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THE ECONOMY has been weird in recent
years — few experts anticipated inflation would
rise so significantly, interest rates would

SKYROCKET

orthatthe effect of rising rates would have so little
effect on tamping down inflation. Unemployment
filings (a proxy for layoffs) are ticking up, but
overall unemployment figures (at 3.5% both
state and nationwide) are well below equilibrium
— meaning the labor market is still strong.

Historically, this has been a
positive for commercial real estate
— strong labor markets portend
strong demand for office space.

This time, it's a problem - a
tight labor market is bolstering
wage and inflation pressure.
This means the Federal Reserve
still has work to do to achieve its
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IMPORTANT FOR

FIVE DECADES AGO, abrupt hikes followed by short-
term declines convinced policy makers that inflation had
been tamed. “Easy money” returned, fueling additional
inflation. The result was a 20% interest rate by the fourth
quarter of 1980 - followed by a decade of “effective
rates” averaging around 10%.

Despite the steepest interest rate hikes since the 1980s,
we have yet to experience what is, perhaps, the most
anticipated recession in history. This is mainly because the
transmission of rate hikes has yet to be felt in broad terms.
Forexample, whenthe Fed tightened rates in the late 1990s/
early 2000s, it collapsed the tech, media and telecom
bubble — leading to a decline in hiring and investment.
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THIS INFLATION VS UNEMPLOYMENT CHART IS

The addition of turmoil in the banking
sector means stricter lending standards
(to ensure strong balance sheets and
to appease depositors). This, in turn,
will have a significant effect on lenders,
landlords and ultimately, tenants.



https://www.dol.gov/ui/data.pdf

Q12023 Q12022
VACANCY RATE (%) 13.6% 12.8%
YTD Net Absorption (SF) | (578,592) | 318,033 I |
Asking Rent ($/SF) $63.72 $63.78
Sublease Space (SF) 4,272,463 | 2,563,964
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Q12023 Q12022
YTD Net Absorption (SF) | (170,381) | (120,033)
Asking Rent ($/SF) $76.29 $78.36 ”
Sublease Space (SF) 976,885 | 614,829 200
Q12023 Q12022 o
VACANCY RATE (%) 15.2% 13.7%
YTD Net Absorption (SF) | (1,354,659) | (202,232)
Asking Rent ($/SF) $25.63 $25.45 0
Sublease Space (SF) 4,365,516 | 3,501,408 -
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https://www.wsj.com/articles/a-new-way-to-lure-people-back-to-offices-tying-pay-to-attendance-5b3d7d39
https://www.mckinsey.com/featured-insights/future-of-the-workplace
https://www.gensler.com/blog/how-the-future-of-work-is-influencing-workplace-design

THE IMPORTAN

KNOWI

YOUR

Escalating interest rates, paired with the
growing supply of vacant space (exacerbated
by remote/hybrid work) is a threat to the
commercial real estate sector. It is not the
first, and unlikely to be the last, but it is a
threat nonetheless.

Taxes, operating expenses and insurance costs
don’t go away even if the building is vacant.
The question we’re all trying to answer is
WHAT NEEDS TO HAPPEN FOR LANDLORDS
TO FILL THEIR SPACE? Lower rents, yes. But
before that - a renegotiation of their loan? A

write-down of value?

Knowing your landlord in today’s market is
critical. It is highly likely that a class A landlord
will sell at some point — so the owner you know

may cease to exist.

GENERALLY SPEAKING, class B landlords in
Boston are more focused on cashflow than class
A owners. Their objective is to secure an operating
dealversusalease-and-selldeal. Asaresult,tenants
in Boston have more leverage in negotiations for
class B space. And, overall, we are finding class B
landlords to be the most accommodating when it
comes to short-term leases.

THIS IS IMPERATIVE in a market where
incongruities between supply and demand -
outside of the physical space — are becoming
prevalent. Technology and life science tenants
have long contended with landlord preferences
for long-term leases. This has notably led to churn
(but still strong demand) in the lab market — where
companies grow rapidly, are acquired or become
defunct rather quickly.

All of which is 250 words to say this:

Landlords who are the strongest
magnet in their respective asset
classes will fare the best.
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As vacancies and defaults continue to
climb in class A assets, and with fewer
than 45% of employees at Financial District
firms coming into the office on Mondays
and Fridays, it has become clear that
remote work and rising interest rates are
contributing to a tenuous situation.

