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Total Employment Trends
The Los Angeles Basin economy is still
growing at a good pace, but some slowing
in the trends is evident.  For the 12-month
period ending January 2007, the Los
Angeles Basin1 added 119,000 jobs, for
growth of 1.7%.  However, this was down
from a peak of 181,200 jobs (+2.6%)
reached in the 12-month period ending February 2006.2

Driving the growth was professional and business services
(+30,300 jobs or 2.9%), followed by education and health 
services (+28,700 jobs or 3.8%) and leisure and hospitality 
services (+18,400 jobs, or 2.7%).  There was weakness, 
however, in manufacturing, which continued its 50-year trend of
shedding employment (this trend has also been taking place
nationwide) and in information (which includes motion pictures
and sound recording, as well as telecommunications and 
computer services).  Also, the rapid growth that occurred in 
construction, retail trade and finance in 2005 slowed sharply in
2006.

A slowing in job growth occurred in all five counties of the Los
Angeles Basin, as well as in Kern County.  In terms of absolute
growth, Los Angeles County led the way with 53,600 jobs, 
followed by Riverside/ San Bernardino Counties (+33,400 jobs)
and Orange County (+26,900 jobs).  In terms of percentage
growth, the leader was Kern County (+3.1% growth), followed by
Riverside / San Bernardino (+2.7%). 

The Most Recent Economic and
Demographic Trends and Their
Implications for Real Estate in the
Los Angeles Basin 
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Change in Employment Jan. 2007 over Jan. 2006

Los Angeles Basin
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                                   % Change
Professional and Business Services   2.9%
Education and Health Services     3.8%
Leisure and Hospitality      2.7%
Government       1.4%
Transp., Warehousing & Utilities     3.5%
Retail Trade       1.1%
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5,4006,500
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Jan. 2006 over Jan 2005      Jan. 2007 over Jan. 2006

Kern  5.8%    3.1%
Los Angeles  1.7%   1.3%
Orange  2.3%   1.8%
San Bernardino/Riverside  5.5%   2.7%
Ventura  2.3%   1.8%

January '06 January '07

% Change
12-Month Period Ending

1 Defined as the Counties of Los Angeles, Ventura, Orange, San Bernardino and Riverside.
2 Based on preliminary data from the California State Economic Development Department for employment by place of work (firm survey).  Note, however, 

that significant revisions to EDD's preliminary numbers have occurred in the past, and likely will occur again. 



The outlook is for moderate growth through the remainder of
2007.  On the plus side, interest rates remain relatively low, the
nation's economy is still strong, and consumer confidence is at a
five and a half year high.  However, on the negative side:  (1) the
current up-cycle is five years old and starting to mature; (2) there
is some evidence that businesses are adding capacity at a 
slower pace; (3) the housing market is in a downturn (which has
a negative ripple effect on the general economy via reduced 
construction activity and reduced financing and refinancing 
activity); and (4) lending criteria is likely to be tightened signifi-
cantly in response to the rapid growth in foreclosures among
sub-prime mortgages.  Synthesizing these factors, we see job
growth of approximately 90,000 jobs over the next twelve
months (+1.3%), down from 119,000 (+1.7%) in the past 12
months, but moderate growth nevertheless.  Most of the growth
will likely continue to be in services (including professional servic-
es and health services) and in government.  The finance and 
construction sectors will likely suffer actual losses in employment
due to reduced real estate activity.  The risk of a recession has
unfortunately increased.

Office-Employment Trends
Jobs in office-oriented sectors (including business and 
professional services, information and finance, insurance and real
estate) in Los Angeles, Ventura and Orange Counties grew by
approximately 15,800 employees (+1.4%) in the 12-month 
period ending January 2007.3 This was down sharply from
growth of 35,000 (+3.2%) in 2006.  Following this trend, net
absorption of office space dropped from a torrid 13.0 million SF
in 2005 to a more modest 5 million SF in 2006 (the long-term,
1985 to current, average for the area is 6.5 million SF per year).4

Much of the reason for the slowing was a downturn in the mort-
gage-finance industry, which is heavily concentrated in the Los
Angeles Basin, and particularly in Orange County.  It also reflects
the maturation of the current growth cycle. 

We anticipate that employment growth in office-oriented sectors
will continue to slow in the remainder of 2007, particularly in the
mortgage-finance industry.  However, assuming that a recession
does not emerge, growth among high-tech firms, entertainment
and professional services will likely offset this trend.  Net absorp-

tion of office space is projected at approximately 5 million SF, the
same as in 2006.  

Approximately 8.4 million SF is currently
under-construction, up from 6.1 million SF
twelve months ago.  The amount projected
to come on-line in 2007 (approximately 
7 million SF) exceeds projected growth in
demand (approximately 5 million SF), indi-
cating that vacancy rates will likely rise.
Vacancy rates are currently a healthy 9.6%.  By year-end 2007,
they are projected to climb approximately to the low 10% range.
This would remain in healthy territory and rental rates are likely to
continue to climb, albeit most likely at a slower pace than in
recent quarters.

