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Rising unemployment rates pushed sublease availability levels to the highest 
point in several years as tenants looked to shed unnecessary occupancy costs. 

Since many large U.S. corporation have yet to fully translate their workforce 
reductions into medium and longer term space needs, demand for of! ce space 
is likely to remain negative even after job losses subside. 

Overall vacancy will peak above 20.0 percent -- higher than the last cyclical peak 
-- in late 2010 or early 2011. As a result, rental rates will remain under continued 
pressure for the foreseeable future.
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In this report

This report provides an overview of supply and demand conditions, as 

well as detailed statistics, rankings and brief analyses of major of• ce 

markets in the Unite States and Canada. Our research department is 

dedicated to producing information and insights that help our clients 

understand dynamic real estate market trends and guide critical 

decision-making for investors and occupiers.
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At the end of June, the United States had 
lost 6.5 million jobs since the start of 
the recession, including 3.4 million jobs 
during the 2009 calendar year alone. 

up production faster once signs of a turnaround are clear. Government 

spending also contracted during the ! rst quarter, but likely will lead 

growth over the remaining quarters of the year as federal stimulus funds 

work their way through the system.

Labor market decline continues

After the pace of job cuts slowed for four consecutive months, the 

employment report from June relapsed with an unexpected acceleration 

in job losses. The United States lost 467,000 jobs during the month, 

compared with 322,000 jobs lost in May. The result delayed any hopes 

of a quick and orderly job recovery, and de" ated consumers and 

investors who were excited by other green shoots in the economy. At 

the end of June, the United States had lost 6.5 million jobs since the 

start of the recession, including 3.4 million jobs during the 2009 calendar 

year alone. Job losses affected virtually all sectors with the exception 

of the education, health services and government sectors. The of! cial 

unemployment rate was 9.5 percent in June, but including unemployed, 

underemployed and discouraged workers, the rate was 16.5 percent or 

roughly one in six workers. The of! cial unemployment rate seems likely 

to surpass 10.0 percent by the fourth quarter and could peak at close to 

11.0 percent during  2010.

Economy

Although the economic situation remained dour during the second 

quarter, recent signs have pointed toward an end to the freefall in 

economic conditions and have given hope that the worst is behind us. 

In recent months, a number of economic indicators have improved from 

record lows, fueling optimism that a bottom is forming and the recession 

is nearing an end. 

That said, labor market conditions remained extremely weak, and 

consumers were in the process of a major deleveraging that will hamper 

the growth potential of an eventual recovery. U.S. economic output, as 

measured by (GDP), contracted by 5.5 percent during the ! rst quarter 

of the year, capping the ! rst time GDP declined in three consecutive 

quarters since 1974-75. The current consensus calls for another 

contraction during the second quarter (in the range of 1.5 to 2.5 percent) 

followed by tepid growth driven largely by federal stimulus funds in the 

second half of 2009. 

The domino effect of slashed consumer spending in the ! nal two 

quarters of 2008 and the further decline of corporate pro! ts in the fourth 

quarter of 2008 continued to be felt during the ! rst half of 2009. This 

triggered a massive reduction in operating costs, which resulted in the 

acceleration of job losses to levels not observed in at least 50 years. 

Employment declines already have doubled the total of the previous 

recession. Businesses also reduced costs by slashing inventories and 

investment in equipment and structures. Business investment contracted 

by 37.3 percent on an annualized basis in the ! rst quarter. These factors 

had a signi! cant impact on the demand for of! ce space during the ! rst 

half of 2009.

Despite the 5.5 percent contraction, there were some positive 

developments noted in the ! rst quarter GDP report. Consumer spending 

resumed growth after two consecutive quarters of decline. Aided by 

lower gas prices and tax rebate checks, this spending grew 1.4 percent, 

compared with a 4.3 percent contraction in the fourth quarter of 2008. 

However, until housing, labor and consumer credit markets stabilize, 

consumers will struggle to maintain this trend. Additionally, the decline in 

private inventories, while harming the ! rst quarter’s result, was seen as 

a positive development and necessary for an economic recovery later 

this year. With tightening inventories, businesses will be forced to ramp 

Job market continues to deteriorate
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sales of single -family homes across 20 major U.S. markets, though still 

in decline, decelerated its rate of decline in April, igniting hopes that the 

housing market may be in the early stages of stabilization. Additionally, 

inventories have begun to decline, and sales have picked up marginally 

in many markets. However, it is likely that home price declines will 

continue, albeit slowly, through the remainder of 2009, with total 

depreciation approaching 40.0 percent. Household wealth continued 

to shrink during the quarter, and consumers are still in the process of 

deleveraging. The personal savings rate has increased to approximately 

6.0 percent of household income, according to Moody’s Economy.com, 

and will likely peak at 8.0 percent later this year. These trends will limit 

growth potential once economic expansion • nally does resume later 

this year. Consumer con• dence and spending will struggle to return to 

prerecessionary levels in the near term as job losses continue to mount, 

household balance sheets are slowly repaired and consumers continue 

to save in an effort to deleverage from excess debt accrued earlier in 

the decade.

The U.S. economy will decisively contract 
in 2009, followed by a slow recovery that 
may not experience a return to longer-
term trend-like growth until 2011.

Slow road ahead

We believe that true stabilization likely won’t take hold until early 2010, 

and that recovery and self-sustaining expansion are not likely to occur 

until the second half of 2010 or beyond. Though the past few months 

have provided the • rst positive signs that the recession may soon ease 

its grip on the global economy, the road to recovery will remain turbulent 

as many downside risks remain. 

Federal policy continued to be aggressive on many fronts. Trillions of 

dollars in combined bailouts, direct spending, tax credits, monetary 

expansion and incentives for the private sector to free the ! ow of credit 

continue to work their way through the system and will not be the last 

of policy action. The recession currently is projected to end in the 

fourth quarter, but there is little reason to believe that the recovery will 

be V-shaped. Employment losses likely will continue into 2010 across 

a wide range of industries. Isolated pockets of growth will appear in 

markets with a heavy concentration of growth industries such as health 

care, education and government. However, under any reasonable 

best-case scenario, the U.S. economy will decisively contract in 2009, 

followed by a slow recovery that may not experience a return to longer-

term trend-like growth until 2011.

All major metropolitan areas tracked by Jones Lang LaSalle --with the 

exception of Austin, Texas-- recorded job losses through May. Despite 

the transition from a housing - and manufacturing-based recession 

to a downturn affecting virtually all sectors, the areas experiencing 

the largest employment losses to date have large concentrations in 

one or both of these sectors. As a percent of total employment loss, 

the areas hit the hardest so far include Detroit, Phoenix, Las Vegas, 

Charlotte and Orlando. In terms of total number of jobs lost, the areas 

most affected are Los Angeles, Chicago, Detroit, Phoenix and Atlanta. 

Sectors comprising the primarily of• ce-using companies have combined 

to lose 2.2 million jobs since the beginning of the recession. Metropolitan 

areas with the largest of• ce-using employment losses to date are: Los 

Angeles, New York, Chicago, Atlanta and Detroit. 

Job losses will continue (though at a lower level) throughout the 

remainder of 2009 and into the • rst quarter of 2010, likely surpassing 8 

million total jobs lost since the start of the recession and representing 

a decline of approximately 6 percent from the peak. Because the 

of• ce market lags employment trends, and because many large U.S. 

corporations have yet to fully translate their workforce reductions 

into medium- and longer-term space needs, demand for of• ce space 

will remain negative even after job losses subside. The key question 

that remains is whether the majority of these job losses were cyclical 

and therefore will come back as growth returns, or whether there are 

structural changes in sectors such as housing and • nancial services 

that are unlikely to rebound in the near future, even when the overall 

economy improves.

Consumer con! dence upticking marginally

There was enough positively interpreted economic news that emerged 

during the second quarter to encourage consumers that the worst 

may be past and spark some initial optimism that the transition from 

recession to recovery may be nearing. However, reports from June 

indicated enough of a setback to raise questions about whether the 

recent rebound will ultimately will be sustainable. Consumer con• dence 

bounced back during the second quarter from a historic low in February; 

however, the Conference Board’s Consumer Con• dence Index dropped 

in June, falling to 49.3 from a reading of 54.8 in May. Fueling consumers’ 

good mood was the recent stock market rally, in which the S&P 500 rose 

30.0 percent from a low on March 9 to nearly recover all losses since the 

start of the year. The return of some risk appetite among investors was 

certainly a positive sign. 

Another critical precondition for recovery is stability in home values. The 

most recent S&P/Case-Shiller Home Price Index measuring the repeat 
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Local employment snapshot

MSA

Total nonfarm jobs 
12-month net change 

(000’s)

Total nonfarm jobs 
12-month percent 

change
Of• ce jobs* 12-month 

net change (000’s)
Of• ce jobs* 12-month 

percent change Unemployment rate

12-month 
unemployment 
changes (bps)

Atlanta (138.3) -5.7% (57.6) -8.8% 9.6% 400

Austin 4.2 0.5% 2.0 0.5% 6.1% 220

Baltimore (37.8) -2.9% (14.3) -4.8% 7.6% 450

Boston (68.6) -2.7% (36.3) -5.3% 7.5% 300

Charlotte (51.4) -5.9% (23.7) -10.0% 12.0% 620

Chicago (203.3) -4.5% (74.1) -6.4% 10.5% 440

Cleveland (50.6) -4.7% (17.7) -7.6% 10.1% 350

Dallas (52.1) -2.5% (39.9) -5.1% 7.1% 250

Denver (49.3) -3.9% (19.6) -5.4% 7.5% 300

Detroit (158.4) -8.3% (56.9) -11.7% 15.4% 670

Houston (56.3) -2.2% (23.4) -4.1% 6.9% 250

Jacksonville (28.0) -4.5% (9.6) -5.9% 9.7% 450

Los Angeles (256.6) -4.6% (90.6) -6.2% 10.7% 450

Minneapolis (64.5) -3.6% (21.8) -4.9% 7.8% 310

New Jersey (135.1) -3.3% (58.7) -6.0% 8.8% 370

New York (98.8) -2.6% (56.7) -4.6% 8.2% 340

Orlando (62.6) -5.8% (24.5) -8.8% 10.2% 500

Philadelphia (87.5) -3.1% (32.4) -4.6% 8.2% 330

Pittsburgh (30.6) -2.7% (8.4) -3.3% 7.3% 260

Raleigh / Durham (26.8) -3.3% (6.8) -3.7% 8.8% 410

Sacramento (46.1) -5.2% (16.6) -8.8% 11.1% 480

San Antonio (6.9) -0.8% (7.7) -3.9% 5.8% 170

San Diego (51.7) -4.0% (12.5) -3.8% 9.4% 400

San Francisco (90.4) -4.4% (0.1) -4.8% 9.7% 460

San Jose (40.0) -4.4% (13.6) -5.3% 11.2% 570

Seattle (64.4) -3.6% (25.3) -5.8% 8.8% 430

South Florida (159.5) -4.3% (46.4) -5.1% 9.4% 420

St. Louis (44.9) -3.3% (8.7) -2.8% 9.0% 310

Tampa (50.4) -4.1% 13.7 -5.6% 10.6% 470

Washington, DC (35.3) -1.2% (5.4) -0.5% 6.2% 270

Source: Jones Lang LaSalle, Economy.com
* Of! ce jobs include the professional and business service, information and ! nancial activities sectors
** All employment ! gures represent data as of May 2009
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have been very willing to negotiate to much lower rent levels in short 

periods of time to  increase demand for the space and accelerate cost 

recovery opportunities.

All regions of the United States and all industry types have been affected 

to date. In the second quarter, the largest spaces added to the market 

stemmed from • nancial companies and banking institutions, biotech 

and pharmaceuticals companies, and media and telecommunication 

outlets. From a location standpoint, the southeast and western markets 

were once again most affected. Fort Lauderdale, West Palm Beach 

and Raleigh / Durham, along with San Francisco and Silicon Valley, 

contributed to the largest quarterly increases in sublease offerings. 

Sublease vacancy levels, which remained 38.2 percent below peak 

levels established during the last recession, continued to escalate 

quarter by quarter. With most economists now projecting job losses to 

continue through the majority of 2010, we can expect sublease levels to 

increase further, approaching levels set in the last recession. 

Leasing activity and demand levels trend down further

Not only have landlords faced increased competition from sublease 

space on the supply side, but also the number of tenants in the market 

contributing to demand remains low and leasing activity slowed. Other 

than taking cost-cutting measures, most tenants remained noncommittal 

in approaching real estate decisions and anything that impacted capital 

or operating costs. After falling 20.6 percent in the • rst quarter, leasing 

activity declined by an additional 10.4 percent in the second quarter, and 

levels were down 41.0 percent from 12 months ago. 

Leasing activity hit near-lows in markets such as West Palm Beach 

(80.1 percent quarterly decline), Atlanta (52.6 percent quarterly decline), 

Chicago (47.5 percent quarterly decline), Charlotte (44.2 percent 

quarterly decline) and the Washington, DC CBD (35.7 percent quarterly 

decline). Meanwhile, lease-expiration-driven deals and renewals drove 

leasing activity levels up slightly in Dallas, Philadelphia, Boston, San 

Francisco and Denver. 

On a positive note, broker sentiment from around the country pointed 

toward an uptick in tour velocity at the end of the second quarter. The 

increase in velocity noted in various markets began in the middle of 

May and carried through to the end of the second quarter. This was a 

U.S. of• ce market

Eighteen months of continued job losses throughout the U.S. market 

have shifted fundamentals further in the direction of tenants. Rising 

unemployment levels in the second quarter pushed sublease availability 

levels and overall vacancy to the highest level in several years as 

tenants looked to shed unnecessary occupancy costs. While tour 

velocity increased in some markets and signs point to slightly improved 

decision-making among corporations, tenants’ unwillingness to commit 

to long-term real estate decisions depressed leasing activity once again.