100.00%

At Perry CRE, we believe flexible
lease terms are here to stay. We are
witnessing this shift play out with our
tenant clients and with the landlords
we represent. It is imperative for
banks and lenders to figure out how
to underwrite this.

Given the ongoing
demand for
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we think lenders might be
well-served to examine
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Source: Placer.Al and Perry CRE Research
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a hospitality model when
underwriting commercial
real estate.


https://www.afr.com/property/commercial/two-office-landlords-defaulting-may-be-just-the-beginning-20230320-p5ctrv
https://www.afr.com/property/commercial/two-office-landlords-defaulting-may-be-just-the-beginning-20230320-p5ctrv

A NOTE ON

SUBLEASE
SPACE.

The\subl;éaée story is
a compelling one.

It is a physical manifestation
of what we already know to
be true - that companies are
shrinking via layoffs, remote-
work implementation and, in
some cases, just going out of
business. While this may tell
us where we are and where we
have been, it does not tell us
where we are going. It is also
not a metric we at Perry CRE
find overly concerning (at least
not yet) because it pales in
comparison to broader market
‘woes.

Boston Office:

SUBLEASE AVAILABLE

In Boston, the sublease
availability rateis currently
6.3% (or just over 4.2
million square feet). Is this
the highest rate in nearly
35 years? Yes.

But even if all of this
space flips to direct, it is
still not enough to sink
the market.

THIS IS
GOOD NEWS.
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Il DIRECT AVAILABLE
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IN CAMBRIDGE,

the sublease story is a little more
interesting. Sublease availabilities
have outstripped direct availabilities
in both the lab and office markets
since 2020 and 2022, respectively.

Again,wearenotoverlyconcerned
by this trend because Cambridge
is the epicenter of innovation.
The clustering of tenants around
MIT (from venture capital-backed
start-ups to big pharma) is not
easily replicated. Which means it
is unlikely demand will abate any
time soon.

CAMBRIDGE OFFICE:
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I DIRECT AVAILABILITY (%)

I Q12023 Q12022 I

| VACANCY RATE (%) 5.2% 0.9%

YTD Net Absorption (SF) 22,114 30,608
Asking Rent ($/SF) ‘ $55.00 ‘ $55.00

Sublease Space (SF) ’ 142,907 24,427

SUBLEASE AVAILABILITY (%)

I Q12023 Q12022 I

VACANCY RATE (%) 6.0% 1.3%

CAMBRIDGE LAB:

8.0%

6.0%

4.0%

2.0% I I
0.0% [ | I - I

2005 2006 2007 2008 2009 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

YTD Net Absorption (SF) | (298,511) (7.032)

Asking Rent ($/SF) $82.44 $88.18

Sublease Space (SF) 922,574 387,672

I DIRECT AVAILABILITY (%) SUBLEASE AVAILABILITY (%)

Q12023 Q12022

From life-saving drugs to artificial intelligence to democracy,
greater Boston has always been at the forefront of “the
next big thing.” Economic turmoil and new interpretations
of what an office is will not be our demise. They will merely

clear the path for \WILIAT COMES NEXT.

YTD Net Absorption (SF) | 197,689 506,097
Asking Rent ($/SF) ‘ $56.43 ‘ $42.35

Sublease Space (SF) ‘ 268,199 67,300
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e THE NUMBERS.

AVG ASKING
RENT (CLASS A)*

THE NUMBERS.

TOTAL
AVAILABLE
(SF)

TOTAL
VACANT (SF)

VACANCY
RATE

AVG ASKING
RENT (OFFICE)

VENTORY

AVAILABILITY
RATE

YTD NET
ABSORPTION (SF)

CONSTRUCTION
(SF) COMPLETIONS (SF)

