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As the pandemic continues to trouble the world’s economies and challenge policymakers, the
advent of effective vaccines in the U.S. has, for now, led to a significant decline in daily new
cases and has helped push state and local economies to finally reopen. These developments have
caused a change in mindset within the U.S. commercial real estate (CRE) market as investors have
adapted to a more constructive outlook. It was only a year ago that CRE was one of the most
impacted financial sectors, with almost every property type experiencing a profound disruption.
Some of these disruptions will be temporary, while other pre-pandemic trends accelerated and
will persist for the foreseeable future. Fortunately, there is more clarity today relative to the
uncertainties we faced a year ago. In this report, the Commercial Mortgage-Backed Securities/
Commercial Real Estate team at DoubleLine evaluates where the sector stands today. We provide
our observations and assessment of the current CRE landscape and outlook for opportunities
within the CRE debt markets.

Observations
One of the most pronounced effects of the pandemic and succeeding lockdowns and reopenings
has been bifurcated outcomes between the proverbial “haves” and “have-nots.” These
dichotomies are evident not only across but also within property types and further nuanced
across geographic markets. Across property types, despite the ongoing improvement in CMBS
delinquency performance over the past 12 months, lodging and retail remained the two hardesthit sectors, while multifamily, industrial and office demonstrated stronger resiliency during this
period. (Figure 1) A big driver for the lodging and retail underperformance has been the impact
from the health scare and resulting lockdowns, as hotels are “leased” by the day, while retail
properties have been hampered by rent collections and store closures, and such borrowers have
exhibited diminished ability (or willingness) to make debt payments.
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Observations (cont’d)
Within property types, bifurcation is evident as well. In lodging,
the sector has experienced continuing improvement, with second
quarter 2021 revenue per available room (RevPAR) at negative
22% versus negative 42% in the first quarter and June RevPAR
at negative 14% versus the same period in 2019. However, we
observe significant variance across markets and within lodging
subtypes. Seasonal leisure demand drove second quarter RevPAR
in resort locations to improve to negative 2% versus negative
42% in the first quarter relative to urban locations at negative
51% versus negative 63% in the first quarter. Furthermore,
second quarter economy chain RevPAR improved to 5% while
higher-end chains (luxury and upper-upscale) trailed at negative
40%.1 Although hotels catering to business travelers have
continued to underperform, we see promising green shoots as
convention events start to get on the books and business transient
demand slowly recovers as workers return to the office.
Transaction activity has also increased, with second quarter 2021
transaction volume up approximately 79% and sales price per
room up 16% versus the same period in 2019.2 Sales for leisure
hotels set records, including the highest per-room sale price in
North America for Ventana Big Sur, which sold in June for $148
million ($2.5 million per room), and the highest per-room sale
price for a select-service hotel for Residence Inn by Marriott
Maui Wailea, which also sold in June for $148 million ($740,000
per room).3 In contrast, urban full-service hotels have continued
to trade at a discount to their pre-pandemic values. With more
clarity on valuations amid rising transaction activity, financing
availability has also continued to improve: More issuers of CMBS
and nonbank lenders have become more receptive to lend on
lodging properties. Examples of this recovery in CRE financing
include the $4.65 billion single asset, single borrower (SASB)
transaction supporting the June acquisition of Extended Stay
America by funds managed by Blackstone Real Estate Partners
and Starwood Capital Group, the largest CMBS deal of 2021 to
date.4

Within multifamily, the bifurcation in performance between
properties in gateway markets, which include New York and San
Francisco, relative to nonprimary markets was observed early on
in 2020 and continued throughout the year. (Figure 2)
Multifamily Trends in 2020 by Market 5
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Signs of improvement have appeared within primary urban
markets, as absorption, occupancy and rents have improved with
concessions moderating. We expect this trend to further improve
with the continued return to the office. Within nonprimary
markets, occupancy and performance remained resilient even
during the depths of the pandemic. In recent months, these
markets have shown strong rent growth, which we expect to
continue over the near term. (Figure 3)
Multifamily Rent Growth vs. Net Absorption as % of Stock6

