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Introduction




SF Bay Area
Business-Market Cycle Overview

Economy in decline/trough phase, employment contraction
accelerating: 36-to-60 month trough.

Economic contraction to bottom 2Q/3Q 20009.

Commercial construction cycle peak 2002, trough in 2004-
2005, growth phase from 2006 through 2007: low no new
construction.

Next business cycle peak 2015 - 2020, next technology-
employment cycle peak 2016 — 2018, along with rent spikes.

Target markets for commercial investment 2009-2010:

Downtown San Francisco and Oakland, I-
680/Fremont Corridors, Downtown San Jose, SF
Peninsula, Marin and Santa Cruz Counties




Institutional Foundations for
Efficient Capital Markets

“Efficient real estate and securities capital
markets require strong public and private sector
cooperation, disclosure of government and
corporate financial conditions, and institutional
and individual investor confidence in financial and
political institutions.”

Lawrence Souza




Real Estate in a Social, Cultural and
Economic Context

Interdisciplinary/Cross-Sectional Approach to
Real Estate Market Analysis:

Biological/Physiological/Psychological
Philosophical Systems

Legal Systems

Political Systems

Economic Systems

Financial Systems




Institutional Deconstruction

Loss of Civil Liberties and Personal/Individual Rights

Lack of Governmental Transparency and Accountability
Dismantling of Social Welfare State and Safety Net

Direct Input into Policy Development by Special Interests
Redistribution and Concentration of Wealth (Privatization)
Lack of Access to Democratic Institutions and Legal System
Freedom of Speech and Press Limitations (Censorship)
Unification of Church and State, attack on science

“Institutional deconstruction is the dismantling of pluralistic

and democratic institutions by powerful interests within
society. The goal is to “deconstruct” these institutions, and
replace them with new authoritarian institutions that
enforce and redistribute private property rights to
privileged interests, at any cost.”

Jacques Derrida, Martin Heidegger, Friedreich Nietzsche, Et.Al.




Institutional Reconstruction

Gain of Civil Liberties and Personal/Individual Rights
Improved Governmental Transparency and Accountability
Assemble Social Welfare State and Safety Net

Public Input into Policy Development by Special Interests
Redistribution and Concentration of Wealth (Public Goods)
Improved Access to Democratic Institutions and Legal System
Freedom of Speech and Press (Eliminate Censorship)
Separation of Church and State, Acceptance of Science

“Institutional construction is the building of pluralistic and
democratic institutions by public interests within society. The
goal is to “construct” institutions as representative institutions
that enforce and redistribute public property rights to the
majority, at average total cost, to raise overall social and
economic welfare.”

Larry Souza, Et.Al.




Greenspan Critique: Labor vs. Capital

» Greenspan developed a New Business Cycle that privileges
financial-capital markets over labor markets.

Major shift to preemptive monetary policy strikes toward
Inflation targeting, and away from full employment-real wage
growth targeting (Paul VVolcker -> Ben Bernanke).

Foundation of monetary policy was deregulation, a financial
boom In the stock and real estate markets and free trade, driving
up consumer consumption and debt levels.

Results: Cycle marked by deindustrialization, growing trade
deficits, financial-asset market price bubbles, dollar
overvaluatlon L-T decline real wage growth, growing household
debt levels, under investment by business in capital stock

Risks: Fragile economy-recovery, high debt levels, under
performing labor markets, exposure to financial market
corrections, moral hazard — Fed intervention to rescue markets

Thomas Palley, Challenge, Nov.-Dec. 2005.




US Budget Deficits

e $11 trillion public debt outstanding, $55 billion in
Interest; Total Debt-to-GDP to reach ~100% by
2015.

$1.2 trillion annual budget deficit, not including $600 billion
for Irag War 2004 — 2009; defense budget up 41% since 2001

Administration to cut deficit in half by 2009, over optimistic

assumptions for rising tax revenue, excluding cost of
Irag/Afghanistan wars ($100 + billion in 2008)

After 2005, will have to pay $1.5 trillion for permanent tax
cuts and $700 billion for Medicare prescription drug program

Budget deficits to total $10 trillion over next 10 years

Foreigners currently own 47% of U.S. government debt
(China/Japan)



Business and Commercial
Real Estate Cycles




CONSUMPTION VS. INTEREST RATE CYCLES
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Commercial Real Estate Cycles
SPCREX™ Property Sector Performance

SPCREX Property Sector Indices
Year-Over-Year % Change October 1994 -to- January 2008
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Commercial Real Estate Cycles
SPCREX™ Regional Composite Performance

SPCREX Regional Composite Indices
Year-Over-Year % Change October 1994 -to- January 2008
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Commercial Market Fundamentals




Oakland Industrial Silicon Valley Industrial

o s LTt
Voconoy ws. Absorplion o oy ion B {17103 Voconoy vs. Absorption e o

LiFi =i
0704 02 04 0502 0504 602 06'd 0702 078 0302 oM W00 02 N 0502 0508 0D 0FDd Ol M 0F0R

: "EPRT am
Voconcy Availakility E‘:ﬂ.‘.. = -I-'-: Voconey/Rwailobility u:‘::m -

P gl od g NI e [ o B Ty

Lense Rotes : ! Lease Raotes

[LLgP R ol L P T e 0Fed IFed OFG1 OFGD  0NGD EGd

Kzt Absorption Ao B (L1 bt Abzompdion Forlisorim W IS

LU = 1 ]

Source: CBRE Market Research Reports.



