
C
orpora te Am eri c a h a s become high-
ly adept at squ eezing more produ c-
tivity from existing resources.

An nual outp ut per hour incre a s ed 4.4% in
both 2002 and 2003, making those two of
the five most produ ctive ye a rs since the
Bu reau of L a bor Stati s tics began track i n g
worker outp ut in 1947.

But improved tech n o l ogy and job out-
s o u rcing both dom e s ti c a lly and abroad have
l ed to a slu ggish hiring cl i m a te . The nu m ber
of n on - f a rm payro ll jobs in the Un i ted
S t a tes incre a s ed a paltry 0.9% in the three
ye a rs since the rece s s i on en ded in
Novem ber 2001, according to Gru bb & Ell i s
Co. That figure pales in com p a ri s on to the
4.2% growth in the first three ye a rs fo ll ow-
ing the 1990-1991 rece s s i on .

In s te ad of a b s orbing space , Corpora te
Am erica in recent ye a rs largely has been
s h edding excess real estate to trim co s t s .
And with little demand for new of f i ce and
i n du s trial space , devel opers and con s tru c-
ti on len ders have been forced to wait on the
s i delines for fundamentals to recover. Th e
n a ti onal of f i ce vacancy ra te regi s tered an
u n h e a l t hy 16.6% in the third qu a rter of
2 0 0 4 , according to Rei s , a New York - b a s ed
re s e a rch firm . While not hu rting nearly as
b adly, the indu s trial sector rem a i n ed in
do u ble digits at 11.5%.

The ti de is beginning to tu rn , h owever,
l a r gely because many corpora ti ons have
wrung out the excess space from their port-
folios and are near maximum ef f i c i en c y.
E m p l oyers who find them s elves in that po s i-

ti on must add space in order to grow. “ In
terms of s h edding excess of f i ce space , i t
a ppe a rs that the worst is over,” s ays Geor ge E.
Slu s s er, pre s i dent and COO of Co l dwell
Ba n ker Com m erc i a l . “While the ex tent of
m oving forw a rd depends upon the indivi d-
ual sector, t h ere is an overa ll tra n s i ti on i n g
tow a rd growt h ,wh i ch is great news for 2005.”

Wh ere , t h en , wi ll corpora ti ons seek to
expand in 2005, and what types of proper-
ties wi ll they requ i re? Na tional Real Es t a te
Inve s to r and Co l dwell Ba n ker Com m erc i a l
s o u ght answers to those qu e s ti ons in an
exclu s ive market stu dy con du cted in late
2 0 0 4 . The secon d - a n nual su rvey qu eri ed
hu n d reds of corpora te users as well as
devel opers and own ers on their plans for
the next 12 mon t h s .

More than half of corpora te users of re a l
e s t a te own or lease more than one property
type , and two - t h i rds of own ers and devel-
opers are invo lved in more than one prop-
erty type . Overa ll , re s pon dents have a med i-
an 437,499 sq. f t . in their com m ercial re a l
e s t a te portfolios [Figures 1 and 2]. Here are
s ome of the stu dy ’s key findings :

• Corpora te real estate users are most
l i kely to be active in both pri m a ry and sec-
on d a ry markets [Figure 3]. In 2005, m ore
than half of corpora te re s pon dents (57%)
plan to increase their ex i s ting occupancy in
pri m a ry market s , com p a red with 31% in
last ye a r ’s su rvey. Al s o, 42% of corpora te
re s pon dents plan to expand their ex i s ti n g
pre s en ce in secon d a ry market s , up from
31% a year ago.

L ea n , Mean and Rea dy to Expand
With eff i c i e n cy peaking, c o rp o rations will inev i t ably grow
their real estate port folios to increase pro d u c t iv i t y.
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S u rvey Methodology

D ata for the 2005 Corp o rate Real Estate Survey

conducted jointly by National Real Estate Investor and

C o l dwell Banker Commercial was collected in

N ovember and December 2004. The purpose of t h e

s u rvey was thre e fo l d : to determine the commercial re a l

e s t ate holdings of c o rp o rations and their near- t e rm

p l a n s ; to inve s t i gate wh i ch marke t s, p r i m a ry or sec-

o n d a ry, will experience the most growth over the nex t

12 months; and to assess potential opportunities fo r

c o m m e rcial real estate ow n e rs, m a n age rs and deve l-

o p e rs in these marke t s.

