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OVERVIEW

continued

GDP Forecasts (%)

2007
North America 20
Euro Zone 26
Japan 21
Asia Pacific 10.5
Indian Sub-Continent 84
Eastern Europe 7.
Latin & South America 5.7
Middle East & North Africa 58
Sub-Saharan Africa 6.3
Global 37

Source: World Bank
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2009

-0.5
-0.6
0.1
6.7
54
27
21
39
46
0.9

the impact. Highly dependent upon manu-
factured goods and international consumer
markets, growth in emerging economies is
stalling, and this will have a lagging effect on
what has been a buoyant real estate sector.
The economic impact of terrorist action,
terribly manifest recently in Mumbai, is now
lost in a far more profound wave of market

correction.

In Europe, Euro-Zone real GDP growth came
in at 2.6 percent in 2007. This is projected to
fall to 1.1 percent in 2008 and to an outright
decline of negative 0.6 percent in 2009. The
UK has been particularly hard-hit by a series
of high-profile banking and corporate fail-
ures, plummeting home prices and
escalating unemployment. Large sections of
the UK economy are now in transition to
state ownership as the government inter-
venes to support system-critical institutions
and major employers. The unprecedented
level of public debt inherent in these policies
echoes perfectly the issues facing the U.S.
The short-term outlook for the British pound,
already sharply corrected against the Euro

and the dollar, is extremely challenging.

Elsewhere in Europe, Iceland faced fiscal
Armageddon in the third quarter, and the
decade-long economic bull-run in Ireland
waned sharply. Germany, France and the
Benelux nations are in the process of
deploying public debt to prop up ailing
organizations, notably including those with
high exposure to real estate. In Eastern
Europe, Russia has been hit by a liquidity crisis

and sharp downward corrections in

commaodity pricing. Rapidly rising output and
prosperity in Poland, the Czech Republic,

Hungary and Romania is now diminishing.

In the Middle East, capital reserves remain
extremely high, leaving sovereign wealth
capital a powerful driver on an international
scale. However, the recent yo-yo correction
in oil prices has reduced income and
liquidity, and the extraordinary development
boom which has characterized the region
now looks unsustainable, especially in Dubai
where wholesale fiscal intervention in real

estate debt seems imminent.

In Latin America, real GDP is set to shift from
5.7 percent in 2007 to 2.1 percent in 2009. A
dual reliance on agricultural commodities
and exports to the U.S. leaves the region

notably vulnerable.

In sub-Saharan Africa, low producer prices
and commodity dependency have cush-
ioned the region somewhat. Here, GDP is set
to fall modestly to 4.6 percent in 2009 from
5.4 percent in 2008. Political turbulence in
South Africa, unrest in the Congo and the
pariah status of Zimbabwe provide an unset-
tled business environment overall.

In Canada, the reliance on energy and
commodities, particularly in the western
provinces, resulted in an economic boom in
2008, but the tank was running low by year-
end. Nevertheless, the nation’s financial
institutions sidestepped the worst of the
abuses witnessed by their US. and
European counterparts, which should help
cushion the slowdown.
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One benefit of the global market correction
has been the rapid evaporation of infla-
tionary pressures in most key economies.
The decline in inflation has left govern-
ments less reticent in using interest rates as
a weapon in the battle to stave off sharp
economic and commercial decline.

Almost unprecedented interest rate reduc-
tions on an international scale in the third
and fourth quarters, especially in North
America and Europe, reflect strong, cross-
border political consensus regarding the
severity of the current recession. Other fiscal
measures, including VAT reductions and the
suspension of real estate transfer taxes, have
also been deployed on a multi-market basis.
A key issue for 2009 will be the extent to
which these lock-step revisions to interest
rates to 50-year lows will have the desired
impact of de-icing the capital markets and
reassuring the frightened consumer sector.
Despite very strong political pressure, the
inability or unwillingness of the banking
sector to pass on interest rate reductions to
debt-laden businesses and consumers is
blunting government efforts to keep

economies afloat.

