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AIRE Member Survey Says 2009 Softness Expected; 

Market Improvement Still Months Away
WHEATON, Ill. (November 5, 2009)—The soft performance of the 1.5 billion square foot industrial real estate market is not unexpected, at least according to more than half of the participants in a survey of the membership of the Association of Industrial Real Estate Brokers (AIRE). Though 53 percent believed the market would be soft in 2009, an additional 38 percent suggested the market is even softer than they expected for the year.

“The market is slower in velocity and in volume,” Jim Degnan, a broker with Colliers Bennett & Kahnweiler said. “Many of the transactions are not driven by businesses growing and demanding space, but rather economic incentives such as ‘blend and extend’ or renegotiated leases.”

Edward Brandt, Newmark Knight Frank, agreed and went a step further. According to his experiences, deals are being done, but financial issues are a bigger problem than the market has experienced in years. "Leases are getting done at extremely low rates due to owner worries about vacancy.”

In spite of the weakness of the market, almost six of 10 respondents, 57 percent, said they have noticed an increase in demand for space over the last 60-90 days. But tire-kicking activity, according to many, doesn’t mean a great deal. 


“Activity continues to grow, but we need more commitments from tenants,” Adam Roth of NAI Hiffman said.
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Some industrial professionals and AIRE members are more tempered in their assessment of activity in the marketplace. “Fall always has been stronger than summer months, but the 2009 increase was surprisingly small,” Kirk Armour, an industrial professional with CB Richard Ellis, said.


One professional, Geoff Kasselman, president, Op2mize suggested that given market conditions there has been a natural tendency to “over hype” market fluctuations. “We are all anxiously looking for positive signs … but overall market demand trends remain weak with no real driver in sight for significant change in any direction,” he said. 


Nonetheless, there is a building consensus that tenants in the 10,000-60,000 square foot range are beginning to poke out of their holes to investigate alternatives, but no real positive changes will occur before unemployment stabilizes.

Nearly two thirds of the survey participants said the biggest drain on the market is the combination of general business uncertainty and the absence of a credit market. “The lack of liquidity in the capital markets is killing all aspects of the commercial real estate market, and industrial real estate is no exception, Thomas Boyle, Newmark Knight Frank—Epic, said.


Several respondents turned to more specific contributors to the downfall, including the lack of job creation drivers, lack of consumer demand for products, too much government and the media. “The media puts such a catastrophic spin on things,” said Liana Mirea ACRE-Chicago.

Others highlighted what could be called a vicious circle where a lack of sales activity means a lack of comparable sales, which in turn makes it very difficult for banks to be anything but conservative in their underwriting. At the same time, according to Albert Schulman, Paine Wetzel, “Businesses do not want to commit for additional space or expansion.” As a result, fewer sales are taking place and the process then goes full circle. 


Two thirds of the survey respondents said the election has had little or no impact on the economy. Of the remaining responses more people, 23 percent believed the election results have had a negative impact on the market.


“Initially the market stood on the sidelines pending the results of the election, which had a negative impact on the market,” Geoff Kasselman, president, Op2mize said. “Since the election, general business / fiscal policy and law-making have also adversely impacted the
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market. The stimulus dollars have yet to create meaningful user activity in the commercial real estate market.”


Nearly three quarters of AIRE members believe it will be at least six months and as long as 12 months before there is any marked improvement in the market, with 37 percent believing the market will remain at its current level for the next sixth months before improving. 

According to Keith Stauber, SIOR, First Industrial Realty Trust, “There are a number of significant deals considering space in the newer spec buildings that if completed could go a long way in helping absorb a large amount of vacancy and serve as a catalyst for rental rates to consolidate at a bottom if not begin an ever so slight tick up.”

There also is a segment that believe a market recovery will take as long as 18 months to happen, or feel there is another shoe to drop before things will get better. One in ten, 11.4 percent believe the market will experience another fall before improving. “I hope I am wrong but I see strong signs that the next shoe could drop during this fall or winter, Michael Bonet, an independent broker, said.


Ironically, however, when a similar survey was conducted just over one year ago, AIRE members were more optimistic about the recovery. One year ago nearly two-thirds thought the slowdown would continue for at least another year.


Fifty-nine percent of those surveyed in 2008 said the market would remain at its current level for at least another 12 months while another 41 percent said the market will begin picking up again early in 2009 or sooner.
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