TOTAL

TOTAL

VACANCY AVG ASKING

Back Bay 12,624,000 0 2,385,712 18.9% 1,464,232 1.6% (88,192) $65.76 $72.81 INVENTORY  CONSTRUCTION  \\ o o AVAILABILITY YTD NET
Charlestown 2,171,000 0 760,796 35.0% 260,140 12.0% 10,266 $66.01 $78.82 (SF) COMPLETIONS (SF) ) R RECENCH) E | ASSCIAERER) | [N (NN
Fenway/LMA 2,105,000 0 156,126 7.4% 52,020 2.5% (54,397) $45.00 N/A Boston 724,000 0 300,646 415% 300,646 41.5% 0 $9.00
Financial District 31,324,000 0 7,991,020 25.5% 5,148,123 16.4% (508) $65.83 $70.86 Boston North 510,000 0 17,355 3.4% 0 0.0% 27,000 $13.50
Govs;r:trgesrl;gg:ter/ 4,049,000 0 1150,751 28.4% 679.790 16.8% (231759) $53.76 $65.10 Boston South 808,000 0 266,092 32.9% 189,168 23.4% 5,494 $16.93
Boston West 2,068,000 0 142,838 6.9% 38,038 1.8% (33,625) $18.00
Midtown 2,012,000 0 470,781 23.4% 316,768 15.7% (92,010) $52.93 N/A 128 North 4,918,000 0 137,276 2.8% 81,713 1.7% 30,352 $10.53
Seaport 10,786,000 0 1,802,214 16.7% 1,148,545 10.6% (128,927) $58.66 $76.29 495 North 10,797,000 0 1,243,679 1.5% 771,856 71% 109,459 $9.51
South Station 2,737,000 0 256,165 180,841 6,935 128 West 6,573,000 0 743,397 1.3% 429,968 6.5% (194,105) $19.18
BOSTON OFFICETOTALS 67,808,000 0 14,973,565 9,250,459 13.6% (578,592) 495 West 7,524,000 0 445,797 5.9% 344,941 46% (54,323) $9.01
T~ MetroWest 1,012,000 0 120,250 1.9% 28,750 2.8% (110,000) N/A
] e e R i R S T
(SF) 128 South 6,283,000 0 392,857 6.3% 182,712 2.9% 65,484 $9.96
West Cambridge 1,585,000 316,210 166,794 (62,804) 495 South 6,559,000 0 302,444 46% 243,184 3.7% (22,182) $10.88
East Cambridge 9,068,000 1,157,503 686,756 (74,071) $84.73 3/24 South 1,311,000 0 103,811 7.9% 82,032 6.3% (18,000) $14.50
Mass Ave Corridor 2,796,000 406,418 264,627 (33,506) Fall River/New Bedford | 291,000 0 0 0.0% 0 0.0% 0 N/A
CAMBRIDGEOFFICETOTALS | 13,449,000 1,880,131 1.118,177 (170,381) $76.29 FLEX TOTALS 49,574,000 0 4,216,442 2,693,008 (194,446)