Another key issue for next year will be the
success or otherwise of the global injection
of public capital into the banking system,
now running into several trillion dollars. This
is designed to nullify toxic debt, bolster
balance sheets and unblock the capital
markets. Thus far, these efforts look to have

been largely unsuccessful. It is reasonable to
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expect that, despite protestations to the
contrary, the growing number of state
controlled seats at the global banking
boardroom table will be used more aggres-
sively in 2009 to badger the banking system

to resume lending.

Key forecasts for 2009 include:

o Unemployment looks set to rise on a
global scale as the seismic events in the
2008 capital markets are played out in
2009.

o Further consolidation in the banking
industry and wider financial sector pain is
inevitable.

« State intervention in the private sector
will continue to rise whether through
direct, post bail-out control measures or
indirectly through increased regulation.
The tenets of the free market will be
severely tested and mounting political

controversy is assured.

o Interest rates will fall further and remain
low as governments scramble to main-
tain a vestige of business and consumer

confidence.

e The residential market will correct down-
wards on an international scale as
over-gearing becomes yet more apparent
in developed economies and as over-
speculation and  over-development

become visible in emerging markets.

< Orubb:Ellis.

Property Solutions Worldwide

o A perfect storm of rising unemployment,

high debt to income ratios, reduced
investment product performance and
falling home prices, amidst a general
context of reduced confidence, will
continue to impact savings ratios and
consumer spending. A sharp reduction in

spending seems inevitable.

Headline-grabbing corporate failures look
likely to continue, especially in the finan-
cial services, automobile, manufacturing

and retail sectors.

o Taxes, both personal and corporate, will

diminish as governments attempt to kick-
start commercial activity, although the
reduced revenue inherent in these poli-
cies, particularly within the context of
burgeoning public debt, will provide
cause for medium-term concern and

higher taxation in the future.

It will be a good time to buy just about
anything subject to having access to

appropriate finance.
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With the recession expected to wind down sometime in the second half of 2009,
attention will turn to the strength of the recovery.

U.S. Office Vacancy Rates
Year-End
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2008 U.S. Overview

The National Bureau of Economic Research
announced on Dec. 11, 2008 what Main
Street had known for some time: A recession
had begun in December 2007, about four
months after the credit markets first seized
up. The office market is viewed as a lagging
indicator, usually responding a quarter or
two after changes in employment, which
itself often lags the onset of a recession. This,
in effect, makes the office market a double
lagging indicator of conditions in the

broader economy.

Leading up to the current recession,
however, one particular office market indi-
cator foretold the pending change in the
economy. The inventory of sublease space
offered on the market reached a cyclical low
of 73 million square feet midway through
2007, six weeks before the credit markets
seized up and six months before the onset
of the recession. Available sublease space
increased in the third and fourth quarters of
2007 and every quarter in 2008 as tenants,
turning more cautious, sought to trim their
occupancy costs. By year-end 2008, available
sublease space had risen to 95 million
square feet, a 30 percent gain over the prior
six quarters. One hopeful sign is that the rate
of increase so far has been gradual,
compared with the dramatic run-up in
sublease space after the dot-com bubble
burst in 2000. During the dot-com era, fledg-
ling companies in overheated technology

markets were known to lease space in

advance of need for fear of being shut out of
the office market — a sign of how tight the
market had become at the height of the
frenzy in 1999 and early 2000. The U.S. office
vacancy rate dropped to 8.5 percent in the
third quarter of 2000 - well below the
cyclical low of 13.0 percent prevailing at
year-end 2007 — while a handful of tech-
nology-driven markets recorded abnormally
low rates of 1.5 to 3 percent. When the dot-
com bubble burst, these over-committed
tenants quickly dumped their unneeded
space, quadrupling the available sublease
inventory in the span of six quarters to 146
million square feet.

