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Positives of Post COVID-19 Environment 

• Medical office, hospitals, and ambulatory surgery centers will suffer in the near term but will make 

a quick recovery as patients and elective procedures return. 

• Expect 2-3 years of reduced construction and land costs which will enable the healthcare industry 

to cost-effectively accommodate the demographic led surge in demand for medical services. 

• Outpatient care will accelerate its migration into retail centers and capitalize on the availability of 

high-quality spaces vacated as a result of the impending global retail slowdown. 

• Once capital markets reopen, healthcare properties will be viewed favorably by investors and 

lenders, resulting in high demand relative to more market driven real estate asset classes. 

• The crisis will accelerate the movement towards telehealth, EHR compatibility, value-based 

contracts, and more efficient healthcare facilities. 

• There will be numerous opportunities for well financed practices to acquire and consolidate into 

more efficient facilities. 

 

 

Construction & Design 
• Expect much slower permitting for active projects as understaffed permitting departments have 

been working remote and not keeping up with the volume. As volume decreases, municipalities 

will reduce staff to address budget shortfalls, further compounding the problem. 

• Land entitlement and zoning processes have been impacted with public hearings and council 

meetings delayed or cancelled in many municipalities. 
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• Building codes are likely to change to limit the impact of future pandemics: HVAC filtration, square 

footage per person, waiting room seating, touch-free entrances, and limited capacity elevators. 

• The increased use of telehealth will predominantly affect primary care and behavioral health. We 

anticipate this will allow those providers to spend more time with patients and lead to less crowded 

medical offices, which in turn should reduce parking needs for these practices. 

• Airborne Infection Isolation Rooms (AIIRs) and separate entrances will become more commonplace 

in primary and urgent care facilities to keep highly contagious people segregated. 

• Expect adaptation of existing clinic space to accommodate increased telehealth visits and isolation 

areas for the highly contagious. 

• The trend toward smaller waiting rooms will accelerate substantially in all new buildouts and allow 

existing offices to reclaim unnecessary space for alternative uses: urgent care/telehealth/isolation 

• Exam rooms will have less fixed furnishings and millwork in order to reduce touchpoints and 

provide for easier adaptation for other uses. 

• New materials that are easy to clean will become much more prevalent. 

 

Landlord/Tenant 
• Highly levered landlords will struggle to work through non-payment of rent by tenants, which may 

lead to loan defaults and ownership changes. 

• Landlords may be restricted by their loan covenants and unable to modify leases without lender 

approval, particularly regarding rent abatement or lease rate adjustments. While a landlord may 

want to help its tenants, it may not be able to do so. 

• Expect leasing concessions in the form of free rent rather than cash or TI allowances. Landlords will 

be less inclined to offer cash allowances as lenders require more equity and valuations decrease 

reducing the overall debt a project can support. 

• It is unlikely any lease modifications will take place until greater clarity around the depth of the 

crisis is apparent. 

• Landlords will want to see tenants trying to pay some rent, even if it is just the operating expense 

portion of their monthly rent. When it comes to renewals and lease amendments, Landlords will 

remember which tenants made best efforts during the crisis and which took advantage of the 

situation. 

• Uncertainty will lead to many tenants demanding shorter term leases and renewals. This will be 

more challenging in situations where significant capital improvements are required for build-out. 

With less lease term to recoup their investment, Landlords will be more conservative with 
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improvement allowances. Medical groups will have to decide whether to invest more capital or 

sign longer leases. 

• Nearly all new legal agreements will include language around interruption of services, shelter-in 

place orders, and expanded force majeure. Expect contentious negotiations between landlords, 

tenants, and lenders. 

• Some potential lease modifications will be 1) extending lease term to make up for period without 

rent; 2) amortizing missed rental payments over the remaining lease term; 3) profit sharing for 

when business does return; 4) early lease renewals for tenants with near term lease expirations; 

5) removing security deposit requirement after applying to missed payment(s). 

• Expect landlords to use this crisis to remove problem tenants and recapture space. 

• Landlords may trade a Tenant’s lease rights, such as an ROFR or termination option, for rent 

deferment or other concessions; causing Tenant’s to carefully weigh risk vs. reward. 

 

 

Capital Markets 
• Credit markets are still functioning as lenders have not yet felt the brunt of business defaults. 

However, underwriting standards have already increased. 

• Expect lower loan-to-value ratios (greater equity), shorter loan terms, increased guaranty 

requirements, and reduced re-finance proceeds. 

• Expect less lender competition for loans as some lenders will be more cautious than others in 

pursuit of new loans. 

• Appraisals will be very unpredictable until transaction volumes improve. At this point most data is 

pre-COVID-19, so assessing valuation adjustments will be very subjective and depend on the 

individual/company performing the work. 

• We expect lower interest rates will remain for the foreseeable future but are concerned globally 

high levels of sovereign debt will eventually lead to higher long-term interest rates and inflation. 

Hard to predict when this will happen as they can print their own money and are highly incentivized 

to keep their borrowing costs low given the amount of outstanding debt. 

• Real estate equity markets are largely frozen until the depth of the crisis is assessable, so 

transaction volume is essentially zero. 

• CMBS debt issuance has all but stopped. Expect loan delinquencies to increase substantially over 

the near term as borrowers miss payments. 
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• Expect reduced M&A activity until the depth of crisis is evident, after which there will be a 

substantial increase in volume as well capitalized entities acquire those with distressed balance 

sheets. Real estate transactions and new development are likely to lag just behind M&A but will 

follow the same curve. 

 

 

Macro Presumptions 
• Expect slower decision making and lower transaction volumes for leases and sales. 

• Expect to see healthcare accelerate its move into the retail setting as malls and big box department 

stores go out of business. 

• Many physician groups that previously declined offers from health systems and PE groups may 

reconsider, leading to greater industry consolidation and facility changes. Large networks (whether 

hospital affiliated or not) will grow as the resources they can provide are invaluable. 

• For routine and low acuity care, the migration away from the hospital and into the communities 

will accelerate. Look for more free-standing/off campus medical office buildings, ambulatory 

surgery centers, and urgent care locations. 

• We may see a reversal of urbanization as people desire more space and employers accept flexible 

working arrangements. 

 
 
 
 
 
 
 
 
 
 

HHRE is an integrated healthcare real estate partner that brings institutional level 
expertise to healthcare practitioners, hospital systems, and investors. We specialize 
in Portfolio Strategy, Development, Brokerage, Property Management, and Equity 
Partnerships. Our focus is creating and executing real estate strategies that enable 
our clients to deliver the best care in the most cost-effective manner. 

 

The information and opinions herein are for general information use only. Harrod Healthcare RE LLC (HHRE) does not guarantee 
their accuracy or completeness, nor does HHRE assume any liability for any loss that may result from the reliance by any person 
upon any such information or opinions. Such information and opinions are subject to change without notice, are for general 
information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or as 
personalized investment advice 


