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From the Economics Desk

Tte Long Wact for Lower Tuternest Rates

The current trajectory of the economy and inflation suggest that a return to normalcy for capital markets will be slow

in coming. While the 2.3% growth rate of the economy in 2025 is the slowest in 2 years, unemployment remains low,

and inflation has recently been trending higher. Adding to these mixed signals are policy proposals of the Trump
administration to lower taxes, increase job creation and impose tariffs, all of which can be inflationary. Given these Jeffrey Otteau

. . . . _ Chief Economist
circumstances, the Federal Reserve has signaled a ‘wait & see’ approach before further rate reductions this year.

Shifting to the construction industry, spending in New Jersey increased by 6% in 2024 while new starts jumped by an impressive 33%.
What's driving these increases are the combined effects of loosening capital markets, accelerating capital deployment, increasing

infrastructure spending and expectations for changes to tax codes which favor the building industry.

Another favorable influence on construction spending is that the collateral damage of elevated interest rates has been remarkably small with
aggregate CRE pricing in 2024 increasing by 1.4% in New Jersey and 4.6% in Pennsylvania. And while it's a different story in New York City
where prices fell by 11.1%, that market is facing its own unique set of challenges ranging from aggressive rent control legislation, a

tortuously slow return of workers to offices, and a perception that ‘soft on crime’ policies have affected the quality of life.

Looking ahead, our forecast includes further increases in construction spending to record levels over the next few years. We invite you to

explore all this fresh content as we head into a new year for the real estate economy.
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Construction Spending

Construction Starts — While construction starts,

for which spending will be spread across multiple
months and years, decreased by 19% for the US
overall, they increased here in New Jersey by
33% in 2024. Industrial starts surged in 2024,
with many projects across the state including high
dollar volume projects in Salem & Middlesex
Counties; those 2 counties alone had almost
$660-Mil in starts over the past year. Government
starts were up, with Union County alone seeing
$131-Mil in starts. Additionally, the Civil Sector is
seeing a large increase in construction starts
which include the highest dollar-value projects in
the state. The largest aggregate dollar volume of
construction starts in 2024 has occurred in the
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2024 Spending W 2024 Starts

Civil Sector with $4.9-Bil, followed by Multi-Family at $3.0-Bil & Single-Family at $2.8-Bil.

Construction Spending -Total construction spending in New Jersey is up in 2024 versus 2023 (+6%), with the US reporting a +4.3% in starts.

At the individual sector level 6 of the 7 categories are experiencing increases in construction spending with Civil being the only sector to

remain about the same as 2023. The largest increase in spending can be seen in the Government Sector, which also saw a spike in

construction starts in 2024.
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As predicted, the increases in starts pushed
almost all the sectors in 2024 to see
increases in spending. 2024-year end saw
an overall increase of 6%, with a total of
$14.0-Bil in spending. The large increases in
starts seen in 2024 should continue to push
overall spending up through the next couple

of years.

Spending in Millions
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Upcoming Projects — Looking at the pipeline of future construction

. . i Mil+
projects in the planning & bidding phase (with project values over Upcoming Project Values - $50.0-Mil

$50.0-Mil), there is approximately $101.7-Bil worth of future $1200

$101.7
$100.0 $90.6 $88.5
$78.8

spending planned in New Jersey. This reflects a 12% increase

compared to the $90.6-Bil reported at the end of 2023. The vast $80.0
majority (87%) of these projects are located in the northern part of
the state, totaling $88.5-Bil with the south capturing only $13.2-Bil

(13%). Below is a list of some high dollar projects (A full list can be

g

found in the addendum of this report, starting on page 19).