Both prov i d e rs and users of c o m m e rcial re a l

e s t ate we re surveye d . An online fo rm containing the

s u rvey questions was sent to 6,114 NREI s u b s c r i b e rs,

i n cluding 4,045 deve l o p e rs, ow n e rs and manage rs

and 2,069 corp o rate users. The results are based on

responses from 536 industry pro fe s s i o n a l s. Th e

results of this survey can also can be viewed online at

w w w. n re i o n l i n e. c o m .

N R E I c ove rs trends in commercial real estate with

an emphasis on finance. Ap p rox i m at e ly 40% of t h e

p u bl i c at i o n’s 35,210 qualified re a d e rs are deve l o p e rs,

ow n e rs and manage rs. L e n d e rs, c o rp o rate users and

b ro ke rs make up the balance of the re a d e rs h i p. Th i s

special rep o rt also ap p e a rs in NREI’s sister publ i c a-

t i o n , Retail Traffic.

The Coldwell Banker Commercial® system

has more than 450 commercial real estate off i c e s

and nearly 3,900 sales associates throughout the

wo rl d . C o l dwell Banker Commercial provides com-

m e rcial real estate solutions for tenants, l a n d l o rd s,

s e l l e rs and bu ye rs in the leasing, a c q u i s i t i o n , d i s-

position and management of all pro p e rty types.

C o l dwell Banker Commercial® is a licensed tra d e-

m a rk to Coldwell Banker Real Estate Corp o rat i o n .

C o l dwell Banker Real Estate Corp o ration is a sub-

s i d i a ry of Cendant Corp.



s i on opti ons than pri m a ry market s .
Ma j or markets like New York , Ch i c a go

or Los An gel e s , on the other hand, c a n
provi de a high - profile ad d ress with acce s s
to specific markets or custom ers som e
u s ers requ i re . S ti ll , costs to both the
em p l oyer and em p l oyee wi ll be high er in
a pri m a ry market , and em p l oyees may
h ave to deal with lon ger com mutes and
o t h er issues assoc i a ted with large citi e s ,
s ay indu s try ex pert s .

Mack ay of CBRE Con su l ting says a cor-
pora ti on planning to expand in a pri m a ry
m a rket this year is ei t h er “bo t tom feed i n g”
by taking adva n t a ge of s oft con d i ti on s , or is
i n c reasing its pre s en ce to serve a core bu s i-
ness activi ty that must be loc a ted in that
m a rket . A law or acco u n ting firm , for
ex a m p l e ,m ay con s i der a co s t ly Ma n h a t t a n
of f i ce wort hwhile to access cl i en t s .

•An increasing percen t a ge of corpora-
ti ons plan to en ter both pri m a ry market s
(47% vs . 29% last year) and secon d a ry
m a rkets (45% vs . 41% a year ago ) .
Me a nwh i l e , h a l f of devel oper and own er
re s pon dents plan to en ter secon d a ry mar-
kets this ye a r, up from 45% a year ago.

• Ne a rly two - t h i rds of corpora te
re s pon dents (64%) plan real estate pur-
chases in 2005 com p a red with 38% a ye a r
a go [Figure 4]. Ad d i ti on a lly, 52% of cor-
pora te re s pon dents plan to ren ova te ex i s t-
ing space over the next ye a r, com p a red
with 48% last ye a r.

• Ne a rly half of devel oper and own er
re s pon dents (49%) cite retail as the prod-
u ct type they plan to acqu i re , devel op or
d i s pose of in 2005 [Figure 5]. The nex t
most of ten cited produ ct types are of f i ce
(43%) and mu l ti f a m i ly (37%). Retail su r-
p a s s ed of f i ce as the most likely property
type to be acqu i red , devel oped or dis-
po s ed of by corpora te re s pon dents in this
ye a r ’s su rvey.

• While the majori ty of re s pon den t s
a re invo lved in mu l tiple property type s ,
corpora te users are more likely to own or
lease of f i ce space (53%). Own er and
devel oper re s pon dents are most likely to
devel op or lease retail (54%) fo ll owed by
of f i ce properties (51%)

• Most devel opers and own ers (67%)
c i te purchases as their most likely tra n s ac-
ti on in 2005, u n ch a n ged from 2004. Ot h er
l i kely activi ties inclu de devel oping com-
m ercial real estate (58%), and sell i n g
com m ercial real estate (51%).