Household Trends
There is some evidence that household growth in the Los
Angeles Basin is slowing.5 Specifically, in 2006 the Los Angeles
Basin is estimated as having added 71,000 households (+1.2%),
down from an estimated 115,000 (+2.1%) in 2002.  Reasons for
the slowing include the slowing in employment growth 
previously discussed, as well as very high housing prices in the
region, low vacancy rates and the maturation of the most recent
growth cycle (the long-term average for the Basin, 1986 to 
current, is 78,000 households added per year, or +1.5%).  

Demographers are projecting that the growth rate will bottom in
2007, and then pick up once again starting in 2008.  Over the
next five years, the Basin is projected to add a total of 
approximately 84,000 households (+1.5%) per year.  This will
bring with it continued strong growth in demand for real estate,
including the need for at least 84,000 housing units per year. 

In the past six months, building permits
were issued at an annualized pace of just
56,000 units.  Historical experience indi-
cates that this will result in a net addition of
an approximate 45,000 to 50,000 units in
2007, with the difference due to demolition
activity as well as the fact that some 
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3 Preliminary data from Ca. State Economic Development Department.
4 NAI continuously updates its data base, and therefore the numbers presented in this report do not necessarily match the number in previous NAI reports.  Data is for office 
space in Los Angeles, Ventura and Orange Counties, 20,000 SF and larger.  Excludes space in owner-occupied and medical-office buildings. 

5 Estimates of households from Moody's Economy.com as wells as estimates of the labor force from California State Economic Development Department. 
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building permits never result in the completion of a housing unit.
Also, some of these permits are for second homes.  Given the
fact that the Basin is adding approximately 84,000 households
per year, supply will continue to lag demand, particularly in Los
Angeles, Ventura and Orange Counties.  This should help 
moderate the correction in the for-sale housing market that is
currently taking place.  The apartment market appears poised to
remain hyper-tight in Los Angeles, Ventura and Orange Counties,
and tight in the Inland Empire.

Retail Trends
The addition of 70,000 to 115,000 households per year is 
bringing with it strong growth in retail sales.  This is reinforced by 
particularly strong net growth among high-income households.
For example, the number of households in the Los Angeles Basin
earning $100,000 or more per year grew by 7% per year 2000
through 2006.

In 2006, retail sales in the Los Angeles Basin grew by an esti-
mated $12.2 billion or 5.5% (3.0% real growth, after inflation).
This in turn brought strong growth in demand from retailers.
However, lack of available space constrained the amount of net
absorption that could take place.  The vacancy rate in the Basin
is a low 3%.  

The constraints on retail absorption will soon ease.  19.7 million
SF of retail space is currently under-construction, which will

expand the base by 3.5% as this space
comes online.  This is a large increase, 
particularly in comparison with the minimal
amount of delivery in recent years.  The new
space will be rapidly absorbed, given the
large amount of pent-up demand that
exists, particularly for modern, well located
space.  However, it will come at the expense, to some extent, of
older space, and vacancy rates are projected to increase to the
low 4% range - still a healthy rate, but no longer hyper-tight.
However, once this wave of new construction is over, vacancy
rates are expected to drop to the 3% range once again.

Implications for Industrial Demand
Growth of 119,000 jobs (+1.7%), 71,000 households (+1.2%)
and $12.2 billion in retail sales (+3%, after inflation) in 2006
brought with it very strong growth in demand for industrial space
in the Basin.  This was reinforced by very strong growth in port
activity at Los Angeles/Long Beach (the busiest seaport 
complex in the U.S.), with an increase of 11.5% in container
activity over 2005.  This brought strong growth in demand for
industrial space, but, as with retail, lack of available space in the
Basin (particularly in Los Angeles and Orange Counties) 
constrained the amount of activity that could take place.
Nevertheless, net absorption in 2006 totaled 28.4 million SF,
expanding the occupied base by 1.9%.

The outlook for 2007 is a slight slowing in
demand for industrial space, due to the
anticipated modest slowing in the economy
as well as a lack of availability in Los Angeles
and Orange Counties.  27.8 million SF of
industrial space is currently under-construc-
tion, with the vast majority (22.9 million SF)
in the Inland Empire.  Vacancy rates are projected to remain very
tight in Ventura, Los Angeles and Orange Counties (under 4%),
but to soften in the Inland Empire, particularly in the eastern and
southern submarkets.  

