Snalil’s Pace Is Better
Than No Pace

nomic recovery this year will be slow. In
two words, it will be slow and spotty.
Economists and real estate experts
agree that the market will start to get
back on its feet this year, but none of
them predict
the recovery
will be anything
but gradual.
Although some
industries, such as housing, will begin to
improve, job losses are projected to con-
tinue through midyear. Other sectors
like retail, meanwhile, may continue to
struggle.
As dim as this outlook seems, there are
some bright spots on the horizon.

In a word, Southern California’s eco-

By Natalie Dolce

There has also been an uptick in import
and export activity at the Ports of Los An-
geles and Long Beach, which will continue
to be major economic drivers in Southern
California, according to John Strockis, exec-
utive managing director of asset services at
Voit Real Estate Services in Los Angeles. “As
that market picks up, absorption will also
pick up in the industrial market,” he says.

In addition, Southern California’s re-
covery will benefit from the entrepreneur-
ial makeup of its business base, according
to Jeff Ingham, senior managing director
of Jones Lang LaSalle Inc.’s Irvine, CA
office. “We are not a big Fortune 500-type
market,” he says. “We are going to see a lot
of growth in the smaller, entrepreneurial
companies.”

people who think this is a time where they
can create some long-term wealth,” he says.

Lance Ryan, vice president of market-
ing and leasing for Watson Land Co. in
Carson, offers another reason why the
budding recovery should produce more
sales. “With investment sales reaching
historic lows in 2009, there is nowhere
to go but up,” he says. “As the financial
system continues to stabilize, investors
will begin to leave the sidelines and start
transacting again.”

Ingham, too, believes that sales activity
will pick up in the third or fourth quarter.
In Orange County, for example, he says:
“There are a lot of buildings that are in
unique ownership structures—from special
servicer and receiver to bank-owned. The

Forget the tortoise and the hare.The speed of Southern California’s
recovery is more like the tortoise and the snail—slow and slower.

But at least it's moving.

“The industry has begun to take notice
of thatlightat the end of the 2010 tunnel,”
says Jack Kyser, senior vice president and
founding economist at the Kyser Center
for economic research at the Los Ange-
les Economic Development Corp. There
are indications that the state’s economy
is headed toward positive territory, with
coastal counties expected to perform the
best. He also points to federal infrastruc-
ture money and ongoing investment in
rail transit along with planned upgrades
and expansion projects at the Los An-
geles International, Orange County and
San Diego Airports as signs that things
will begin moving soon.
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Along with the concrete signs of recovery
such as port activity and investment dollars,
Southern California’s economic comeback
is reflected in a more positive atmosphere
today than six months or a year ago, says
Whitley Collins, Jones Lang LaSalle’s senior
managing director of brokerage for the Los
Angeles region. “The panic is gone, and
things are much more manageable now,”
he says. “People are starting to look forward
for the first time in 12 months.”

Confidence = Buying Spree?

The optimism that is taking hold should
translate into confidence that will drive
building sales, Collins believes. “You have

legal issues surrounding those structures
have been tied up a lot longer than people
have anticipated. There are a lot of pent up
sales that should be loosened up.”

That’s not to say there’s going to be a
buying spree, since tighter lending stan-
dards are still keeping many potential buy-
ers out of the market. A big reason build-
ings did not sell in the past 12 months,
Collins explains, was that “anyone who was
going to lend money was going to be really
conservative in underwriting the value of
the building, and it just didn’t make any
sense to sell. The financial system still has
to be rebuilt and stabilized, and we’ve got
two more years of that.”
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Nonetheless, a distinct lending shift has
occurred over the past year. For example,
the University of California, Los Angeles
recently signed a $147-million lease for
a medical facility in Santa Monica that is
being built with a $28.5-million construc-
tion loan. According to the George Smith
Partners team that arranged the financ-
ing, the developer—who is building a
three-story outpatient surgery facility that
is 100% leased to UCLA for 30 years—had
five solid offers from prospective lenders
for his construction loan, three of them
offering a firm commitment on take-

out financing. Those five offers stand in
sharp contrast to the reception that GSP
got when it first took the loan to market
in February 2009: The loan got hardly a
nibble from lenders.

Distress Signals

One of the ongoing questions in South-
ern California and the nation is what
will happen with distressed assets. More
distressed buildings are already trading
hands, but not at the pace many people
predicted, says Ingham. “As those dis-
tressed buildings change hands, the new
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owners have been able to be a bit more
aggressive in lease negotiations,” he says.
“Some of the recent proposals we have
seen from these new landlords are so
much more aggressive than the existing
ones because they have such a low basis
on the buildings.”

Voit’s Strockis predicts more distressed
assets will hit the market toward the sec-
ond half of 2010. “It takes a long time to
process distressed real estate,” he says,
pointing to loan-modification discus-
sions and notices of default among other
things. “By itself, it could be six months
to a year for each property to make it
through the system.”

Second, he points out, the FDIC closed
140 banks in 2009, “which created about

“The
industry
has begun
taking
notice of
that light
at the end of the 2010

tunnel.”
JACK KYSER

Los Angeles Economic Development Corp.

