Cassidy

T 1 Commercial
UI ey Real Estate Services

Retail Sector: Getting a Second Wind?

The US retail sector is suddenly exhibiting a few flashes of positive economic data; it is subtle, but the picture is improving. Retail
sales are rising, wages are rising, and household financials are in a better position — thus enabling consumers to spend slightly more
aggressively. The sudden improvement affirms the notion that at least part of the economic slowdown in the first six months of 2011
was due to temporary disruptions. Further, it suggests the underlying strength of the consumer remains intact. Confidence remains
at depressed levels, but assuming there are no additional shocks to the economy or to the financial markets, then consumers should
continue to modestly increase their spending, and the retail sector will see improving demand.

To be clear, the recovery has lost a tremendous amount of steam. Real GDP was extremely anemic in the first half of 2011 — growing
by less than 1% compared to the 3% growth rate for all of 2010. Consumer confidence has dropped back to pre-QE2 levels, and
financial markets have declined by approximately 15%, from the first week of July to the first week of August. The odds of a double-
dip recession rest at an uncomfortably high 30% probability. Still, that is mostly semantics: a double-dip wouldn’t necessarily be
meaningfully different than the slow growth experienced in the first six months of this year. Several one-time events dragged down
economic growth. Most notably, surging gasoline prices, caused in large part by the turmoil in the Middle East and North Africa in the
beginning of the year, essentially stopped the recovery in its tracks — particularly for the retail sector. The price of unleaded fuel rose
from $3 per gallon in May of 2010 to nearly $4 a gallon
in May of 2011. Itis no coincidence that personal
consumption expenditures dropped from 3% to 0.4%
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motor vehicles. It is also worth noting that the retail
sales figures were revised upwards in June to 0.3%.
The improvement was also corroborated by the latest
data released by the Bureau of Economic Analysis
(BEA) showing real consumer spending rose 0.5% in
July - the largest increase since December of 2009. The BEA also reported that both wages and disposable income grew 0.4% - their
strongest growth rates since April of 2011. Moreover, gas prices are currently down 40 cents per gallon since mid-May. With prices
down at the pump, consumers suddenly have approximately $55 billion more in their pockets that can they can spend on things other
than fuel.
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The underlying fundamentals still point to continued improvement. The clearest indication of this comes from household balance
sheets, which are in much better shape. After more than three years of deleveraging, the household debt-to-service ratio is down

to 11.5% - right at trend.  The question is not whether consumers have the financial wherewithal to unleash demand, but rather,
when will they have the full confidence to do so. Job growth is far from robust, but it is far closer to reflecting a recovery than it is

to a second recession. Although the retail sector cut 8,000 jobs in August, prior to that, it had added 105,000 new jobs from April

to July — the strongest 4-month period of job gains since the recovery began. One of largest risks to the retail recovery lies in the
equity markets. There is a strong correlation between stock prices and consumer spending, commonly known as the wealth effect. A
prolonged slide in stocks would surely derail the recovery.
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Outlook

Prior to the string of unfortunate events, the retail sector was experiencing a modest recovery. Net demand had turned positive for
three straight quarters (2010Q3 to 2011Q1), vacancy had stabilized, and rents were beginning to appreciate in most first-tier locations.
The second quarter saw a clear setback, as fundamentals turned negative again. Given the latest economic data, there is reason to be
optimistic that consumer spending is returning to healthier levels. But once again, resilient equity markets are the key to keeping the
positive momentum going.

Spotlight:

