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As investors compete in an increasingly crowded
global market place, attention is returning homeward
where relatively low pricing and positive job growth
look very attractive on a global scale. While a few
prime CBDs have garnered the lion’s share of new
investments recently, 11 megaregions are emerging in
the U.S. Characterized by job-creating industries and
improving (yes again!) housing markets, these regions
are set to dominate U.S. real estate demand in the
next decade. And, some are growing at a similar pace
as metropolitan areas in emerging markets—but with
much higher income and education levels.

The U.S. megaregions

Regional planners must think decades ahead to
develop infrastructure and transportation systems in
anticipation of urban growth. Infrastructure investments
such as utilities, roads, and public transportation can
require billions of dollars and decades of planning.
Economic growth, corporate location preferences, and
demographic patterns are forecast long in advance.
Knowing these patterns and infrastructure plans can
provide investors with a useful preview of which regions
might perform comparatively well going forward. One
such plan is America 2050," a national infrastructure
planning and policy program by the Regional Plan
Association. The program was initiated in 2005 and
has published research and policy recommendations
regarding the future growth and competitiveness of the
United States, particularly in regard to infrastructure
planning such as high-speed rail, water, energy
planning, and land use.

Amaijor focus of the America 2050 planis the emergence
of 11 megaregions that are expected to encompass
most of the U.S. population growth through 2050.
While a consistent definition is not used throughout the
industry, megaregions are generally defined as large
networks of metropolitan areas that are connected by

" www.america2050.org

RCLCO.com

similar environmental systems and topography, linked
infrastructure and economies, settlement patterns and
land use, and shared culture and history. If managed
well, cities that are part of these large agglomerations
can benefit from economies of scale, including better
matching of labor supply and demand, a wider range
of shared services and infrastructure, and proximity
to supply chains and similar businesses, all of which
should reduce business risk, and increase efficiency
and consumer demand.

As shown in Figure 1, the megaregions identified in the
plan span the country and include Cascadia (Seattle
to Portland), Northern California, Southern California,
the Front Range (Denver to Tucson and Salt Lake
City), the Arizona Sun Corridor, the Texas Triangle,
the Great Lakes, the Northeast, the Piedmont Atlantic
(Alabama and Tennessee through Georgia to North
Carolina), the Gulf Coast, and Florida. See Appendix
1 for a further description of the megaregions.

As local economies grow, the boundaries of nearby
metropolitan areas begin to blur and megaregions start
to develop. Infrastructure needs begin spanning the
jurisdictions of different counties, metropolitan areas,
and states (nine of the 11 megaregions span multiple
states), creating a need for inter-regional planning.
While not every megaregion meets all of the above
criteria, metropolitan areas within each megaregion
generally share a common proximity and potential
need to share common planning goals. Without some
cohesiveness in long-term goals, competition among
regions can be productive for near-term economic
growth but can create volatility and long-term economic
and real estate instability.

Why Should We Care About Megaregions?

The metropolitan areas in the 11 megaregions
identified in the America 2050 plan account for 76% of
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Figure 1. Emerging Megaregions
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the U.S. economy and 75% of the working population.
The largest of the megaregions—the Northeast and
Great Lakes—rank as the fifth and ninth largest
economies, respectively, in the world (Figure 2).

More importantly, going forward, the megaregions are
expected to account for 85% of new job growth and
nearly all positive population growth through 2025.
More than a million new jobs are expected to be
created in the New York metropolitan area by 2025,
with nearly a million in each of Dallas, Los Angeles,
and Houston.? Office jobs will account for about a third
of this growth. Real estate investors are already tuning
in to this trend, with 99% of institutional investment in
commercial real estate within the 11 megaregions.?