The uptick in sublease space offerings, combined with the slowdown in 

leasing activity, eroded rents further. Landlords increasingly discounted 

marketed rents in the second quarter to combat declining occupancy 

and compete with the sublet offerings that piled onto the market. 

We expect these trends to continue as the full impact of economic 

contraction • lters through to real estate through year-end and into 2010.

Landlords increasingly discounted 
marketed rents in the second quarter to 
combat declining occupancy and compete 
with the sublet offerings that piled onto 
the market. 

Available sublease space nationally swells

The continued declines in the labor markets over the past two years 

have resulted in the addition of millions of square feet of space options 

for tenants through the sublease market. Sublease space vacancy has 

increased by approximately 31.6 million square feet from two years ago 

and nearly 50.0 percent from 12 months ago. In the second quarter of 

2009 alone, sublease space increased 10.2 percent to total 85.2 million 

square feet. Approximately nine blocks of contiguous space greater than 

100,000 square feet were added to the market in the second quarter, 

while an additional 14 blocks between 50,000 and 100,000 square feet 

came to the market for lease. 

As tenants’ choices continued to swell, sublease offerings certainly 

impacted rents. At the end of the second quarter, sublease spaces were 

being marketed at a 15.7 percent discount from space available on the 

direct market. This re! ects the challenges inherent in subleasing and 

the differing motivations of tenants looking to do anything to mitigate 

occupancy costs as compared with landlords motivated by pro• ts and 

return hurdles. In some cases, tenants that have become sublandlords 
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good sign that at least some tenants were beginning to explore options 

and make decisions. We do not expect this trend to translate into a 

signi! cant increase in completed transactions before the end of the 

typical summer slowdown and forecast that near-term leasing activity will 

continue to have a net negative impact on occupancy.

Vacancy hits six-year high

The increased space options on the sublease market, along with 

some scattered new developments across a handful of markets, 

have pushed vacancy levels to recent highs. At the end of the second 

quarter, 14.7 million square feet of occupancy losses lifted vacancy 

levels from 16.5 percent to 17.0 percent. Eighty-two percent of markets 

that Jones Lang LaSalle tracks reported occupancy losses during 

the second quarter. Markets that led the decline included New York, 

New Jersey, Miami and Raleigh / Durham. New York was hit hard 

by additional ! nancial sublease space coming to the market from 

JPMorgan Chase and Barclays. New Jersey also saw a sizeable 

uptick in sublease space stemming from pharmaceutical and ! nance 

companies, including Barr Pharmaceuticals, Bank of Scotland and 

Morgan Stanley, among others. Miami and Raleigh / Durham also saw 

large upticks in downsizing and subleases from ! nancial, technology 

and biotech companies. Minneapolis, San Diego, Seattle, Baltimore and 

Pittsburgh all demonstrated occupancy increases in the second quarter. 

The vast majority of those increases were attributed to new buildings 

delivered with signi! cant preleasing in place, including Coloplast’s new 

headquarters in Minneapolis, Westinghouse’s expansion in Pittsburgh 

and Integral Systems’ move into a new delivery in the Baltimore suburbs. 

Occupancy losses of 34.0 million square feet over the ! rst six months 

of 2009, totaling 1.1 percent of the entire of! ce inventory, have pushed 

vacancy up 180 basis points from the end of 2008. Twenty-! ve of 

28 of! ce markets that Jones Lang LaSalle tracks posted occupancy 

losses through the ! rst six months of 2009. West Palm Beach, Miami, 

Jacksonville and New York all demonstrated year-to-date occupancy 

declines equating to more than 2.0 percent of total inventory.  While 

occupancy losses through 2009 were evenly split between the CBDs 

and suburbs, vacancy levels maintained a wide gap. Options for tenants 

in the suburbs continued to be more plentiful with the total vacancy rate 

in the suburbs closing the second quarter at 19.2 percent, as opposed to 

14.4 percent in the CBDs. The Raleigh and Charlotte CBDs, along with 

the suburban Eastside market in Seattle, were the only markets posting 

single-digit vacancies at the end of the second quarter. 

   Occupancy declines (net absorption) continued to trend down substantially
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Tenant Address Submarket Market Square feet

JPMorgan Chase 277 Park Avenue Plaza District New York City 456,842

Fox Interactive 12121 Bluff Creek Drive Westside Los Angeles 380,000

Barclays (Lehman Brothers) 1271 Avenue of the Americas Plaza District New York City 204,066

Amgen 2380 and 2400 Canejo Spectrum Los Angeles North Los Angeles 200,000

Bank of America 30870 and 30930 Russell Ranch Road Los Angeles North Los Angeles 179,982

Barr Pharmaceuticals 225 Summit Avenue Upper Bergen Northern New Jersey 142,500

Wellington Management 100 Federal Street Financial District Boston CBD 134,352

Cognos (IBM) 15 Wayside Road Northwest Boston suburbs 102,384

AOL 401 Ellis Street Mountain View Silicon Valley 100,842

vmWare 3210 Porter Drive Palo Alto Silicon Valley 95,500

Source: Jones Lang LaSalle

Source: Jones Lang LaSalle

Top subleases added during Q2 2009
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been signi• cant, most large U.S. corporations have not yet fully worked 

through the translation of their business plans into medium- and longer-

term space needs. To date, these tenants have brought only immediately 

redundant space to market for sublease. Economic effects on headcount 

and occupancy tend to lag, so a continued disposal of space is 

expected, regardless of changing economic signals, as the full effect of 

the economic contraction that already has occurred • lters into portfolio 

and space planning. If, as most economists predict, job losses continue 

through the majority of 2010, we can expect sublease space to remain a 

major factor in the marketplace into 2010 as well. 

Tenants with solid credit will have a 
substantial window of opportunity and 
increased leverage with respect to choice, 
competition and cost over the 
coming quarters.

One long-awaited new trend did begin to emerge toward the end of 

the second quarter. Distress levels increased among commercial real 

estate investors, and defaults began to pop up in several markets. This 

is clearly only the beginning of this wave as well, but the emergence 

of ownership defaults poses signi• cant risks to tenants and owners 

alike, has implications for transaction activity, future rent and property              

value trends.

Overall vacancy will peak above 20.0 percent (higher than the last 

cyclical peak) in late 2010 or early 2011, and as a result, rental rates 

will remain under continued pressure for the foreseeable future. We do 

expect leasing activity to increase eventually as tenants come out of 

hiding and • nally make some critical longer-term decisions. Tenants with 

solid credit will have a substantial window of opportunity and increased 

leverage with respect to choice, competition and cost over the 

coming quarters.

Demand down and supply up spells only one thing: rent 

corrections across the board

After more than four quarters of substantial increases in incentives, 

landlords responded over the past two quarters by dropping marketed 

rental rates. As competition among landlords to secure tenants has 

become especially intense, overall marketed rents declined 5.4 percent 

during the second quarter, the largest quarterly drop across markets that 

Jones Lang LaSalle has on record. Over the past 12 months, asking 

rents across the country dipped 9.8 percent. 

Effective rents, which take into account concessions such as rent 

abatement and tenant improvement allowances, have declined 15.3 

percent from 12 months ago. Markets with the biggest declines were 

New York, Los Angeles, San Francisco, Boston and Washington, DC, 

with some segments of those markets reporting close to 40.0 percent 

declines. 

Rent abatement has continued to escalate, averaging 4.5 months 

for new deals around the country. Tenant improvement allowances, 

however, appeared to have peaked out as lenders and investors remain 

capital-constrained. As a result, after increasing more than 30.0 percent 

over the past 18 months, allowances have stabilized over the past 

six months. 

Looking ahead

While construction activity and new supply risk were limited with a few 

market exceptions, fundamentals are certain to continue to shift as a 

result of the demand outlook. While occupancy declines already have 

Marketed rents registered sharpest decline on record in Q2 2009
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Property clock

Reading the clock

The Jones Lang LaSalle of! ce clock demonstrates where each market 

sits within its real estate cycle. Markets generally move clockwise around 

the clock, with markets on the left side of the clock generally landlord-

favorable and markets on the right side generally tenant-favorable.

Job losses continued to stack up across the country through mid-year 

2009, placing enormous pressure on supply, demand and pricing 

dynamics throughout the of! ce market. Markets near the top of the clock 

have sustained the strongest demand fundamentals of late, including 

the growing federal government in the Baltimore region and the stable, 

diverse private sectors throughout most of Texas and in Pittsburgh. 

Approaching the middle part of the falling market segment, rents have 

fallen more severely, the amount of sublease space has reached new 

heights, and leasing activity levels have remained depressed. Numerous 

markets in that segment have a long way yet to fall with respect to either 

robust development pipelines with minimal preleasing or the continued 

contraction of major industries that drive certain of! ce markets.  

It is highly likely that the vast majority of of! ce markets will remain on 

the right side of the clock over the next 12 months as job losses still 

occurring will likely have a lag effect on the of! ce market through the 

early part of 2011.

Slowing market Falling market

Rising market Stagnant market

Slowing market Falling market

Rising market Stagnant market

Slowing market Falling market

Rising market Stagnant market

Baltimore, Pittsburgh, San Antonio, Austin

Montréal, Toronto

Dallas, Denver, Houston, Minneapolis, 
Raleigh / Durham, Seattle, Washington, DC

Atlanta, Boston, Charlotte, Chicago, 
Los Angeles, Miami, New York, 
Philadelphia, San Francisco

Fort Lauderdale, New Jersey, Sacramento, 
San Diego, Silicon Valley, St. Louis, Tampa

Detroit, Orange County, Orlando, 
West Palm Beach

Cleveland, Jacksonville
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Capital • ows plunge further

Despite mounting evidence that the economy and • nancial system 

may be stabilizing and credit markets improving, there has not been 

measurable improvement in the capital markets for real property 

transactions. In fact, of• ce sales volumes plummeted even further in the 

second quarter to a new record-low level of approximately $2.0 billion. 

This represents a decrease of 46.0 percent from the • rst-quarter of• ce 

volume and an 88.0 percent decline from the second quarter of 2008. 

For the • rst half of the year, of• ce volume totaled $5.6 billion, down from 

$30.6 billion in the • rst half of 2008 and $130.7 billion during the market 

peak in the • rst half of 2007. From a transaction activity perspective, 

the market’s absolute trough likely occurred during the second quarter. 

However, given the continuing reality of the frozen real estate debt 

markets and the only gradually building nature of distress in the market, 

it is highly likely that property trades will remain at extremely depressed 

levels throughout the remainder of 2009, with total full-year of• ce 

transaction volume falling by 60.0 to 80.0 percent from 2008. 

Securitized debt on ice

Although the market for new Commercial Mortgage-Backed Securities 

(CMBS) remains at a virtual standstill, some very tentative initial signs 

of increasing activity in U.S real estate credit markets recently have 

developed, including signs of life in the market for existing CMBS. Since 

June 18, four Re-REMICs, which are restructurings and re-issuances 

of an existing CMBS, have closed and raised $1.0 billion. In the current 

environment, the Re-REMIC issuers are taking existing CMBS inventory 

and repackaging the bonds to create new AAA securities. Another 

positive trend has been the decrease of AAA-rated CMBS spreads 

during June to 650 basis points. This is down considerably from 875 

basis points as recently as March, but these spreads remain historically 

wide, and additional shocks (including credit rating downgrades) could 

result in further widening. 

Beyond real estate credit markets, broader equity and corporate debt 

markets have seen conditions continue to improve from the highly 

dysfunctional markets at the end of 2008. Publicly traded real estate 

trusts have taken advantage of this sustained improvement. In the 

United States, combined REIT equity and debt issuance in the • rst 

half of 2009 totaled $17.3 billion, a robust increase from $9.2 billion 

during the same period in 2008. Such strong trends in capital-raising, 

in addition to the rebound in REIT stock prices since early March, could 

serve as very early indications of a bottoming-out, and subsequent 

recovery in broader real estate markets. Because the public markets 

led the private markets in value declines on the way into this real estate 

downturn, there is hope that the rebound in REIT prices may be a 

leading indicator for a recovery. REIT prices remain substantially below 

previous peaks.

Fed moves

Government support of the market through the Term Asset-Backed 

Securities Loan Facility (TALF) program remains a focus of the industry, 

although its ultimate prospects and the precise timing of relief remain 

very unclear. Still, the evolving program is a likely candidate to provide a 

boost in liquidity in the real estate debt markets and perhaps, eventually, 

the market for real asset transactions. The TALF program, as it relates to 

CMBS, has gotten off to a decidedly slow start, as investors requested 

just $669 million in loans for existing securities through the facility in July. 

Capital markets

High-grade corporate bond issuance comprises nearly entire market to date in 2009
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of the previous commercial market upcycle, will continue to increase 

signi! cantly, eventually challenging or exceeding the severity of market 

conditions during the early 1990s.

Eventual peak-to-trough average               
value declines in this real estate        
downturn appear headed for the                 
50.0 percent range.

Value correction will continue

Since late 2007, cap rates have expanded throughout all U.S. markets 

and product types. Because of record-low transaction volumes in recent 

months and the fact that most deals occurring seem to have very 

particular circumstances, it remains very dif! cult to ascertain the precise 

magnitude of this pricing correction. At present, many of the larger 

transactions that are able to close do so only with assumable or seller 

! nancing. Investors are still generally uneasy with properties offering 

anything beyond very minimal levels of perceived risk, focusing much 

more on very secure, long-term, high-credit income streams if they are 

seriously in the market. Most anecdotal evidence points to cap rates that 

have increased by at least 250 basis points from the absolute peak of 

the market in early to mid-2007. This increase has been considerably 

higher in secondary and tertiary markets with much shallower buyer 

pools, in markets that have weaker fundamentals and for assets of 

lesser quality. 

Given the signi! cant expansion in cap rates, value declines have 

already approached 40.0 percent in many markets. In some markets, 

the re-pricing has been even more severe, and many markets also 

are beginning to suffer from sharply declining rental rates, leading to 

further value declines. Such valuation changes imply that the equity 

positions of many highly levered purchases of the past few years have 

vanished entirely. Although the cap rate expansion cycle potentially may 

end by late 2009 or early 2010, downward pressure on values could 

be sustained well into 2011. The outlook for cash " ows continues to 

deteriorate for the coming 18- to 24-month period, given the severity of 

the recession and the continuing shock to the labor market. Eventual 

peak-to-trough average value declines in this real estate downturn 

appear headed for the 50.0 percent range.

