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Construction Costs Continue to Climb Across the BoardWith the cost to construct the same 
product as much as 25 percent higher 
today, we expect investors will seek 
opportunities to acquire existing  
hard assets.

Source: Guggenheim Investments, U.S. Census Bureau, U.S. Bureau of Labor Statistics. Data as of 4.30.2024.

Commercial Real Estate

Construction Costs Weigh on New Development

The lack of new supply in the face of demand for modern assets is supporting values.

Commercial real estate learned an important lesson from the GFC: be wary of overbuilding. Now, with vacancies for asset classes 
other than office real estate near historical lows, the industry faces a different problem: how to deliver in-demand assets at a cost 
investors will pay for them.

	� Although the supply chain issues have moderated, construction 
costs have continued to escalate, led by labor costs fueled by a 
shortage of trained construction workers. Demand for electrical 
and other products that support tech-heavy buildouts continues 
to outpace supply, challenging delivery schedules.  

	� Declining private sector construction comes at a time when some 
sectors are facing tight historical fundamentals. Demand remains 
high, with limited availability of well-located, modern buildings. 

	� The retail sector has an average vacancy rate of just 4.1 percent, 
and continues to see steady rent growth. New supply has been 
limited for more than a decade, with new deliveries in the past 
year more than 40 percent below the prior 10-year average. 

	� Despite average property prices falling almost 5 percent year 
over year, the industrial/logistics sector continued to see 
positive rent growth.

	� The replacement cost to build new properties will serve as a 
tailwind to the values of existing assets, especially the most 
modern property types in strong locations that have been 
constructed in the last five years. With the cost to construct the 
same product as much as 25 percent higher today, we expect 
investors will seek opportunities to acquire existing hard assets.

	� Companies pursuing on-shoring and re-shoring strategies to 
alleviate geopolitical risks and supply chain disruptions are also 
expected to bolster demand for hard assets as they evaluate the 
cost of constructing new facilities and the potential time delays  
to source required materials.

	� An eventual moderation of interest rates will not be enough 
by itself to incentivize developers to materially ramp up new 
construction in the face of such persistent escalation of costs, 
increasing demand for existing modern commercial real estate.

By Jennifer A. Marler and Farris Hughes
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as 
investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation 
of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal 
professional regarding your specific situation.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-
looking statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained 
from sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor 
liability for, decisions based on such information.

Investing involves risk, including the possible loss of principal. In general, the value of a fixed-income security falls when interest rates rise and rises when interest rates fall. Longer term bonds are 
more sensitive to interest rate changes and subject to greater volatility than those with shorter maturities. During periods of declining rates, the interest rates on floating rate securities generally reset 
downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. High yield and unrated debt securities are at a greater risk of default than investment grade bonds 
and may be less liquid, which may increase volatility. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs”), generally receive payments 
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-backed securities may have structures that make their reaction to interest 
rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, 
counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate.

Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors, 
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Partners Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Partners Europe Limited,  
Guggenheim Partners Japan Limited, and GS GAMMA Advisors, LLC.

© 2024, Guggenheim Partners, LLC. All Rights Reserved. No part of this document may be reproduced, stored, or transmitted by any means without the express written consent of Guggenheim Partners, LLC. 
GPIM 61525