However, changing trends in both internet based
consumption patterns and office space usage make it
difficult to forecast of long-term office space needs. For
example, NAIOP reports that office space per worker
is declining rapidly from 225 sf per worker in 2010 to
176 in 2012 and an estimated 151 psf in 2017. In a

2 Economy.com
3 As indicated in the NCREIF database as of fourth quarter 2012.
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baseline scenario of moderate U.S. economic growth,
if space per worker drops to 151 psf, the incremental
growth in these regions will create the need for
another 75 msf of new office space in New York, 56
msf in Los Angeles, 45 msf in Dallas and 25 msf or
more in Atlanta, Phoenix, Chicago, and Houston.
Much of this demand can be accommodated, though,
by currently vacant space and by space that will be
released by existing tenants if office space per worker
drops by another 14% from 176 sf per worker to 151 sf
per worker. For example, if we assume a rough long-
term average vacancy rate of 15% for office space,
including the possibility that some space may become
obsolete due to changing needs for environmental
issues and floor space needs, the Los Angeles area
currently has 581,000 sf of vacant space above the
15% expected long-term vacancy. Another 27.9 msf
could be given back by current tenants over the next
decade if space usage per worker declines by another
14%. Subtracting these two figures from the 56 msf
needed for new employment growth, just 27.6 msf of
space will be needed through 2025, or an increase in
the market size of 14% (slightly over 1% per year).

Figure 2. GDP

Figure 3. Employment Growth, 2012 - 2025
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Figure 4. Office Needs

Incremental Incremental
Additional Office Space Space Needed
Office Needed Potential Assuming Incremental
Space  Current 2012Q4 Excess Createdby VacantSF  Reduction Space as % of
Needed by Market Vacant Vacancy New Growth of Existing in Space / Total Market

000s sf 2025 Size SF__ over15% through 2025 Tenants* Worker Size
Atlanta 36,725 142,415 29,093 7,731 28,994 20,229 8,765 6%
Boston 17,659 126,658 18,148 (851) 18,509 17,991 518 0%
Chicago 27,230 244,681 45,619 8,917 18,313 34,756 (16,442) -7%
Dallas-Ft. Worth 44,696 153,724 36,351 13,292 31,403 21,836 9,568 6%
Denver 21,967 89,279 16,638 3,246 18,721 12,682 6,039 7%
Detroit 14,589 74,422 19,429 8,266 6,324 10,571 (4,248) -6%
Houston 26,508 163,537 22,825 (1,706) 28,213 23,230 4,984 3%
Los Angeles 56,016 196,263 30,020 581 55,435 27,878 27,557 14%
Miami-Ft. Lauderdale 21,522 43,740 7,464 903 20,619 6,213 14,406 33%
Minneapolis 12,011 78,493 14,259 2,485 9,526 11,150 (1,623) -2%
New York - NNJ 74,685 351,905 35,387 (17,399) 92,083 49,987 42,097 12%
Philadelphia 19,896 111,742 16,711 (50) 19,946 15,872 4,074 4%
Phoenix 28,391 70,680 17,986 7,384 21,007 10,040 10,968 16%
San Diego 11,988 62,807 10,527 1,106 10,882 8,921 1,960 3%
San Francisco-Oakland 23,202 91,194 12,181 (1,498) 24,700 12,954 11,746 13%
San Jose 11,142 52,277 10,784 2,942 8,200 7,426 774 1%
Seattle 15,944 82,437 11,685 (681) 16,625 11,710 4,915 6%
Washington DC 21,577 102,530 9,798 (5,582) 27,159 14,564 12,595 12%
*if space per worker drops from 176 in 2012 to 151 in 2017

Source: RCLCO, Economy.com, REIS

While this analysis is extremely crude and sure to
change as economic and usage trends play out, it
does exemplify the rationalization of large investors
who are currently focusing on major markets such as
New York, Washington, D.C., and San Francisco, and
the need to focus long-term investments in properties
and submarkets that have the infrastructure and
amenities to remain relevant through secular changes
in the usage of real estate space. However, as the
economy improves and occupancy rates rise, it also
points out potential opportunities, particularly in some
of the higher growth southern markets such as Miami,
Phoenix, Atlanta, and Dallas that may be priced more
attractively and offer short-term and/or long-term
investment opportunities.