This followed the June application window, in which the Fed received 

no loan requests. Given the uncertainty regarding precisely which super 

senior bonds are eligible for the loans and the valuation of those bonds, 

program activity may continue at an uninspiring pace in the near term. 

Even when the TALF program begins to prompt movement in the CMBS 

market, the future of securitized debt for commercial real estate will 

continue to provide signi! cantly reduced liquidity than it has over the 

past decade, and it will not emerge in the same form. Securitized debt 

markets for real estate are likely to return in a simpli! ed and smaller 

form with much greater transparency required and much less associated 

risk. Another government program, the Treasury Department’s Public-

Private Investment Program (PPIP), has raised hopes of jump-starting 

the securitized lending markets as it is designed to remove “toxic assets” 

from banks’ balance sheets by matching Treasury equity and loans 

with selected private fund managers. PPIP will permit the selected 

managers to buy CMBS originally rated AAA. In combination, TALF 

and PPIP eventually may be successful in beginning to clear existing 

AAA-rated CMBS inventory that is obstructing the market and may in 

turn create new lending capacity. Traditional sources of debt, namely 

from commercial banks and insurance ! rms, are available but with 

signi! cantly more expensive pricing and in much smaller chunks of 

below $30.0 million or $40.0 million from most sources. This makes 

! nancing larger transactions especially challenging and translates into 

the need for syndications and markedly increased 

equity requirements.

Delaying the inevitable

More than $300 billion in commercial mortgages are estimated to mature 

during each year between 2009 and 2011. With the large magnitude 

of re-pricing that has occurred, coupled with the tightened real estate 

lending markets and rapidly deteriorating fundamentals, distress among 

owners is growing and will continue to do so for at least the next one to 

two years. To date, however, there has been relatively little foreclosure 

and forced selling activity. The majority of lenders seem to be more 

willing to extend loans in the hope that re! nancing conditions and market 

fundamentals will improve measurably in the coming few years. As a 

sign of the growing stress in the market, Trepp data indicated that an 

additional $3.8 billion of securitized loans were transferred to special 

servicers during June. As of mid-year 2009, 4.9 percent, by volume, of 

all CMBS was controlled by special servicers, an increase of 50 basis 

points from May’s total. Given mainstream outlooks for continuing very 

tight lending standards, it is possible that many, perhaps even a majority, 

of 2005-2007 vintage loans will not qualify for re! nancing. Therefore, 

distress among investors, particularly those that borrowed at the height 
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Economy
Metro Atlanta’s unemployment rate 
reported additional increases during 
second quarter 2009, rising to 9.6 percent 
by mid-quarter. The state of Georgia, 
meanwhile, lost 322,000 jobs during May 
2009, with factory payrolls posting the 
largest decrease (136,000), while builders 

(79,000), retailers (21,000) and • nancial services • rms (27,000) contributed 
signi• cant losses as well. Although forecasts suggest additional layoffs this year, 
the rate at which jobs are lost is expected to continue slowing based on recent 
employment trends.

Market conditions
Second quarter 2009 saw a return to negative direct absorption as more than 
72,000 square feet of net losses were reported. Additionally, 360,000 square 
feet of negative sublease absorption was recorded in Metro Atlanta during the 
quarter. These combined occupancy losses pushed the overall vacancy rate past 
the 20.0 percent mark for the • rst time since year-end 2004. Also contributing to 
the rise in vacancy was one new Class A delivery of nearly 550,000 square feet. 
Although the building was half leased, tenants only moved into 84,600 square 
feet during second quarter 2009, with the building’s remaining space scheduled 
to be occupied by early-2010.

In response to sluggish demand in recent months, average direct rental rates 
declined for a • fth consecutive quarter, falling to $21.18 per square foot. Less 
than 2.0 million square feet of leasing activity was reported during second 
quarter 2009, marking nearly a 60.0 percent drop from activity levels seen 
during • rst quarter. Interest rose though, as more than 5.5 million square feet 
of requirements were active throughout the metro area at the end of second 
quarter. Additionally, several notable • rms have committed to space in recent 
weeks including Corrections Corporation of America, Hisense Corp USA and a 
headquarters relocation by NCR.

Outlook
Although job losses are slowing and signs of economic recovery are on the 
horizon, Metro Atlanta still has obstacles to overcome. Approximately 1.5 million 
square feet of largely un-leased space should deliver to the market in the next 
six months, which will undoubtedly cause a spike in vacancy. Additionally, 
rental rates can be expected to decline further until leasing activity rebounds 
noticeably. Despite the prospect of a slow recovery, Atlanta continues to provide 
an affordable business climate, which is especially attractive for those • rms 
looking to reduce costs in order to weather this economic storm.

Economy
 Austin, one of the only areas in the 
nation to post positive job growth in the 
• rst quarter, gained another 4,200 jobs in 
May. For the fourth consecutive month, 
Austin was the only large Texas metro 
area to gain jobs. Government and broad 
services sectors continued to lead the 

growth in the region, and layoffs appear to have leveled off. While the job 
growth is encouraging news, the population is growing at a greater clip than job 
growth. Correspondingly, at 6.1 percent, Austin’s unemployment rate increased 
at a slower rate than the national average over the past year, and areas of 
employment contraction mirror those in the greater United States (construction, 
professional services, etc.). The local economy will continue to fare well 
through the back half of the recession, with employment growth provided by the 
technology and government sectors as well as an educated workforce provided 
by the University of Texas and other institutions of higher education.

Market conditions
Strong tenant-favorable conditions persist in the Austin of• ce market. 
Concessions were commonplace in proposals, and direct gross asking rental 
rates dropped 1.4 percent over the last three months. Existing users avoided 
signing speculative of• ce expansions in an effort to keep cash in the black. New 
construction tapered off, with just over a half million square feet currently under 
construction, at over 60.0 percent pre-leased. The total direct net absorption 
for the quarter was negative 900,000 square feet. Direct vacancy increased 
approximately 200 basis points to 16.0 percent from • rst quarter 2009, the 
largest quarterly uptick in over • ve years. 

Outlook 
Sublease space will continue to be a growing factor in vacancy as tenants shed 
excess space. Landlords will be even more aggressive with rental rates in an 
effort to retain existing tenants, compete with the sublease market and attract 
the few large requirements in the market. Despite the overall drop in demand, 
some large deals have been successfully signed such as OneWest Bank Group 
leasing 174,000 square feet, SolarWinds expanding to over 100,000 square feet, 
and Teachers Retirement Systems taking 47,000 square feet. This activity will 
help to buoy net absorption in the third and fourth quarter.

Local markets

Atlanta Austin
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Economy
During the second quarter the region 
remained mired in recession, but recent 
glimmers of hope point to an end to the 
economic freefall. For the 12-month period 
ending in May, the region lost 68,900 
jobs. Of! ce-using sectors combined to 

lose 36,300 jobs during the same period accounting for 5.3 percent of total 
employment. Despite the heavy layoffs, an encouraging sign was that the 
May total represented a slight improvement from April’s year-over-year loss. 
According to the New England Economic Partnership, the Massachusetts 
economy is expected to remain in recession until early 2010 due mainly to its 
dependence on business investment, which lags movements in   
consumer spending. 

Market conditions
Second quarter net absorption was negative 757,078 square feet due to a 
notable increase in sublease offerings and tenant contractions. The CBD 
posted one of the steepest declines in occupancy on record with negative net 
absorption of 516,889 square feet. Financial service companies continued to 
shed unoccupied space and sublease space offerings increased substantially. 
Tepid demand coupled with ample supply has reduced downtown Boston rents 
signi! cantly. Asking rents for premium tower space, nearly $70.00 per square 
foot gross in late 2007, were approximately $50.00 per square foot gross at 
the end of the quarter. In Cambridge, the overall vacancy rate remained steady 
at 16.0 percent and leasing activity was neutral. The Cambridge submarket, 
largely occupied by high technology, pharmaceutical, and life science tenants 
has weathered this economic downtown relatively well compared to other 
submarkets in the region. In the suburban market, while new development 
remained slim, conditions were tenant-favorable as overall vacancy increased to 
22.6 percent and the average asking rent declined to $22.62 per square 
foot gross.

Outlook 
The second half of 2009 will likely resemble the ! rst. While the worst of the 
job cuts may be over, the real estate market will remain in slow-motion. 
Tenants have the opportunity to take advantage of aggressive rent reductions 
and concessions. Landlords will face strong competition and will likely grow 
increasingly " exible during lease ! nancing discussions. The long-term forecast is 
for moderate activity as normal lease expirations combine with a wave of lease 
expirations caused by short-term renewals signed over the last year.

Boston

Economy
Unemployment in the Baltimore area 
skyrocketed over the past 12 months, as 
weakness in the ! nancial sector led to 
a substantial drop in economic growth. 
Heavy job cuts produced a 350 basis point 
annual increase in area unemployment 

rates, which stood at 7.6 percent at the end of May, the most recent month 
available. Despite the job cuts and high unemployment, many publications 
ranked the Baltimore area as one of the cities most likely to withstand the 
recession. This is largely because a signi! cant portion of its economy centers 
around the government, education and life sciences, areas that are well-
insulated from economic cycles. In addition, Baltimore’s proximity to Fort Meade 
and Aberdeen Proving Grounds provides many jobs for the area. As a result of 
these combined factors, Baltimore has escaped some of the harshest economic 
conditions that are impacting other metropolitan areas. 

Market conditions
Despite the struggling national economy, the Baltimore of! ce market remained 
relatively stable in the second quarter of 2009. The lack of speculative 
development, which may have hindered growth in the past, is a major reason 
that market conditions remained stable. More so, 52.3 percent of the space 
under construction was preleased by the end of the second quarter. The market 
was tighter in Suburban Baltimore than the CBD, where much of the struggling 
! nancial community is based. Consequently, Suburban Baltimore experienced 
a year-to-date net absorption of 282,615 square feet, whereas the CBD posted 
a year-to-date net absorption of negative 101,221 square feet. Deliveries 
and tenant demand continued to wane in the second quarter, thus tenants 
maintained the upper hand in most of the submarkets in Baltimore. 

Outlook
Baltimore’s tenant composition and modest development have positioned the 
market to weather the storm better than most markets nationally. With private 
sector tenant demand likely to diminish at least through 2009, tenants that are 
out in the market will have more options than they have had in the past. The 
increased competition will force ownerships to become more aggressive with 
rental rates and tenant improvement packages, creating some of the most 
favorable market conditions tenants have experienced in years. As President 
Obama continues to roll out his programs in industries like education and 
healthcare, many Baltimore-based companies should be the recipient of greater 
funding, creating additional of! ce demand.

Baltimore
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Economy
In line with most major metropolitan areas, 
the Metro Chicago market posted weak 
economic activity through second quarter. 
While slight progress was noted in the 
form of results less-negative than in recent 
quarters, tight credit conditions persisted 

along with continued contractions in business and consumer spending. The 
unemployment rate reached a 26-year high during May, at 10.7 percent. Of note 
was the year-over-year tally of of• ce-using employment losses which totaled 
73,000. Layoffs continued, however the pace of losses in most sectors abated 
during the last few months. 

Market conditions
The list of sublease offerings grew through the second quarter as businesses in 
the CBD continued to evaluate their operational needs and rightsize or downsize 
space accordingly. This trend, coupled with an increase of cost-conscious 
tenants, drove down the overall gross asking rents in the CBD market. In 
today’s economic environment landlords are even more concerned with the 
creditworthiness of their tenants as many are under lender pressure to not only 
increase occupancies, but • ll available space with stable • rms. Tenants are 
scrutinizing the capital stack and debt maturity schedule of the property in order 
to negotiate increased concessions and favorable lease terms. For the third 
consecutive quarter, no building sales transactions closed in the CBD, however 
two new buildings came to market. 

Market activity in Suburban Chicago remained slow through the • rst half of the 
year, shifting to mostly cost-driven tenant motivation. Users of all sizes have 
directed their space decision-making to the best conditions for the least out-of-
pocket costs, be that on a direct or sublease basis. Asking rental rates trended 
downward as direct and sublease offerings have decreased the average. 
However, rates have declined by less than 2.0 percent since the beginning of 
the year as landlords attempt to maintain face rates while offering increased 
concessions whenever possible. 

Outlook
For the remainder of the year, most active tenants will continue to seek out the 
best bang for their buck. Sublease space additions will persist, providing viable 
options for those still unable to make longer-term commitments. Asking rates will 
continue a slow descent, as landlords would rather offer increased concessions 
than take a hit on face rates. 

Chicago 

Economy
Now that the dust from the consolidation 
in the nation’s second largest banking city 
has settled, the attention turns to Bank of 
America’s and Wells Fargo’s corporate 
solutions regarding employment count 
and of• ce space needs. Wells recently 

announced they would be laying off an additional 548 employees in uptown over 
the next two quarters. Charlotte realized just shy of 13,000 job losses in the • rst 
half of 2009 as the unemployment rate rose to 12.0 percent. By comparison, in 
2008, the region lost 29,785 jobs and • nished with an 8.7 percent 
unemployment rate.

Market conditions
Deal velocity and activity continued to slow as economic uncertainty is at the 
forefront of tenants’ minds. Leasing activity for the quarter was down 32.0 
percent compared to the second quarter of 2008, con• rming all industries have 
been affected by the turbulence caused by the regions’ largest players. For 
the • rst time ever in Charlotte, the number of square feet to come available for 
sublease outnumbered the leasing activity to date for 2009. Additionally, seven 
uptown buildings at the end of the second quarter had over 100,000 square feet 
of contiguous space, in what has been historically one of the tightest markets in 
the country.