Project Value inthe $ Billions
%
8
=

$20.0 $11.7 $13.2

$0.0 - -

Total North South

m 12/31/2023 wm12/31/2024

Project Title Stage Subcategory Project Value  Street City County Region State/Province Postal Code Work Type Floor Area (sq ft)  Units
Turnpike and Parkway - New Jersey Turnpike Authorit Pre-Design Bridges and Culverts, Roads $24,000,000,000|Multiple Locations Trenton Mercer North New Jersey 08608 New
New Jersey Highway Widening Project - New Jersey Turnpike Authority Pre-Design Roads $4,500,000,000|Multiple Locations Woodbridge North New Jersey 07095 Alteration
Airport, Condominiums, Ei
DEEM Renaissance at Bader Field Redevelopment Schematic Design Hotels , Offices, Restaurants, Retail Stores, Sports $3,300,000,000(545 Albany Ave Atlantic City Atlantic South New Jersey 08401 New 989
Arenas/Convention Centers, Townhomes
RFP _Engineering - Extension Improvements Program Section 2 Pre-Design |Bridges and Culverts $2,500,000,000|Multiple Locations Woodbridge Middlesex _|North New Jersey 07095 Alteration

Auditoriums, College, University, Elementary, Pre
Schools, Government - Misc. Bldgs., Government
RFP - Walter Rand Transportation District Redevelopment Project Pre-Design Offices, High Schools, Hospitals, Clinics, Hotels , Junior | $2,000,000,000|Multiple Locations Camden Camden South New Jersey 08104 New 224,900
High Schools, Medical Offices, Museums, Parking

Garages, Parks and Landscaping, Restaurants, Reta

Glassboro Camden Line Project - New Jersey Transit Corporation Pre-Design Railroads and Subways $1,800,000,000|Multiple Locations Gloucester Township Camden __|South New Jersey 08012 Alteration

North Bergen Liberty Generating Pre-Design Power Plants and Lines $1,800,000,000|2531 94th St North Bergen Hudson North New Jersey 07047 New
[Apartments, Entertainment, Hotels , Offices, Parking

CitiSquare Newark - Phases 2-9 Schematic Design Garages, Restaurants, Retail Stores, Sports $1,700,000,000|450 Broad St Newark Essex North New Jersey 07102 New 2,322,500( 4,512
| Arenas/Convention Centers

PATH Extension - Newark Liberty International Airport Construction Documents |Railroads and Subways, Transportation Terminals $1,700,000,000|3 Brewster Rd Newark Essex North New Jerse 07114 New

Century-Old Rail Bridge - New Jersey Transit Pre-Design Tunnels $1,500,000,000|To Be Determined Trenton Mercer North New Jersey 08608 New

RFP Engineering - Design Services for Newark Bay-Hudson County

Pre-Design Bridges and Culverts $1,250,000,000|Multiple Locations i I North New Jersey 07095 New
Extension Improvements Program
CoreWeave Data Center Development Pre-Design Offices $1,200,000,000/2000 Galloping Hill Rd Kenilworth Union North New Jerse 07033 Alteration 280,000
Atlantic Shores South Offshore Wind Project Pre-Design Government - Misc. Bldgs., Power Plants and Lines $1,100,000,000|Multiple Locations Jersey City Hudson North New Jersey 07302 New
\Westinghouse Plant R Pre-Design Apartments, Hotels , Offices, Retail Stores $1,000,000,000|95 Orange St Newark Essex North New Jersey 07102 New
RFP - University Hospital Renovation and Expansion Planning Services Pre-Design Hospitals, Clinics $1,000,000,000|150 Bergen St Newark Essex North New Jerse 07103 | Addition/Alteration
The Cove Mixed-Use Development Schematic Design f"a"me”'s' L:ggﬁ:“"es' Offices, Parks and $1,000,000,000|Aetna St &amp; Jersey Ave Jersey City Hudson  [North New Jersey 07302 New 1,544
Morristown Medical Center Pre-Design Hospitals, Clinics, Parking Garages $1,000,000,000/100 Madison Ave Morristown [Morris North New Jersey 07960 New 205|
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Building Permits

Commercial permits saw a slight decline in 2024,
down 4% compared to 2023, totaling about 50-Mil sq
ft overall for 2024. Residential permits overall saw an
uptick in permits. The multi-family sector saw an
18.4% increase for 2024 with permits totaling
21,000+. Single-family permits saw a 19.2% increase,
with permits totaling 15,600+.

