


Interstate 64 Business Climate Report
Pre-Construction Analysis

Executive Summary

Beginning in 2007, the Missouri Department of Transportation (MoDOT) will begin
reconstruction efforts along 1-64 and 1-170 to meet several transportation goals. The
reconstruction will replace deteriorating roads and substandard interchanges, improve safety,
reduce congestion and promote community redevelopment. The $535 million dollar project will
impact roughly eleven miles of roadway on I-64 and approximately one mile of roadway along
1-170. This report analyzes data from 1999 to 2005 to gauge 1-64 corridor health for any
adverse economic effects due to anticipation of road construction. The study will also serve as
a baseline for examining economic impacts during the construction period and afterwards.

Analysis of 1-64 corridor residents found that most drove to jobs in central and western St.
Louis County, traveled less than 15 miles, and had an average commute of 20 minutes or less.
People who worked within the corridor typically drove from locations farther out from the
central core of the metropolitan area and had longer commutes. Density patterns suggested
that many of these workers live in more westward parts of St. Louis County.

Industry analysis of 2005 data shows that the 1-64 corridor is more specialized in education,
health care, and retail employment than the surrounding two counties. The corridor has a
noticeable lower percentage of employment in manufacturing and transportation/warehousing
industries compared to the adjoining area. Job numbers for existing employers in the 1-64
corridor increased 2.6% from 1999 to 2003 and 1.8% from 2003 to 2005. Meanwhile, jobs
declined slightly for employers outside the corridor, moving downward -1.2% from 1999 to
2003 and -1.45% from 2003 to 2005.

Industrial real estate trends in the corridor, from 1999 to 2005, basically followed the
availability and rent trends of the surrounding area. During the same time, office real estate
appeared to be in higher demand within the corridor based on vacancy rates and rent data.

The business climate of the 1-64 corridor did not appear to differ greatly from the health of the
two surrounding counties as of 2005. Overall the 1-64 corridor actually did slightly better in
terms of employment growth and office real estate. This suggests that the area did not suffer
negative economic impacts during the pre-construction time period.

Based on an impact analysis of the New Interstate 64 Project over 20 years, the expected benefit

of over $1 billion to Missouri’s gross state product will outweigh construction costs by almost
double. The complete impact analysis is included in the appendix of this report.
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Project Overview

In 2007, the Missouri Department of Transportation (MoDOT) will begin road reconstruction
along Interstate 64 and Interstate 170 in what is called the New 1-64 Project. This four-year
project will reconstruct a significant portion of the interstate highway to reduce congestion,
improve safety, and promote community redevelopment.

Before construction begins, MoDOT seeks to understand the current 1-64 economic climate and
determine if it has declined in anticipation of upcoming roadwork. This report conducted by the
Missouri Economic Research and Information Center (MERIC), a unit within the Missouri
Department of Economic Development, will outline the economic conditions within the corridor
and serve as a baseline to gauge future economic changes. In this study, questions of business
climate include:

Where do people live and work?

What types of employment are located within the corridor?

What are the recent employment trends inside and outside the corridor?
How do these trends compare?

Until recently, many of these questions could only be answered at the county level were
business data is typically aggregated. Costly and time-intensive surveys with individual
businesses and residents were needed to get data at a more local level. However, this report
uses recently developed employment data, worker origin and destination statistics, and
geographic information systems (GIS) to conduct innovative local-level business analysis.

The corridor study area encompasses the construction zone for transportation improvements and
continues a half mile out in all directions. The general reference map on the next page
highlights interstates, principle arterial roads', interchanges, parks and large higher education
institutions in the area.

! Principle arterials serve as high traffic volume roads that connect major points within a city.
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MAP 1. GENERAL REFERENCE MAP OF 1-64 BUSINESS CLIMATE REPORT
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The 1-64 corridor crosses numerous cities such as Richmond Heights, Clayton, Brentwood,
Ladue, Fontenac and St. Louis City. Several universities and college campuses are in or near
the corridor as well as a number of large hospitals. Tourism destinations such as Forest Park,
St. Louis Zoo, St. Louis Science Center, and several shopping centers are located within the

corridor.