The source and location of sublease space is
different now than in the earlier softening
cycle. Mortgage brokers, title companies,
homebuilders and other housing-related
office tenants represented the largest source
of sublease offerings in 2007 and 2008,
whereas technology companies accounted
for more than 40 percent of all sublease
space placed on the market from mid-2000
to mid-2002. California’s Orange County has
been singled out for its exposure to
collapsed subprime lenders including New
Century Financial and Ameriquest, but every
major office market has a particular
submarket or a few key buildings with
empty space related to the collapsing
housing market. By comparison, the post-
dot-com flood of sublease space was
concentrated in technology hubs such as
San Francisco; San Jose, Calif,; Seattle; Austin,
Texas; and Boston.
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Sublease space was not the only office
market indicator pointing to a recession in
2008. Net absorption ended the year in the
red, though not by much at negative 5
million square feet. This was a surprisingly
resilient performance considering that the
economy was in a recession the entire year —
even though the official pronouncement did
not come until December and some analysts
were able to argue as late as August that the
economy wasn't actually in a recession at all
but just a stagnant interlude. During and
after the 2001 recession, office tenants
disgorged a record 111 million square feet of
occupied space. The magnitude of that loss,
like the steep rise in sublease space
following the dot-com era, was driven by
tenants giving back space that was not fully

occupied to begin with.

Asking rental rates hit a plateau in 2008 and
began to reverse direction by year-end as
Class A rates fell 0.2 percent and Class B
rates gave up 0.7 percent over the course of
the year. Asking rates are the last market
variable to retreat at the onset of a reces-
sion. As the market softens, landlords prefer
to maintain asking rates and compete for
tenants by offering more attractive conces-
sions packages, including longer periods of
free rent and more money for tenant
improvements. Only when tenants fail to
respond to these enhanced concession
packages will landlords reduce their asking
rents. Concessions on offer generally grew

in value as 2008 progressed.
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One of the big office market stories of 2008
often cited by optimists was that construc-
tion activity remained in check. The amount
of space under construction hit a peak of
100 million square feet in the second quarter
of 2008 before receding by year-end. The
peak of the prior construction cycle
occurred in the second quarter of 2000
when 125 million square feet was in the
pipeline. As a percentage of the total market
inventory, construction activity was even
more muted this time around with a peak of
2.5 percent in the fourth quarter of 2007
compared with 4.6 percent in the third
quarter of 2000 and an amazing 13.0 percent
in the second quarter of 1986. Nevertheless,
the 90 million square feet still in the
construction pipeline at year-end 2008 will
add about 2 percentage points to the
vacancy rate as it is delivered over the next
two years, which is on top of the rise in
vacant space added to the market as tenants
give back space during this period.

An unusual mix of markets held up well in
2008 as measured by the ratio of net absorp-
tion to occupied space. Topping the list
were Wichita, Kan.; Raleigh-Durham, N.C,
Omaha, Neb. Greenville-Spartanburg, S.C.
and Pittsburgh. Lingering strength in the
commodity-rich Plains states and the Mid-
Atlantic region boosted the fortunes of the
first four markets, while Pittsburgh made the
list by virtue of three large CBD leases
totaling some 700,000 square feet signed
over the course of the year.
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U.S. Forecast

The status of the office market as a double-
lagging indicator of economic conditions,
which helped preserve market conditions in
2008, will not keep it afloat in 2009 as the air
comes out of leasing demand. The delivery of
55 million square feet of new space into a
market where tenants are cutting occupancy
to the tune of 45 million square feet will push
vacancy to 16.5 percent by year-end and
possibly closer to 17 percent. This is still below
the prior peak of 17.9 percent that occurred
following the 2001 recession, and the earlier
peak of 18.0 percent following the 1990-91
recession. Vacancy could still match or
exceed those prior two cyclical peaks some-
time in 2010 depending on how quickly job
growth resumes, which is the primary driver

of tenant demand for office space.

Expect a big jump in available sublease
space during 2009. This will come in
response to the acceleration of layoffs late in
2008. Job losses were surprisingly low
through the first eight months of 2008,
suggesting that employers anticipated at
most a shallow recession and were trying to
hang on to their employees. But those
hopes faded in September when the bank-
ruptcy of Lehman Brothers, the federal
takeover of Fannie Mae, Freddie Mac and
AlG, and a host of financial institution mega-
mergers sank business and consumer
confidence almost overnight. With job
losses mounting in 2009 and corporate
profits under stress, employers will have no

incentive to carry unused office space on
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Metro Office Rental Rates
Class A — $/SF/VT. FSG