Construction Costs

Building costs continue to see gentle increases, with
Northern NJ up 1.7% YOY and Southern NJ up 2.4%.
The cumulative change over the past 2 years was
+2.8% in Northern NJ and +0.8% in Southern NJ. The
Consumer Price Index for the US is up by 3.0% over
the past year, still higher than the Feds target of 2%

increasing month-on-month since September 2024.

Fed's 2% Target Line
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Both Northern & Southern NJ are seeing increases in construction . .
Construction Cost Inflation by Class
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have been revised down to 2.6-Mil jobs. 2024 initial reports showed
2.2-Mil jobs added, but revised numbers now show the year end at
about 2.0-Mil jobs added. Initial reports for January 2025 job growth are
strong with the addition of 143,000 jobs. Despite the recent favorable
Core PCE increase of only 0.2% (month-on-month), the overall CPI
reading of 3.0% (YQOY) remains well above the Federal Reserve’s 2%
target line. And while the ‘Fed’ cut the Fed Funds interest rate by an
additional quarter of a percent to 4.50% in late December, they have
indicated a ‘wait and see’ approach for future rate cuts. Market
expectation reflects only a 25-basis point (1/4%) cut in 2025, as they
gauge the strength of the economy and inflation in the New Year.
Because of these developments, future declines for interest rates on
home mortgages and commercial property are likely to be less than
previously expected, which is a disappointment to real estate market participants.
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After 2 months of poor job performance, initial readings for
December show a gain of 7,200 jobs for NJ. 2024 job
creation saw 30,300 new jobs, a 66% decline compared to
2023 when it had added 89,600 jobs. The state's
unemployment rate remains above the national level, at
4.6%. The unemployment rate hit a low of 3.1% back in
August 2022 and has risen since, up 150 basis points. NJ's
initial unemployment claims decreased by 3% week-on-

week recently, with 10,313 initial claims last week.

The US unemployment rate hit a recent high in July 2024
of 4.3% but has come down in recent months to 4.0%.
Local unemployment rates remain higher than the national
level, with NJ at 4.6%. Still, both national and local
unemployment remains low by historical standards, which

is expected to hold steady in the coming months.
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Construction jobs in NJ for 2024 ended the year at a loss of 800 jobs compared to 2023. NJ saw declines in 8 out of 12 months for 2024.

The US added 188,000 construction jobs in 2024, underperforming compared to 2023 when it added 207,000 jobs. January 2025 saw the

addition of 4,00 jobs for the US, starting the year off with a positive.
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Interest Rates

Although the pace of inflation, as measured
by the Consumer Price Index (CPI), has
slowed significantly from 9.0% in June 2022,
the January 2025 reading of 3.0% is the
fourth month in a row of increases, and
continues to remain above the Federal
Reserve Banks benchmark of 2.0% for a
neutral stance on monetary policy. The
Federal Reserve Bank lowered the Fed
Funds Rate again on December 19 to 4.50%,
down from a high of 5.50%. Home mortgage
rates declined week-on-week by 9 basis
points, and they are still down from a high of
7.79% on October 26, 2023, to 6.76% today
for a 30-year fixed rate loan. Expectations for

lower inflation in the coming months increase

Fed’s 2% Target Line

the possibility for more substantial declines in interest rates in 2025, albeit later than initially anticipated. Once a sustained decline in interest

rates is realized there will be a surge in real estate deal flow and new construction starts as pent-up demand is released into the market.