Dallas, Los Angeles, Houston, Phoenix, Miami, and
Atlanta are also each expected to be home to 1.5to0 2

million new residents by 2025, with nearly a million new
residents in each of Orlando, New York, Washington,
D.C., Raleigh, and Riverside. Local markets that are
on the periphery of these high growth metropolitan
areas—particularly those that are near infrastructure
or planned infrastructure—may have a better chance
going forward of being in the path of growth. These
localities have the potential to change from rural areas
to burgeoning suburbs. In fact, in a study of 640 U.S.
counties that represent the bottom 20% of counties
in terms of average wages and growth in population,
wage, and employment, underperformance was
generally attributable to less educated and older
population bases and higher concentrations of
agriculture and manufacturing employment. The 640
counties represented only 5% of the U.S. population
base and were overwhelmingly outside of the 11
megaregions, with the exception of the Great Lakes.*

4 America 2050 New Strategies for Regional Economic Development
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What can we learn from
megaregionsinothercountries?

uU.S. metropolitan areas are
quite small as compared to city
agglomerations in other countries.
Of the 21 city agglomerations that
include 10 million people or more,
only two are located in the U.S.—
New York and Los Angeles. The next
largest, Chicago, ranks 25th globally,
behind Seoul (Korea), Chongqing
(China), and Jakarta (Indonesia).

The largest global megaregions are a
disperse group of cities ranging from
emerging to developed countries
and low growth to high growth areas.
Growth in terms of number of people
is highly skewed to the emerging
markets. In fact, the developing
market urban population grew by
an average of 1.2 million people
per week during the past decade,
slightly less than the equivalent of a
full year’s growth in Europe’s urban
areas. Nearly three-fourths of this
growth was in Asia and nearly 20%
was in Latin America. Half the world’s
urban population now lives in Asia and
seven of the ten largest megaregions
are here. Interestingly, Africa’s urban
population is now forecast to outgrow
both Europe and Latin America by
2025,° with the aggregate urban
population of Africa, Europe, Latin
America, and the Caribbean expected
to reach 642 million, 566 million, and
560 million, respectively. Despite the
growth, Africa is expected to continue
to be the least urbanized region in
the world (45% of the population) as
compared to Latin America at 80%
(the most urbanized region), and
Europe at 73%.

RCL

Figure 5. Population Growth, 2012 - 2025
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Figure 6. Global Megaregions

GDP per
City Population (000) Change 2010-25 Capita
Annual

City Agglomeration Country 2010 2025 000s Growth 2012
Tokyo Japan 36,669 37,088 419 0.1% 41,446
Delhi India 22,157 28,568 6,411 1.7% 9,499
Sao Paulo Brazil 20,262 21,651 1,389 0.4% 23,704
Mexico City Mexico 20,078 20,713 635 0.2% 19,940
Mumbai (Bombay) India 20,041 25,810 5,769 1.7% 5,947
New York-Newark us 19,425 20,636 1,211 0.4% 63,238
Shanghai China 16,575 20,017 3,442 1.3% 21,364
Kolkata (Calcutta) India 15,552 20,112 4,560 1.7% 3,127
Dhaka Bangladesh 14,648 20,936 6,288 2.4% na
Karachi Pakistan 13,125 18,725 5,600 2.4% na
Buenos Aires Argentina 13,074 13,708 634 0.3% 26,129
Los Angeles-long us 12,762 13,677 915  0.5% 60,406
Beijing China 12,385 15,018 2,633 1.3% 20,275
Rio de Janeiro Brazil 11,950 12,650 700 0.4% 16,282
Manila Philippines 11,628 14,916 3,288 1.7% 12,979
Osaka-Kobe Japan 11,337 11,368 31 0.0% 35,200
Al-Qahirah (Cairo) Egypt 11,001 13,531 2,530 1.4% 10,074
Lagos Nigeria 10,578 15,810 5,232 2.7% na
Moscow Russia 10,550 10,663 113 0.1% 44774
Istanbul Turkey 10,525 12,108 1,583 0.9% 22,765
Paris France 10,485 10,884 399 0.2% 53,881

