
 

 

 

 

Economic Contraction and Emerging Post-Pandemic Equilibrium Are Key Challenges for 

U.S. Real Estate Fixed-Income Investors 

The credit effects of a U.S. economic contraction when the companies in the Real Estate Sector 

were still establishing a post-pandemic equilibrium was the dominant topic of interest during a 

recent series of meetings with U.S. fixed-income investors.   

S&P Global Ratings’ Real Estate credit analysts covering the various REIT sectors, 

Homebuilders, and Building Materials companies met with institutional investors at several asset 

management firms in the U.S. in July to discuss the overall environment, sector outlooks, and 

details of specific rated credits.      

Below are key points raised by investors during these sessions: 

Office REITs:  

-Class A office properties with good amenities are likely to "muddle through" the economic 
downturn, while outperforming Class B properties.  Class A properties may also underperform 
over time, but the bifurcation between Class A and Class B properties is quite evident. 

 

-The timeline for the office sector to establish a new demand equilibrium remains three to five 
years, as lease renewals occur and companies refine their “return-to-office” models for 
employees following the pandemic.  Factors affecting demand include frequency of in-office 
versus work-from-home workdays, whether in-office workdays are the same for all employees or 
staggered, and the redesign of office space to allow greater distancing between workstations 
and increased common areas.    

 

-A looming recession hasn’t yet slowed firms’ development pipelines, although that is forecast.  

Health Care REITs:  

-Lease renewal rates for Medical Office Buildings located on hospital campuses remain higher 
than for off-campus locations, although during the pandemic, some patient preference shifted 
toward off-campus locations (enabling appointments closer to patients’ homes, and avoiding 
hospital environments with clusters of people with potentially contagious illnesses).  
Telemedicine may have an impact over time.  Tenant affiliations with local hospital networks 
remain key to patient volumes.   

 



Storage Facilities:  

-Demand grew with the pandemic and is sustained. 

Building Materials & Homebuilders: 

-The tailwinds in these subsectors are expected to diminish into 2023 but current backlogs 

should support performance for the rest of 2022: There is a 4-5 million house shortage in the 

U.S., household formation is strong and still has a backlog (e.g., young adults living with parents 

since the pandemic).  

-The Homebuilder sector learned lessons from the Global Financial Crisis, and adopted more 

conservative financial policies; Some companies’ margins have approached 30%, which is not 

believed to be sustainable.   

-Despite near-term risks from an economic downturn, homebuilders focused on the entry-level 

market may benefit over the longer term, due to pent-up demand at that price point from lack of 

new stock in the past 10 years.    

-Roofing materials, whose market is generally on a “repair & replace” (R&R) basis and less 

discretionary, may have seen some discretionary sales in recent years, pulling forward demand 

from future R&R activity.  

 

-Commercial building materials producers, especially aggregate producers, may benefit into 

next year from the federal Infrastructure Bill, as projects come on line. 

 

For research on the Real Estate sector, please visit: Real Estate | S&P Global Ratings 

(spglobal.com) 
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Australia 
 

Ratings are statements of opinion, not statements of fact or recommendations to buy, hold, or sell any 
securities or make any other investment decisions. S&P Global Ratings Australia Pty Ltd. holds 
Australian financial services license number 337565 under the Corporations Act 2001. S&P credit 
ratings and related research are not intended for and must not be distributed to any person in Australia 
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only access information about Standard & Poor's products and services 
from www.spglobal.com/ratings.  
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