Figure 3
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Observations (cont’d)
The outlook for office has been a prominent topic of discussion
given the uncertainties with future demand, as there is broad
variance in how tenants are approaching work-from-home
(WFH), full-time-in-the-office and hybrid work trends. While
the early stages of the pandemic were characterized by delayed
leasing activity, short-term renewals and a significant increase
in sublease space, those headwinds appear to have subsided
over the past three to six months amid renewed activity. Within
office, we observe bifurcation between the better-located,
higher-quality properties and more-commoditized properties
that are not as well located or maintained. Tenants have used
this opportunity to trade up in quality to properties that are
newer, better located and better amenitized, where any increase
in rents relative to their prior space might be offset by reduced
space needs. While the hybrid model currently is the predominant plan for a majority of office users, this does not mean the
end of office use but rather a shift in how offices will be used
– namely to be more collaborative and flexible. While this hybrid
shift might lead to some downsizing of space, it is important to
note that tenants still need to be thoughtful to optimize space
for current employees as well as manage for future growth.
There will continue to be uncertainty on how these trends will
impact office needs; over time, companies will experiment and
adjust to what works best.
It is worth noting prior examples where several companies,
including IBM, Yahoo and Aetna, have reversed their WFH
policies to return employees full time to the office, citing the
need for in-person interaction and to foster more collaboration
and innovation. We are mindful that although circumstances and
the technological landscape have changed, the collaboration,
mentorship and camaraderie that only results from in-person
interaction remain critical today. Another interesting observation
is that many tech companies, which have been at the forefront of
the WFH dynamic, have actually expanded their office footprints
across markets and were one of the biggest drivers of leasing
demand in 2020. We will remain cautious as these trends play out
and also constructive that office demand will prove to be more
resilient and relevant over the long term.

continued reopening of the economy, coupled with supply
constraints due to supply-chain bottlenecks, imbalances within
the labor market and impacts from climate change. While some
of these impacts will be transitory, others are likely to persist and
remain sticky. We are mindful that inflation by itself shouldn’t be
evaluated in a vacuum, one should weigh the broader economic
factors, including U.S. debt, GDP growth, employment and the
interest rate environment, in conjunction with inflation. However,
let us examine inflation solely in the context of CRE. Real estate
is generally considered a good hedge for inflation due to 1) cash
flow appreciation – real estate generates income where rents
reset periodically and leases have built-in fixed or Consumer Price
Index-linked increases – and 2) valuation appreciation – values for
hard assets tend to increase during periods of inflation, further
supported by rising replacement costs and construction costs that
limit supply.
Given the broad impact, it is important to evaluate the influence
of inflation on the revenue line, namely the ability to increase
rents and the pricing power of these increases, in conjunction
with operating expenses and capital expenditures required
for each property type. Properties such as hotels, self-storage
and multifamily, with the ability to reset rents daily, monthly
and annually, respectively, are able to maintain inflationary
pressure more frequently than properties on long-term leases.
Furthermore, certain property types, such as multifamily,
industrial and self-storage, can have stronger pricing power given
the current supply-demand imbalances and underlying market
fundamentals that allow owners to increase rents. Similarly,
it is important to factor in each property’s operating expense
and capital expenditure requirements as well. Properties such
as office, multifamily and lodging have either higher operating
expenses and/or capital expenditure requirements that are the
owner’s responsibility and will impact profitability.

Inflation is also a topical discussion in today’s environment.
Headline consumer prices in June rose 5.4% from a year earlier,
the largest year-over-year increase since August 2008, when
headline inflation reached 5.3% just prior to the Global Financial
Crisis (GFC). For now, we expect continued inflationary pressures
from rising demand, driven by the government stimulus and
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Observations (cont’d)
As one example, hotels, which have typical operating expense
margins averaging 70% (with labor comprising one of the largest
components of expenses) and high recurring capital expenditure
needs, will need to manage these costs as occupancy increases
to maintain profitability; or in the alternative, utilize technology
or other cost-saving initiatives to offset increased expenses. We
evaluate property types based on the revenue line, which includes
the ability to reset rents and pricing power, and the operating
expense margin/capital expenditure requirements in the context
of an inflationary environment. (Figure 4)
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We generally expect certain segments within CRE, such as
industrial, self-storage, and multifamily, to outperform in an
inflationary environment on a relative basis over other property
types, such as office and retail. However, in tandem with the
bifurcation impact across property types, we highlight the
importance of not overgeneralizing and painting the market with
a broad brush, as each property requires granular analysis as
impacts within each property-type segment and market can vary
greatly. As an example, limited/select-service and extended-stay
hotels tend to have lower operating expenses versus full-service
hotels and resorts. Geography also plays an important role in
divergent outcomes, markets such as New York and San Francisco
have higher operating costs versus markets in the Sunbelt states.
Furthermore, the tenant lease structure will also impact this
framework, as triple-net-leased properties, where tenants cover
all operating expenses and capital expenditures, will help offset
rising operating expense and capital needs for the property.