5 United Nations, “State of the World Cities 2012-13”

Source: United Nations State of the World Cities 2012-2013,
Brookings Institute Global Metro Monitor
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The as-of-yet inability of Africa to flourish economically
despite large demographic agglomerations in
countries such as Nigeria and the Congo brings up the
question of why some cities flourish and others do not.
Income levels that fund drivers of prosperity such as
education and infrastructure are an obvious answer.
Wealth is generally associated with more advanced
countries that are better positioned to capitalize on
agglomeration economies, not only because of wealth
but also because they generally already have the legal
and financial markets to support growth. Additionally,
the lower growth prospects of these countries are
easier to manage than the fast and sometimes chaotic
growth of emerging markets.

However, some low-income cities are improving
their economic status quickly. In a recent study, the
United Nations states that there is no clear association
between the demographic growth of cities and their
levels of prosperity. In fact, population decline in a
number of cities in Western Europe, Canada, and New
Zealand did not affect living standards, which in some
cases even improved. In these areas, the city center
remains the dominant driving force behind the regional
economy. On the other hand, population declines in
a number of cities in Eastern Europe and the U.S.
have resulted in significant economic decline as the
deterioration of inner cities resulted in population
declines.

Stability of the national and local government, including
issues such as a lack of corruption and enforceable
laws that encourage productivity, is another obvious
factorin determining the fate of cities. In fact, the United
Nations lists both external (regional and national)
factors and city-level factors as being important in the
productivity of cities (Figure 7). External influences
range from physical attributes such as location, climate,
and topography to national wealth and development of
financial and legal systems. In terms of geography, 14
of the world’s 19 largest cities are port cities, as coastal
areas and river deltas often benefit from lower shipping
costs and access to international markets. Geographic
proximity to other larger cities has also spurred the
emergence of “city clusters” as second-tier cities

ROL

near larger metropolitan areas benefit from scale and
agglomeration in the area. Examples include Tianjin,
Shijiazhuang, and Tangshan, which developed around
Beijing; Zhuhai, Dongguan, and Foshan around the
provincial capital of Guangzhou; and Suzhou, Wuxi,
and Hangzhou near Shanghai. The recent growth in
the coastal cities in China has resulted in a difference
in per capita fiscal revenues between the richest and
the poorest provinces increasing from a ratio of 2:1 to
19:1 by 2008.°

City-specific factors highlight the local infrastructure
development, services, and policies that allow
businesses to operate in an efficient and productive
way. Local governments must effectively manage
growth issues such as congestion and rising input
prices. A case in point is Mumbai, where attempts
to create an international financial hub have been
defeated by congested transportation and difficult real
estate markets. China, on the other hand, has created
an immense amount of infrastructure, including roads,
electricity, and water distribution.

6 United Nations, “State of the World Cities 2012-13”
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Figure 7. Productivity

External Factors Determining a City’s Productivity

Geographical comparative advantage:
* Physical attributes
* Climate
* Location (e.g., ports, rivers)
* Natural endowments
* Soils
e Minerals
* Energy
* Natural beauty
» Archeological heritage
Regional comparative advantage:
» Economic opportunities
» Access to markets, investors and skills
* Regional hubs and/or clusters
National comparative advantage:
* Level of development
* Pool of labour, skills, scientific and
« technological capital
» Social conditions (e.g., poverty, inequality)
» Economic infrastructure
 Institutional conditions
* Sound institutions
* Sound governance
» Political stability
* Maturity of financial markets
» Economic policies
» Ease of doing business
* Investment attractiveness
* Macroeconomic stability
* Vision
* National leadership

