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2018 U.S. REAL ESTATE MARKET OUTLOOK

Despite continued economic growth, the outlook for commercial real estate in 2018 is cloudy as the 

cycle enters its late stages, with policy uncertainty—particularly regarding corporate tax reform and the 

direction of interest rates—looming large. In times like these, “agility” is more important than ever for 

investors and occupiers.

RETAIL: AGILE BY MARKET

Retail’s biggest disruptor isn’t e-commerce; it is demographics. Most big-box retailer closings have 

occurred in secondary markets, some of which have seen declines in both population and wealth. While 

high-density markets have not been immune to retail disruption, they have been better able to re-tenant 

and evolve. Technology has made retail easier, cheaper and faster, but has not changed how people like 

to make shopping decisions in-store. Take full advantage of the current capital markets weakness in 

retail and buy in areas with strong demographics.

INDUSTRIAL: AGILE BY ASSET TYPE

Big-box warehouses are in their golden era, from tenant and capital demand perspectives. The good 

news is that all megatrends point to this continuing, but it has gotten to be very expensive to build or 

buy big-box. The better news is that the golden era of industrial is now expanding into smaller, last-mile 

facilities near high-density urban centers, and this opportunity is only now garnering institutional 

attention. Institutional-grade industrial real estate doesn’t have to be big-box anymore. It can be a 

strategically located box and, with omnichannnel, it may not be “industrial” at all, but a hybrid retail/

industrial facility.

OFFICE, MULTIFAMILY: AGILE BY CAPITAL STRUCTURE

The best-performing markets of the current expansion include some that can be highly volatile in a 

downturn, such as Austin, Boston and San Francisco. But don’t panic in the event of a market pullback. 

Rather, make your capital structure bulletproof. This includes extending your existing debt to five years 

or more so you’re not subject to a liquidity crunch. It also involves active communication with your 

equity partners about what may be required during the downturn, including spending more money. 

Given the historic cyclicality of our industry, the best time to spend is during a downturn. Don’t pull 

back on spending and don’t jump the gun on selling in these great and dynamic markets. Create an 

agile debt and equity capital stack to best position your assets.    

OCCUPIER: AGILE BY PORTFOLIO FLEXIBILITY

Large occupiers need to think about agility in both individual-market and portfolio terms, including the 

length of leases, options to expand or contract space, and the availability of talent. Double down on 

commercial real estate in those submarkets where you expect to attract, retain and create pools of talent 

for your business. The current labor shortage in the U.S. is only going to get worse. The very low national 

unemployment rate is 50% lower in many of the high-skill trades. While agility protects your downside 

risk/cost overall, don’t put all your eggs in the “save money” basket. Rather, put many of your scarce 

resources into the “make money” basket of markets with deep talent pools.

Agility is the key in markets with unusual uncertainty.
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Over the four years ending September 2017, U.S. employment in 

biotechnology research surged 27.1%, versus 7.2% for all jobs. 

The effect on demand for laboratory space has been sharp, with 

stronger demand in major markets and a select group 

experiencing double-digit growth in lab rents. With funding 

capital plentiful, demand should remain steady in 2018. 

Speculative supply has emerged in San Francisco and 

Boston—a relatively unusual occurrence—and while capital is 

relatively abundant, venture capital funding has plateaued for 

this industry that relies heavily on it for growth.

A staggering pace of technological advancement and an aging 

population are generating immense opportunity and acute 

risk in the life sciences industry, which roughly encompasses 

the pharmaceutical, biotechnology and medical device 

sectors. Commercial real estate plays a front-and-center role 

as the industry addresses these dynamic changes, particularly 

in laboratory space, where the bulk of the industry’s 

innovation occurs.

FIGURE 23: U.S. BIOTECHNOLOGY RESEARCH EMPLOYMENT

Source: U.S. Bureau of Labor Statistics, November 2017.
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scrambling to identify solutions that are more effective and less 

costly. Cost pressures have driven the industry to focus on 

operating in markets with greater concentrations of scientific 

talent, and this is reflected in the market dynamics for 

laboratory space throughout the country.