Another positive development is that wage growth is once again exceeding inflation, indicating that consumers are beginning to feel some

relief from higher consumer prices.
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CRE Risk Summary by Sector Q-0-Q Change in Risk
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NYC declined at the end of 2024, down 11.1% Office NYC 202%  5.0% 2
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Hospitality NY Metro 22.4% 5.7% m Overall NJ mNY PA
Eastern PA 12.6% 3.1%

upward trend in the NYC/NJ area, after seeing
declines in prices quickly following the pandemic, prices in this sector are
seeing a 22.4% YQY increase. Eastern PA saw an overall increase in 2024 at
4.6% with multi-family seeing the largest increase at 18.3%; retail saw the
greatest decline in prices at -4.9%. The overall largest risk increase occurred in
the Retail Sector, up by 4%. Industrial is seeing the largest decline in risk.
Generally, risk has declined in most sectors across the local regions.
Converting current ‘Cap Rates’ to their inverse Income-To-Value multiplier
demonstrates how investors rank various types of investments. Apartment and
Warehouse properties continue to be viewed as having the least risk based
upon investors paying an average of 19 & 18 times a single year of net
operating income. Lodging continues to be the highest risk, with investors
paying an average of only 11 times a single year of NOI.
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The Commercial Real Estate market saw some turnaround in
2024. NJ saw a modest 2% increase at the year’s end. Lower
NY also saw an increase in 2024 of 3%. Eastern PA continues
to see declines ending the year with a 10% decrease compared
to 2023.

NJ CRE Transaction Volume
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As discussed, overall NJ saw a 2% increase in commercial
sales volume in 2024. Office, retail & multi-family sectors
saw increases for the year, while industrial & hospitality
saw declines. Continued increases in sales volume are
expected in 2025 as the full effects of lower interest rates
will not be realized until sometime later in the new year as

rates are expected to decline slowly.
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Apartment Market Sector

Rental rates in the state are experiencing continued growth YOY, however, more recently rents have stagnated. For 2025 Q1TD, rental
prices have increased 2.1% YOQOY, but increased only 0.4% from Q3 2024. Rents currently average $2,332/month in the state. Northern NJ is
up by 1.7% for rental prices in Q1TD. Central NJ is up by 2.3% YOY. Southern NJ is seeing the largest increase, up by 3.4%. Vacancy is the
same YQOY, with quarter-on-quarter dropping 20 bps, currently at 5.1%. Vacancy in the northern part of the state is the same YOY at 5.3%.
Central NJ decreased YOY by 10 basis points to 4.4%. Southern NJ saw an increase, up 10 basis points to 5.8%. The construction pipeline

for the apartment market saw a decline quarter-on-quarter so far, with Q1TD at about 38,775 units.
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Office Market Sector

Following 4 years of declines, the Office Sector for 2024 actually saw a positive net absorption of almost 146,000 Ft2. Northern NJ saw
significant improvement in the second half of 2024 with a gain of 2.7-Mil Ft?. These gains are attributable to employers continuing to require
workers to report to the office instead of working from home. Sitill, for the entire 2024, Northern NJ's office market experienced a negative net
absorption of 63,580 Ft?. Southern NJ was in the black at year's end however, with positive net absorption of 209,500 Ft> YTD. On a
statewide basis, availability declined 30 basis points YOY in NJ to 13.8% Q4 with vacancy down 40 bps to 10.9%. Overall office rents in NJ
rose 2.6% YOY in 2024, now at $24.75/Ft?. Class B & C office space continues to outperform Class A, with availability rates of only 8.3%
compared to Class A being almost triple that at 23.5%. While it is still early in 2025, this sector is seeing an overall negative net absorption of
187,309 Ft2. Looking to the future, vacancy is likely to remain relatively stable as continuing job creation acts as a buffer against companies
looking to downsize their office footprint. The Office Construction pipeline increased quarter-on-quarter with approximately1.9-Mil Ft?

currently under construction.