Industry and Destination Characteristics of Employees

Industry and destination characteristics of employees describe what type of jobs people have
and where they live and work. This information was developed using second quarter 2003

census block data from the Local Employment Dynamics program (LED)?.

2 LED is part of the U.S. Census Bureau’s Longitudinal Employer-Household Dynamics (LEHD) program to link

employment and census data for analysis.
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Investigation of data sources® within a Geographic Information System (GIS) identified several
focus areas for industry and destination analysis. These areas, shown in the map below, formed
high residential or employment clusters or were located along portions of 1-64 that saw larger
changes in traffic count numbers. Cluster commuting destinations were mapped to discover
possible trends in traffic movement.

MAP 2. FOCUS AREAS FOR INDUSTRY AND DESTINATION ANALYSIS
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¥ MoDOT traffic counts, business location data from the Quarterly Census of Employment and Wages (QCEW),
aerial images from the 2004 National Agricultural Imagery Program (NAIP), and data from the 2003 U.S. Census
Local Employment Dynamics (LED) program.
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Work Destinations for Residents living within the 1-64 Corridor

The following maps illustrate work destinations for residents living within the corridor and the
major industries in which they were employed.

Residential Area One

Residents in this less densely populated area worked mainly in health care (16%) followed by
finance and insurance (10%). Their jobs were primarily in St. Louis County. The largest
concentrations worked within five miles of their homes either in their own residential area, north
of the corridor along US-61, or towards the east at 1-270. Many work areas were also scattered
west of 1-170 and north of 1-64. The patterns suggest that most workers travel north or west
from their residence during morning work hours while reversing that trend in the evening.

MAP 3. WORK DESTINATIONS FOR RESIDENT AREA ONE
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Residential Area Two

Residents in this area also worked primarily in St. Louis County with a majority in professional,
scientific, and technical services (14%) and health care (13%). This larger group of residents
worked in a more widely dispersed pattern than the residents in area one. Travel patterns for
morning commutes would likely be primarily to the north and west with less travel toward the
south and east. Evening commutes would be reversed. Most workers were employed within 10
miles of their residence and had an average commute of 20 minutes or less.
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CHART 1. INDUSTY PATTERNS IN MARCH 2005

Industry Patterns in 1-64 Corridor and the Combined St. Louis City and County Area in March 2005

Geocoded Businesses Only - St. Louis City and St. Louis County
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CHART 2. INDUSTRIES AS A PERCENTAGE OF EMPLOYMENT IN MARCH 2005
Industries as a Percentage of Employment in March 2005
Geocoded Businesses Only - St. Louis City and St. Louis County
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Density Maps of Employment

The following density maps illustrate employment concentrations in the top industries in the I-
64 corridor. A high concentration of educational employment is visible at universities located in
and around the corridor. Health care and social assistance employment is noticeably strong

where hospitals are situated. Retail is stronger in the central area where shopping centers such
as The Promenade at Brentwood and the St. Louis Galleria Mall are located. The Plaza

Fontenac also creates a larger retail density footprint.

MAP 9. DENSITY MAP OF EDUCATIONAL SERVICE EMPLOYEES - MARCH 2005
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MAP 10. DENSITY MAP OF HEALTH CARE EMPLOYEES - MARCH 2005
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MAP 11. DENSITY MAP OF RETAIL TRADE EMPLOYEES - MARCH 2005
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Industry Trends for Existing Employers from 1999 to 2005

Employers that could be accurately linked from March 1999 to March 2005 were used in this
section to identify employment trends over the six year period. The trend analysis shows how
existing industries compared inside and out of the 1-64 corridor.