City-Specific Factors Determining a City’s Productivity

Intrinsic (natural) productivity growth factors:
» Economies of scale
* Provision of urban services
» Agglomeration economies
» Matching
» Sharing
» Learning
Extrinsic productivity growth factors:
» Technical efficiency
 Structural efficiency
» Land management policies
» Space efficiency
 Infrastructure investment
» Taxation
» Disaster prevention
» Operational efficiency
» Day-to-day urban management
» Service delivery
» Emergency management
* Institutional scaffolding
» Sound local institutions (e.g., decentralization)
* Sound governance
» Ease of doing business
Quality of life (quality of education, safety, cultural
life, liveliness):
» Attractiveness to knowledge-base industries
+ Attraction and retention of the ‘creative class’
» Learning-based efficiency
* Creativity and innovation
* Research & development and technological de-
velopment
* Entrepreneurship
* Vision
* Local leadership
* Local governance

Source: United Nations

So how do the U.S. Megaregions stack up?

Maybe not surprising to some, population growth in the
Arizona Sun Corridor and Florida is at levels similar
to those in many high-growth emerging markets. The
Front Range, Texas Triangle, and Piedmont Atlantic
regions are also growing quickly. As seen in Figure
8, population growth in these regions is growing at

double the U.S. pace and is expected to continue to
be strong. Both Florida and Arizona will need to attract
younger working populations that can provide services
to the large retiree populations that are migrating into
the area. While educational attainment and income
levels in these areas are some of the lowest in the
country, they are certainly well above those seen in
emerging market countries.

May 30, 2013
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Figure 8. Summary Table

Pop Pop 2012 In- Home
Growth Growth GDP % 25-44 Migration Price Home 2012
Employment Pop pa 2000- pa 2012- GDP  per yr olds 2000-12 Change Permits Permits
Diversifica- # 2012 2012 2025 2012 Capita completed % of 2012 from Growth % of
Megaregion Major MSAs Export Industries tion States (000) (% pa) (% pa) ($bil) (%) college Pop Peak 2012 2003-05
Information Services
and Manufacturing,
Cascadia SEA, POR State Gvmt, Farm Medium 2 8,075 1.3% 1.4% 416 51,559 35 7.9% -26% 33% 40%
SFRN, SJOS, Information Services,
Northern SAC, STOC, State and Local Gvmt,
California FRES, BAK Farm High 2 15,135 1.0% 1.1% 731 48,328 33 2.9% -41% 47% 29%
Southern LA, RIV, SDIE, Information Services,
California LVEG,VEN Tourism Medium 2 24,313 1.0% 1.3% 1,130 46,497 29 1.9% -43% 20% 23%
Construction, Natural
Resources, Informa-
tion Services, Federal
Front Range DEN, SLC, ALB and State Gvmt Medium 3 7,709 1.7% 1.5% 332 43,011 35 6.3% -12% 43% 37%
Arizona Sun Utilities and Financial
Corridor PHO, TUC Services High 1 5,581 2.1% 2.6% 210 37,612 26 12.3% -44% 60% 21%
Texas HOU, SANT, DAL-  Construction and
Triangle FTW, AUS, OKC Natural Resources Low 2 20,287 21% 1.8% 956 47,144 29 11.0% 0% 29% 54%
BUF, CHI, CIN,
CLE, COL, DET,
IND, KAN, LOU,
MIL, MIN, PIT,
Great Lakes  ROC, STL Manufacturing Medium 12 52,976 0.4% 0.4% 2,231 42117 34 -1.7% -21% 28% 28%
BAL, BOS, HART, Financial Services,
NY, PHIL, PROV, Education & Health-
Northeast RICH, VABEA, DC care, Federal Gvmt Medium 14 52,727 0.5% 0.4% 2,762 52,376 41 -0.7% -17% 16% 37%
ATL, BIR, CHAR, Wholesale Trade,
Piedmont MEM, NASH, RAL- Transportation &
Atlantic DUR Warehousing High 7 18,768 1.7% 1.6% 776 41,328 34 9.3% -18% 28% 31%
Construction, Natural
NEW ORL, BAT Resources, Utilities,
Gulf Coast ROU State Gvmt Low 5 6,618 0.8% 1.1% 275 41,553 23 -1.6% -10% 10% 52%
JAC, MIA, ORL,
Florida TAM Retail Trade, Tourism Medium 1 17,478 1.6% 1.9% 616 35,221 27 13.7% -45% 30% 22%