Retail 
construction

boom underway

3

Industrial Market
to remain very
tight in LA and
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Strong Down-turn

Total Residential Building Permits Issued Prior 6 
Months (Seasonally Adjusted Annualized Data) 
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The Most Recent Investment 
Trends within the Los Angeles
Investment Market

The Mid-Size Investment Market ($1 M to $20 M)
Within the mid-size investment market6, prices per SF are still
climbing for retail and office buildings in the Los Angeles Basin.
As of Q1 2007, the average price per SF for retail buildings sold
was up 30% year over year, and for office it was up 17%.
Relative to ten years ago, prices per SF were up approximately
250% for both product types (more than a tripling).  This very
strong appreciation reflects a combination of tightening market
conditions, escalating rents, previously depressed values and,
apparently, optimism on the part of investors about the future of
the Los Angeles Basin real estate market.  It also is supported by
interest rates that are still relatively low.

For apartments and industrial, however, prices per SF appear
finally to be flattening.  This follows a ten-year up cycle, when
prices per SF for industrial space grew by 200% and for 
apartments by 260%. 

Cap rates for mid-priced buildings have continued to fall for
office buildings, but appear to have flattened for retail and indus-
trial, and have actually increased for apartments.  The large
spread which once existed between cap rates for apartments
and for office, which was as great as three percentage points,
with cap rates for apartments low and cap rates for office high,
has since evaporated.  This reflects the tightening of the office
market and its emergence as an investment target, as well as the
maturation of the apartment-investment up-cycle.

The average cap rates for all four property types
bunched in the 5.5% to 6% range for properties
sold in the Los Angeles Basin in Q1 2007.  This
was down from a spread in the 5.5% to 8.0%
range just two years ago and from the 9.0% to
12% range ten years ago.  

Sales activity for mid-priced buildings is generally trending down
for apartments, industrial and office, but is flat for retail.  This
appears to reflect the impact of the increase in prices in recent
years as well as the maturation of the investment up-cycle.  In
some segments, particularly industrial in Los Angeles and
Orange Counties, it also reflects a lack of product for-sale. 

The general slowing in activity in the mid-price segment suggests
that prices in the future may flatten some as the market adjusts

4
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6 Data is for sales $1M to $20M.  For industrial, apartments and retail, data is for sales in Ventura, Los Angeles, Orange, San Bernardino and Riverside Counties.  For office, 
data is for sales in Ventura, LA and Orange Counties.  Retail sales include sales of strip retail and centers.

Average cap
rates in the 5.5%
to 6.0% range.
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to the new price and cap-rate structure.  However, strong 
underlying fundamentals also suggest that a downturn in prices
is not likely, unless there is a shock to the system, such as a sig-
nificant increase in interest rates and/or a significant economic
slowing.

The Institutional Investment Segment ($20 Million plus)
Demand from institutional investors for real
estate in the Los Angeles Basin has
remained very strong, and the sale trends in
the institutional-grade segment tend to be
slightly more positive than for the 
mid-priced investment.

Within the institutional-investment segment 7, prices per SF have
climbed very sharply for office (up 46% on average in the last half
of 2006 over the last half of 2005) and sharply for industrial
(+26%).  Most notably, prices per SF for institutional-investment
office buildings climbed to an average of $380 per SF.  For 
apartments and retail, prices have been flat, following very strong
increases pre-2006. 

Cap rates for institutional-investment buildings have generally
stayed low.  In the last half of 2006, they averaged 4.9% for
apartments, 5.8% for retail, and 6.2% for office.  In industrial, the
number of transactions $20 million or greater has been relatively

small, and as a result the cap-rate numbers have fluctuated
greatly.  For the 18 industrial buildings (including some in 
portfolios) that sold for more than $20 million in the last half of
2006, the average cap rate was 7.8%.

Sales activity for institutional-grade buildings has remained
steady, when measured in terms of number of transactions.
However, for office, in the last half of 2006 the sale of a number
of large portfolios took place, and when measured in terms of
total dollars of transactions, activity approximately doubled.

Within the institutional-grade segment, the steadiness of activity
in the retail, apartment and industrial property types and increase
in activity (dollar volume) in office suggests that prices in the 
institutional-grade segment in the future will remain strong, and
could even continue to climb in some niches.  As with the 
mid-size segment, risks to this scenario include any significant
increase in interest rates and/or economic slowing.

7 Data is for sales $20M plus.  For industrial, apartments and retail, data is for sales in Ventura, Los Angeles, Orange, San Bernardino and Riverside Counties.  For office, data 
is for sales in Ventura, LA and Orange Counties.  Retail sales include sales of strip retail and centers.
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Bakersfield
661 864 1000

Commerce
866 739 9314

Encino
800 468 2618

Newport Beach
866 739 9315

Ontario
909 945 2339

Palm Desert
760 346 1566

Pasadena
626 564 4800

Riverside
866 906 9979

Santa Clarita
661 705 3550

Simi Valley
805 522 7132

South Bay
866 716 5208

Temecula
951 491 7590

Ventura County
805 278 1400

West Los Angeles
310 440 8500

Westlake Village
805 446 2400

Westminster/Pacific Rim
714 793 1111

Serving the Greater 
Los Angeles Market
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investment 
buildings

remains strong






