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U.S. Economy

ECONOMIC GROWTH HAS GATHERED MOMENTUM...

After much of the incoming data signaled a pick-up in domestic demand in the latter half of 2013,
there has been some weakness in the data thus far in 2014. This is driven likely by the effects of the

severe weather experienced in several areas of the country.

A Fourth quarter GDP growth was 3.2%, A Retail sales dropped a bit in January,

driven largely by increases in consumption
and business investment. GDP growth
declined slightly from the 4.1% in the
third quarter, partially due to the
government shutdown in October, which
was reflected by the 12.6%

drop in federal government spending in
the fourth quarter.

The employment report for January
showed a gain of 113,000 new jobs, the
second straight disappointing month after
December’s 75,000 new jobs. These
reports are well below the average of
194,000 new monthly job gains in 2013,
though the trend is expected to improve as
the impact of unusually severe winter
weather begins to fade.

The national unemployment rate dipped
to a five-year low of 6.6% in January,
despite the labor force participation rate
edging up to 63.0%, from 62.8% in
December.

Core inflation fell to 1.6% in January,
down from 1.7% in December. Declines
in clothing and vehicle prices in January
may have been due to severe weather as
retailers attempted to lure consumers out
of their homes with discounts. Core CPI is
expected to climb back towards 2.0% over
the next several months.

coming off a healthy holiday season. The
0.4% monthly decline in January was
partly due to a 2.1% fall in auto sales.
Total retail sales from 2013 were up 4.2%
from 2012.

Consumer confidence held steady in
February’s early reading at 81.2, the same
as January (Thomson Reuters/UM
Preliminary Index of Sentiment). The
current reading remains near peak post-
recession levels, despite some weakness in
the stock market in January.

In an important monetary policy
announcement on January 29", the
Federal Reserve stated that it would
continue gradually winding down

its monthly asset purchases, trimming by
another $10 billion (to $65 billion a
month)

and suggesting that the purchases could be
completely halted by late 2014.

The Fed has maintained its forward
guidance on interest rates, stressing that it
will be appropriate to keep the fed funds
rate at

near-zero until well past the time that the
unemployment rate declines below 6.5%,
especially if inflation continues to run
below 2%.
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National Commercial Real Estate

PROPERTY DEMAND REMAINED STRONG DURING THE FOURTH QUARTER. ..

A

With growing property income and
liquidity

in the market, real estate returns are
expected to show continued strength in
2014.

Sharp demand for US properties has kept
volume up and prices high as both foreign
and domestic investors continue to seck
real estate for its impressive income return
relative to other asset classes.

Real estate cap rate spreads remain above
their long-term average relative to 10-year
Treasuries, despite compression in 2013
due

to the rise in the 10-year Treasury note.
This should provide some cushion against
future bond yield increases.

Investors in gateway markets are
increasingly pursuing higher returns
through selective risk taking in the form of
development or redevelopment.
Development transaction activity
nationally was up 19% in 2013.

The pursuit of higher yields has increased
the amount of activity in secondary
markets, but has also spurred interest in B-
quality properties in primary markets.

A
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Although demand for some property types
has lagged, market fundamentals continue
to improve in general, driven by the

improving economy and low level of new
supply.
Transaction volume continued to increase

—in 2013, transaction volume exceeded

$355 billion, 19% higher than 2012 levels.

All sectors enjoyed increased momentum
in transaction activity in 2013, with
national growth between 8% (retail) and
27% (hotel) across

the property sectors.

The retail and office sectors were the top
performers in price appreciation with retail
prices up 22% in 2013 and office prices
following closely with a 18% gain
(Moody’s/RCA CPPI).

With the real estate market in a much
stronger position and the recovery
becoming more broad-based, banks and
special servicers will increasingly offload
REO properties and loans, which should
provide more opportunities for value-add
investors in 2014.



Apartments

MARKET FUNDAMENTALS CONTINUED TO STRENGTHEN IN THE FOURTH QUARTER ...

A

The national vacancy rate declined to
4.1% in the fourth quarter of 2013,
dropping 10 basis points (bps) from the
previous quarter.

The fact that the sector continues to
experience vacancy compression is
impressive, especially given that current

vacancy levels are near historic lows.

Net absorption in the fourth quarter
increased

to 50,627 units, significantly outpacing the
same period a year ago, and up 22.6% from
the third quarter. The fourth quarter of
2013 saw the largest net absorption since
the fourth quarter

of 2010.

New supply is steadily increasing as
developers respond to strong demand,
aided by increased availability of financing

Office

THE OFFICE RECOVERY IS CONTINUING TO SPREAD ACROSS MARKETS ...

A

The national office vacancy rate declined
by 30 bps to 14.8% in the fourth quarter,
and is 60 bps lower than this time last year,
the best annual performance since the end
of the recession.

CBD office vacancy rates decreased by 10
bps during the quarter to 12.3% while the
suburban office rate fell 20 bps to 16.3%.

Net absorption during the fourth quarter
was a positive 14.2 million square feet, a
significant increase from the 7.9 million

for multifamily projects.

A total of 41,651 units were delivered in
the fourth quarter, an increase over the
36,629

units delivered in the third quarter and the
highest quarterly total in ten years.