New York City
Washington, DC*
San Francisco Mid-Peninsula
San Francisco
Boston
Los Angeles
Miami-Dade
San Diego
Fairfield County, CT
Palm Beach County, FL
San Jose/Silicon Valley
Las Vegas
Seattle
Orange County
Toronto, Canada
Northern Virginia
Houston
Chicago
Broward County, FL
Long Island
Calgary, Canada
Westchester County, NY
Suburban Maryland
Austin
Oakland/East Bay
New Jersey, No. & Central
Phoenix
Philadelphia
Sacramento
Wilmington, DE
Denver
Inland Empire
Fresno
Minneapolis-St. Paul
Portland, OR
Bakersfield
Dallas-Fort Worth
Orlando
Charleston, SC
Baltimore
Montreal, Canada
New Jersey, Southern
Atlanta
Madison, WI
Detroit
San Antonio
Tampa Bay
Reno
Santa Fe, NM
Colorado Springs
St. Louis
Milwaukee
Edmonton, Canada
Vancouver, Canada
Cleveland
Cincinnati
Albuquerque
Regina, Canada
Raleigh-Durham
Pittsburgh
Nashville
Kansas City
Omaha
Grand Rapids
Bozeman, MT
Jacksonville
Columbus, OH
Memphis
Oklahoma City
Kalispell, MT
Chattanooga
New Hampshire
Indianapolis
Columbia, SC
South Bend, IN
Greenville, SC
Winnipeg, Canada
Des Moines
Wichita
Holland, MI
Green Bay, Wl
Boise, ID
Kalamazoo, MI
Appleton, Wi

*District of Columbia

Rental rate data refer to average asking rental rates for space that is available on the market at the end of 2008. Rates are per square foot, quoted on an annual, full service gross basis. Canadian data are courtesy of Avison Young. Canadian rental rates are in US dollars

using the exchange rate of $1 Canadian = $0.80 US.
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Metro Office Rental Rates
Class B— §/SF/Yr. FSG

88.78 New York City
54.00 Washington, DC*
48.00 San Francisco Mid-Peninsula
45.90 San Francisco
41.61 Los Angeles
41.04 Miami-Dade
39.50 San Jose/Silicon Valley
38.40 San Diego
38.25 Northern Virginia
37.60 Calgary, Canada
37.20 Palm Beach County, FL
3533 Fairfield County, CT
35.07 Westchester County, NY
34.80 Long Island
3428 Chicago
34.00 Suburban Maryland
33.61 Seattle
33.00 Orange County
32.60 New Jersey, No. & Central
32.05 Las Vegas
32,03 Broward County, FL
31.75 Santa Fe, NM
31.49 Philadelphia
30.85 Boston
30.67 Oakland/East Bay
30.15 Austin
29.52 Phoenix
29.21 Charleston, SC
21.72 Sacramento
27.18 Toronto, Canada
26.75 Wilmington, DE
26.16 Denver
25.92 Houston
25.77 Bakersfield
25.60 Inland Empire
25.55 Detroit
25.50 Orlando
25.50 New Jersey, Southern
2542 Tampa Bay
24.51 Minneapolis-St. Paul
24.48 Baltimore
2434 Portland, OR
2431 Milwaukee
24.20 Atlanta
24.18 San Antonio
24.00 Madison, WI
23.85 Vancouver, Canada
23.50 Colorado Springs
23.24 Dallas-Fort Worth
23.22 Fresno
2275 Raleigh-Durham
2273 Albuquerque
2240 Jacksonville
22.28 St. Louis
22.04 Cleveland
22.03 Edmonton, Canada
22.00 Grand Rapids
21.94 Nashville
21.70 Omaha
21.67 Memphis
21.45 Montreal, Canada
2132 Regina, (anada
21.03 Kansas City
20.52 Pittsburgh
20.50 Boise, ID
20.27 Columbus, OH
19.98 Cincinnati
19.72 Indianapolis
19.53 Columbia, SC
19.50 Reno
19.49 Oklahoma City
19.49 Greenville, SC
19.45 Winnipeg, Canada
1930 Holland, MI
18.85 Des Moines
18.55 South Bend, IN
17.74 Green Bay, WI
17.70 Bozeman, MT
17.62 Kalamazoo, MI
17.50 New Hampshire
17.25 Chattanooga
17.00 Wichita
16.63 Appleton, WI
16.24 | | Kalispell, MT
20 40 60 80 100

