SF but well below
2017 when occupancy growth was 189
million SF. Much of the occupancy growth
was in the submarkets mentioned above
where most of the new supply was added.

3 sector, rents grow 2.8%/31%
+tive) in 2019, devn sliahtly from
soectivel

-

inthe fourth
quarter, down from an average of $900
rlllion in the twa prior quarters. Investors
have been eager to buy Industral properties
In tho Inner Empire, but many were cautious
aiven the uncertainty stemmina fram the

s sar esmarding

Submarkets in San Bernardino/Riverside Metro
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What’s Next, and What Can We
Really Know?




ldiosyncratic Shocks? Some Experience

Los Angeles Multifamily Fundamentals, 1988 to 1998
7 0% « The Northside
5 Earthquake of 1994
| remains the costliest
5.0% | earthquake on record in
' the US ($26.4 billion in
damages, 2018 dollars)

| * Net positive for Los
| Angeles multifamily
I § fundamentals — but why?
0.0% i = . — W= N « This is the optimistic
o : case: that demand

| remains strong in urban
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 areas where multlfamlly

mmm nventory Growth Effective Rent Growth  ——Vacancy Percent

6.0%

4.0%

3.0%

2.0%

1.0%

-2.0%
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ldiosyncratic Shocks? Potential Negatives

New Orleans Demographics, 2000 to 2019

1600

1400

1200

1000

800

(In Thousands)

600

400

200

0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
m Household Formation = Population

Source: Moody’s Analytics

MOODY'S ANALYTICS

Hurricane Katrina in
2005 devastated New
Orleans and the area
suffered a permanent
shock to demand

Multifamily fundamentals
received a temporary
boost because of
destroyed units, but over
the long run weaker
demand did not sustain
occupancies.

What will happen post-
COVID-19?

Webinar - The Outlook for California Property Markets, March 2020
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Questions &
ANswers
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Cristina Pieretti Victor Calanog
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