Trends from 1999 to 2003

Chart three illustrates the percent change in employment, inside and outside the 1-64 corridor,
over the four-year period from March 1999 to March 2003. Manufacturing, wholesale trade,
and transportation/warehousing saw large percentage declines in both areas. Conversely, eight
out of the twenty industries grew in both places. Inside the corridor, the industries of
professional services, administration, health care, and arts/entertainment/recreation outgrew
their counterparts in percentage change. Overall employment among existing businesses
increased inside the corridor from March 1999 to March 2003 by 2.6%. Outside the corridor
employment decreased by -1.2%.

CHART 3. PERCENTAGE CHANGE IN EMPLOYMENT - MARCH 1999 TO MARCH 2003

Percentage Change in Employment - March 1999 to March 2003
Geocoded businesses linked from 1999 - 2003 with at least one employee in 1999 - St. Louis City and St. Louis County
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Trends from 2003 to 2005

In this time period, existing employers in education and health care had job increases inside and
outside the corridor. Other industries were mixed. Inside the corridor real estate, professional
services, administration, management of companies, and public administration saw declines.
Outside the corridor, retail trade, transportation, information, and public administration had the
largest percentage declines. Construction, transportation/warehousing, information,
finance/insurance, and education had the biggest percentage increases inside the corridor. When
existing employers were combined, employment within the corridor increased by 1.8% between
March 2003 and March 2005 while employment outside the corridor declined by -1.4%.

CHART 4. PERCENTAGE CHANGE IN EMPLOYMENT - MARCH 2003 TO MARCH 2005

Percentage Change in Employment - March 2003 to March 2005
Geocoded businesses linked from 2003 - 2005 with at least one employee in 2003 - St. Louis City and St. Louis County

Percent Change
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Locations of Employment Change from 1999 to 2005

Density maps were created using GIS to better understand the hot spots of employment change
in St. Louis City and St. Louis County. The maps show clusters of large employment increases

and decreases among existing businesses.

Employment growth in and around the 1-64 corridor is shown at both ends and the center of the
corridor, especially in the city of Clayton. Large declines in employment are concentrated in
fewer places from 1999 to 2003 than in the later period but still have some similar patterns.

MAP 12. DENSITY MAP OF LARGEST EMPLOYMENT INCREASES FROM 1999 TO 2005
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MAP 13. DENSITY MAP OF LARGEST EMPLOYMENT DECREASES FROM 1999 TO 2005
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Summary of Industry Trends

The change in employment within St. Louis City and St. Louis County is used as a measuring
stick to gauge 1-64 corridor changes. Over the entire period, only four industries had consistent
trends of either growth or decline within the corridor and out. Wholesale trade and
accommodation/food services saw declines, while education and health care grew. The other
industries had a mix of ups and downs.

From March 1999 to March 2003, corridor employment grew by 2.6% while outside the
corridor employment dropped slightly by -1.2%. From March 2003 to March 2005 employment
grew by 1.8% inside the corridor and declined -1.4% outside.

Industrial and Office Real Estate Trends

In addition to the study of employment, trends in industrial and office space can also illuminate
the overall business climate in and outside of the 1-64 corridor. The following section describes
the changes in availability rates and rents from 1999 to 2005°. The numbers for St. Louis City
and St. Louis County include the 1-64 corridor in this analysis.

Real Estate Terms

e Asking rents are the dollar amounts asked for by landlords for available space, expressed in dollars
per square foot. Gross asking rents include taxes, utilities, and maintenance while net asking rents
do not. Generally higher rents indicate higher demand for space and/or price inflation.

o Availability or vacancy rates are the ratios of square feet of floor space available for occupancy
divided by the total inventory of floor space. A lower rate generally means greater demand for space
which can raise rents if new space (completions) is not built.

¢ Net absorption is the change in physically occupied floor space from one time period to the next and
is calculated by dividing the net floor space absorbed by the occupied floor space. It is the additional
(or reduced) floor space that becomes occupied in a year.