Landlords have become creative in structuring leases realizing that supply is 
through the roof and demand is at an all-time low. Some landlords are allowing 
their tenants to cancel their new lease penalty free within the • rst 18 months of 
a three-year term, provided 60-day notice. The consensus is uniform, given the 
average 19-month timeline to lease newly vacant space, landlords are doing all 
they can to retain their existing tenants in this competitive market. 

Outlook
Vacancy in downtown Charlotte will jump into double digits over the next 18 to 24 
months as just under two and a half million square feet are projected to deliver. 
There is also concern that Wells Fargo and Bank of America will back out of 
additional space they had originally planned to occupy when construction began, 
thus boosting vacancy further. Wells Fargo has already downsized to 400,000 
square feet in what is now dubbed the Duke Energy Center.

Charlotte 
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Economy
The Dallas Fed reported that local labor 
markets remained weak, however there 
were signs of increased stabilization with 
several industries reporting that demand 
had improved slightly or had ! rmed in 
recent months; conditions characterized 

as “bouncing along the bottom.” While the outlook is somewhat more optimistic 
than in the ! rst quarter, market sentiment remained extremely cautious with little 
expectation of sustained improvement in the near-term. Labor market conditions 
remained soft as ! rms continued to implement hiring freezes in the face 
of uncertainty.

Market conditions
Dallas’ net absorption fell into negative territory during the second quarter 
following a slow fourth quarter in 2008, and ! rst quarter 2009. Sublease space 
rose considerably in the second quarter, increasing to the highest level in over 
three years. Quoted rental rates have continued to decline as market activity 
remained subdued due to risk aversion and the ! nancial strain experienced 
by tenants and owners alike. Capital markets activity remained at signi! cantly 
reduced levels, with limited activity mainly restricted to smaller properties. 
Leasing and sales activity is projected to remain at reduced levels through the 
end of 2009 and into early 2010. 

Outlook
A slow- to moderate-paced recovery is projected to occur late in 2009 or early 
2010. A modest construction pipeline of 2.3 million square feet at mid-year (1.5 
percent of total current inventory which was 71.0 percent preleased at the end 
of the second quarter) set to deliver in 2009/early 2010 should help to keep 
overall absorption positive relative to other major U.S. markets. Longer term, 
the underlying drivers of population growth—high-tech, corporate headquarters 
and distribution activity—will help Dallas to outperform the U.S. A combination of 
technology companies like Texas Instruments, communications ! rms like AT&T 
and energy companies like TXU, and the generally strong Texas economy, mean 
that Dallas is well positioned for recovery.

Dallas

Economy
Unemployment in the Cleveland region 
increased 350 basis points to 10.0 percent 
over the 12-month period ending in May 
2009. While total employment has seen 
modest growth since January (1,500 
jobs), May’s year-over-year employment 

was down 50,600 jobs. The ! nancial activities and professional and business 
services industries experienced employment growth from April to May of 400 
and 1,600 jobs, respectively, marking the ! rst increase in employment for these 
industries since mid-2008. However, overall vacancy should continue to rise as 
job losses spreading across industries will continue to outweigh new entrants to 
the labor force over the next year. 

Market conditions
Overall leasing activity continued to decline through the second quarter of 2009 
with negative absorption of 208,358 square feet. The suburban market continued 
to struggle as all submarkets posted negative absorption with the exception of 
Southeast. There were signs of positive movement within the CBD, which posted 
a positive net absorption of 12,894 square feet, as Class A and B posted positive 
direct net absorption and Class A posted positive overall absorption (includes 
subleases). Overall quoted rental rates were down slightly, but do not re" ect the 
change in net effective rents, which were lower due to the concessions being 
offered to tenants.

Outlook
A lack of business development, coupled with the current recession, should 
continue to weigh heavy on Cleveland’s of! ce market over the next several 
quarters. While the current ! nancial turmoil has accelerated the rate at which the 
Cleveland market is losing jobs, it is a trend that has been present since 2001. 
Given the fact that Cleveland has been receding for nearly a decade, the of! ce 
market has not experienced overdevelopment. While this will help to mitigate 
substantial drops in rental rates and increases in vacancy, rental rates will 
continue to steadily decline, while vacancy steadily increases through 2010.

Cleveland
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Economy
Detroit’s unemployment rate continued 
to hit unprecedented levels (14.1 percent 
in May 2009) and was up 5.9 percent 
from just a year ago. All sectors have 
experienced erosion; however, the of• ce 
sectors remained one of the most affected. 

Of• ce jobs have declined by nearly 11.0 percent over the year as concern 
continued to heighten over the region’s core industry. The long anticipated 
Chrysler and General Motors Chapter 11 bankruptcy reorganizations are 
• nally underway with the federal government now intensely involved. Further 
job cuts are certain to continue as automotive suppliers align their business to 
accommodate industry realignment. 

Market conditions
Landlords continued to aggressively pursue the few tenants that were in the 
market, however, deal volume remained light in the Detroit region during the 
second quarter of 2009 as large and small companies alike await the ultimate 
fate of the major automobile manufacturers. Companies have been extremely 
reluctant to make any real estate decisions unless forced to do so. As a result, 
completed transactions continue to be limited in quantity. The continued 
contraction in the region’s core industries led to 38,512 square feet of negative 
absorption for the quarter and 407,289 square feet of occupancy declines 
through the • rst half of 2009. The occupancy losses have pushed vacancy 
to 23.4 percent to close the second quarter. As a result, rental rates declined 
again in the second quarter, closing the quarter at $20.46 per square foot. From 
a supply standpoint, new development and construction have come to a halt, 
leaving sublease space as the only source of new opportunity in addition to the 
existing vacancy.

Outlook
Looking forward, the region is hoping that Chrysler and General Motors arise 
from Chapter 11 bankruptcy positioned to produce fewer brands and more 
energy ef• cient vehicles with reduced labor costs to spur pro• tability. Moreover, 
local government plans to take advantage of stimulus package proceeds for 
infrastructure improvements to boosts economic conditions and ignite positive 
momentum for a region that has been suffering for several years. The remainder 
of 2009 will pose a major threat to commercial property owners as mortgages 
come due, vacancies remain high, and lease rates decline. Short-term renewals 
will remain the lease type of choice. Some tenants will take advantage of 
favorable market conditions and either upgrade submarkets or property class.

Detroit

Economy
Historically, Denver has trailed the entry 
and exit of recessionary periods by six to 
nine months when compared to coastal 
tier one markets. It is likely that Denver’s 
of• ce market recovery, in particular, will 
be consistent with historic performance 

aided by improvements in the residential real estate sector and continued growth 
and development of government services and the renewable energy sector. 
Additionally, unlike national unemployment rates which continued to increase 
throughout second quarter, metro Denver’s unemployment decreased after 
peaking in March and held steady at 7.5 percent throughout April and May. 

Market conditions
Negative net absorption recorded in the CBD, Southeast and Southeast 
Suburban during second quarter pushed the overall market to nearly 1.0 
million square feet of negative net absorption year-to-date; concurrently, the 
metro reported a rise in vacancy, ending the quarter at 14.4 percent direct and 
16.4 percent when including subleases. Submarkets with considerable rises 
in vacancy, such as the CBD and the Southeast, were mitigated by reserved 
activity in the western submarkets, speci• cally the Northwest. Average asking 
rents continued to decrease in all but one of Denver’s submarkets and ended 
the quarter at $28.00 per square foot in the CBD and $20.16 per square foot on 
average in the suburban submarkets. 

While recent increases in vacancy are signi• cant, the limited new supply in 
the last cycle will prevent the market from reaching the high vacancy levels 
seen during the last downturn earlier in the decade. Because of the metro-wide 
overbuilding at that time, total vacancy reached upwards of 21.7 percent by 
second quarter 2003, a level that is not expected during the current recession. 

Outlook
The market is essentially resetting itself, with both asking and effective rates 
decreasing to levels more in line with demand and historic market dynamics than 
seen in recent years. Lowered rental rates combined with other tenant-favorable 
market conditions, such as free rent and competitive tenant improvement dollars, 
should continue to spark increased lease activity throughout the year.

Denver



20   Jones Lang LaSalle • On Point • North America Of! ce Report Q2 2009 

Economy
The impact of the global economic 
downturn on Houston intensi! ed during the 
second quarter. Houston lost a net 56,200 
jobs from May 2008 to May 2009, with the 
largest reductions coming in construction, 
transportation and warehousing and 

wholesale trade. However, the local unemployment rate of 6.9 percent in May 
still came in well below the national unemployment rate of 9.1 percent, and a few 
major local employment sectors experienced growth including energy, healthcare 
and social assistance. Additionally, the Baker Hughes active domestic rotary rig 
count turned upward in the last two weeks of June, suggesting that it may be on 
the rebound after falling for 29 consecutive weeks. 

Market conditions
At the end of the second quarter, Houston’s real estate of! ce market re" ected 
more signi! cant softened conditions. The majority of leasing activity was 
restricted to short-term renewals and small relocations. Construction starts have 
all but halted and proposed phases for new developments have been shelved. 
In the ! rst quarter, of! ce rent face rates held steady, however at mid-year, the 
decline was small but measurable. Sublease space continues to contribute 
to the overall rising vacancy. RRI Energy’s 400,000 square foot sublease 
space is available as soon as October, 2010 which dubs it the largest block of 
contiguous sublease space the CBD has seen in more than ! ve years. However, 
a few bright spots illustrate Houston’s relative resilience and its opportunistic 
environment. A few tenants took advantage of the softening market and inked 
new leases in the suburbs. Other large users signed long-term renewals to lock 
in favorable rates during a time of uncertainty.

Outlook
In the second half of the year and into 2010, continued downward rent pressure 
and increasing concessions are expected. For landlords, the 4.2 million square 
feet of space currently under construction will further increase the competition 
for quality users, and tenants positioned to take advantage of the current 
environment will continue to have a variety of viable options with aggressive 
lease terms. The silver lining in the cloud for both owners and users might 
ultimately be the recent surge in oil prices, which could prove to mitigate the 
effects of the recession on the Houston market.

Houston

Economy
Job losses continued to increase as 
employment growth for Broward County 
has declined by 4.5 percentage points 
from this time last year. The area’s 
unemployment rate increased to 8.8 
percent in the ! rst half of 2009 and posted 

44,834 job losses over the past 12 months. Unemployment levels have reached 
the highest point since September of 1992. Key sectors in the markets that 
continued to experience the highest level of job losses included real estate-
related companies, ! nancial services, manufacturing and business services. 
Technology, health-care and government industries remained the county’s 
strongest performers. 

Market conditions
The Fort Lauderdale of! ce sector continued to feel the impacts of the economic 
downturn as occupancy decreased and Broward County’s vacancy rate 
increased to the highest point in over ! ve years. The region recorded negative 
absorption during the ! rst half of 2009 as job losses mounted. Class B space led 
the market in corrections during 2009 as smaller local-area businesses have felt 
the hardest effects as economic uncertainty continued. 

Leasing activity predominantly consisted of renewals and “blend and extend” 
type deals. The majority of demand for space came from tenants already in the 
market who continue to review space options in their efforts to contain costs on 
the operations side. AutoNation’s, who currently leases 396,428 square feet at 
110 Tower, will relocate and downsize to 102,850 square feet in downtown Fort 
Lauderdale. The move is expected to cause further negative absorption and 
increase vacancy rates in the CBD. New York Life will be relocating from the 
Cypress Creek submarket to their new location at Lake Shore II in the Sawgrass 
Park submarket. The insurance based company is projected to move into their 
new 29,230 square-foot space toward the second half of 2009.

Outlook
The momentum of job losses have slowed during the second quarter of 2009, 
but effects from recessionary conditions are likely to linger around South 
Florida throughout 2009 and most likely into the ! rst part of 2010. Continued 
employment losses will limit new leasing activity and thus supply will most likely 
continue to outpace demand over the next 12 months, placing further pressure 
on rents.

Fort Lauderdale
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Economy
The Los Angeles economy sunk deeper 
into a recession during the second-quarter. 
The May unemployment rate reached 11.4 
percent, up from 9.5 percent recorded at 
the beginning of the year, and dramatically 
higher than the 6.0 percent unemployment 

• gure recorded 12 months ago. The dramatic increases highlighted the full-scale 
impact of the recession on Southern California’s economy. 
Manufacturing was the hardest hit sector, losing 37,900 jobs over the last 12 
months. The construction industry shed 22,200 jobs, while retail trade lost 
20,700 jobs. Other sectors such as professional and business services and 
international trade also contracted during the second quarter.

Market conditions
Short-term renewals with virtually no expansion and fewer leases signed for new 
direct space characterized much of the Los Angeles markets’ second-quarter 
leasing activities. Many tenants who were uncertain about the economy’s 
direction and were faced with occupancy costs that exceeded current market 
rates, opted for blend-and-extend renewal options, which allowed them to realign 
their leases with current market conditions. Improvement allowances remained 
dif• cult to fund as many landlords bridged the gap by offering more free rent, 
which caused net effective rents to decline further. 

Los Angeles’ year-to-date market rents dropped 5.8 percent, while effective 
rates declined by an estimated 8.0 percent. The larger supply of sublease space 
continued to put pressure on asking rates in submarkets such as the Westside 
and Los Angeles North where large blocks of sublease space remain. Large 
increases in vacancies recorded in the Tri-Cities were driven by the completion 
of two large projects in Burbank, which added nearly 820,000 square feet to 
the market. Los Angeles vacancy increased 30 basis points to 15.7 percent, 
signi• cantly higher than the 12.0 percent recorded a year ago. 

Los Angeles’ capital markets trade volume declined 80.0 percent with only a 
handful of Class A Los Angeles suburban assets trading during the quarter. 
Declining occupancy coupled with decreasing rents could force some owners 
to place more assets on the market despite the lack of demand, placing further 
downward pressure on sales prices.