$50 billion of distressed assets, most of
which has not even been catalogued or
brought to market, and they plan to close
another 280 banks in 2010,” he says. “That
$50 billion is going to grow substantially,
and you will see this trickle of distress
turn into one step beyond a trickle.” He
says next year could see a “complete jail-
break” in terms of the number of assets
hitting the market.

The people looking to invest in dis-
tressed assets right now are the entrepre-
neurial groups that made money during
the last downturn, according to Ingham.
“Their timing was right and they are smart
from a contrarian-investor viewpoint,” he
says, “so a lot of that money will be com-
ing back into the market.”

Tenant, Landlord Motivation

Yet another byproduct of the increas-
ingly positive outlook prevailing today is
a gradual improvement in leasing. Ten-
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Population:
Approximately 23 million
Unemployment:
Approximately 12%

Household Income:
$55,000 to $68,000 (depending
on the county)
Major/Driving Industries:
Tourism & Hospitality
Professional & Business Services
Entertainment
Wholesale Distribution
Health Services/Bio-Medical

ants are starting to become more forward
looking, taking advantage of the favorable
leasing conditions even though they may
not need to make any space decisioright
now, relates Collins.

The opportunities, JLL’s Ingham ex-
plains, can be up to a year’s worth of free
rent. But even so, tenants will still look
first to align their lease terms based on
what is best for their business plans. “If
they are going to double in size over the
next two or three years, they aren’t go-
ing to sign a 10-year contract, because
that lease wouldn’t provide them with the
flexibility they may need for their busi-
ness,” Ingham says. “Leasing is still more
business-driven, but when people can
commit to longer-term leases, I definitely
recommend it based on where we are in
the market today.”

Some high-credit tenants are already
starting to capitalize on a softer leasing

]
“With
investment
sales
reaching
historic

lows in

2009, there is nowhere to

go but up.”

LANCE RYAN
Watson Land Co.
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market by pursuing space that will allow
them to increase their efficiency and fu-
ture growth plans, says Watson’s Ryan.
“With lease rates remaining at five- to
seven-year lows in many submarkets, now
is a great time to do a lease transaction,”
he relates.

While values are plummeting and in-
vestment sales transactions are down
more than 75% from the top of the mar-
ket, some experts, like Robert Voit, presi-
dent of Voit Real Estate Services, see the
pent-up demand for commercial real es-
tate “generating a great deal of velocity in

short-term lease activity.”

He notes that Voit is making a large in-
vestment in the company’s asset-services
platform because the firm is cautiously
optimistic and he wants the team “ready
to handle the real estate needs this pent-
up demand is generating, both in the tra-
ditional market and in distressed activi-
ties.” In fact, Voit notes that he has seen
signs that buyers and sellers “will soon be
comfortable that the price is being reset
by per-square-foot values.”
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SoCal’s “Economic Engines” Play Central Role in Recovery

The Ports of Los Angeles and Long Beach serve as key economic engines not
only for the South Bay, but also for the entire Southern California region. The
Port of Long Beach, for example, is the busiest container seaport in the US,
moving more than $120 billion worth of cargo in 2009, according to Richard
Steinke, executive director of the Port of Long Beach. It supports 30,000 jobs
in Long Beach, 316,000 jobs in Southern
California and 1.4 million jobs nationally.

“The ports will play a central role in recov-
ery, as import activity directly correlates with
the health of the surrounding industrial real
estate submarkets,” explains Lance Ryan, vice
president of marketing and leasing for Carson-
based Watson Land Co., a company that devel-
ops, owns and manages more than 14 million
square feet of industrial, warehouse and man-
ufacturing buildings within master-planned
centers. “One of the governing factors of this
trend is retail inventory, which is currently at
historic lows.” He notes that as retailers begin
to replenish stock, port activity will increase.
“This pent-up demand, coupled with economic recovery, has the potential to
support a significant increase in activity in and around the ports.”

On the development front, the Port of Long Beach has $3 billion in
improvement projects in the pipeline for the coming decade to “jump ahead
of our competitors,” according to Steinke. Those projects are expected to
generate nearly 50,000 permanent jobs in the Southern California region, as
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The Gerald Desmond Bridge in Southern California is
slated to be replaced by a $1.1-billion structure.
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well as thousands of temporary construction jobs. One of the proposed proj-
ects calls for the replacement of the aging Gerald Desmond Bridge, over
which some 15% of the goods coming into the country are transported.
According to the LA Economic Development Corp., construction of the new
$1.1-hillion bridge will provide a significant economic boost to the region, as
much as $2.8 billion, and “will support, on
average, 4,000 jobs a year for five years of
construction.”

According to Steinke, there is a real urgency
for the Port of Long Beach to aggressively
court international trade partly due to the
major expansion of the Panama Canal, which
is planned to open in 2014. The expansion will
clear the way for the world’s largest ships to
travel from the Far East directly to the ports in
the Gulf and East coasts.

Watson’s Ryan notes, “While the competi-
tive effect of the Panama Canal expansion
remains undetermined, the Ports of Los
Angeles and Long Beach are in an enviable
position in terms of meeting global demand.” He points out that in addition to
the ongoing development, “The ports currently have excess capacity, which
has translated into competitive business terms, lower congestion and an
overall ease in moving containers in and out of the area. As a result of the
slowdown in global trade, the ports are well positioned to handle the expected
increase in traffic.”—Natalie Dolce
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