C o rp o rate growth inev i t abl e

Real estate experts say commercial real
estate in the U.S. is transitioning from a
post-recession period marked by belt-
tightening to one of growth. “Over the
last four or five years we’ve seen an enor-
mous push to constrain cost in the cor-
pora te envi ron m en t ,” explains Darc y
Frank Mackay, senior managing director
of gl obal corpora te servi ces at CB
Ri ch a rd Ellis Con su l ting in Sa n
Francisco. Efforts to control real estate
costs have included a switch from owned
to less-expensive leased space, reduced
ratios of space per employee, and the
elimination of under-utilized space.

Few corpora ti ons ex pect space redu c-
ti ons to con ti nue this ye a r, and many plan

to grow. The stu dy reveals that on ly 6% of
corpora te re s pon dents plan to redu ce thei r
h o l d i n gs in pri m a ry market s , while 57%
ex pect to increase su ch holdings . A similar
dynamic is occ u rring in secon d a ry mar-
ket s , with 7% of corpora te re s pon den t s
a n ti c i p a ting dec re a s ed holdings and 42%
planning to grow in those metro s . For the
p u rposes of this stu dy, pri m a ry market s
h ave a pop u l a ti on of 4 mill i on or more ,
while the pop u l a ti on in secon d a ry market s
ra n ges bet ween 1 mill i on and 3.9 mill i on .

Wh et h er a com p a ny plans to expand in
pri m a ry or secon d a ry markets rel a tes to
the prevailing theme of cost con tro l , p a r-
ti c u l a rly for back - of f i ce su pport functi on s
l i ke acco u n ting and inform a ti on tech n o l-
ogy. Business stra tegists say secon d a ry
m a rkets of fer lower labor co s t s , m ore
a f ford a ble real estate and gre a ter ex p a n-
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FIGURE 1. THE MAJORITY OF RESPONDENTS

ARE INVOLVED IN MULTIPLE PROPERTY TYPES
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FIGURE 2. THE MEDIAN PORTFOLIO SIZE

OF ALL RESPONDENTS IS 437,499 SQ. FT.
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n eed s . In d i a n a po l i s - b a s ed devel oper Si m on
Property Gro u p, for ex a m p l e , reports leas-
ing at its Wo l f Ra n ch retail cen ter in
G eor getown , Tex a s , is going so well that the
devel oper alre ady plans a second phase to
begin con s tru cti on after the com p l ex open s
this Ju ly. Wo l f Ra n ch is a 670,000 sq. f t .
l i fe s tyle cen ter anch ored by a Ta r get store .

“Secon d a ry markets are ex trem ely ri pe
for high - qu a l i ty retail proj ect s ,” s ays Le s
Morri s ,m a n a ger of corpora te public rel a-
ti ons at Si m on’s In d i a n a polis head qu a r-

ters . “The appeti te for a proj ect is prob a-
bly mu ch gre a ter in a secon d a ry market ,
f rom a public percepti on standpoi n t .
Th ere’s an exc i tem ent level there .”

As Figure 5 shows , devel opers cite ret a i l
as the property type they are most likely to
acqu i re , d i s pose of or devel op. “ Retail has
been the hottest inve s tm ent in com m erc i a l
real estate now for the last three or fo u r
ye a rs ,” Co l dwell ’s Slu s s er says . “Th ere’s a
d i rect correl a ti on bet ween an ex p l o s i on in
retail property with con su m er buyi n g

Su pport functi ons are more likely to
go to secon d a ry or even small er terti a ry
m a rkets that of fer lower costs of doi n g
bu s i n e s s . “ New York wi ll not be able to
com pete with Tulsa for back - of f i ce work-
ers ,” Mack ay says .

