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Engineering job growth has tightened vacancy and should push rents
up, making new construction more feasible. However, the pressure on
rates is being counterbalanced by looming vacancies and the overbuilt

office condo market.

In what would have been a slow year in
terms of activity in the Upstate office market,
strong increases in the number of local engi-
neering jobs has helped bring net
absorption to about 350,000 square feet for
2007. Vacancy remained largely unchanged
as market growth was offset by the
completion of over 200,000 square feet of
new office space.

Of the new construction, only one building
was speculative. The seventh building at
Independence Corporate Park delivered
80,000 square feet of space to the suburban
market and was 97 percent occupied at the
close of 2007. This, combined with the two
buildings completed in downtown
Greenville and downtown Spartanburg,
which were 100 percent preleased, are
indicative of market demand for new

Class A space.

In need of office space for additional engi-
neers, Fluor Corporation, General Electric, and
Day & Zimmerman all reached deals
accounting for half of the year's net absorp-
tion. While this growth is positive, the large
quantities of space dedicated to just one field
raises concerns about economic diversifica-
tion and employee recruitment. In addition,
Fluor's local expansions are largely tied to
contracts awarded to build facilities in China,
Texas and Arizona. Having a significant
amount of office space dedicated to single
construction projects creates uncertainty

about the company’s long-term needs.

Class A properties in all submarkets enjoyed
a strong year. Class A vacancy is half that of
Class B properties, which are losing tenants
to inexpensive Class A spaces and overbuilt
office condos.

With over 1 million square feet, office condos
have a significant impact on the market,
specifically on the smaller spaces in Class B
properties. While over 150,000 square feet of
office condo space was absorbed in 2007,
over 300,000 square feet of space remains
on the market, indicating that office condos
will impact absorption through 2009.

With only Johnson Development’s 60,000~
square-foot speculative building in down-
town Spartanburg under construction,
office development in 2008 is expected to
be very low. Increasing construction costs,
coupled with inexpensive lease rates, have
made new development difficult. In addition,
looming vacancies in downtown Greenville
present a challenge for potential developers.
The uncertainty surrounding the Bowater
building after its merger with Abitibi-
Consolidated and the pending movement
of much of The South Financial Group's
operations to its corporate campus in 2009,
could put as much as 150,000 square feet of

Class A space back on the market.

Absorption should moderate in 2008 as the
market is not likely to see the same level of
growth in the field of engineering. With no
new construction, vacancy should drop and
asking rates should rise. Looming vacancies
in the Greenville CBD may hold best-in-
market rates steady.
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Investor interest in the market has increased as a result of over
5 million square feet of net absorption in the past two years.
While it may be difficult to sustain this level of growth, a shift

in warehouse demand may help.

Robust Demand

The Greenville industrial market has enjoyed
strong demand for industrial space over the
last two years, but the pace of growth is
slowing. After absorbing over 3.5 million
square feet in 2006, the market absorbed a
little more than half of that in 2007. Demand
in the market is still strong, but the supply of
modern industrial facilities is diminishing,

which may limit absorption.

Demand Fueled By Local Users

The expansion of the last two years has been
fueled by growth in the warehouse and
distribution sector. While this trend echoes a
similar one experienced in most of the
United States, the local dynamic is unique.
Warehouse and distribution absorption in
Greenville can largely be attributed to
demand by local manufacturers needing
spaces smaller than 100,000 square feet.

The demand for these kinds of spaces has
inspired some investors to convert large,
single-tenant warehouses to multi-tenant
distribution centers. The latest of which is
Trinity Capital, which is dividing a 750,000~
square-foot warehouse into as many as eight

separate spaces.

Market Poised For Shift

The Greenville warehouse and distribution
market may be on the verge of a shift. The
market is well situated with access to one of
the busiest eastern ports in Charleston and
efficient local transportation infrastructure -
two main components for major distribution
facilities. Adidas recognized the viability of
the Greenville market when they announced

the construction of a major east coast facility

where its will consolidate the distribution
operations from three other states. Its 1.9
million-square-foot facility is expected to be
completed in 2009. With an abundance of
readily developable land with the same ease
of access, the market is poised for more

major distribution facilities.

Market Draws New Investors

In addition to out-of-market users, the local
market is piquing the interest of out-of-
market investors as well. Eight consecutive
quarters of industrial growth may have been a
factor in Los Angeles-based CB Richard Ellis's
purchase of 5 million square feet of Johnson
Development’s industrial portfolio for over
$250 million. Of that portfolio, over 2 million
square feet was located in Greenville.

Rental Rates To Rise

Outside investment will put pressure on
asking rates, as institutional owners focus
more on profitability and may be better situ-

ated to wait for the market to come to them.

Vacancy To Drop Below 10 Percent

While the current wave of industrial growth is
slowing, vacancy is expected to drop below
10 percent in 2008, and even further when
Adidas's facility is complete in 2009. Given the
quantity of older manufacturing and ware-
house facilities on the market, tenants may be
challenged to find functional space and the
market may see more warehouse and distri-

bution facility conversions.
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New construction climbed back after a one-year hiatus. Several large
proposed projects, poised to start construction in 2008, will keep
absorption high in the next 24 months.