San Francisco Office Silicon Valley Office Oakland Office

e Voconcy ws. Absoeption et i1
Yoconey vz Absorplion e Lo [ (HELEEN
Yoconoy v=. Absoeption

1,500K

1,00K 'l

SMD-_I_I_-].I.._._I_I_!I.LIJ.I.-.[

50K | . .
1K ' 5 Ll
1 500K - ] e
[0 0402 0404 0502 0504 06'C2 0504 0702 0704 0802 08°04 WO 0 M 5 B WE WM TR O 0500 0o [ T T T O A T

- %

a oy fuee e
Vocancy/Aeailabilitg e P VacancyAvailokikiiy brakbiny B 134%

Yoooncy Availability

[
g wE W " : : [P Ty | T 1 1 . I

[T
Lense Raotes . i

I.EIISE hles

&
]

WFeE OFed PG W EE s [

L] ﬁ.l:::-r|:1i-:-n [T = 3 i Fodisqri BN [TRIH]

FE OrE ore E0 0 m0d

Source: CBRE Market Research Reports.



Production and Employment




(0p)
2
O
>
@,
)
)
D
=
)
-
an
(0p)
D)
e
qe;
o
)
@)
D
=
|-
D

UNITED STATES BUSINESS CYCLES (1948 - 2004)

Tbv002
zbzooz
€boooz
7b866T
Tb/66T
ZbseeT
ebeeeT
¥bT66T
Tb066T
ZbgseT
€bogeT
7by86T
ThegeT
Zbtg6T
eb6.6T
vhs26T S
1bos6T &
Zby/61 m
ebz/61 mw
¥b0.6T m
Tb696T mm
cbz96T Q
£bgo6T m
he96T w
Tbz96T G
Ncowmﬂ.mm
ebgseT [
7bogeT <
Hcmmmﬁ.m

Source: Bure

http://www.bea.doc.gov/bea/dn/home/gdp.htm



Gross National Product (GDP)

Real Gross Domestic Product

(Fercent change, seasonally adiusted annual rate]
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Payroll Employment
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U.S. Unemployment Rate
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Income and Wages

Average Hourly Earnings of Production Workers
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Personal Savings Rate

Personal Saving Rate

(Percent of disposable personal income)
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California
Employment Growth (% YOY)
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California
Employment Growth (#YOY)
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San Francisco-Oakland-Fremont, CA
Monthly % Year-Over-Year Non-Farm Employment Growth Rates
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San Francisco-Oakland-Fremont, CA
Monthly # Year-Over-Year Non-Farm Employment Growth Rates
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San Jose PMSA Non-Farm

Employment Growth (YOY)
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San Francisco PMSA Non-Farm

Employment Growth (YOY)
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Oakland PMSA Non-Farm
Employment Growth (YOY))

12 Manths Percent Change

WA

T T T T T T T T T T T
1973 1976 1879 1982 1935 1988 19581 1994 1997 2000 2003 2006

‘D”\MMMV\WM A

B

-2 A4

12 Maonths Met Change

T T T T T T T T T T T
1973 1976 1979 1982 1985 1883 1991 1994 1997 2000 2003 2006
MWanth

Source: Department of Labor Statistics.




# of Employee Layoffs by County - Bay Area 2008
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Technology/Venture Capital Trends







Silicon Valley Geography
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Corporate Profits

Corporate Profits

(Percent change, seasonally adjusted quarferly rate)
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Non-Residential Fixed Investment

Real Nonresidential Fixed Investment
(Percent change, seasonally adjusted annual rate)
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Venture Capital Flows

Investments by Region / Q3 2008

Regions Defined Total § Invested Average § Per Deal Deals
A $/7,131,302, 400 $7,862,3216 07

Amount % of Total Deals

Silicon Valley 22773M ZE_B9% 292

Mew England $E34M 11 70% 117

Loy Orange Counby £573M E.03% 54

MY Makro £ 5 6 F.BEY: 71

Midwast £305M 54 %0 &

Morthweast £ Z05M 14% 44

Texas £275M 55% 33
Fhiladelphia Mealkro £Z65M 76 Y0
Southagst £250M 51%
Narth Centra $£235M 30%
Colareds £196M 75%
DC/MMelroplex t1ELM 53%
San Diego £178M 50%
SouthW¥Weast £5aM 0.83%
Up=tate NY EEZM 0. 45%
SacramentafN_ Ca £EZ21M 0_29%
A /HISPR £1Z2M 0.17%
Sputh Centra £7M 0.10%