10

43.00
39.60
32.75
3048
30.10
30.00
29.64
29.00
28.78
28.05
27.70
27.55
27.20
27.20
26.70
26.00
25.80
25.60
25.27
24.85
2410
24.02
23.99
2375
23.00
22.57
22.19
22.08
21.94
21.87
21.85
2171
21.20
21.00
20.66
20.50
20.46
19.90
19.79
19.79
19.75
19.22
19.07
19.01
19.00
18.86
18.64
1835
18.12
17.95
17.80
17.69
17.64
17.61
17.60
17.55
17.46
7.4
7.4
17.19
17.14
16.98
16.08
16.00
15.90
15.82
15.50
15.49
15.40
14.83
14.82
14.69
14.61
14.50
14.46
13.55
13.50
13.37
13.34
12.60
1232
12.23

58.20

12.00

20 30

40

50 60
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their books. The growing inventory of
sublease space will put downward pressure
on asking rental rates for direct lease space,
which are expected to decline in the range
of 4 to 5 percent for both Class A and B

space by year-end.

With the recession expected to wind down
sometime in the second half of 2009, atten-
tion will turn to the strength of the recovery.
A jobless recovery is the period following a
recession when the nation’s gross domestic
product is expanding but the labor market is
stagnant or shrinking. The term was first
used to describe the period following the
1990-91 recession. In earlier cycles, the labor
market began to grow again simultaneously
with or shortly after the end of the recession.
But in recent cycles, employers have figured
out how to grow output without re-staffing
right away by improving the productivity of
their workers or hiring in cheaper off-shore
locations. The restructuring of the economy
away from union-based manufacturing jobs
and toward services has contributed to the
trend as well. A logical way to measure a
jobless recovery is to use nonfarm payroll
employment at the end of the recession as a
benchmark. The period between the end of
the recession and the month when employ-
ment finally rises above that level could be
designated a jobless recovery. Using that
definition, the jobless recovery lasted 14
months after the 1990-91 recession and 29
months after the 2001 recession. Most likely
the current recession will be followed by a

jobless recovery, suggesting that the office

© 2008 Grubb & Ellis

market will have to cope with sluggish
conditions through the second half of 2009
and into 2010.

At year-end 2008, nine markets had
construction pipelines totaling less than one-
half of 1 percent of their total inventories, led
by Milwaukee, New York's Outer Boroughs
and Westchester County, all with little or no
space under way. These markets have
stopped digging and should be able to start
climbing out of their holes before other
markets. At the other extreme, seven markets
had construction activity equivalent to 5
percent or more of their inventories, led by
Miami-Dade County, Seattle, California’s
Inland Empire and Phoenix. Supply is only
half of the equation that determines how
quickly markets can recover. Demand for
office space, the other half of the equation, is
likely to be flat or negative through most of
2009 even in formerly resilient energy and
commodity-driven markets in Texas, the
Mountain region and the Great Plains.
Anchored by demand from government
agencies, law firms and consultants, the
Washington, D.C. region is expected to hold
up well. Demand is likely to rebound most
quickly in metropolitan areas with strong
population growth, including Atlanta, Texas
and smaller markets spread throughout the
Southwest, Southeast and Mid-Atlantic
regions. Energy-dependent markets in Texas,
Oklahoma, Colorado and the Great Plains
may have to struggle through the downturn
along with the rest of the nation, but their

prospects coming out of the recession are

< Orubb:Ellis.
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bright as global demand for energy
rebounds. Other markets that should bounce
back quickly include Seattle and Portland,
Ore,, coastal California and Boston. Auto-
dependent regions of the Midwest will see

further restructuring and slow recoveries.