Outlook
The region’s chief economic drivers of manufacturing, international trade, 
professional services and entertainment are all are projecting negative growth 
over the remainder of the year as executives reduce capacity to re! ect more 
conservative growth projections. Los Angeles gross metropolitan product 
is anticipated to contract by 310 basis points in 2009 according to Moody’s 
Economy forecasting. The impact of such a contraction in metropolitan product 
on commercial real estate sector is likely to push of• ce vacancies in the 16.0 to 
17.5 percent rate over the next six months.

Los Angeles

Economy 
The economic situation in Jacksonville 
worsened in the second quarter as the 
unemployment rate increased for the 
• fth consecutive month to 9.7 percent. 
Approximately 28,000 jobs were lost 
from the previous 12 months ending May 

2009. Of• ce using industries such as Financial Activities and Professional and 
Business Services also shed jobs at mid-year. Average employment for the • rst 
half of 2009 in these two sectors fell another 5.0 percent from the same period 
a year ago after posting employment gains in the • ve years prior. Fortunately, 
Jacksonville was not as severely impacted by the housing crisis as other 
metropolitan areas in Florida. A recent study by RealtyTrac of foreclosure activity 
in 100 of the nation’s top metropolitan areas indicated that Jacksonville has the 
39th highest rate of foreclosure with one in every 103 homes in some state of 
foreclosure, an improvement over recent months. 

Market conditions 
The direct vacancy rate in Jacksonville remained relatively stable from the 
• rst quarter and ended the • rst half of 2009 at 20.0 percent and 21.4 percent 
including sublease space. Direct vacancy rates in the CBD increased, however, 
increased 50 basis points from • rst quarter 2009 to 19.3 percent, while direct 
vacancy rates in the suburban submarkets remained comparatively ! at at 20.3 
percent. There has not been any signi• cant construction in Jacksonville since 
• rst quarter 2008 and no new of• ce product is scheduled to be delivered for the 
next few years. Leasing activity was again slow in the second quarter as there 
were few transactions in excess of 10,000 square feet. FDIC signed the largest 
lease in the period; a 150,000-square foot lease at Baymeadows Way in the 
Butler Boulevard submarket. Quoted rental rates decreased slightly from • rst 
quarter and are likely to remain ! at throughout the remainder of 2009.

Outlook 
The outlook for the Jacksonville market over the next 12 to 18 months will be a 
continuation of soft market conditions and an environment that favors tenants. 
Supply will continue to outpace demand as the local economy struggles with 
increasing unemployment and vacancy rates in the low- to mid-twenties. 
Effective rental rates will decrease another 1.0 to 2.0 percent by year-end as 
tenants take advantage of landlord offered concessions. 

Jacksonville
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Economy
Minnesota’s seasonally adjusted 
unemployment rate climbed to 7.8 
percent by the end of second quarter 
with Minnesota companies cutting 64,500 
jobs in the 12 months ending June 2009. 
With most of these job losses in the 

construction, manufacturing and business services areas, some sectors such 
as trade, transportation and utilities and ! nancial activities did see nominal job 
growth. Minnesota companies continued to feel the effects of a 19.4 percent 
decline in exports, compared to this time last year. Although the area’s largest 
exports, computers and electronics and machinery, were down 23.0 and 14.0 
percent, Minnesota’s medical equipment exports have seen a 19.0 
percent increase.

Market conditions
As companies continue to adapt to the slumping economy, activity in the Twin 
Cities real estate market remained slow. With a large amount of uncertainty 
during these times, companies continued looking for short-term solutions 
and avoiding long-term decisions. This has created an environment in which 
companies with pending lease expirations continued to increasingly opt for short-
term renewals with the hopes that the economy will have stabilized sooner rather 
than later. As a result of this trend and little economic growth, the absorption 
levels throughout the market remained extremely low through the ! rst half of 
the year. Nearly all of the absorption was realized from Coloplast’s move into 
the region during the second quarter. Vacancy rates have increased throughout 
2009 as an abundance of sublease space in every submarket has emerged. 
These conditions have created a highly tenant-favorable market with a multitude 
of options available as well as signi! cant landlord concessions to be had.

Outlook
All indicators predict the vacancy rate will continue to rise throughout the 
market due to the massive job losses experienced over the past couple months. 
Subleases have begun to pop up in small to mid-sized ranges as companies 
consolidate and retract non-core sites. Such opportunities have begun to show a 
drag on total rent costs as inducements, such as free rent, higher improvement 
allowance and moving allowances are being offered more frequently than in 
the past. 

Economy
The most recent unemployment ! gures 
point to a continued trend of job losses 
over the 12-month period with an overall 
4.2 percent decline. In total, the Miami area 
posted 44,500 job losses in the 12 months 
prior ending May 2009. As a result of the 

losses, Miami’s unemployment rate increased to 9.6 percent, which remained 
just under Florida’s, double-digit rate of 10.2 percent. Miami’s construction sector 
(-9,500 jobs) led the way in declines. This was followed closely by such prime 
of! ce using sectors as professional and business Services (-8,800 jobs) and 
! nance/insurance (-3,000 jobs.) 

Market conditions
This year’s negative absorption, the great majority of which was located in the 
Suburbs, reached an all-time high. The loss in occupancy was spread out fairly 
evenly between Class A and Class B product and is rapidly approaching the one 
million square-foot mark. With both the Class A and Class B segments of the 
CBD and Suburbs now posting double digit overall vacancies (which includes 
sublease space), effective rental rates will likely decline.

Outlook
Continued pressure from a down sliding economy, rising vacancy and a well-
founded fear of the soon to be completed oversupply has come to fruition this 
quarter – both statistically and on the ground in terms of creating a “free for all” 
pricing frenzy between tenants and landlords. One building opened this quarter 
95.0 percent vacant and new construction over the next 12 to 15 months paints 
a bleaker picture: as of this writing, 80.0 percent of the near 2.5 million square 
feet still remains uncommitted.

Miami Minneapolis
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Economy
New York City endured signi• cant job 
losses during the • rst six months of 
the year and that trend is forecasted 
to continue until the • rst quarter 2010. 
According to the latest report from the 
New York City Of• ce of Management and 

Budget (OMB), the City has lost nearly 103,000 jobs thus far this year. The City 
has shed 11,000 jobs per month, on average, since early last fall. The trend may 
be moderating given the fact that 3,200 jobs were lost in May. Most of the private 
sector has been affected with the exception of non-cyclical sectors. The • nancial 
sector, an important part of the Manhattan of• ce market, has been impacted the 
most, with 32,000 positions lost. Financial activities have lost nearly 2,000 jobs 
per month. 

Market conditions
Activity remained far below historical levels both for leasing and investment 
sales. Large blocks of space were returned to the market at a steady pace 
resulting in an escalation of vacancy rates and near record-low absorption 
levels. Vacancy among Midtown Class A properties rose to 15.0 percent, a level 
not reached in the past 15 years. The rate has more than doubled from a low of 
7.2 percent as recently as December 2007. Midtown Class A asking rents have 
fallen by 25.0 percent since May 2008, • nishing at $73.10 per square foot at the 
close of the second quarter. Net effective rents, which include periods of free 
rent and tenant improvement allowances, are down by over 40.0 percent 
from peak. 

At mid-year Downtown was clinging to a vacancy rate much lower than would 
be expected. The Class A vacancy rate, at 8.8 percent, is technically within 
equilibrium. Over the next twelve months that rate could double as Downtown’s 
largest • rms are expected to shed unneeded space. Since much of this is 
already known by the market, rents fell signi• cantly in the • rst half of the year in 
anticipation of weakening fundamentals.

Outlook
Even though indicators will continue to be negative for the next few quarters, 
much of this has already been priced into the market, especially in taking rents 
and net effective rents. Concern has now shifted to how long the market could 
remain in decline. Our current projection is that Downtown Class A vacancies 
could reach 20.0 percent in 2010 before a recovery begins in 2011. Midtown 
Vacancies appears to be leveling, but it is still too early to call it a trend. More 
space is likely to come back to the market, albeit incrementally. Asking rates, for 
all of Manhattan, will fall further for the remainder of the year. 

New York

Economy
After faring well compared to Western 
Canada and Ontario during the latter half 
of 2008 and • rst quarter 2009, Québec’s 
economy slowed signi• cantly. With 
demand for corporate jets on the decline, 
aerospace, the provinces’ strongest 

sector has pulled back. Coupled with a slowdown in public–sector hiring, 
unemployment is expected to reach 9.0 percent before 2010. However, with 
large energy and infrastructure upgrades in the pipeline and the expectation that 
the global economy begins to stabilize in 2010, GDP was projected to climb to 
2.7 percent in 2010. 

Market conditions
The decline experienced by the aerospace sector and additional job losses have 
affected the Greater Montréal Of• ce Market. Absorption trended downward after 
posting a positive • rst quarter to the year. Of the 361,000 square feet of negative 
absorption, 70.0 percent came in the Class B market. The loss in occupied 
space ended three consecutive quarters of positive absorption, but also signaled 
that the recession, which impacted the Western Canadian of• ce markets in early 
2009, had arrived in Québec. Class A asking rates in the Greater Montreal Area 
(GMA) also posted a loss of roughly $0.05 ending the quarter at an average of 
$18.55 per square foot. Interestingly, as the rest of the North American markets 
experience a ballooning in sublet availabilities, Montréal has remained stable at 
1.1 sublet available rate dating back to the end of 2008. Vacancy rates, although 
escalating in the Core, were down 160 basis points in Midtown Montréal, with 
a Class A vacancy rate of 2.9 percent, a decrease of 650 basis points from • rst 
quarter 2009.

Outlook
As the government of Quebec stimulates the economy by infusing $15 billion in 
the short term, it will be the increase in provincial sales tax (January 2011) by 
1.0 percentage point and the curbing of program spending that helps return the 
province to surplus in 2013-14. The of• ce market of the GMA is expecting an 
additional 483,000 square feet of of• ce space to be delivered to the market over 
the next three quarters. With vacancy levels still in the single-digits and minimal 
new construction, supply-demand levels should remain relatively in check over 
the coming quarters. 

Montreal
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Economy
The Orange County market recorded a 
relatively low 8.6 percent unemployment 
rate in May despite a 400 basis point-
increase over the last 12 months. 
The market’s unemployment rate was 
comparatively lower than the state’s 11.2 

percent rate and the national average of 9.1 percent. Dominated mostly by 
professional services ! rms, Orange County was not affected by sharp declines 
in manufacturing during the second quarter, as has been the case in the greater 
Los Angeles area. On the upside, corporate downsizing created an increased 
amount of affordable skilled labor to become available; home prices dropped 
making home ownership more attainable for many.
 
Market conditions
Despite a relatively low unemployment rate, the Orange County of! ce market 
continued to face signi! cant leasing challenges with vacancy rates that ranged 
from 18.0 percent to 24.0 percent in various Orange County submarkets. Rental 
rates were down an average of 35.0 percent from the fourth quarter of 2007 
market peak, with further declines anticipated through 2009.
 
Second quarter leasing was characterized by an increased amount of early 
lease renewals that traded a give back of excess space, a reset of the base year, 
a tenant improvement allowance that could be used as a credit against rent, and 
discounted rental rates to attract corporate ! rms for a longer term before they 
went to the market. The short-term savings at rental rates less than the tenant 
was previously paying often was suf! cient to eliminate the leverage applied by a 
full market negotiation.

Prominent Orange County investor-owners gave back properties. Maguire 
Properties released the Washington Mutual Campus, and sold discounted notes 
on properties in Orange County to Hudson Capital and The Abbey Company. 
This trend will likely persist as several landlords including OPUS, Legacy, and 
others are rumored to be relieved of their ownership interest over the next 
several months. The resulting change in ownership at below-market sales prices 
could open a whole new wave of aggressiveness on the part of these new 
landlords that can compete at lower rates.

Outlook
Continued downsizing by large employers in the Orange County market is likely, 
as the bottom of the recession has not been reached, and will exert additional 
downward pressure on absorption. New deliveries coupled with large subleases 
on the market will drag rental rates downs further. Occupants seeking early 
renewals are likely to gain extremely favorable concessions, as landlords 
continue to focus on tenant retention, offering generous amounts of free rents. 

Orange County

Economy
Job losses in the Garden State continued 
for the 15th consecutive month, as 6,200 
jobs were cut. However, it was the smallest 
monthly drop since September 2008. The 
state’s unemployment rate climbed since 
last month to 8.8 percent, remaining lower 

than the national rate of 9.4 percent. Gains in employment were concentrated 
in leisure and hospitality and other services, while notable job losses were 
recorded in trade, transportation and utilities, construction and information.

Market conditions
As the economic crisis continues through 2009, the New Jersey of! ce market 
has not been immune to the effects. Overall vacancy climbed to 25.3 percent 
during the second quarter, the highest rate on record. Many large ! rms 
have opted to put their space on the market as a result of downsizing and 
consolidations. In total, there were 10 blocks of space in excess of 75,000 
square feet placed on the market during the second quarter alone. The sublet 
vacancy rate, similarly, reached its highest level (4.8 percent) in ! ve years as 
! rms such as Morgan Stanley and Barr Pharmaceuticals placed large blocks 
of sublease space onto the market. Net absorption for the second quarter 
measured negative 2.4 million square feet, the largest negative drop recorded 
for a single quarter in recent history.

Leasing activity was dominated by small- and medium-sized transactions, many 
of which consisted of renewals. Leasing activity continued to lag, recording its 
lowest quarterly total in history (1.4 million square feet), and was down 40.0 
percent compared to last year. The overall average asking rental rate dipped this 
past quarter to $24.29 per square foot as a plethora of less expensive sublease 
space in Bergen County and the Waterfront were added to the market. The 
sublet asking rental rate has fallen by 8.2 percent to $22.80 per square foot 
since last year as sublease space increased.

Outlook
Available sublease space has climbed to its highest level in ! ve years as many 
! rms continue to downsize and consolidate space. The same can be expected in 
the coming months as the commercial real estate market usually lags corporate 
layoffs and lower employment numbers by up to one year. Rents should continue 
to fall as the market becomes even more favorable for tenants.