Industrial Real Estate Trends from 1999 to 2005

In St. Louis City and St. Louis County, industrial building availability rates were generally low
except for a spike in 2002 and 2003 (see tables and charts on the next two pages). Within the
corridor, availability rates were even lower with no creation of new floor space during this time
period. In the years 2000 through 2002, negative net absorption suggests reduced demand for
industrial space within the corridor. Since then, availability rates have declined while rents have
risen.

Gross asking rents in both areas were generally in line with each other and both rose after 2003
as vacancy rates decreased indicating the likelihood of increased demand in the market. Net
asking rent was lower, except for 2004, in the 1-64 corridor.

> Data for this analysis provided by Torto Wheaton Research (http://www.twr.com).
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TABLE 1. INDUSTRIAL BUILDINGS DATA FOR ST. LOUIS CITY AND COUNTY

INDUSTRIAL BUILDINGS - St. Louis City and County Combined (Including 1-64 corridor)

Year # Stock Completions Ava;:g 57 Absgfpttion Cliees NG
ildi Askin .
Buildings (SF) (SF) (%) (SF) Relntg Asking Rent
1999 3,229 192,229,563 1,797,162 5.3% 1,811,791 $4.28 $4.12
2000 3,246 193,639,590 1,410,027 5.7% 1,740,132 $4.16 $4.17
2001 3,270 195,994,708 2,355,118 8.8% -3,017,225 $3.66 $4.12
2002 3,303 197,839,782 1,845,074 10.6% 1,090,767 $4.29 $4.72
2003 3,323 198,907,084 1,067,302 10.0% 2,542,687 $4.73 $4.41
2004 3,337 199,395,275 488,191 8.9% 3,175,904 $5.06 $4.13
2005 3,359 200,292,656 897,381 8.0% 3,207,534 $5.23 $4.60

Data provided by Torto Wheaton Research

TABLE 2. INDUSTRIAL BUILDINGS DATA FOR 1-64 CORRIDOR

# Stock Completions AVl VB Tigy NG Gross Net

Year Buildings (SP) (SP) Rate Absorption - -
(%) (SF) Asking Rent Asking Rent

1999 202 10,659,069 0 1.7% 15,294 $3.63 n/a
2000 202 10,659,069 0 3.9% -186,580 $3.82 n/a
2001 202 10,659,069 0 4.7% -18,990 $3.43 $3.81
2002 202 10,659,069 0 10.2% -495,982 $4.46 $3.68
2003 202 10,659,069 0 7.4% 266,502 $4.04 $2.86
2004 202 10,659,069 0 4.8% 258,411 $5.39 $4.50
2005 202 10,659,069 0 5.1% -45,048 $5.18 $3.62

Data provided by Torto Wheaton Research

CHART 5. INDUSTRIAL BUILDING AVAILABILITY RATES
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CHART 6. INDUSTRIAL BUILDING GROSS ASKING RENT
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Office Real Estate Trends from 1999 to 2005

Office space was more widely varied in terms of vacancy rates and rents than the industrial real
estate market. This could be due to the smaller sample of office properties available for analysis
within the corridor. Across the time period, vacancy rates were lower within the corridor except
for 2005. A large addition of new office space in the third quarter created a vacancy rate spike
since it was not absorbed by the end of 2005. Gross asking rents throughout the six years have
remained fairly steady within the corridor, slightly higher than rents for the overall area.