Ci ti group is simu l t a n eo u s ly spre ad i n g
its back - of f i ce functi ons to secon d a ry
m a rkets as it expands its fron t - of f i ce pre s-
en ce in New York . Having lost its leased
s p ace at 7 World Trade Cen ter in the 9-11
d i s a s ter, Ci ti gro u p’s pri m a ry motiva ti on is
to miti ga te risk by spre ading its bu s i n e s s
units over a large regi on . The corpora ti on
m oved 800 asset managers to Con n ecti c ut
i m m ed i a tely after 9-11, and this year the
gro u p’s 1,600 inform a ti on tech n o l ogy
workers are moving their of f i ces from
Manhattan to a form er Lu cen t
Tech n o l ogies campus in Wa rren , N . J. Th e
shift to Wa rren is saving Ci ti group mon ey
with lower rental ra tes and redu ced
em p l oyee com mute times from 2.5 hours
to abo ut 20 minute s .

Ci ti group is filling the vac a ted
Manhattan space with asset managers and
o t h er em p l oyees that deal direct ly wi t h
c u s tom ers , and therefore need of f i ces in the
c i ty. Ci ti group is also building a 475,000 sq.
f t . of f i ce building in Long Island and anti c-
i p a tes net growth of 600 jobs in New York
by the middle of n ext ye a r.

“What Ci ti group is doing is qu i te com-
m on within the financial servi ces indu s-
try,” s ays Slu s s er. “ Most companies have
ex ten s ive back - of f i ce opera ti ons wi t h i n
the tri - s t a te metropolitan are a , and of ten-
times yo u’ ll see head qu a rters in New York
Ci ty with opera ti ons and other functi on s
h o u s ed in an a less ex pen s ive are a , wh i ch is
very co s t - ef f i c i ent for a com p a ny.”

S u p p ly-side opport u n i t i e s

Devel opers plan to be net acqu i rers of
com m ercial real estate , adding a med i a n
102,326 sq. f t . and disposing of a med i a n
57,407 sq. f t . Some 76% of the devel oper
and own er re s pon dents plan to grow thei r
real estate holdings in 2005, and on ly 6%
ex pect a portfolio redu cti on .

But with limited job growt h , wi de-
s pre ad demand for large devel opm ents is
u n l i kely. In s te ad , devel opers are finding
opportu n i ties in niche plays ,p a rti c u l a rly in
s econ d a ry markets that may not of fer a
va ri ety of ex i s ting space to suit spec i f i c
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FIGURE 3. CORPORATE RESPONDENTS

ARE MOST LIKELY TO BE ACTIVE IN
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FIGURE 5. BOTH GROUPS ARE MOST LIKELY

TO HAVE PLANS FOR RETAIL PROPERTIES
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COMMERCIAL REAL ESTATE IN 2005
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keting ef forts focus first on the metro’s
edu c a ted work force , t h en on prom o ti n g
the city ’s high qu a l i ty of l i fe and low co s t
of doing business rel a tive to pri m a ry mar-
ket s .“ Businesses are going to look first for
the places they want to be ,” she says .
“Th en they ’re going to bargain hard on ce
t h ey get a short list of p l aces that wo u l d
m eet their need s .”

Tepid job marke t

The econ omy is improvi n g, but the
157,000 non - f a rm payro ll jobs cre a ted in
Decem ber 2004 fell short of econ om i s t s’
proj ecti ons of 1 7 5 , 0 0 0 . O n ly 10% of cor-
pora te re s pon dents in this ye a r ’s su rvey
plan a significant amount of h i ring in
2 0 0 5 ,t h o u gh 63% plan at least some hiri n g
[ F i g u re 7]. Th a t’s sligh t ly less than last ye a r,
wh en 12% proj ected significant hiring and
69% planned at least some new hire s .

S ti ll , Slu s s er is en co u ra ged by a drop in
the percen t a ge of corpora te re s pon den t s
planning layof fs . Last ye a r, 7% ex pected
s ome down s i z i n g, and 2% anti c i p a ted sig-
nificant down s i z i n g. This ye a r, those  per-
cen t a ges dropped to 3% and 1%, re s pec-
tively. “Th a t’s po s i tive ,” Slu s s er says .
“Corpora ti ons say they ’re not going to be
adding a lot of j ob s , but they ’re not ex pect-
ing cutb ack s .”