San Diego’s South County is a good example of a retail sector that is experiencing improving o
fundamentals. Demand for retail space has remained on a mostly positive trajectory since the second %%
half of 2010, and vacancy has consistently trended downwards for the last year and a half. The b
improvement can also be seen in the slight uptrend in San Diego’s retail job figures in 2011 (+800 e

new jobs y/y). Rents are still flat-to-falling, but like the rest of the country, those drops are helping to

spur increased tenant demand.
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Asking Rent Q2 2011 Growth! Rate
Manhattan, NY $66.33 1.5% 1.7%
Washington DC $46.00 0.5% 3.1%
San Francisco, CA $45.25 2.3% 5.3%
Westchester, NY $35.35 0.8% 7.6%
Orange County, CA $30.41 3.2% 6.4%
Los Angeles, CA | $28.77 3.6% 6.2%
Fairfield County, CT = j——s — $27 63 1.7% 4.5%
Suburban Virginia  — $?27 56 33% 6.4%
Northern New Jersey — 327 52 1.9% 5.8%
Long Island, NY _r— 25 44 1.8% 5.9%
Suburban Maryland ~ j—— $25.] 1 1.9% 8.7%
San Jose, CA $24.95 3.7% 7.6%
Oakland-East Bay, CA $24.63 3.4% 6.5%
San Diego, CA $25.08 3.3% 7.2%
Miami, FL $23.93 2.8% 7.1%
Seattle, WA $22.97 2.9% 7.5%
Central New Jersey $22.18 1.8% 10.4%
Boston, MA | $21.62 2.4% 6.7%
Sacramento, CA  j— $2].36 2.3% 13.9%
Las Vegas, NV | $2] 33 2.2% 7.4%
Baltimore, MD  j—— $?2] 33 1.0% 12.9%
Austin, TX |e— $20.26 2.8% 7.8%
Portland, OR e $20.08 2.9% 9.5%
Philadelphia, PA |— $19.73 2.3% 9.4%
Chicago, IL $19.13 2.7% 11.8%
Fort Lauderdale, FL $18.60 3.1% 10.8%
Charlotte, NC $17.84 2.6% 10.8%
Raleigh-Durham, NC $17.51 2.1% 10.0%
Minneapolis, MN* $17.46 2.1% 17.9%
Orlando, FL $17.42 2.5% 13.5%
Atlanta, GA ] $17.14 1.7% 14.4%
Detroit, M| _— $16.96 1.3% 11.7%
Denver, CO p—$16.78 2.1% 11.7%
Nashville, TN j— $15.72 2.0% 15.0%
Dallas, TX _—$16.26 1.3% 13.0%
Salt Lake City, UT " $15.94 2.3% 12.8%
Phoenix, AZ e $]4.60 2.8% 10.8%
Houston, TX e $]5.78 1.4% 10.9%
Louisville, KY _m— $15 58 1.6% 13.3%
Milwaukee, WI $15.04 0.4% 15.1%
Cleveland, OH $14.89 0.3% 11.2%
New Orleans, LA $14.88 1.6% 14.9%
U.S. Research Cincinnati, OH $14.68 1.6% 12.3%
San Antonio, TX $14.65 1.6% 13.3%
. St. Louis, MO $14.63 2.4% 14.2%
Cassidy Turley Indianapolis, IN | $14.46 1.4% 15.3%
2101 L Street, NW Tampa-St. Petersburg, FL | $14.17 1.8% 12.1%
: Kansas City, MO e $14.02 1.5% 13.2%
Suite .700 Colorado Springs, CO  mmmmmm $13.91 1.7% 14.7%
Washington, DC 20037 Columbus, OH jmmmmm $11.75 1.2% 9.3%
Tel: 202-463-2100 Dayton, OH jmmmmm $10.69 ‘ ' . 0.3% 17.1%
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*Q1 2011 vacancy rate

Jennifer Edwards Cassidy Turley is a leading commercial real estate services provider with more than 3,300 professionals in more than 60 offices nationwide.

. The company represents a wide range of clients—from small businesses to Fortune 500 companies, from local non-profits to major institutions.
Project Manager panyrep e

The firm completed transactions valued at $18 billion in 2010, manages 455 million square feet on behalf of private, institutional and corporate
. ; clients and supports more than 25,000 domestic corporate services locations. Cassidy Turley serves owners, investors and occupiers with a full
Danielle Kingsley , . . .

. spectrum of integrated commercial real estate services—including capital markets, tenant representation, corporate services, project leasing,
Reglonal Forecast AnalySt property management, project and development services, and research and consulting. In 2010, the firm enhanced its global service delivery

outside of North America through its partnership with GVA.
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