Global Outlook

In the face of mounting crises in the financial
markets, the world’s major office centers
held up relatively well through the subprime
meltdown of late 2007 and early 2008. This
reflects the fact that market fundamentals in
the office sector were comparatively healthy
at the onset of the current down cycle rela-
tive to previous recessionary periods.
Whereas the real estate recession of the
early 1990s had much to do with over-spec-
ulation in office development, the current
crisis stems from excessive investment spec-
ulation and the over-deployment of debt in
asset transactions. In consequence, kick-off
vacancy rates and rental dynamics at the
start of this correction were much healthier
than in previous recessions. This lent the
market surprising and welcome resilience
for much of 2008. However, near the end of
2008, vacancy rates began to track upward
moderately in nearly all major world centers,
and downward pressure on rental levels
began to intensify. There are however, signif-

icant regional variations.
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continued

Grade A Office Costs

(USS/sq ft/per annum)

Amsterdam 53.10
Athens 62.55
Bangalore 40.60
Bangkok 2335
Barcelona 53.15
Beijing 51.65
Berlin 38.40
Birmingham 83.65
Brussels 58.10
Buenos Aires 51.70
Dubai 154.30
Dublin 105.80
Edinburgh 80.60
Frankfurt 73.40
Geneva 7735
Ho Chi Minh City 90.40
Hong Kong 22890
Johanneshurg 19.20
Lishon 39.55
London - City 144.20
London - West End 24270
Madrid 86.80
Mexico City 40.15
Milan 85.45
Moscow 232.70
Mumbai 165.20
Munich 58.95
New Dehli 118.90
Paris 131.10
Praque 52.60
Rio de Janeiro 66.85
Rome 67.25
Seoul 58.95
Shanghai 70.75
Singapore 133.65
Stockholm 74.10
Sydney 59.25
Taipei 4440
Tokyo 179.55
Vienna 45.55
Warsaw 70.10

Source: Grubb & Ellis, Local Agents
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Although market conditions in Asian centers
are softening, prime rental levels have
reached stasis rather than decline, and
although supply is rising, this is typically a
result of constrained access to credit, giving
some tenants a welcome uptick in choice.
Shanghai, Seoul, Hong Kong, Singapore,
Mumbai, New Delhi and Bangalore are
approaching the top of their local cycles but
are not yet in distress. These markets still
occupy the upper echelons of the global
rental market, and vacancy rates are gener-
ally still in single digits. Hong Kong and
Seoul remain particularly constrained by
supply with vacancy around 2 percent and
edging up only very slowly. This is likely to
support firm rental levels through the global
downturn. In contrast, Singapore, Shanghai
and Beijing are forecasting significant supply
increases as pre-crisis construction initiatives
come on line. This will moderate rental levels
in 2009 and 2010.

In Europe, rental growth was still evident
throughout much of the first half of 2008
despite the deteriorating fiscal climate. In all
European markets however, a decline in new
requirements is now leading to increases in
tenant incentives, which is viewed as a
precursor to softening rents in 2009. The
financial centers of London, Paris and
Frankfurt are naturally especially exposed in
the current downturn and double-digit

vacancy rates and a 20 percent decline in

financial service area rents is predicted. The
West End of London remains supply
constrained and the world’s most expensive
market by far, but the disappearance of
money-no-object hedge fund tenants will
smooth rental spikes and stabilize the core
district at around £100 per square foot per
annum. Throughout Europe, and indeed the
rest of the world, the vast majority of trophy
skyscraper projects, threatening to deliver
millions of square feet of new space to local
markets, have been put into hibernation by
the credit crunch. These schemes, for the
most part, suddenly appear indulgent and
fanciful and, more prosaically, totally
unfundable in today's market. Generally
within Europe, with notable exceptions such
as the City of London, the volatility in the
supply/demand balance in the office sector
is forecast to be relatively muted in compar-
ison with previous cycles. This, however,
reflects improved calibration in the delivery
of new stock as opposed to strong under-

lying demand.

As an emerging market, Latin America has
enjoyed a buoyant office market profile in
recent years. Strong demand and limited
supply have created low vacancy and firm
pricing. Demand has been especially strong
in Sao Paulo and Rio de Janeiro. Whilst
market sentiment is undoubtedly weak-
ening, the major markets of Mexico City,

Santiago, Buenos Aires, Sao Paulo and Rio all
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have year-end vacancy rates of around 5
percent or less. Although multinational
demand for space will certainly diminish in
2009 and supply will rise as new develop-
ments come on line, the overall prognosis
for Latin American offices is relatively benign
and considerably more positive than in
more developed parts of the global

economy.