Opportunities in CRE Debt Markets
Taking into account the composition of the U.S. CRE market and
uncertainty surrounding inflation in combination with rising
interest rate risks, we find several attractive areas of opportunity
within the CRE debt markets. Within the CMBS space, the

interesting opportunities are in the SASB market, particularly in
floating-rate transactions where investors can express investment
views on specific property types backed by strong institutional
sponsors. In the CRE collateralized loan obligation (CLO) market,
there are also opportunities given its floating-rate nature. We are
constructive on this segment given its short duration. We would
note the CRE CLO market has continued to be a subsector with
meaningful issuance growth coupled with strong performance
throughout the pandemic. This is a dynamic that will likely persist
in the near to medium term as the private bridge lending market
continues to take market share from traditional bank lenders due
to the pullback in traditional lending.
Within the private debt market, we are constructive on CRE loan
opportunities. The outstanding commercial mortgage market
currently stands at $3.9 trillion. Nonbank lenders make up 10%
of this market, and we expect this share to grow. With credit
spreads across fixed income bond markets at or near post-GFC
tights, attractive opportunities remain on a relative value basis
within the private debt market as it is less efficient. In terms of
opportunity-set backdrop, a large wall of loan maturities is coming
due with approximately $2.4 trillion of commercial mortgages
scheduled to mature over the next five years, between $400 to
$500 billion annually. This volume of maturing debt, coupled
with some tightening of lending standards from traditional
lenders (e.g., banks and insurance companies), should provide
opportunities for private-capital lenders to gain market share
while being selective. (Figure 5)
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Opportunities in CRE Debt Markets (cont’d)
The CRE market is experiencing a bifurcated recovery, and we provide our general observations within certain segments within the CRE
landscape. We highlight the importance of not overgeneralizing across property types as CRE risk is inherently idiosyncratic and requires
an in-depth, granular analysis of each investment and dedicated ongoing focus on surveillance and asset management. Having the deep
expertise of our experienced, credit-oriented team is critical in the ever-changing CRE landscape where being selective about investments
is paramount.
DoubleLine’s CMBS/CRE team manages $12.6 billion of CMBS and has been involved in the direct origination and purchase of over $1.7
billion CRE whole loans since 2014. Through its CRE debt investment platform, we believe the firm is well positioned to capitalize on
opportunities within the CRE debt universe.
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Commercial Mortgage-Backed Securities (CMBS) – Securitized loans made on commercial
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Consumer Price Index (CPI) – This index examines the weighted average of the prices of a
basket of consumer goods and services, such as transportation, food and medical care. It
is calculated by averaging price changes for each item in the basket. Changes in the CPI are
used to assess price changes associated with the cost of living. The CPI is one of the most
frequently used statistics for identifying periods of inflation or deflation.
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Important Information Regarding This Material

Important Information Regarding DoubleLine

Issue selection processes and tools illustrated throughout this
presentation are samples and may be modified periodically. These
are not the only tools used by the investment teams, are extremely
sophisticated, may not always produce the intended results and are not
intended for use by non-professionals.

To receive a copy of DoubleLine’s current Form ADV (which contains
important additional disclosure information, including risk disclosures),
please contact DoubleLine’s Client Services.

DoubleLine has no obligation to provide revised assessments in the event
of changed circumstances. While we have gathered this information
from sources believed to be reliable, DoubleLine cannot guarantee
the accuracy of the information provided. Securities discussed are not
recommendations and are presented as examples of issue selection or
portfolio management processes. They have been picked for comparison
or illustration purposes only. No security presented within is either
offered for sale or purchase. DoubleLine reserves the right to change its
investment perspective and outlook without notice as market conditions
dictate or as additional information becomes available. This material may
include statements that constitute “forward-looking statements” under
the U.S. securities laws. Forward-looking statements include, among
other things, projections, estimates, and information about possible
or future results related to a client’s account, or market or regulatory
developments.
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Investment strategies may not achieve the desired results due to
implementation lag, other timing factors, portfolio management
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factors. The views and forecasts expressed in this material are as of
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come to pass and do not represent a recommendation or offer of any
particular security, strategy, or investment. All investments involve risks.
Please request a copy of DoubleLine’s Form ADV Part 2A to review the
material risks involved in DoubleLine’s strategies. Past performance is no
guarantee of future results.

Important Information Regarding DoubleLine’s Investment Style
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client’s portfolio may be rising in price while others are falling or that some
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