5
4
3
3
3
3
£
3
]

Source: Venture Economics. http://www.ventureeconomics.com/vec/us.html.
https://www.pwcmoneytree.com/MTPublic/ns/index.jsp




Venture Capital Flows

Investments by Industry / Q3 2008

Industries Defined Total § Invested  Average § Per Deal Deals
A $7,131,302,400 £7,862,516 907

Amount % of Total Deals
Biateachnabogy £13E50M 1E_93%
Sgftwara Z1343M 1E.83%
Industrial/Enargy Z211910M 16.71% =l
Medical Devices and Equipment $A0GM 12 57% 93
Media and Entertainment $a 00 E_T4% g2
[T Servicas F403M E.BSY &2
Semiconductors £ 306M S50 50
Telecarmmunications 323M 45
Mabworking and Eguipmank $17E8M 21
Financial Sarvicas $14 20 13
Blectranics/Instrumentation 1 Z0M 13
Buginess Praducts and Services £ 0 29
Conzumer Products and Services t02M 18
Compubars and Peripherals $73M 14
Healthcare Sandices £56M
Ratailing/Distritution 40
Other F1GM
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Source: Venture Economics. http://www.ventureeconomics.com/vec/us.html.
https://www.pwcmoneytree.com/MTPublic/ns/index.jsp




Interest Rates and Inflation




Yield 10-Year Treasury
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Yield Curve

Dynamic Yield Curve
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Inflation Expectations

Spot Crude WTl Prices

Oallars per Barrcl

Source: Energy Information Administration (http://eia.doe.gov/)




Inflation Expectations
Gas Prices

.S, Regular Gasoline Prices
Cents per Gallon ElA~

Source: U.S. Department of Energy, Energy Information Administration, Weekly Retail Gasoline Prices, available
at http//eladoegOV/a as Of November 16; 2005 http://www.bts.gov/publications/white_house_economic_statistics_briefing_room/october_2005/html/highway _retail_gasoline_prices.html




Inflation Expectations
U.S. Producer Price Index (PPI) — Finished Goods
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Inflation Expectations
U.S. Consumer Price Index (CPI)
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Inflation Expectations
U.S. Consumer Price Index — All Items (U.S. City Average)
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Non-Farm Productivity
(Output Per Hour)
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Euro Exchange Rates 2008-2009

(u]s]
i '|I:
- :l.l
- ..lI

1 1R

Source: New York Federal Reserve Bank. http://www.ny.frb.org/markets/foreignex.html




Balance of Trade

Balance on Current Account (BOPBCA)
Source: LS. Department of Commerce: Bureau of Economic Analysis
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Home Prices and Affordability Rates




Real Residential Fixed Investment

Real Residential Fixed Investment

(Percent change, seasonally adjusted annual rate)
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New Housing Starts

New Housing Units Started in the United States

Seasonally Adjusted Annual Rate

Thousands of units
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Housing Market — Price Declines

S&P/Caze-Shiller Home Price Indices
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Housing Market — Price Declines
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Housing Market — Tight Credit Standards
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Housing Market - Excess Inventory
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Housing Market — FHA Originations
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Housing Market — Default Rates
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Housing Market — Delinquency/Foreclosure Rates

Mortzagze Delinguency Rates (%)




Conclusions




Geographic Comparative Advantages

Long run commercial market fundamentals:

e Low commercial market affordability (high costs)
e Scarcity of developable land (supply constraints)

e High concentrations of wealth/education

e High quality of life amenities

e Strong demographic trends:

e Growing population of Empty-Nesters and
Echo-Boomers, positive migration trends




Commercilal Demand
Future job growth-housing demand:

High-tech and Bio-tech Manufacturing
Alternative and Clean Energy Technologies
Healthcare-Information Systems Services
Financial Services and Venture Capital
Telecommunications/Networking
Multimedia and Entertainment

Internet and Software Programming
International Trade and Tourism
Construction and Engineering Services
Education and Government Services
Defense




Economic Risks

Market-Economic Risks:
High costs of living and doing business
State-Local regulations, taxes, workers comp, deficits
Lack of affordable/developable land and housing
Traffic congestion and infrastructure constraints
Out sourcing and migration
Cut-backs in education and social services

Mergers-consolidation industrial, technology,
telecommunications and financial institutions




Macro-Economic RiIsks
Middle East (Oil Price Spikes)

Current Account and Budget Deficits (Interest Rates)

Rising Inflation Expectations (Health Care/Food Costs)

High-Rising Credit-Equity Risk Premiums (Spreads)
Consumer-Business Confidence Investment

Slow Global Growth and Protectionist Trade Policy
Rising Loan (Credit) Defaults and (Mtg) Foreclosures
Labor Strikes, Low Wage Growth, Underemployment

Stock Option Back-Dating, Other Accounting
Announcements Irregularities, Investor Confidence
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