In Canada, market conditions are expected to
shift from very tight in many centers to a
more balanced condition over the course of
the coming year. The booming Canadian
economy pushed demand above supply in
several of the major centers, particularly in
western Canada, during 2006 and 2007.
Stagnant economic conditions in 2009 will
reduce demand at the same time that new
supply is coming online in several markets.
Although overbuilding is not anticipated, the
combination of new supply with thinning
demand should bring market conditions
more into balance by year-end, providing
tenants with a better set of opportunities

than they have enjoyed for several years.
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In line with reduced corporate activity, off-
shoring office-based activity in emerging
markets is likely to slow markedly in 2009.
Customer sentiment, security concerns,
domestic job protectionism and a
pronounced reduction in cost advantage,
especially in India, suggest a leveling off in

this part of the market.

[t will be an unfortunate consequence of the
recession that the drive toward environmen-
tally sensitive office buildings with strong
carbon credentials is likely to slow somewhat
as developers and tenants take a more prag-
matic approach to operations and costs.
Looking to the longer term however, devel-
opments which address these key themes

are still likely to enjoy market advantage.
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At some point energy prices will bounce back, causing companies to move ahead
with their plans for more, but smaller distribution centers.

U.S. Vacancy Rates
Al Product Types, Year-End
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U.S. Industrial Asking Rental Rates
Year-End ($/SF/Yr. Triple Net)
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2008 U.S. Overview

The drivers of demand for industrial space
were almost uniformly negative by the end
of 2008. Consider these factors:

« November retail sales, excluding autos
and gasoline, were a razor-thin 0.1 percent
ahead of their year-ago level, the lowest
12-month increase since the recession of
the early 1990s. Personal consumption
expenditures, another measure of the
velocity of consumer goods flowing
through corporate supply chains, plunged
at a seasonally adjusted annualized rate of
3.7 percent in the third quarter of 2008, its
worst performance since the second

quarter of 1980.

e Business capital spending fell at an
increasing pace late in the year with
monthly, seasonally adjusted declines of
2.3 percent in August, 3.3 percent in
September and 4.0 percent in October.
Nonresidential gross private domestic
investment declined at a seasonally
adjusted annualized rate of 1.5 percent in
the third quarter with a 5.7 percent drop in
equipment and software spending offset-

ting a 6.6 percent increase in structures.

« After peaking in July, exports and imports

slipped September and

October

in August,
as consumer and business
demand for goods softened across the
globe. The strengthening dollar added
insult to injury by making U.S. exports
more expensive overseas, cooling the
export boom that propelled the U.S.

economy in the first half of the year.

e As a result, transportation companies
including long-haul truckers, railroads and
shipping lines quickly slashed their expan-
sion plans or mothballed excess capacity

in a bid to ride out the downturn.

These headwinds sliced absorption of indus-
trial space to 55 million square feet in 2008, a
decline of two-thirds from the 2007 perform-
ance. Deliveries of new space surged to a
cyclical peak of 175 million square feet, far
outpacing absorption and pushing the
vacancy rate from 7.7 percent at the begin-
ning of the year to 8.8 percent as the year
drew to a close. Nearly all of the new deliv-
eries were warehouse/distribution projects
designed for state-of-the-art logistics opera-
tions. As a result, the vacancy rate for
warehouse/distribution space ended the
year just below 10 percent, up nearly 150
basis points from the beginning of the year.
Vacancy in general industrial properties,
many of which are occupied by manufac-
turers, remained stable, ending the year
below 7 percent. R&D/flex vacancies ended
the year at 11.5 percent after remaining
steady throughout the year.