Housing Bucks National Trend

As the housing slump continues, expectations
for retail in most other markets are subdued.
Over the past five years, the Greenville market
has avoided the rampant residential specula-
tion that led to the current market corrections.
As a result, expectations for local retail growth

are better than in many other markets.

Centers Evolve With Shoppers

The major story of 2007 was the evolution of
the regional mall. While the largest mall in
the market, Haywood Mall, maintained its
status as a premier retail location, three other
malls underwent renovations to accommo-
date a change in the tastes of consumers.
Westgate Mall in Spartanburg faced partial
demolition to accommodate a freestanding
Costco. The Anderson Mall is expanding to
attract a new Dillard’s. Most of the Greenville
Mall was demolished to make room for a

new retail shopping center.

The Greenville Mall's changes are note-
worthy because the property was purchased
by a Florida and California-based developer
and then flipped to a second Florida-based
developer, Menin Development, at a hefty
profit. All eyes are on the mall to see what
will become of this highly visible property in
the busiest retail trade area. Because local
development trends are relatively strong
when compared to many markets, additional
investment from other markets is expected

to increase.

Woodruff Road is still the best-in-market
trade area, although property available for
development is limited. Other major retail
developments are planned for Highway 14,
Hillcrest, Cherrydale, Easley, and perhaps
Pelham, assuming development concerns

can be adequately addressed.

Mixed-Use Arrives

Mixed-use properties with a substantial retail
component have been slow to hit this
market, but the first was completed in the
third quarter when McBee Station opened in
downtown Greenville. The urban shopping
center also includes a significant residential
component. If the remaining retail space in
the center can be successfully tenanted,
more large scale mixed-use retail develop-
ment could be headed downtown.

New Retailers

The most substantial tenant to now call the
Greenville market home is the previously
mentioned Costco, which completed stores
in Greenville and Spartanburg in the third
quarter. Another interesting development in
the local market is the evolution of grocery
stores. In 2005, the departure of Winn-Dixie
from the Greenville market left a void that
other grocers have attempted to fill. Most
notably, Bloom used Greenville as one of its
first expansion markets, having built six
stores in the past two years. In addition, Bi-Lo
has established three Super Bi-Lo concept
stores in the market.

In 2008, several large projects are expected to
start construction, absorption should remain
high, vacancy should fall further, and rents
will rise in the most attractive submarkets.
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The cyclical nature of development, along with the indirect impact of
housing market struggles, resulted in a drop in building permits.
However, local housing struggles will turn around before markets

undergoing major corrections.

Due to the lack of rampant speculation that
plagued other markets in the last five years,
the impacts of the inevitable housing slump
on the Greenville market were expected to
be slight. While there has been little direct
impact on the local residential market, the
struggles of national homebuilders and
tightening lending standards has resulted in
a drop in production of new homes locally.
These housing struggles have combined
with the cyclical nature of development to
affect building permit totals slightly more
than expected. In 2007, the number of
building permits was considerably lower
than that of 2006, but after six consecutive
years of increasing totals, Greenville was due
for a decrease. Still, the total number of
permits issued is comparable to the healthy
number issued in 2003 and 2004.

Strong job growth in the engineering field
due to expansions by Fluor Corporation and
General Electric, combined with the
completion of The South Financial Group's
corporate campus in 2009, is expected to
keep residential growth healthy over the
next 24 to 36 months.

One trend in local residential construction
has been the emergence of multiple small
local residential builders filling the void left
by national homebuilders. While the activity
of local builders is increasing, many are not
positioned to withstand a prolonged local
housing slump. Small builders outside of
the hottest development areas are the most
at risk.

The unprecedented residential develop-
ment of the last five years has placed a
burden on local jurisdictions and infrastruc-
ture providers. In order to help address the
concerns of new development, many
communities are becoming more proactive
with respect to their long-range planning
efforts. Going forward, new development is
more likely to deal with impact fees, traffic
impact studies, design guidelines and tree

ordinances.

These potential development challenges, as
well as concerns about urban sprawl and
gas prices, have made infill, multifamily, and
mixed-use development more popular. One
very successful project, McBee Station in
downtown Greenville, is combining these

concepts with affordability.

The long-term prospects for land in
Greenville are strong, as the market is still
considered very affordable, enjoys a high
quality of life, and is still growing at a
comfortable pace. One challenge to land
affordability is the willingness of landowners
to hold onto land while waiting for prices to
rise. The success of The Pointe and Magnolia
Park Town Center will help set the market

for other landowners.

While development is slowing, the hottest
areas are still seeing plenty of activity. The
most active areas include the Golden Strip,
southeast of Interstate 85 and Interstate 385;
and the Golden Box, along Interstate 85 from

west of Spartanburg to Boiling Springs.
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