Rent growth has been disappointing given
the overall strength of the sector, but the
ability to raise rents has been constrained
by the

weak labor market and lack of personal
income growth.

Going forward, the outlook for the sector
continues to be positive. We expect that
vacancy rates will establish cyclical lows
over the next 12 months. However, pockets
of oversupply may start to appear in select
markets as a result of aggressive
construction activity.

square feet absorbed in the third quarter.
This was the largest quarterly absorption
since the second quarter of 2007.

New supply continues to remain muted as
construction deliveries totaled just 8.5
million square feet for the fourth quarter,
up from 4.0 million square feet in the third
quarter but less than half of the post-1980
quarterly average of 17.5 million square
feet.
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Markets with strong tech and energy
components remain the strongest

performers.

Net absorption has been impacted by the
trend of tenants reducing their office
footprints and improving space efficiency.

The current sluggish pace of recovery will

Industrial

Improvement in the sector was broad-
based with the vast majority of markets
reporting stronger fundamentals.

The national availability rate fell to 11.3%
as of the end of the fourth quarter,
dropping 40 bps from the previous quarter,
and maintaining the same impressive pace

of decline as the previous three quarters.

Demand strengthened during the fourth
quarter, with net absorption rising to 71.6
million square feet, up from the 52.4
million square feet absorbed during the
third quarter. This was the strongest
quarterly absorption since the fourth
quarter of 2005.

A

likely continue through the first part of
2014, before accelerating in late 2014.
Rent growth was 2.5% in 2013 but is
expected to exceed 3% in 2014.

But the strengthening will likely occur on
a market by market basis, making it
difficult to pinpoint exactly when the

entire office sector is in full recovery mode.

INDUSTRIAL SECTOR CONTINUES TO GAIN MOMENTUM...

New supply is gradually ramping up—new
construction deliveries totaled 26.0 million
square feet for the fourth quarter, up from
the 16.2 million square feet delivered in
the previous quarter.

The industrial sector has now achieved 14
consecutive quarters of recovery, with the
past four quarters notching the largest
gains.

Investors are sensing solid growth prospects
for this sector and have been aggressively
searching the market for opportunities,
especially for larger warehouse properties
in primary gateway and inland hub
markets.
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Retail

RETAIL RECOVERY REMAINS CHALLENGED BY THE SLOW-MOVING ECONOMIC RECOVERY...

A

The national vacancy rate declined by 10
bps to 10.4% in the fourth quarter, a slight
improvement from the previous quarter

where it was unchanged.

The vacancy rate is only down 30 bps from
one year ago, and 70 bps from the
historical peak vacancy, reflecting the stiff
headwinds facing the sector.

Demand improved as net absorption for
the fourth quarter was 4.5 million square
feet, the highest quarterly amount
absorbed since the fourth quarter of 2007.

New supply inched upward during the
fourth quarter with 2.1 million square feet
of new construction delivered.
Construction remains at historically low
levels, though it is trending upward.

A

The additional construction activity should
be of little concern, given the continued

necessity of significant pre-leasing in order
to secure financing for the development of

new centers.

The recovery of the retail sector remains
split, with observable growth at the high-
end, where top-quality properties cater to
more affluent consumers.

This contrasts to the other end of the
spectrum, where lower quality properties
are struggling with a broader consumer
base which has been more adversely

impacted by the weak economy.

The outlook for the overall retail sector still
calls for continued improvement, but at
the same frustratingly slow pace over the
near term.
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Texas F.conomy

THE TEXAS ECONOMY CONTINUES TO GROW AT A STEADY PACE...

A

Employment growth, sales tax collections,
and housing permits all signal that the
Texas economy continues to expand ata
healthy pace.

Fourth quarter job growth averaged 21,300
jobs per month, in line with the overall
2013 average of 22,200 jobs per month.

Job growth remained strong in 2013, with
267,000 jobs gained, an annual growth rate
of 2.8%.

The unemployment rate in Texas declined
to 6.0% as of December, and is 60 bps
lower than the corresponding national
unemployment rate of 6.6%.

A

A

Texas sales tax receipts were up 8.3% in
January 2014 versus a year earlier. Sales tax
collections for fiscal 2013 were up

substantially, increasing 7.2% versus fiscal
2012.

Tax collections from oil and natural gas
production started fiscal 2014 strong, up
33% for the first five months versus the
same period in 2013.

RESIDENTIAL HOUSING ACTIVITY HAS STARTED TO COOL OFF,
BUT REMAINS AT ELEVATED LEVELS ...

A

A

Texas existing-home sales have decreased
since the summer, but single-family
permits continue to show strong annual

growth.

The Case-Shiller House Price index for

Dallas is up 9.9% year-over-year as of

November 2013.

Sales of existing single-family homes in
December increased to 20,708 units,
representing a 10.8% increase over
December 2012 and an 11.4% increase
from the previous month. Levels are down

slightly from the peak of 28,924 units in
July.

A

The median sales price for an existing
single-family home improved to $176,300,
8.2% higher than a year ago.

Single-family construction permits issued
in December were 5,823, down slightly
versus 6,090 in November and 7,166 in

October. For [
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