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(1) Expecting demand to grow from D1 to D2,...

REAL RENT

$25

$20 D2
D1

LRMC

16 |
$15 |
LB e T

$10 |

S1

$5

QUANTITY OF SPACE (Mil

3.5 4 4.5 5 5.5 6

6.5




g (1) Expecting demand to grow from D1 to D2, developers built
1 million SF new space (Chemed Ctr & 312 Walnut).
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g (1) Expecting demand to grow from D1 to D2, developers built
1 million SF new space (Chemed Ctr & 312 Walnut).
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But what happened.-in teali‘l'yis...\

(2) Demand stayed stuck at D1.
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(2) Demand stayed stuck at D1.
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g (2) Demand stayed stuck at D1 (or even fell temporarily to DO,
with recession of 1991).

REAL RENT
$25

$20

16
$15
13

$10

S2

$5 | | | | |
3.5 4 4.5 5 5.5 6 6.5
QUANTITY OF SPACE (Mil




strents fell from $16/SF to

g S10/SF in the early 1990s.
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Change in Supply & Demand & Rent over Time
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The “Real Estate System”: Interaction of the Space Market, Asset Market, & Development Indust/ry/
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Source: Gentler et al. (2007)

= Causal flows.

= Information gathering & use.
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Demand, Existing Stock, Rent, and Price

P
p

p=xV

QOq = Dip)

] I 7]

0*=0
p: price per unit of real estate space
V: price per unit of real estate capital
k: cap rate
Q: existing capital stock
Q4: quantity of real estate space demand

Source: DeSalvo (2017)
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§ : depreciation rate
Q,: quantity of supply

Source: DeSalvo (2017)
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