Source: Economy.com
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The Cascadia, Front Range, and Piedmont Atlantic
regions have strong growth potential within the realm
of other global high growth markets throughout the
world, yet these regions also offer the advantage of
educated and fairly diverse work forces. Of these
three, the Piedmont Atlantic region will most challenge
local policy makers, as portions of seven states are
included in the region. Cities such as Memphis, which
is located on the border of three states, represent a
particular policy challenge as it is tempting to compete
with other states by offering near-term tax incentives
to companies to attract jobs. However, tax incentives
can introduce volatility into real estate demand and
investor interest, particularly when they have an end
date. Long-term growth is likely better served by
coherent cross-state policies and cooperative planning
for infrastructure needs.

The 14 states in the Northeast megaregion are global
hubs for finance, the U.S. government, and world-
class health and education systems. This region
is the wealthiest and also the best educated in the
country, which should at least partially counterbalance
the slow growth in the region. While California is
another high-income area, it has different economic
dynamics dominated by a diverse set of industries
from technology and government to agriculture. High
costs, policy, and deficit issues will continue to restrain
growth in the region in the near-term.

The Great Lakes is the largest megaregion in the
country, including a dozen large metropolitan areas
and portions of 12 states. While there may be some

ROL

transportation and infrastructure links, it may be best
considered as a few smaller megaregions ranging
from more agriculture-based economies in the western
part of the region to manufacturing in the center and
east of the region, and including some more diverse
service-based industries. Performance varies both
by metropolitan area and by state. For example,
Indianapolis, Louisville, Milwaukee, and Minneapolis
exhibit stronger growth than the region as a whole.

Impact of National Factors

The effects of external factors on local economies
cannot be underestimated. While the U.S.
megaregions have different underlying demographic
and economic structures, all are influenced by U.S.
government policies and capital markets. From
an individual investment perspective, the different
growth, diversification, and infrastructure dynamics
of the regions can create significant differences in
investment performance. On a larger portfolio basis,
though, performance is also linked to national trends.
Thus, the economic growth of all of the megaregions
is highly correlated (Figure 9). While some regions
experience higher growth and some are occasionally
affected by local events such as Hurricane Katrina that
impacted the Gulf Coast in 2005, the changes in GDP
move in a similar pattern over time. (One exception
in the past decade was the Great Lakes megaregion,
which underperformed from 2003 through 2007.) This
should be considered in portfolio construction and is
one justification for investing in multiple countries—but
that is the topic of another paper.

Figure 9. U.S. Megaregions GDP Growth Highly Correlated with Few Exceptions

10.0% AZ
8.0% CAS
6.0% FL
4.0% e FRO
2.0% e GRL
0.0% GUL

-2.0% NE

-4.0% NOC

-6.0% PIE

-8.0% SOC

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 X

Source: RCLCO, Economy.com
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Appendix 1
The U.S. Megaregions

While it is tempting to lump the U.S. megaregions
together in a single category, they are actually quite
different in terms of both structure and growth patterns.
The western regions from the Front Range through
California to Cascadia form a large technology-based
economy with rural fringes rich in agriculture. Federal,
state, and local governments also play a key role in this
region. While the lower-cost areas of this region are
growing quickly, the high-cost California markets are
growing slowly. Southern California is also a bit of an
anomaly in the region as it serves as the headquarters
of the entertainment industry, encompassing a broad
swath of industries beyond the arts—from technology
through professional services. Northern California is
one of the wealthiest regions in the country, but also
one of the most expensive.