NJ Office Construction Pipeline
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Retail Market Sector

New Jersey'’s retail real estate sector has experienced overall positive net absorption for the entire state of 1.0-Mil Ft? in 2024. In northern
New Jersey the retail sector had a strong showing in Q2 & Q3 pushing the north to 1.1-Mil Ft? in positive net absorption for the year.
Southern NJ saw a decline in 2024 with a negative net absorption of 98,200 Ft?. Year-on-year vacancy in the northern part of NJ has
declined by 10 basis points to 3.5% while increasing in the southern part of the state by 40 basis points to 4.7%. Statewide asking rents
declined YOY to $22.37/Ft?> compared to $22.77/Ft? in 2023. The Southern part of the state is off to a good start in the new with positive net
absorption, while the North is slightly negative for an overall positive net absorption of almost 139,000 Ft? in negative net absorption in a few
short weeks. The retail construction pipeline continues to decline in recent quarters, down to approximately 1.3-Mil Ft? reported to be under

construction.

NJ Retail Construction Pipeline
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Industrial Market Sector

Overall, the Industrial Sector managed to stay positive in 2024 with 4.0-Mil Ft? in positive net absorption, just barely outperforming 2023 with
a 7% increase in absorption YOY. The Northern part of the state saw a positive net absorption of 328,000 Ft?. Southern NJ saw positive net
absorption in 2024 as well, with +3.7-Mil Ft2. Vacancy for this sector remains in the low single-digits at 6.9% statewide, but it has been rising
for the past 10 quarters and jumped 430 basis points from a low of 2.6% in Q2 2022. Availability in the state rose 170 basis points YOY to
10.4%. Availability in the north increased by 200 basis points YOY to 9.8%, while vacancy remains low at 6.4%. In the south, availability
increased by 70 basis points YOY to 12.7%, with vacancy at 8.8%. Rental prices declined quarter-on-quarter in Q4 2024 down by 0.4% to
$13.38/Ft2. 2025 so far is seeing a positive net absorption 302,700 Ft? fueled by Northern NJ. Construction pipeline is reported to have
approximately 16.0-Mil Ft? in the pipeline, continuing to decline since Q3 of 2022.

NJ Industrial Construction Pipeline
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¥YOY Change
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New Jersey Construction Spending
Aggregate
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Project Value inthe $ Billions
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Construction Cost Inflation by Class
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UNEMPLOYMENT PROJECTIONS
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Fed’'s 2% Target Line
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NJ CRE Transaction Volume
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NJ Office Construction Pipeline
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NJ Retail Construction Pipeline
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NJ Industrial Construction Pipeline
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About Otteau Group, Inc.

Otteau Group is a multi-discipline real estate appraisal and advisory firm providing services to a wide range of public and private clients. Our
mission is to assist our clients in keeping pace with emerging trends in real estate through insightful analysis and cutting-edge pricing skills.

Appraisal Services are provided to financial & lending institutions, developers & builders, attorneys, investors, relocation management service
companies, governmental agencies, corporations, and the public. Our Consulting Group provides a wide array of services with respect to market
analysis, project feasibility, demographic trends, project valuation and municipal entitlement proceedings. Litigation support is provided for
matters requiring the valuation and corresponding expert testimony for eminent domain proceedings, contractual disputes, bankruptcy, tax appeals,
equitable distribution, estate valuation and stigma related issues. OTTEAU.com offers a wide range of informational content and analysis of real
estate trends including published and live session formats. MarketTRAC and MarketCAST are information services made available by subscription
on www.otteau.com. Brokerage and Advisory Services are provided for commercial and land development property to developers, builders,
and investors.

Copyright

All information contained herein is protected by copyright. Content may only be distributed or reproduced internally between employees of
Associated Construction Contractors of New Jersey and not be distributed or reproduced, in part or in whole, to 3™ parties without the prior written
permission of Otteau Group.

Disclaimer

This publication has been prepared for general guidance on matters of interest only and does not constitute professional advice. The analyses
contained herein have been based in whole, or in part, on data supplied by a compilation of information sources and may therefore not reflect all
real estate activity in the market. While believed to be reliable, we cannot guarantee, nor assume responsibility for the accuracy of information
which has been supplied to us by others.

You should not act upon the information contained in this publication without obtaining specific professional advice. No representation or warranty
(express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by
law, Otteau Group, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences
of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication, or for any decision based on it.
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