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This quarter we’re focusing on basic rules of economics: specifically, supply and demand. It is commonly
understood that the Global Financial Crisis was not a real estate driven recession powered by commercial
oversupply, like the early 1990s recession. Rather, it was caused by residential real estate over-pricing, largely
driven by over-heated financial markets.
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supply to see if it has caught up with demand, or if it might be
starting to overshoot its mark. Our canary in the coal mine is

o7 08 9 0 11 12 M3 speculative office development. We’ll look at two very hot
markets, Houston and Seattle, to make our point.
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Historically, Houston has not been a core market. But
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Houston’s 270 million square foot office market in 2013, 74% of which was delivered pre-leased.” That does not
feel like oversupply. While these recent deliveries did not add significant vacant supply to the market, let’s note
that there are over 18 million square feet currently under construction and an additional 19 million square feet
proposed or entitled on top of that. Clearly, Houston’s economy is booming, and this remarkable growth in
supply might seem warranted. But 37 million square feet in the pipeline is almost 14% of the whole market, and
despite strong pre-leasing momentum, this level of development counsels caution on Houston office.

Seattle is also new to the “core” party. It has long
been an attractive, smaller market tucked away in the
Northwest. Over time, however, its tech industries

Seattle CBD/Surrounding Area
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different. While 60% of the 4 million square feet
currently under construction belongs to Amazon or is
otherwise pre-leased, there are another 21 million
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$30.77 square feet proposed or entitled. That’s almost 18% of
the market.
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as well as lenders, be disciplined? We continue to see
Source: Kidder Mathews Seattle Q4 Office Report interesting opportunities in both of these markets. But

we have our eye on supply.
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CBRE Market Reports, Houston Office MarketView Q4 2013.
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Transwestern, Seattle Office 2013 Q4 Report.
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