New Jersey
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Economy
Diminishing employment remains a cause 
for concern for the Philadelphia region. 
Year-over-year, the May unemployment 
rate for the Philadelphia region increased 
over 3.0 percentage points to 8.2 percent. 
The City of Philadelphia’s unemployment 

rate was slightly less at 8.0 percent. Philadelphia’s education and healthcare-
based economy, coupled with its lesser dependence on • nance industries, 
has shielded the city from severe layoffs in the past. But, the education and 
healthcare industries have reduced employment in three out of the last 
• ve months. 

Market conditions
The overall average rental rates abated in all markets except New Castle 
County. Deal concessions centered on rent reductions and free rent. Dif• culties 
in the credit market are still affecting landlords’ ability to offer tenant improvement 
allowances. In an effort to attract what tenants are in the market, landlords are 
offering broker bonuses and hosting more space-showing events.

The Suburban market had the highest overall vacancy rate for the region ending 
the second quarter at 20.6 percent. An uptick in sublease space on the market 
increased vacancy for all markets except the Southern New Jersey market. 
At 2.1 percent, the region’s sublease vacancy rate was the highest on record 
since the second quarter 2003. Tenants from a variety of industries have placed 
space on the market. Some notable blocks of sublease space that came on 
the market in the second quarter included: 39,000 square feet offered by Teva 
Pharmaceuticals in Bala Cynwyd, 35,000 square feet offered by Yellowbook USA 
in King of Prussia and 44,556 square feet offered by Sunoco in Philadelphia.

Outlook
Despite the softening in the market, there are still a number of large tenants 
looking for space. Teva Pharmaceuticals is in the market for 300,000 square 
feet, as part of its HQ campus project and Advanta is searching for 200,000 
square feet. Both companies are looking in the Suburbs. Cozen O’Connor has 
yet to settle on a location and may split its 230,000-square-foot requirement 
between the Suburbs and the CBD. 

The increase in vacancy will force landlords to further reduce asking rents in 
order to • ll their buildings. Concessions will focus on rent reductions and free 
rent, but tenant improvement allowances may be included for large deals. 
Renewals and blend-and-extends will ! ourish as tenants take advantage of the 
weakened real estate market. 

Philadelphia

Economy 
Economic conditions in Orlando continued 
a precipitous decline as the region lost 
an additional 50,000 jobs in the 12-month 
period ending May 2009. Year-over-year 
employment losses have averaged 5.0 
percent since the beginning of 2009 after 

posting gains in previous periods dating back to 2002. Most sectors experienced 
job losses including Professional and Business Services, which lost over 20,000 
jobs in the past 12 months. While job losses in the manufacturing sector have 
hurt the economies of other major metropolitan areas throughout the country, 
Orlando’s economy continued to be plagued by the fallout in the housing 
industry. Nearly 20.0 percent of the workforce in the construction industry has 
been eliminated since the end of second quarter 2008.

Market conditions 
The direct vacancy rate in Orlando increased for the third consecutive quarter 
to 14.0 percent. Nearly 250,000 square feet of new of• ce product has been 
delivered so far this year and an additional 200,000 square feet of Class A 
of• ce space is expected to be delivered by the end of 2009. No other signi• cant 
construction is in the pipeline for the next few years. Demand continued to 
decline in most of Orlando’s submarkets. The Southwest submarket posted 
158,000 square feet of direct net absorption in the second quarter and was 
the only submarket at mid-year with positive direct net absorption year-to-
date. Some tenants continued to pursue short-term renewals rather than 
lock themselves in over longer terms. Ironically, many landlords prefer this 
arrangement because it provides opportunities to negotiate higher rental rates 
once the market recovers. However, the “blend and extend” strategy was the 
prevalent technique for tenants looking to maximize cost savings. Quoted rental 
rates in the Orlando market declined 2.0 percent overall to $22.35 per 
square foot.

Outlook 
Sluggish market conditions are expected to continue over the next 12 months as 
direct net absorption is forecast to be negative for 2009. Landlords will continue 
to offer some free rent and other concessions resulting in a decline in effective 
rental rates of 1.5 to 2.0 percent through year-end. Tenants with longer term 
leases will look to reduce costs by considering sublease arrangements and/or 
renegotiating their operating expense base year.

Orlando
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Economy
The ! nancial turmoil has now settled and 
the Triangle area is poised to rebound 
faster than other metros in 2009 and 2010. 
Job losses have been contained extremely 
well compared to the rest of the country 
through the second quarter, where Raleigh 

and Durham unemployment rates settled at  8.9 percent and 8.1 percent, 
respectively, at the end of May. 

Also, in a recent study the Triangle ranked number one among Southeastern 
cities on a range of factors affecting economic growth including employment 
and labor, income and productivity, livability and connectivity, and equity and 
diversity. The area is also supposed to have the highest percentage growth 
of any region in the nation over the time period spanning from 2005 to 2025 
where population is expected to boom from 953,093 to 1.9 million, an 100.0                
percent increase.

The impact on the commercial real estate industry and all ! rms located in the 
Triangle will be overwhelmingly positive as money is invested and talented 
workers migrate to the area. Investors are currently on the sidelines, but not 
unexpectedly remain very bullish on the Triangle especially with studies like 
these all pointing in that direction.

Market conditions
While brighter conditions lie ahead, deal velocity and activity continued to slow 
as tenants across all industries postponed capital decisions. Total available 
space in the market (18.0 percent) has been listed and sitting vacant for an 
average of 20.4 months, proving the stagnancy of deal " ow. Net absorption 
was negative in the second quarter (-537,305 square feet). This marked the 
second consecutive quarter of occupancy declines, illustrating even the most 
fundamentally sound markets have not been immune from the downturn. 
The decline in occupancy pushed vacancy up another percentage point to 
15.5 percent to close the quarter. Downtown Durham and Raleigh continued 
to display vacancies in the single digits. Meanwhile, options in the suburbs 
continued to expand with vacancy ! nishing at 21.7 percent. 

Outlook
Despite having some negative variables come to light recently, the Triangle 
area is positioned very well compared to Charlotte and the rest of the country. 
Aside from an economy that is built around recession-resilient industries, the 
construction pipeline is spread throughout the submarkets, not focused in one 
particular place. Additionally, unemployment was under 9.0 percent with several 
industries continuing to expand, albeit at slower rates of growth.

Raleigh / Durham

Economy
Pittsburgh continued to be one of the 
lone economic bright spots in the country. 
The unemployment rate measured 7.3 
percent at the end of May, 220 basis points 
below the national average. Pittsburgh’s 
diversi! ed industries have remained 

relatively stable throughout the national recession, despite moderate job losses 
through the second quarter 2009. The majority of the 30,600 lost over the past 
12 months have stemmed from construction- and manufacturing-related jobs. 
Additionally, it was recently announced that Pittsburgh would host the next G-20 
Summit of world leaders.

Market conditions
The Pittsburgh of! ce market ended the second quarter 2009 with a vacancy 
rate of 14.8 percent. The rate represented a 50-basis point decrease over the 
previous quarter as net absorption totaled positive 694,281 square feet in the 
second quarter. Vacant sublease space decreased in the quarter, ending the 
quarter at 599,764 square feet. Rental rates ended the second quarter at an 
average of $19.50 per square foot, an increase over the ! rst quarter. 

The Salvation Army sold its former headquarters along the Boulevard of the 
Allies (91,502 square feet, Class B) in the CBD to Cleveland-based Polaris Real 
Estate Equities for $4.0 million or $43.00 per square foot. Large lease signings 
included the University of Pittsburgh, signing a 145,000-square-foot lease at 
Bridgeside Pointe II, The Bank of New York Mellon leasing 110,000 square feet 
at 4350 Northern Pike, and First Niagara Bank’s announcement of 
a 51,000-square-foot Regional Market Center at 11 Stanwix.

Outlook
The third quarter of 2009 will experience some of the same challenges as the 
! rst part of the year. Vacancy and rental rates are expected to hold steady, as 
! rms weigh the effects of a slowing economy. 

Pittsburgh
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San Antonio

Economy
San Antonio continued to boast one of 
the strongest economies in Texas. The 
metro market unemployment rate fell to 
5.8 percent in May, from 6.0 percent in 
March, ranking it the lowest of the four 
major metros in Texas (Houston, Dallas, 

Austin and San Antonio). ACS will be adding 300 jobs to the region and USAA’s 
relocation will add another 240 jobs to the Alamo City. San Antonio’s substantial 
incentive package lured Medtronics to the market, which will add 1,400 sales 
and support jobs this year. Further development of the 2005 Base Realignment 
and Closure brings high-wage military health care employment and upwards 
of $2.0 billion worth of construction, creating a projected 46,000 in construction 
jobs. Fort Sam Houston accounts for an increase of 11,500 in personnel 
growth alone.

Market conditions 
Net absorption was just over 590,000 square feet in the second quarter, primarily 
due to Tesoro’s occupancy of 451,000 square feet at 19100 Ridgewood. 
Excluding this absorption, activity was limited to small relocations and renewals, 
resulting in a ! at quarter. With 500,000 square feet of space currently under 
construction at 45.0 percent pre-leased, most is scheduled to deliver in early 
2010, which will be well-timed for a rally in demand for space. As landlords 
attempt to maintain their exit strategy, direct gross asking rents have remained 
steady. Concessions in the form of moving costs, free rent, increased TI 
packages, etc. chipped away at effective rental rates. 

Outlook
Tenant-favorable market conditions continue to attract top companies with the 
stable economy, an educated workforce and competitive of• ce market rates. 
San Antonio’s economy and of• ce market future is hedged by the slew of large 
relocations, consolidations and developments planned over the next 12 months. 
While the volume of activity in the of• ce market will remain depressed in the 
short term, large companies will be able to lock in effective rent discounts and 
take advantage of incentive packages. Over the next 12 months, face rates are 
not expected to drop signi• cantly since landlords see last quarters’ economic 
growth as an opportunity for an early of• ce market recovery. Construction activity 
has slowed signi• cantly, which will result in minimal negative impact on 2009’s 
vacancy rate.

Economy
Sacramento’s of• ce market continued to 
weaken through the second quarter of 
2009. Preliminary payroll employment data 
show that there were 5.2 percent fewer 
jobs in the region than there were at the 
same point last year, re! ecting a 48,100 

job decline. Unemployment has jumped from 6.7 percent in May of 2008 to 
11.5 percent in May of 2009. The accelerating rate of job losses was a result of 
slowdowns across all of the region’s major industry sectors, with the exception of 
educational and health services. 

Market conditions
The Sacramento of• ce market saw another quarter of signi• cant negative 
absorption, with a net total of negative 69,872 square feet. Nearly 500,000 
square feet of new of• ce space was nevertheless delivered in the second 
quarter of 2009. Compounding negative absorption, coupled with newly 
delivered stock, has pushed direct vacancy to 19.6 percent, notably higher than 
the 16.06 percent recorded a year ago. 

Sacramento’s market rents dropped nearly 3.0 percent in the second quarter, 
while effective rates were estimated to have fallen by 6.0 percent. The increased 
supply of quality subleases has forced landlords to continue to drop their rents 
and offer ever-competitive lease terms marked by large amounts of free rent and 
tenant improvement allowances. Leasing velocity has been weak as most of the 
second quarter’s activity consisted of short term renewals and of• ce relocations 
with minimal expansion space. On a brighter note, the CBD has remained 
resilient, posting positive net absorption for the fourth quarter in a row with an 
increase in asking rental rates of nearly 2.0 percent over the last year. 

Outlook
With of• ce unemployment on the rise, we expect local of• ce market 
fundamentals will continue to trend downward through mid-2010. While the 
government sector has historically insulated the Sacramento economy, the 
current budget crisis is certainly compounding the region’s economic challenges. 
With expected state employee cuts forthcoming, unemployment is expected to 
peak in 2010. Rising vacancy rates, maturing debt and depreciated asset values, 
we expect to see more distressed building sales enter the market in the third and 
fourth quarters of 2009. 

Sacramento
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San Francisco

Economy
At nearly double the rate of unemployment 
from this time last year, 4.8 percent to 
9.1 percent, few industries have been 
able to escape the economy’s backlash. 
Although mass layoffs have waned 
since the beginning of the year, two of 

San Francisco’s largest employers, California Paci! c Medical Center and the 
San Francisco Chronicle, announced major cuts during the quarter. CPMC 
reduced its workforce by 300 people, which included mostly management and 
administrative positions and the Chronicle bought out 112 staffers and laid off 
another 39. In 2008, CPMC leased approximately 145,000 square feet in a 
Rincon/South Beach building. 

Market conditions
The San Francisco of! ce market saw another quarter of signi! cant negative 
absorption, with a net result of negative 647,141 square feet. Major layoffs and 
cost cutting measures that took place in the ! rst quarter translated into large 
quantities of of! ce space being vacated and placed onto the sublease market in 
the second quarter. Charles Schwab, which announced major layoffs in January 
of 2009 amounting to 600 people, moved out of 357,539 square feet in the 
North Financial District in June. Additionally, Macy’s West announced in the ! rst 
quarter that it would close its West Coast headquarters. They moved out of their 
Yerba Buena location, totaling 153,932 square feet in May. 

Sublease vacancies such as these affect the of! ce market in many ways, but 
in particular they result in decreased rental rates and increased competition for 
landlords. When the Charles Schwab sublease space hit the market at the end 
of the ! rst quarter, the marketed rental rate was at $19.00 per square foot for a 
term of one and a half years and a fully built out of! ce. By the end of the second 
quarter, the same space was being marketed at $12.00 per square foot. The 
average Class A rental rate in the CBD at the end of the quarter was $39.40 per 
square foot. 

Outlook
The remainder of 2009 will undoubtedly be weak as job losses mount and 
companies ! nd that they need to shed excess space. Prolonged vacancy rates 
in the of! ce market will place further pressure on rental rates as buildings 
compete for credit-worthy tenants and against lower cost sublease space.