The Arizona Sun Corridor has an entirely different
profile. While it is another high-growth region, it has
a highly diverse economy that often serves as a low-
cost, back-office market—particularly for the financial
services sector. It has one of the lowest college-
attainment ratios of all the regions, and many in-
migrants are retired. In fact, Arizona has the lowest
proportion of working to non-working persons of all
the megaregions, even lower than Florida which has
some of the same characteristics as the Arizona Sun
Corridor—a large retiree population, high growth, a
similar housing market, relatively lower educational
attainment and incomes than other regions, but also
lower costs of living and a warm climate. However, the
Florida economy is slightly different than Arizona, with
less exposure to energy and utility companies and
more exposure to tourism and retail trade.

The Texas Triangle and Gulf Coast regions are highly
dependent on the energy industry, and housing in both
regions has held up much better than in the nation as
a whole. In fact, home prices in Texas are at all-time
highs. However, the similarities stop there. The Texas
Triangle is a higher growth market with positive in-

10
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migration and a more diverse economy that builds on
a much higher base of college graduates, including
more exposure to manufacturing and wholesale
trade, technology, financial services, education, and
professional services.

Piedmont Atlantic, which spans from Memphis and
Nashville through Birmingham and Atlanta to North
Carolina, is another high-growth region. It has a diverse
employment base with exposure to professional
services and state governments, but most importantly
some of the largest airports in the country and firms
that specialize in moving goods by air, road, and water
both within the U.S. and outside the U.S.

U.S. growth generally slows moving north. The
Midwest encompasses a diverse range of metropolitan
areas in terms of size, economic base, and growth
patterns. One could even argue whether this should
be considered as a single megaregion. Farming is
important in the northern and western parts of this
region from Minnesota to lowa and Missouri through
Indiana and Kentucky. Conversely, the eastern range
has fewer farms, particularly in New York, but ranging
through Ohio and to a lesser extent in lllinois. The auto
industry plays an important role in this region, as do
unions, which puts it at somewhat of a disadvantage
in attracting new manufacturing industries when
compared with some relatively nearby southern states.
Educational attainment varies significantly within the
region, with several smaller college towns as well
as some larger areas such as Minneapolis having
highly educated work forces. Economic growth also
varies significantly, with struggles in markets such as
Cleveland and Detroit offset by more moderate growth
markets such as Indianapolis, Louisville, Milwaukee,
and Minneapolis.

The Northeast megaregion, which spans from south
of Washington, D.C., through New York and Boston,
is a large, wealthy, and highly educated part of the
country. It is home to the nation’s capital as well as
some of the world’s largest financial institutions and
significant university and health care systems. This
region accounts for 18% of the U.S. job base, with
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many large metropolitan areas within a few hours drive
of each other. While it is a slow-growth area prone to
high costs and out-migration, it does include some
higher growth areas such as Washington, D.C., and it
has been able to maintain a fairly high ratio of working
to non-working population.
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Appendix 2
A High-Growth Megaregion: The Texas
Triangle

The Texas Triangle consists of four principal
metropolitan areas in Texas: Austin-Round Rock-San
Marcos, Dallas-Fort Worth-Arlington, Houston-Sugar
Land-Baytown, and San Antonio-New Braunfels.
These four metropolitan areas are linked by I-10,
I-35, and 1-45. The area encompasses 60,000 square
miles—comparable to the size of Georgia. It contains
5% of all American households, and 6% of total national
economic output. Over $1 trillion of trade flows along
the western side of the Triangle along 1-35, with trade
flows increasing dramatically after the passage of the
North American Free Trade Agreement. The Texas
Triangle is entirely in one state, offering the region a
huge competitive advantage by making investment
and policy coordination much simpler.

