The real estate trend might ease housing shortage, but there is a problem

COVID-19 severely impacted the commercial office real
estate market because more workers were simply
performing their jobs remotely. In fact, as of September
2021, the National Association of Realtors estimates
that over 20.3 million workers worked remotely
compared to 8.9 million in 2019.

Consequently, occupancy has fallen by 127 million
square feet since the second quarter of 2020 through
October 2021. But on the other hand, there are 1
million more occupied apartment units since the
second quarter of 2020 as of October 2021.

That begs the question: Is there a trend toward
converting vacant office buildings into housing? The
answer is yes.

The Research Group of the NAR compiled research that
analyzed office-to-housing conversions in 27 markets
with the largest decline in occupancy since the
pandemic. Here are some highlights:

e The analysis shows that 22 out of 27 metros
heavily impacted by the pandemic have market
conditions that make office-to-housing
conversions feasible.

e Inthe local markets, apartment rents are higher
than office market rents, encouraging office-to-
housing conversions, mainly in Class B office
buildings.

e NAR estimates that 43,500 housing units can be
created if 20% of the vacant square footage is
converted into housing with an average size of
1,000 square feet per unit and with 20%
common area.

Metro areas or submarkets with the potential to create
at least 2,000 housing units from office building
conversions are New York (7,484), Chicago (5,688), Los
Angeles (4,200), Orange County (3,065), Boston (2,808),
Atlanta (2,799), Philadelphia (2,733), Minneapolis (2,081),
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and Denver (2,009). Seattle rounds out the top 10
(1,709).

While the large cities present the most opportunities to
convert office buildings into housing units, there is one
huge problem. And that is that the big cities are losing
workers.

In fact, the largest losers of “nonfarm payroll
employment” are the big city markets of New York City,
Los Angeles, Chicago, San Francisco, Miami,
Philadelphia, Boston, Washington, DC, Houston, and San
Diego - each of which has lost over 100,000 jobs since
February 2020 as of September 2021.

On the other hand, employment in several secondary
markets such as Salt Lake City, Provo, Austin, Ocean
City, Ogden, Colorado Springs, Jacksonville, Boise,
Spokane, and Myrtle Beach are above pre-pandemic
levels.

Metro areas with top payroll jobs gains and job losses as of September
2021 compared to pre-pandemic peak employment (February 2020)
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What is leading the exodus from the larger cities? Well,
much of it has to do with the fact that more and more
workers are working remotely.

Yes, it's true that the number of workers doing their
jobs remotely has declined, but the percentage is still
double what it was pre-pandemic. Sure, that decline
may be leveling off. But then again, maybe not
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