ACCESS TO CAPITAL INTENSIFYING DEMAND 

FOR SPACE

The success of today’s most vibrant life sciences ecosystems 

can’t be fully attributed to their respective pools of scientific 

talent. Particularly for an industry that is hyper-focused on 

innovation and new solutions, the availability of capital for 

cutting-edge research is another key element.

The major source of funding for life sciences research in the 

United States is the National Institutes of Health (NIH), which 

WHAT’S DRIVING THE BOOM?

At the most basic level, the life sciences industry is growing 

because more people are facing health issues. But 

quickening advancement in software and computing power 

has enabled massive breakthroughs in life sciences, such as 

researchers’ ability to map the human genome. For example, 

rapid technological advances have reduced the cost to 

perform gene sequencing from $95.3 million in 2001 to 

$1,200 as of 2015.1 This rapid, technology-driven innovation 

is leading to major opportunities in personalized medicine: 

customized, more effective solutions to health challenges 

based on a person’s genetics.

Nonetheless, the health care and life sciences industries are 

under increasing pressure from unsustainable health care costs. 

In 1980, annual per-capita health care consumption in the U.S. 

was $1,022. By 2015, it had grown to $9,508. As a result, the life 

sciences industry has shifted away from the volume and 

breadth of product it has historically provided, and is 

LIFE SCIENCES

FIGURE 24: NIH FUNDING TO METRO AREAS

Source: NIH, CBRE Research, Q3 2017.
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depth of scientific talent, as well as access to capital, have 

created diverging degrees of vibrancy across markets.

Some markets are enjoying remarkable success as laboratory 

rents surge, space is rapidly absorbed and significant 

construction ensues (Boston-Cambridge and San Francisco). 

Average asking laboratory rents in Boston-Cambridge have 

risen by more than 50% since 2013. There is little indication 

that such strong trends won’t continue in 2018.

Other life sciences markets are more exposed to consolidation 

in their outsized pharmaceutical and medicine manufacturing 

bases (New Jersey, Philadelphia, Chicago), but are still 

experiencing exceptionally strong momentum in select 

submarkets. As a result, these markets will continue to 

strengthen, but also reconcile with legacy industry properties.

Nonetheless, the amount of new supply—much of it 

speculative—in clusters like Boston and San Francisco should 

be closely monitored, despite the considerable demand. 

Moreover, the surge of venture capital, which drives significant 

demand for lab space, has plateaued and therefore also 

warrants close monitoring. 

distributed $24.6 billion to universities, medical schools, 

research institutes and private organizations in fiscal year 2016. 

As it intensely pursues more effective and cost-sensitive 

solutions, the life sciences industry is unsurprisingly 

converging on locales where NIH funding is concentrated. 

Approximately 25% of every dollar distributed by the NIH goes 

to California and Massachusetts; within these states, it goes 

disproportionately to the San Francisco Bay Area and to 

Boston-Cambridge. Likewise, the venture capital industry plays 

an important role in financing cutting-edge research, especially 

for early-stage life sciences companies. Most of these 

investments are also concentrated and growing in California 

and Massachusetts. 

OPPORTUNITIES AND RISKS FOR CRE IN THE 

LIFE SCIENCES SECTOR 

Strong demand drivers, rapid technological advances and 

plentiful capital have most life sciences clusters around the 

nation experiencing strengthening fundamentals in their 

laboratory markets. However, differences in the caliber and 

LIFE SCIENCES

FIGURE 25: VENTURE CAPITAL FUNDING BY INDUSTRY (4-QTR MOVING SUM)

Source: PwC Moneytree, Q3 2017.
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CONTACTS

Disclaimer: Information contained herein, including projections, has been obtained from sources believed to be reliable. While we do not doubt its accuracy, we have not 
verified it and make no guarantee, warranty or representation about it. It is your responsibility to confirm independently its accuracy and completeness. This information is 
presented exclusively for use by CBRE clients and professionals and all rights to the material are reserved and cannot be reproduced without prior written permission of CBRE.

To learn more about CBRE Research, or to access additional research reports, please visit the Global Research Gateway at  

www.cbre.com/research.

Additional U.S. Research from CBRE can be found here.
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