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The Southern New Hampshire office market is expected to continue its
recovery in 2007 as job growth increases within the service industries.
Increased demand for smaller office space will follow suit.

Much like Southern New Hampshire's indus-
trial market, the recovery of its office market
remained slow and uneven throughout
2006. Vacancy rates fluctuated by as much
as 10 percent among the six submarkets.
The Rochester submarket showed the highest
overall vacancy rate, due primarily to an
overabundance of vacant Class C office
space. Conversely, the Concord submarket
ended 2006 with a single-digit overall

vacancy rate.

Absorption of Class A office space rose
significantly in the Manchester and
Portsmouth submarkets, particularly within
Manchester's business district and at
Portsmouth’s Pease International Tradeport.
Major CBD revitalization projects within both
of these areas have given rise to increased
leasing activity among office tenants during
the last year. On the other hand, the most
Southern New Hampshire submarkets,
Nashua and Salem, still struggle to lease

office space.

In terms of leasing activity in 2006, small
spaces moved quickly throughout the year,
while larger blocks of space proved difficult
to lease. This trend is expected to continue
in 2007. As a result, tenants seeking larger
space options will find competitive incen-

tives and economical lease rates.

New Hampshire's economy will continue to
be dominated by service-providing indus-
tries, which should benefit the office market.
Expect statewide job creation to be the

greatest in the financial, health care, social

assistance, education, professional and
business service sectors. Generally speaking,
these industries do not require large,
contiguous amounts of office space.
Therefore, the demand for smaller office
space will remain strong, while leasing
activity for larger office space will remain

somewhat sluggish.

The new construction climate within
Southern New Hampshire in 2006 was slow.
High construction costs and stringent pre-
leasing requirements by banks in the region
contributed to the new construction slow
down. As a result, new office space is at a
minimum. Grubb & Ellis anticipates tight-
ening of the office market within Southern
New Hampshire as job growth continues

and office space becomes less plentiful.

Over the last few years, developers have
found unique opportunities to convert obso-
lete mill buildings into Class A office space
throughout Southern New Hampshire. These
spaces tend to lease at a much faster rate
than some of the older, less efficient office
spaces. Office condos have also gained
popularity as property ownership proves
more economical for the small business

owner in Southern New Hampshire.

In summary, Grubb & Ellis expects to see a
slow recovery in the office market during
2007. Rents are expected to gradually appre-
ciate, and landlords are likely to pullback on
concessions, such as free rent and annual

escalations, as the market tightens further.
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Increased demand for warehouse/distribution space and industrial
condos will fuel Southern New Hampshire’s slow, but consistent

recovery in 2007.

Over the course of the last year, industrial
real estate within Southern New Hampshire
experienced over 1 million square feet of
total net absorption. Demand for R&D/flex
space dominated Southern New Hampshire's
industrial market in 2006 with over 511,000
square feet of positive net absorption. The
need for general industrial space decreased
in 2006, but still ended the year with positive
absorption of over 179,000 square feet.
Tenants seeking warehouse/distribution
space increased sharply in the fourth quarter
of 2006, which contributed to positive absorp-
tion of over 364,000 square feet. Despite

the fact that Southern New Hampshire
experienced a total net positive absorption
of industrial space in 2006, recovery of the
industrial market was consistent, but slow.
Vacancy rates fluctuated among all product
types throughout the past year and remained
uneven among the six Southern New
Hampshire submarkets. Smaller users,
ranging from 1,500 to 5,000 square feet, drove
the industrial condo market by capitalizing
on low interest rates in 2005 and continued
to do so in 2006.

Overall asking lease rates showed a slight
improvement from 2005 to 2006. The
margin between asking versus attained lease
rates continued to narrow, except for larger
manufacturing buildings, where minimal
demand was driving down rental rates.

Moving forward into 2007, Grubb & Ellis
anticipates that demand for industrial
condominiums and owner-occupied space
will remain strong as industrial property

ownership once again proves to be more
economical for the small business owner in
New Hampshire. Demand for warehouse/
distribution space is also expected to remain
strong throughout 2007 as Wholesale Trade
and Warehousing employment numbers
continue to rise throughout the state.

In terms of general market conditions, tight-
ening of the industrial market is expected as
absorption exceeds new supply in 2007. The
greatest opportunity for new construction
growth within Southern New Hampshire is
anticipated to be north and west of the
more populous towns. Although limited in
number, towns offering parcels of commer-
cially zoned land with municipal utilities will
prove to be more attractive to businesses
looking to expand or relocate. Cities such

as Nashua and Portsmouth are tapped out
of land available for new development.
Given these circumstances, Grubb & Ellis
anticipates more positive net absorption

of industrial space to take place in 2007.

Despite the tightening market, industrial
tenants may expect lower annual rent
increases and more aggressive lease renewal
terms in 2007. The cost of moving into a
new space, of which there is limited supply,
will give tenants a reason to stay where they
are. The benefit to landlords is tenant reten-
tion without interruption. The anticipated
rent threshold for new development of
industrial space is estimated to be around
$8.00 per square foot, triple net.
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