San Diego

Economy
Despite the area’s diverse employment 
cluster of biotech, defense, telecom and 
tourism, initial claims for unemployment 
insurance topped 30,000 in May and 
over 50,000 jobs year-to-date. Only the 
government sector continued to add jobs. 

Average unemployment stood at 9.4 percent, a rise of more than 400 basis 
points from 2008.

Market conditions
San Diego of! ce market fundamentals have continued to erode as rental rates 
have retrenched from their peak of late 2007. Average Class A asking rates 
across San Diego County closed the quarter at $35.88 per square foot, a decline 
of 5.4 percent from the previous quarter. Further, face rates have declined due 
to increasing free rent and tenant improvement allowances by landlords over the 
past several quarters. 

As expected, vacancy rates increased incrementally to 18.7 percent from 16.8 
percent at the end of 2008 despite San Diego experiencing 48,600 square feet 
of overall net absorption. Vacancy increased due to the addition of shrinking 
tenant requirements and 900,000 square feet of new supply added to the of! ce 
market during the ! rst half. 

After slowing signi! cantly in 2008, commercial property sales and activity 
continued the slide in the second quarter of 2009. One signi! cant of! ce 
property over $15 million closed in the quarter. It was a 198,000-square-foot 
of! ce complex on a long-term lease to Sempra Energy and sold for $201 per 
square foot with an 8.3 percent cap rate. This limited sales activity has made it 
dif! cult to gauge how the credit crisis has impacted pricing; however, ! rst year 
capitalization rates appear to have been impacted by approximately 250 to 500 
basis points on value-add deals and 100 to 250 basis points on core deals, 
assuming debt has 
been available.

Outlook
Over the balance of the year, we expect market fundamentals to continue their 
erosion considering the amount of sublease space on the market. Product under 
construction has dwindled down to 682,000 square feet, eliminating over-
development issues. The local economy is expected to hit bottom in mid-to-late 
2009, but is expected to remain cautious from a job growth perspective well into 
2010. Tenant activity is forecasted to remain sluggish through 2009 as many 
tenants will opt for renewing/contracting their current space, putting plans for 
future expansion on hold in the short term.
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Economy
No single industry in the Peninsula 
has proven to be immune to the global 
economic downturn. Forty-thousand jobs 
have been lost in the San Francisco-San 
Mateo-Redwood City Metropolitan Division 
over the last twelve months, causing 

unemployment in San Mateo County to increase nearly two-fold to 8.4 percent. 
The region’s high concentration of professional business services companies 
has left the of• ce market exposed, and consequently, vacancy was creeping 
towards 20.0 percent at the close of the quarter. San Mateo-based Fortune 500 
company Franklin Resources announced in January that they would cut 4.0 
percent of their global workforce and subsequently placed 100,000 square feet 
of space in their owned, four building campus on the market for lease in May.

Market conditions
The region’s biotechnology industry has also felt the impacts of the recession, 
highlighted by Invitrogen‘s (formerly Applied Biosystems) placement of 84,500 
square feet on the market for sublease in June. Genentech (acquired by Roche 
in March) could, however, spark a recovery in the North County and speci• cally 
South San Francisco after Roche indicated that they could relocate half of their 
Palo Alto employees to ‘South City’. Genentech subleased 155,000 square feet 
from Cell Genesys in the second quarter and there remained ample existing 
high-quality leasing options adjacent to their campus including 250,000 square 
feet of shell-complete space being offered for sublease from Amgen. Preliminary, 
unaudited second quarter venture capital investment data highlighted that 42.0 
percent of VC investment dollars were directed into biotech and health care 
companies, providing a glimmer of hope for the region, as it houses one of the 
world’s largest biotech and life science clusters. 

Outlook
Emerging industries – particularly clean technology also lend optimism for a 
market recovery in the Peninsula. A recent study by the University of California, 
Berkeley highlighted that a fundamental switch to renewable energy sources 
could create up to 57,000 green jobs over the next 40 years in the State of 
California. Preliminary second quarter VC investment data from Deloitte and 
the Cleantech Group reported that US cleantech investment increased to $792 
million, while global investment increased 12.0 percent quarter-over-quarter. 
Smart grid technology (energy) leader Silver Springs Networks leased nearly 
90,000 square feet in Redwood City in the second quarter.

San Francisco Peninsula

Economy
The Puget Sound economy slumped 
through the • rst quarter of 2009 as the 
unemployment rate skyrocketed nearly 3.0 
percentage points to end at 8.7 percent. 
In total, the region has lost 49,700 jobs 
spread across all industries with the of• ce 
sector accounting for 15,200 of those 

jobs. While historically resilient, the Puget Sound economy has shown it is not 
impermeable to the current depressed economic cycle with further contraction 
likely through the next six months.

Market conditions
All submarkets witnessed businesses contraction and as a result, leasing activity 
fell and vacancies rose in the • rst quarter. Overall, vacancy rates • nished 
the • rst quarter of 2009 at 10.6 percent, representing the fourth consecutive 
quarterly increase. This increase can be attributed to new deliveries totaling 1.2 
million square feet across 14 buildings and negative net absorption of 355,801 
square feet due to the addition of sublease space. 

Transactions are taking much longer to come to fruition than they were in 2008. 
Landlords are doing all they can to hold their rental rates high, including the 
use of large concession packages in order to lower the effective rental rate for 
tenants In the • rst quarter, despite effective rents falling, the average quoted 
rental rate held steady at $28.38 per square foot. On the development side, the 
current climate has also slowed pre-leasing activity signi• cantly. It is anticipated 
that the majority of the new deliveries to the market could sit vacant through 
2009 and into 2010, posing further risk to rents.  

Outlook
An additional 6.5 million square feet of of• ce space remained in the construction 
pipeline at the end of the quarter, representing over three years of demand 
based on historical absorption averages. The extensive supply of new 
development, coupled with the contraction of tenants during this economic cycle, 
provides all signs that a tenant’s market is in full swing. As we move through 
2009 and into 2010 the upcoming deliveries as well as business contraction will 
push vacancy rates higher throughout the market. Rental rates of new deliveries 
have started to soften as developers struggle to pull together compelling 
economic offers to the few credit tenants in the market that are willing to commit 
to longer term real estate solutions.

Seattle
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Economy
Job losses began to slow as the 
unemployment rate leveled off to 9.0 
percent at the end of May, however, the 
rate was still the highest it has been in 
over 20 years. The bankruptcies of both 
Chrysler and General Motors have no 
doubt affected St. Louis. Chrysler has 

closed its plants in Fenton, leaving 1,200 workers unemployed. General Motors, 
on the other hand, will keep its plant in Wentzville operating, but will still idle the 
plant for ! ve weeks. St. Louis-based Monsanto and Enterprise-Rent-A-Car have 
also announced layoffs in recent months and even St. Louis Public Schools’ 
plans to eliminate 350 jobs next year. Online brokerage ! rm Scottrade, one of 
the few companies growing, has added 300 jobs this year so far. 

Market conditions
St. Louis remained a tenant’s market as options continued to expand and 
pricing became increasingly negotiable. All suburban submarkets had negative 
absorption, however, the CBD was slightly positive due to the delivery of 
Highlands Plaza II; the 64,000-square-foot building was 75.5 percent leased. 
The sublease space that AB-InBev has put on the market cannot be ignored 
since it amounts to over 200,000 square feet. Not all of the space has been 
vacated but the South County submarket will no doubt be affected and it will very 
tough to ! ll all the space they could leave behind. 

Asking rents remained relatively " at, but tenants increasingly found landlords 
being very aggressive with their proposals to try and lease up vacant space. 
At the end of the quarter, there were a number of tenants exploring their space 
options as the opportunity arises to move-up from a Class B to a Class A building 
at very favorable terms. Numerous tenants who have expiring leases continued 
to opt for short-term renewals due to economic uncertainty, a trend that will 
remain throughout 2009 based on the contracting economy. 

Outlook
More space will continue to come onto the market with GE Capital and Boeing 
vacating 63,000 and 89,000 square feet, respectively, in the next couple of 
months. This will add to competition for tenants and give landlords more reason 
to remain aggressive in their proposals for new and existing tenants. This trend 
should remain until the economy begins to improve and employers being 
hiring again. 

St. Louis

Economy
Commercial real estate market conditions 
in the Silicon Valley softened further as 
the global economic downturn continued 
to weigh heavily on the high-technology 
sector. Although the pace of layoff activity 
has slowed considerably since October 
2008, Valley tech-stalwarts continued to 

announce new headcount reductions while others were enforcing mandatory 
shutdown days as business slows in the summer. Santa Clara County has lost 
over 40,000 jobs over the last twelve months, although the total losses were 
considered a drop in the bucket when compared with the dot-com bust in 2001. 
Regardless of the latter, the impact on the Valley’s real estate market remained 
profound amidst the recession and the real estate market is expected to soften 
further over the remainder of the year. 

Market conditions
Diminishing tenant demand, coupled with increasing sublease availability and 
the continued delivery of new supply, have driven the market’s downturn in 2009. 
AOL, SAP, Telik and VMware all individually placed more than 90,000 square 
feet on the market for sublease in the second quarter, while Nokia renewed 
only half of their footprint in Mountain View, downsizing by 67,000 square feet. 
The ! rst major blocks of sublease space were, however, leased in the quarter 
as Irvine-based Newport Corporation leased 140,000 square feet from Abbott 
Laboratories in Santa Clara and Symantec leased 75,000 square feet from 
Hewlett Packard in Mountain View. Valley juggernaut, Apple Computer also 
continued to show signs of growth and leased 105,000 square feet in Cupertino. 

Ending with a positive outlook, technology stocks signi! cantly outpaced the 
broader market in the ! rst half of 2009. One hundred ! fty-three Silicon Valley 
tech stocks scored double digit gains in their share prices (averaging 38.0 
percent) on the heels of better than expected earnings and signs of an improving 
economy. The tech-heavy NASDAQ composite index was up 17.0 percent at the 
mid-point of 2009, while the Dow Jones industrial average was down 
2.9 percent. 

Outlook
A broader market recovery and signi! cant R&D spending will be necessary to 
facilitate the recapture of headcount losses, which will likely be lethargic drawing 
out meaningful real estate absorption into 2011. 

Silicon Valley
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Economy 
There were few bright spots in the second 
quarter of 2009 as the economic situation 
in Tampa Bay continued to deteriorate. 
The unemployment rate remained 
above the state and national averages 
and above 10.0 percent for the fourth 
consecutive month in May as Tampa Bay’s 

unemployment rate of 10.9 percent was the highest it has registered in nearly 20 
years. Furthermore, local government, which hadn’t seen signi• cant employment 
losses since early in the decade, lost nearly 2.0 percent of its workforce due to 
the state’s budget crisis. Home prices have continued to fall, however, the region 
has become more affordable, which could attract additional population and 
business growth when the economy stabilizes. 

Market conditions 
Of• ce market conditions remained mixed in the second quarter. Total vacancy 
for all Classes increased only 140 basis points from • rst quarter 2009 ending the 
second quarter at 18.6 percent. Much of this increase occurred in the suburban 
submarkets due, in part, to the delivery of the 250,000-square-foot Class A 
building known as MetWest International. Meanwhile, direct vacancy rates in the 
CBD were virtually unchanged from last quarter. Touring activity remained strong 
and leasing activity improved in the Tampa CBD and Westshore submarkets. 
Many of these transactions represented relocations within their respective 
submarkets with no expansion space and therefore had little impact on direct net 
absorption. The environment continues to favor tenants. As a result, landlords 
instituted proactive measures within the brokerage community such as sending 
unsolicited proposals and increasing commission fees, in attempts to enhance 
activity levels in their buildings. Direct quoted rental rates increased slightly from 
• rst quarter to $24.97 per square foot in Class A buildings, but decreased slightly 
to $19.66 per square foot in Class B buildings.

Outlook 
Economic conditions in the Tampa Bay area are expected to remain weak over 
the next six to 12 months. With vacancies in the low- to mid-twenties in certain 
submarkets, a few suburban buildings may revert to lenders as occupancy-
related • nancial stress creates cash ! ow problems, particularly in the non-
institutionally owned buildings. Quoted rental rates are expected to remain ! at or 
slightly decrease throughout the remainder of 2009.

Tampa

Economy
After a • rst quarter that saw the automotive 
sector come to a near standstill, second 
quarter performance in manufacturing 
continued on a downward trend. According 
to the latest unemployment • gurers 
published by Statistics Canada, Ontario 
posted a 9.4 percent unemployment 

rate, the highest in the past 15 years. With the closing of the GM truck plant 
in Oshawa, job cuts nearing 10,000 at Chrysler Canada and further closures 
expected in Windsor as the year progresses, unemployment is expected to 
reach almost 10.0 percent. 

Market conditions
The Greater Toronto Area (GTA) wide vacancy rate closed the second quarter 
at 9.4 percent, up 280 basis points from one year ago. Although vacancy has 
increased, rates have remained stable. Sublet availabilities across the Toronto 
of• ce market have also increased, but not at an alarming rate, closing the 
quarter at 2.2 percent. The prospect of right sizing to save money has become 
a reality for many tenants looking for space or deciding whether to stay in an 
existing location. As a result of employment contractions, the GTA posted its 
fourth consecutive quarter of negative absorption dating back to the third quarter 
of 2008, posting a contraction of 583,000 square feet.

From a rent perspective, there has been a slight decrease is asking rental rates 
across most submarkets in the GTA, but not the large discount experienced by 
other major of• ce markets in the Americas. 

Outlook
As a result of Ontario’s reliance on the automotive and manufacturing sectors, 
the amount of unemployed has reached a staggering 234,000 since last 
October. While an investment by the provincial government in infrastructure 
will stimulate the economy short term, it will be the Canadian dollar which 
determines manufacturing’s strength long term. 

The of• ce market across the GTA is expected to see an increase in vacancy as 
18 projects totaling 4.2 million square feet will be introduced to the market over 
the next four quarters. Of that, roughly 3.0 million square feet of the total will be 
introduced to the downtown over the same time period.