The Triangle includes three of the nation’s 10 largest
cities (Houston, Dallas, and San Antonio), and is
responsible for most of Texas’s economic activity
and output. It currently includes 64% of all Texas
households, and is projected to increase to 70% by
2050. By 2025, the area is expected to experience
household growth of close to 50%, after increasing by
58% from 1990 to 2010. More than two-thirds of all
employment in the State of Texas is contained in the
Triangle.

Each metropolitan area in the Texas Triangle contains
a strong economy with multiple export industries,
defined as those with a location quotient greater than
one. Austin is the high-tech and state government
center of Texas, with companies such as Dell,
Samsung, IBM, and AMD all having major presences
in the area. In terms of household growth, it is the
fastest-growing area in the Texas Triangle, with 3.5%
annual growth from 1990 to 2010—three times faster
than the U.S. as a whole.

Dallas is the financial and professional center of
Texas, with several corporate headquarters located
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throughout the Metroplex, including American Airlines,
Frito-Lay, JC Penney, and DrPepper Snapple. Banking
also plays a significant role in the local economy, with
JPMorgan Chase as one of the largest employers in
Dallas.

Houston is considered the energy capital of not only
Texas, but the world. Every major integrated oil firm in
the world has a presence in Houston, and the recent
growth in natural gas exploration and extraction has
fueled a boom in Houston’s economy over the last
several years. Although energy is integral to Houston’s
success, health care also plays a significant role,
with the Texas Medical Center serving as the largest
medical complex in the world. Houston also remains
a major trade hub, and the Panama Canal widening
should provide yet another boost to Houston’s already
dynamic economy.

San Antonio is the tourism center of the Texas
Triangle, with more than 25 million visitors flocking
to the city during the last year. The area also boasts
some significant corporate headquarters, including
H-E-B and USAA. San Antonio is also home to several
thousand members of the U.S. Military, with six bases
located in the area.

What is driving growth in the Texas Triangle?

The Texas Triangle continues to capture an increasing
share of U.S. household growth. From 1990 to 2000,
the megaregion captured 7% of national household
growth. From 2000 to 2010, it captured over 10% of
the nation’s growth in households.

One of the major growth drivers is the low cost of
living, which attracts households of all income levels to
Texas. Cost of living is about 6.2% lower than the U.S.
average, and almost 50% lower than many coastal
cities, including San Francisco, Los Angeles, and
New York. Housing is a major driver for the low cost
of living—housing in the Texas Triangle is 17% less
expensive, on average, than the United States as a
whole. Much of Texas avoided the major housing bust,
with an average peak to trough price drop of just under
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3%, compared to 28% for the United States.

Perhaps the biggest driver of the Texas Triangle’s
growth is sustained employment growth. All four of
the Texas Triangle’s metropolitan areas have exited
the recession, with the Texas Triangle reaching pre-
recession employment highs in November of 2011.
Employment growth in the megaregion has been
strong over the last two decades, averaging over 2%
per year, compared to just under 1% for the United
States.

Finally, energy extraction, particularly natural gas
fracking, has played a significant role in the Texas
Triangle’s growth. Massive deposits, such as the
Barnett Shale in Fort Worth and the Eagle Ford Shale
near San Antonio, are leading to significant household
and income growth in these areas. Dallas and Houston
should continue to benefit, as many of the white-collar
energy jobs locate in these cities. This activity has
also produced massive benefits for the Texas state
government, as sales tax revenue from sales of drilling
equipment continue to provide infusions to the state
budget.

Article and Research prepared by Paige Mueller, Managing
Director, Todd LaRue, Principal, and Evan Caso, Senior
Associate.

RCLCO provides real estate economics, strategic planning,
management consulting, and implementation services to
real estate investors, developers, financial institutions, public
agencies, and anchor institutions. Our real estate advisors help
clients make the best decisions about real estate investment,
repositioning, planning, and development.

RCLCO’s advisory groups provide market-driven, analytically
based, and financially sound solutions. RCLCO’s Institutional
Advisory Group produced this newsletter. Interested in learning
more about RCLCO'’s services? Please visit us at www.rclco.
com/institutional.
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