Markets performing well during 2008, as
measured by the velocity of demand - the
ratio of net absorption divided by occupied
space — were led by Des Moines and
Oklahoma City, the capitals of states driven
by energy and agricultural production.
Demand velocity was weakest in Las Vegas,
Miami-Dade and Phoenix, lending credence
to the relationship between the severely

depressed housing markets in those areas
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Metro Warehouse/Distribution Rental Rates
Market — $/SF/Yr. Triple Net

and the downsizing of construction compa-

nies and other housing-related tenants that

) ) . Orange County, CA 8.64
occupied industrial space. The amount of Long Island, NY 8.54
) Broward County, FL 8.23
space under construction as a percentage San Diego 816
o ) ) Kalispell, MT 7.50
of the existing inventory was highest at Palm Beach County, FL 745
) ) Colorado Springs 7.10
year-end in the Inland Empire market east of Miami-Dade 7.05
) Bozeman, MT 7.00
Los Angeles; Jacksonville, Fla; Columbus, San Jose/Silicon Valley 6.84
) ) Albuquerque 6.75
Ohio; Houston; and Austin, Texas. Year-end Las Vegas 675
) o Los Angeles 6.60
asking rental rates for warehouse/distribu- Edmonton, Canada 6.40
Calgary, Canada 6.30
tion space were highest in Orange County, SAustiln 6.20
eattle 6.12
Calif, at $8.64 per square foot per year, triple Washington, DC Rggion;* 6.11
rlando 5.90
net. That was a slim 10 cents ahead of Long New Hampshire 5.85
New Jersey -- Northern & Central 5.85
Island, N.Y. Tenants in search of a bargain Tampa Bay 5.84
Vancouver, Canada 5.83
are advised to search for space in Memphis Oakland/iar]sthy 576
0enix 5.76
or Columbus, Ohio, both offering ware- Saﬂaéne?w 556776
oston X
house/distribution rates below $3 per ! Boise, ID 5.64
Minneapolis-St. Paul 5.35
square foot. Baltimore 500
Inland Empire, CA 4.92
Portland, OR 492
Monterrey, Mexico 4.90%
U.S. Forecast Pittsburgh 485
. Bakersfield 4.80
The bad news for landlords is that the key Reynosa, Mexico 4.68
. . . Raleigh-Durham 4.61
drivers of demand for industrial space are Chicago 458
. . . . . San Antonio 457
flashing red, including falling retail sales, Denver 456
Lo . Houston 4.53
store closures, a shrinking manufacturing Jacksonville 45
. (d. Juarez, Mexico 4.50
sector and a slowdown in global demand for Charleston, SC 450
. Indianapolis 4.48
U.S-made goods and equipment. The good San Luis Potos, Mexico 4.4
. . . . . Laredo, TX 4.30%
news is that the construction pipeline is Philadelphia Metro 43
o ) . . McAllen, TX 4.20%
thinning quickly with 90 million square feet Omaha 419
Detroit 412
under way at year-end 2008, already down St. Louis 412
- Montreal, Canada 4N
by 36 percent from the peak of 142 million Regina, Canada an
Fresno 4.08
square feet in the third quarter of 2007. El Paso, TX 400
Toronto, Canada 3.98
Columbia, SC 3.96
Leasing market fundamentals are set to Reno 396
Des Moines 3.95
deteriorate in 2009 as the broader economy Winnipeg, (anada 3.92
Madison, WI 3.83
: : R i Milwaukee 3.83
struggles to gain traction, especially in the allas FortWore 0
first half of the year. Expect net absorption ‘IA\ItIIcahnI:E: ;gé
A i : P H Nashville 3,5;5
to dip into the red for the first time since South Bond, I v
; ; Kansas City 3.29
2001, ending the year at a negative 25 Okahoma iy b
0 B Cleveland 3.24
million square feet. The construction Kalamazoo, M I
. . . . i Cincinnati 3.19
pipeline will deliver 95 million square feet of Grand Rapids T
. . . . Chattanooga 3.00
space, including some projects that will be reenvile, SC 10
. LA _ Holland, MI 2.99
started this year. The 120 million-square Columbus. OH 5o
Memphis 2.68
foot gap between new supply and net Appleton, Wi 234
absorption will push the vacancy rate to 9.4 Green Bay, W1 204 i : W0

*General industrial rental rate **District of Columbia, Northern Virginia, Suburban Maryland
Rental rate data refer to average asking rental rates for warehouse/distribution space that is available on the market at the end of 2008. Rates are per square foot, quoted
on an annual, triple net basis. Canadian data are courtesy of Avison Young. Canadian rental rates are in US dollars using the exchange rate of $1 (anadian = $0.80
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