Toronto



32   Jones Lang LaSalle • On Point • North America Of! ce Report Q2 2009 

Washington, DC

Economy
Economic conditions in Metropolitan 
Washington, DC deteriorated mildly during 
the second quarter of 2009, as efforts 
to revive the economy through stimulus 
spending offered few immediate and 
tangible bene! ts. With the anticipated wave 
of government spending unrealized, key 

indicators in Metro DC wavered, although the area appeared relatively sturdy 
compared to other global cities, which continued to hemorrhage due to the 
! nancial crisis. 

The local labor market maintained its contraction, but the pace of decline was 
relatively mild in relative terms, as the area’s core tenant base buffered the 
region from the brunt of the economic downturn. Historically, federal government 
employment expands during times of crisis, and 7,600 new jobs in that sector 
were reported in Metro DC over the past year. However, steep cuts in the legal, 
information technology, retail trade and ! nancial industries managed to undercut 
those gains, and the region posted a net loss of 31,300 jobs in the 12-month 
period ending May 2009.

Market conditions
Tenant demand tapered across the region in lockstep with the contracting labor 
market. The delivery of 13.8 million square feet since the beginning of 2008, 
combined with mounting sublease options, lifted vacancy rates to record highs 
during the second quarter of 2009. Total vacancy of 14.4 percent represented 
the softest market conditions in over 20 years. 

Rental rates, which had grown at an average annual rate of 5.6 percent over the 
past ! ve years, declined across the board. Average asking rents fell 6.9 percent 
since mid-year 2008, with the most intense price drops occurring in enclaves 
where sublease activity and new construction altered market dynamics greatest. 
Net effective rents were down even sharper, precipitated by steep increases in 
tenant improvement allowances and rental abatement.

Outlook
With 10.2 million square feet remaining in the development pipeline and tenant 
demand suppressed, market conditions in Metro DC faced additional headwinds 
for the second half of 2009. The region’s supply pro! le was likely to produce 
overhang in the market until early 2010, as new construction and sublease 
space outstrips demand. Until the stimulus efforts of the Obama Administration 
achieve their goal of spurring economic growth, and an in" ection point is 
established, choppy conditions were likely to persist in the market over 
the interim.

Economy
Job losses climbed throughout Palm 
Beach County as the unemployment 
rate reached 10.2 percent during second 
quarter of 2009. This was a 4.4 percentage 
point increase from the 5.8 percent rate 
which was recorded last year at this time. 
The region posted a decrease in 27,992 

jobs over the past 12 months, elevating unemployment to the highest point 
since August of 1993. Construction, ! nancial-related companies and business 
services have been the three most impacted sectors during the downturn, while 
technology and biotech industries have fared better in the region. The downturn 
in the residential sector has spilled over fully into the of! ce market, causing 
decreased demand and increased vacancy within the commercial sectors. 

Market conditions
Tenant-favorable conditions remained as large space opportunities remained 
available throughout the county. Negative absorption continued to impact the 
market during the second quarter as occupancy declined for the eighth straight 
quarter. The increase in vacancy during 2009 can be primarily attributed to Of! ce 
Depot vacating over 541,000 square feet in a Class B of! ce park. The company 
relocated from Delray Beach to their new corporate headquarters in Boca Raton. 
This, coupled with the completion of Lynn Financial Center (two new Class A 
buildings totaling 123,882 square feet) during second quarter was the primary 
factor in vacancies rising by 440 basis points since the end of 2008. Over 1.8 
million square feet of speculative of! ce inventory was delivered since 2007 with 
35.7 percent remaining vacant at the end of second quarter. This increased 
supply with the sharp decline in demand combined with companies downsizing, 
giving back space through sublease options or vacating lease obligations and 
has created the steep shift in Palm Beach’s commercial markets. 

Outlook
Soft market conditions are expected to remain throughout 2009 as vacancies will 
likely continue to rise as supply exceeds demand, although not at levels seen 
during previous quarters. The of! ce sector will continue to experience market 
corrections, but not at levels seen since the beginning of the downturn. Lease 
renewals and tenants seeking to renegotiate their current lease terms in an effort 
to cut expenses on the operation side will continue to dominate demand activity 
as landlords remain aggressive with pricing. 

West Palm Beach
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Development pipelines 
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Of• ce statistics

Stock Absorption Vacancy

Quoted
market rates 

(gross)
Supply 
factors

Stock
Overall absorption 

(including subleases)

Year-to-date 
overall absorption 

(including subleases)

Year-to-date 
overall absorption 

(% of stock)
Overall vacancy (%)

(including subleases)
Current 
quarter

Under 
construction

United States

Atlanta 123,678,414 -433,035 -543,460 -0.4% 20.5% $21.18 2,808,434

Baltimore 74,398,725 280,489 181,393 0.2% 13.5% $21.68 1,852,500

Boston 154,962,493 -757,078 -2,474,467 -1.6% 19.9% $31.64 2,361,639

Charlotte 39,884,852 -153,746 -453,457 -1.1% 15.0% $22.66 2,554,000

Chicago 229,761,041 -1,361,814 -3,123,812 -1.4% 18.1% $27.02 3,415,376

Cleveland 36,391,428 -208,358 -628,338 -1.7% 21.1% $17.56 140,000

Dallas 159,827,259 -549,756 -43,679 0.0% 24.6% $21.19 2,391,805

Denver 109,670,359 -453,192 -1,076,385 -1.0% 16.1% $21.71 1,589,743

Detroit 68,360,586 -38,512 -407,289 -0.6% 23.7% $20.46 0

Fort Lauderdale 15,399,231 -89,006 -263,062 -1.7% 17.3% $28.17 0

Houston 150,020,138 -337,606 -1,195,427 -0.8% 16.1% $25.67 4,239,670

Jacksonville 23,684,269 -60,136 -640,160 -2.7% 21.4% $18.41 0

Los Angeles 172,133,631 -547,993 -2,125,157 -1.2% 15.7% $33.97 1,876,585

Miami 33,536,262 -587,133 -901,492 -2.7% 16.2% $32.88 2,489,992

Minneapolis 55,140,120 443,517 514,186 0.9% 20.4% $14.68 1,608,550

New York 426,833,260 -5,215,275 -9,990,504 -2.4% 13.1% $59.36  2,940,000

New Jersey 153,379,689 -2,390,410 -2,527,843 -1.7% 25.3% $25.26 482,000

Orlando 25,466,008 -197,857 -453,897 -1.8% 17.2% $22.35 211,236

Philadelphia 149,513,706 -643,075 -737,609 -0.5% 17.2% $22.69 478,012

Pittsburgh 56,286,777 694,281 497,176 0.9% 14.8% $14.57 1,450,800

Raleigh / Durham 38,680,415 -668,306 -574,540 -1.5% 16.9% $21.20 1,281,975

Sacramento 43,908,201 -53,456 -294,323 -0.7% 20.5% $25.06 530,808

San Diego 58,809,443 147,242 -67,807 -0.1% 19.8% $31.37 379,070

San Francisco 79,339,352 -647,141 -1,260,863 -1.6% 14.1% $33.78 466,000

Seattle 124,453,399 398,428 -276,732 -0.2% 12.1% $27.67 4,625,737

St. Louis 45,568,677 -136,251 -274,887 -0.6% 14.4% $19.98 530,000

Tampa 41,507,086 -188,818 -746,833 -1.8% 20.9% $22.24 88,000

Washington, DC 316,453,971 -741,065 -2,803,795 -0.9% 14.4% $35.05 10,193,552

West Palm Beach 21,091,946 -59,672 -720,426 -3.4% 26.6% $28.78 0

National Totals 3,090,995,086 -14,651,796 -33,997,144 -1.1% 17.0% $29.82 50,985,484

Canada

Montreal* 79,793,800 -357,676 -173,271 -0.2% 9.0% $28.60 483,209

Toronto* 164,787,488 -582,543 -1,666,510 -1.0% 9.5% $34.76 5,188,184

National Totals 244,581,288 -940,219 -1,839,781 -0.8% 9.3% $32.91 5,671,393

* Rental rates quoted in Canadian Dollars
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Sublease snapshot

Market*

Sublease space (sf)                                        
Q2 2007(pre-August 

credit issues surfacing)
Sublease space (sf)                        

Q2 2009
Change (sf) 

Q2 2007 - Q2 2009
Percent change Q2 

2007 - Q2 2009

Sublease space        
peak (sf) last down         
cycle (2001-2004)

Dif• erence from current 
to last peak

Percent rent difference 
Q2 09 direct vs. sublet 

rents

San Antonio 54,097 553,387 499,290 923.0% 331,942 66.7% 24.5%

Fort Lauderdale 99,765 661,272 561,507 562.8% 642,738 2.9% 7.7%

West Palm Beach 84,675 543,826 459,151 542.3% 348,072 56.2% 12.0%

Pittsburgh 170,921 613,796 442,875 259.1% 1,072,450 -42.8% 11.2%

Phoenix 565,335 1,592,386 1,027,051 181.7% 1,509,797 5.5% 19.8%

Miami 249,902 695,064 445,162 178.1% 1,075,429 -35.4% 11.5%

Orlando 302,000 810,662 508,662 168.4% 709,118 14.3% 20.0%

Columbus 231,346 616,977 385,631 166.7% 824,173 -25.1% 3.6%

NYC 7,141,426 17,083,224 9,941,798 139.2% 14,366,608 18.9% 8.7%

Denver 896,391 2,093,074 1,196,683 133.5% 4,900,597 -57.3% 19.5%

Silicon Valley 976,484 2,142,528 1,166,044 119.4% 5,851,635 -63.4% 13.0%

Jacksonville 160,524 324,834 164,310 102.4% 145,645 123.0% 12.0%

San Diego 668,150 1,242,128 573,978 85.9% 1,579,252 -21.3% 31.0%

Washington, DC 4,113,546 7,577,430 3,463,884 84.2% 12,170,313 -37.7% 10.1%

Charlotte 216,921 389,908 172,987 79.7% 1,092,184 -64.3% 15.6%

Tampa 548,226 965,060 416,834 76.0% 1,253,956 -23.0% 19.5%

Atlanta 2,034,149 3,554,374 1,520,225 74.7% 5,411,570 -34.3% 25.5%

Austin 389,123 677,539 288,416 74.1% 3,296,549 -79.4% 23.9%

Los Angeles 2,114,135 3,595,461 1,481,326 70.1% 6,240,468 -42.4% 13.1%

San Francisco 1,032,919 1,675,072 642,153 62.2% 6,710,641 -75.0% 24.8%

San Jose (Downtown) 68,123 104,958 36,835 54.1% 235,885 -55.5% 5.5%

St. Louis 258,923 393,839 134,916 52.1% 292,811 34.5% 8.2%

Philadelphia 2,363,712 3,513,954 1,150,242 48.7% 3,375,215 4.1% 9.7%

Seattle 1,155,604 1,690,408 534,804 46.3% 4,321,341 -60.9% 22.9%

Houston 1,733,245 2,492,288 759,043 43.8% 4,384,496 -43.2% 19.4%

Chicago 4,705,507 6,473,459 1,767,952 37.6% 8,874,399 -27.1% 35.6%

Boston 4,005,082 5,150,853 1,145,771 28.6% 12,762,153 -59.6% 16.0%

Orange County 956,644 1,220,315 263,671 27.6% 2,117,338 -42.4% 28.8%

Dallas 2,476,048 3,115,638 639,590 25.8% 6,263,552 -50.3% 16.4%

Indianapolis 173,600 213,637 40,037 23.1% 823,803 -74.1% 20.1%

Baltimore 634,027 730,967 96,940 15.3% 1,285,799 -43.2% 6.6%

New Jersey 6,438,401 7,353,032 914,631 14.2% 9,747,533 -24.6% 7.4%

Kansas City 324,064 360,210 36,146 11.2% 1,008,324 -64.3% 16.2%

Sacramento 395,522 427,556 32,034 8.1% 665,614 -35.8% 28.7%

San Francisco Peninsula 900,690 918,156 17,466 1.9% 2,355,626 -61.0% 22.3%

Raleigh / Durham 539,963 542,802 2,839 0.5% 1,356,881 -60.0% 9.9%

Detroit 762,084 705,236 -56,848 -7.5% 2,183,926 -67.7% 4.4%

Minneapolis 646,418 559,387 -87,031 -13.5% 1,104,866 -49.4% 0.0%

Cincinnati 792,596 646,994 -145,602 -18.4% 1,099,714 -41.2% 0.0%

Oakland 956,398 650,519 -305,879 -32.0% 2,542,222 -74.4% 33.0%

Hartford 240,907 108,695 -132,212 -54.9% 405,041 -73.2% 12.7%

Cleveland 980,643 406,218 -574,425 -58.6% 1,067,000 -61.9% 7.7%

National 53,558,236 85,187,123 31,628,887 59.1% 137,806,676 -38.2% 15.7%

* Totals represent metro area • gures
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Rankings

Q2 2009 net absorption
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tel +1 202 719 5732

Josh Gelormini
Director - Capital markets research
tel +1 312 228 2060
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Atlanta
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Austin
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Baltimore
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tel +1 954 653 3222

Chicago
Rena Christo• dis
tel +1 312 228 2609

Cleveland
JR Fairman
tel +1 216 937 2385

Dallas
Matt Samler
tel +1 214 414 9723

Denver
Erin Bovee 
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Roberta Steen
tel +1 305 603 1309

Minneapolis
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Palm Beach County
Eric Messer
tel +1 954 675-7867

Philadelphia
Daniela Stundel 
tel +1 215 988 5518

Pittsburgh
Nick Francic
tel +1 412 234 1996

Raleigh/Durham
Tim Gross
tel +1 954 653 3222

Sacramento
Heidi Horch
tel +1 916 447 2204

San Antonio
Julia Mooradian
tel +1 512 225 2722

San Diego
Ryan Dunigan
tel +1 858 652 3730

San Fransisco
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Chris Crow 
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St. Louis
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tel +1 416 304 6047

Washington, DC
Scott Homa
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