TOTAL

cowpietions e Avalasie  AVACEEHTY VAcngmlst B = ron (SP) o QSFKF'E% — (CALSAKSIQ(Z)* MANUFACTURING ~ 'NVENTORY  constRuction \ IOT0  AVAILABILITY TOTAL B Sl
(SF) (SF) COMPLETIONS (SF) 5 RATE VACANT (SF) RATE  ABSORPTION (SF)  RENT (NNN)
poNom | mieaoon 0 voomo | mx | vmome | mex | meen | seem o 0 261993 | toa% | 204w | tom | (4sed siss
128 South 11,156,000 0 2,568,576 23.0% 1,452,838 13.0% (241,031) $25.30 $26.47 S ——— i — — - S — 31500
Boston South 2,770,000 0 19,933 0.7% 15,433 0.6% (1,000 $20.46
3/24 South 1,585,000 0 232,736 14.7% 132,683 8.4% (40,140) $20.03 $20.91 Boston Weet 980,000 o o 0.0% o 0.0% o A
Metrowest 2,809,000 0 629,838 22.4% 459,612 16.4% 130,426 $24.57 $27.37 128 North 177,000 o 5100 03% 5100 03% 7800 A
495 West 7,661,000 0 2,335,763 30.5% 1,637,965 21.4% (53,393) $20.48 $21.20 295 North 6,520,000 o 168,090 260 196,680 260 9659 s788
495 North 21,772,000 0 6,440,378 29.6% 4,613,299 212% (454,192) $21.46 $22.58 128 West 600,000 o 2,000 039 2,000 039 o $16.00
495 South 1,499,000 o 302,101 20.2% 139,649 9.3% 38,509 $19.94 $20.37 295 Wout 2,350,000 o 100580 e o 0.0% 12,000 p—
Inner Suburbs 6,026,000 0 1,713,923 618,527 (178,114) $39.43 $41.47 Motrowest 660,000 o 39962 1% 1312 3% (184 5913
SUBURBAN OFFICETOTALS 92,533,000 0 21,322,746 14,090,553 15.2% (1,354,659) Worcester 2.630,000 p i v o e - $12.00
NVENTORY TOTAL 128 South 3,260,000 0 187,230 5.7% 74,054 2.3% (42,796) $6.35
BOSTON LAB consTRucTioN  F8TEL - AVAILABILITY TOTAL VACANCY YTD NET AVG ASKING  AVG ASKING 495 South 4290.000 o pa0977 5o 51015 o 27410 $6.02
(SF) COMPLETIONS (SF) I RATE VACANT (SF) RATE  ABSORPTION (SF)  RENT(NNN)  RENT (CLASS A) 290, : \ .
3/24 South 590,000 0 3,318 0.6% 3,318 0.6% 0 N/A
:‘:”:S;fm 2839f§0§§o 186(;712 152%‘:;% A Fall River/New Bedford | 3,450,000 0 0 0.0% 0 0.0% 0 N/A
way, 349, : !
Seaport 1862,000 114,036 105,15 N/A Tl 31,500,000 1,304,483 628,536
South End 556,000 30,143 12,143
BOSTONLABTOTALS 5,663,000 387,099 297,234 22,114 WAREHOUSE INVENTORY = CONSTRUCTION AJSIT :‘B"LE AVAILABILITY TOTAL VACANCY YTD NET AVG ASKING
AL (SF) COMPLETIONS (SF) =) RATE VACANT (SF) RATE  ABSORPTION (SF)  RENT (NNN)
CAMBRIDGE LAB 'Nv'ig'FT)ORY Cgﬁﬁf;%‘gg?;) AVAILABLE AVAg‘:T'BéL'TY v A(ngml-(sm VAR(Z}'ECY ABSETRBT';‘;I o Aé(ilf(ﬂﬂ';)e' REA,}:f‘( S_TQZGA)* Boston 2,200,000 0 179,926 8.2% 162,475 7.4% 525 $15.01
(SF) Boston North 2,450,000 0 217,337 8.9% 184,506 7.5% 0 $16.91
West Cambridge 1,320,000 191,990 107,548 (4,377) Boston South 2,120,000 0 407,541 19.2% 259,688 12.2% (166,731) $8.11
East Cambridge 7,824,000 733,839 479,839 (208,922) N/A Boston West 2,100,000 0 51,334 2.4% 20,027 1.0% (23.307) $25.00
Mass Ave Corridor 3,506,000 334,505 165,974 (85,212) 128 North 6,380,000 0 528,063 8.3% 336,172 5.3% (134,518) $11.12
CAMBRIDGE LABTOTALS 12,649,000 1,260,334 753,361 (298,511) $82.44 495 North 12,330,000 0 788,044 6.4% 411,305 33% (109,606) $7.33
128 West 480,000 0 61,938 12.9% 52,000 10.8% 2,655 $10.00
e | ssooo | 0| wsds | s | e | om | maw | sedo
(SF) MetroWest 660,000 0 28,991 4.4% 0 0.0% (5,000) $6.19
128 West 5,998,000 0 910,251 15.2% 622,228 10.4% 84,511 $75.00 N/A Worcester 7,970,000 0 267,128 3.4% 51,18 0.6% 326,834 $6.70
128 North 347,000 0 223,126 64.3% 13,095 3.8% 0 $45.00 N/A 128 South 15,170,000 0 1,113,996 7.3% 674,186 4.4% (42,551) $6.26
128 South N/A Y N/A N/A N/A N/A N/A N/A N/A 495 South 24,740,000 130,000 1,483,240 6.0% 923,315 3.7% (300,147) $6.29
3/24 South N/A 0 N/A N/A N/A N/A N/A N/A N/A 3/24 South 3,750,000 0 480,695 12.8% 392,999 10.5% (7,588) $7.93
T:;“xes‘ 233288 g 20(’)1‘” 2'83’ 20(’)1‘” 2'83’ g zj i E; :\ Fall River/New Bedford | 6,000,000 0 459,927 7.7% 437,927 7.3% 0 $5.87
495 Noer:; 4221000 0 82,370 15.5; 76,580 15;.1°/: 0 $25.00 N/A ULEEEIEE TGS | Sy 6,566,578 3,968,873 (326,587)
495 South N/A o N/A N/A N/A N/A N/A N/A N/A
Inner Suburbs 2,489,000 0 427,444 17.2% 356,524 14.3% 13,178 $64.58 N/A
0

SUBURBAN LAB TOTALS

10,264,000

1,663,332

1,088,568

197,689
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http://perrycre.com
http://perrycre.com
https://www.perrycre.com/ashley-lane
https://www.perrycre.com/victoria-bond
https://www.perrycre.com/matthew-smith

