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Market commentary

Positive momentum within the CML market has broadly continued in the
third quarter of 2024. While CML activity levels have been increasing for
several months as general market conditions have improved, the 10-year
Treasury experienced a 74 basis-points (bps) drop in the third quarter. After
a series of rate hikes starting in March 2022, the Fed enacted its first cuts
of this cycle, reducing rates by 50 bps in September. These moves became
a significant motivator to market participants who were previously more
complacent. Concurrently with the declining Treasury, the spreads for
corporate bonds have marginally tightened. CML spreads remain in the 140
to 170 bps range, although there has been an increasing number of sub-
140 spreads as lenders compete for top-tier business.!

Multifamily valuation rollercoaster at an end

After years of positive, stable growth, the multifamily sector experienced

a period of exuberance in 2020-2022. This trend has now reversed, and
we believe the bottom has been reached with multifamily vacancy and
inventory growth at cyclical highs and rent growth establishing a low point.

Following a steady upward trajectory after the valuation troughs of the
Global Financial Crisis, the multifamily sector experienced a sugar rush
following the onset of Covid. From 2020 to 2022, valuations rose 27%,
fueled by low interest rates and favorable demand fundamentals. As of Q3
2024, multifamily valuations have declined by 16% from their 2022 peak
(Exhibit 1), primarily due to the higher inflation and interest rate environment
over the past two years, coupled with a significant influx of new supply
coming online.

Exhibit 1: Multifamily valuations have declined 16% from 2022 peak
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Nationally, as of the end of 3Q 2024, the multifamily vacancy rate is at
7.8%, up 0.5% year-on-year (YoY) and well above the 2021 low of 4.8%.
The increase has been most pronounced in higher-end properties, which
are currently 11.3% vacant, as they compete with new deliveries, while
stabilized properties are 6.0% vacant. Rents are up 1.1% YoY at a national
level. While far from the post-Covid highs of 9.9% in the first quarter

of 2022, a bottom has appeared with YoY gains of around 1% for four
consecutive quarters. The climbing vacancy rate and muted rent growth
have been aided by a surge in new deliveries, culminating in quarterly
deliveries of 192k units in Q2 2024, well above the average of 88k units per
quarter from 2014-2019 (Exhibit 1).

We believe we are at a market trough. Per CoStar, vacancy rates are
expected to peak in the first quarter of 2025 and then begin a steady
decline as the market continues its digestion of new supply.? Rent growth
has now hovered around 1% for a year and is expected to increase to
3.8% by the third quarter of 2025 with YoY rates of 3%+ forecasted until
2028. Most importantly, deliveries should begin a rapid decline in 2025
and are forecasted to average 77k units per quarter for the next two years.
Optimism now seems warranted. Stress may appear in 2020 to 2022
acquisitions, which used very bullish assumptions and were financed with
very low coupon debt. However, investors have taken note with new funds
being raised to capitalize on this stress, which should help to limit downside
and further help establish a bottom to valuations. We believe thoughtfully
underwritten transactions should continue to perform well, and the future
appears bright.

1Aegon Asset Management. September 30, 2024
2CoStar. September 26, 2024
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