Mc Blaine of Jones Lang LaSa lle says the
ch a ll en ge to space provi ders in this peri od
of l i m i ted job growth is to meet the corpo-
ra ti on’s need for flex i bi l i ty and ef f i c i en c y.
“While the corpora ti on may be shri n k i n g
in high - cost market s ,t h ey may be ex p a n d-
ing in lower- cost market s ,” Mc Blaine says .
“ If a devel oper can provi de a soluti on that
is more flex i ble or ad a pt a bl e ,t h ey ’ ll wi n .”

The lon g - term econ omic out l oo k
remains en co u ra gi n g. D ave Lawton , exec u-
tive managing director in the New York
of f i ce of Cushman & Wa kef i el d , ex pects the
demand for new con s tru cti on to accel era te
by the end of the dec ade . S pec i f i c a lly,
L awton points to proj ecti ons by the
E m p l oym ent Policy Fo u n d a ti on that su g-
gest U. S . em p l oym ent for those with a co l-
l ege degree wi ll increase from 49.8 mill i on
j obs in 2002 to 69.8 mill i on by 2013.
“ Recovery cannot con ti nue wi t h o ut job
growt h ,” he says . “You can on ly stretch the
ex i s ting work force’s abi l i ty to a cert a i n
l evel , and then it’s got to grow.”

beh avi or. And wh en con su m ers con ti nu e
to exercise their purchasing power over a
s i gnificant peri od of ti m e , yo u’ ll see that
re sult in a po s i tive way for retail and com-
m ercial real estate .”

I n c e n t ives incite deve l o p e rs

What cri teria wi ll influ en ce devel opers
and own ers? Ne a rly on e - qu a rter of
re s pon den t s , up from 16% last ye a r, a re
l i kely to be swayed in the site sel ecti on
process by econ omic incen tives su ch as
tax abatem en t s . S ti ll , real estate funda-
m entals remain the driving force . More
than three - fo u rths of re s pon dents (76%)
i n d i c a te real estate fundamentals wi ll
a f fect their dec i s i on s , fo ll owed by intere s t
ra tes and ava i l a bi l i ty of capital (ti ed at
55% each) [Figure 6].

Secon d a ry markets use incen tives to
rec ruit em p l oyers or specific types of
i nve s tm en t , but that alone won’t lu re a
proj ect . Ri ch a rd Mc Bl a i n e , pre s i dent for
portfolio stra tegies at Jones Lang LaSa ll e
in Ch i c a go, s ays incen tives are on ly one of
a bo ut 50 cri teria his cl i ents con s i der in
s i te sel ecti on . “ In many cases, i n cen tive s
can be a tie bre a ker, but corpora te users

wi ll not go to markets that don’t have
s trong fundamen t a l s .”

In cen tives are more re ad i ly ava i l a ble for
devel opm ents that fill niche requ i rem en t s ,
according to Scott Ad a m s ,d i rector of bu s i-
ness devel opm ent for the Ci ty of Las Vega s .
That city has ro u gh ly 80 high - rise re s i den-
tial proj ects in the works but little of f i ce or
retail space down town . To prom o te down-
town ret a i l , the city provi ded a tax abate-
m ent that convi n ced Los An gel e s - b a s ed
Fu rn i tu re Ma rt Enterprises to devel op the
1.35 mill i on sq. f t . f i rst phase of Worl d
Ma rket Cen ter, a furn i tu re market . Th e
proj ect is 100% leased and is ex pected to
c re a te abo ut 1,500 jobs wh en it opens this
Ju ly. A 1.6 mill i on sq. f t .s econd phase slat-
ed to begin con s tru cti on this year is 85%
l e a s ed . “The city ’s inve s tm ent paid of f ,”
Adams says .“ It establ i s h ed Las Vegas as a
m a j or cen ter for the furn i tu re indu s try.”

Sa ra l ee Ti ede , vi ce pre s i dent at the
Gre a ter Au s tin Ch a m ber of Com m erce in
Tex a s ,s ays incen tives play an incre a s i n gly
i m portant role as cities and states com-
pete for job s . Au s tin does of fer incen tive s
for some proj ect s , but “ i t’s not the firs t
tool in our kit,” Ti ede says . Au s ti n’s mar-
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FIGURE 6. DEVELOPERS SAY REAL ESTATE FUNDAMENTALS
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FIGURE 7. 10% OF CORPORATE RESPONDENTS PLAN
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