TABLE 3. OFFICE BUILDINGS DATA FOR ST. LOUIS CITY AND COUNTY

OFFICE BUILDINGS - St. Louis City and County Combined (Including 1-64 corridor)
Buildings (SF) (SF) o SFp Asking Asking
) = Rent Rent

1999 403 33,672,952 864,044 9.6% 260,739 $19.55 $13.07
2000 413 34,528,658 855,706 8.2% 1,297,871 $19.53 $16.24
2001 427 36,055,314 1,526,656 12.6% -93,200 $20.81 $16.22
2002 434 36,633,596 578,282 17.5% -1,112,515 $19.57 $18.52
2003 437 36,725,133 91,537 17.7% 95,701 $18.55 $11.91
2004 441 36,810,671 85,538 16.8% 353,420 $18.77 $11.70
2005 447 37,294,718 484,047 16.8% 444,458 $18.51 $11.85

Data provided by Torto Wheaton Research
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TABLE 4. OFFICE BUILDINGS DATA FOR I-64 CORRIDOR

Year ” SlEes SEEERRE Val'\?:ltr:ecy Abs:re 1:ticon cross et
Buildings (SF) (SF) o SE Asking Asking
(%6) S Rent Rent
1999 14 1,256,501 0 6.5% -8,762 | $22.19 n/a
2000 14 1,256,501 0 5.0% 17,976 |  $22.07 n/a
2001 15 1,402,501 146,000 9.2% 79,705 |  $21.97 n/a
2002 15 1,402,501 0 10.1% -6,230 |  $21.94 n/a
2003 15 1,402,501 0 7.8% 30,215 | $21.08 n/a
2004 16 1,435,001 32,500 5.7% 53,075 | $21.33 n/a
2005 17 1,710,048 275,047 24.8% -67,656 | $22.03 n/a

Data provided by Torto Wheaton Research

CHART 7.

OFFICE BUILDING VACANCY RATES
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CHART 8. OFFICE BUILDING GROSS ASKING RENT

Office Building Gross Asking Rent
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Summary of Real Estate Trends

I-64 corridor industrial space appears to be in line with the rest of St. Louis City and County in
terms of rents and slightly lower vacancy rates. Throughout most of the time period, the 1-64
office market appears to be in higher demand due to the lower vacancy rates and higher rents
than the surrounding counties. However, the spike in vacancy rates to 24.8% bears watching to
see if the additional built space in the third quarter of 2005 is absorbed as construction moves
forward on 1-64.
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Report Summary

This report answers several important questions to gain a comprehensive understanding of the
business climate in and around the 1-64 corridor:

Where do people live and work?

Workers who lived in the corridor generally drove to jobs in central and western St. Louis
County, traveled less than 15 miles and had an average commute of 20 minutes or less. People
who worked within the corridor typically drove from locations farther out from the central core
of the metropolitan area and therefore had longer commutes. This mirrors the national trend of
population migration out of older urban cores. Density patterns suggested that many of these
workers came from more westward parts of St. Louis County.

What types of employment are located within the corridor?

Industry analysis of 2005 data showed that the 1-64 corridor is more specialized in education,
health care and retail employment than the surrounding two counties. The corridor had a
noticeable lower percentage of employment in manufacturing and transportation/warehousing
industries compared to the adjoining area.

What are the recent employment trends inside and outside the corridor?

Job numbers for existing employers in the 1-64 corridor increased 2.6% from 1999 to 2003 and
1.8% from 2003 to 2005. The largest numerical increases were seen in education and health
care over the six year period. Meanwhile jobs declined a little for employers outside the
corridor, moving downward -1.2% from 1999 to 2003 and -1.45% from 2003 to 2005.

Within the corridor the overall market for industrial real estate basically followed the
availability and rent trends of the surrounding area from 1999 to 2005. During the past six years
in the corridor, no new industrial space was built either due to limited land availability or flat
demand. Office real estate appeared to be in higher demand within the corridor based on
vacancy rates and rent data. This trend bears watching as a large amount of new office space
became available towards the end of the analysis period and has yet to be absorbed.

How do these trends compare?

The business climate of the 1-64 corridor did not appear to differ greatly from the health of the
two surrounding counties as of 2005. Overall the 1-64 corridor actually did slightly better in
terms of employment growth and office real estate. This suggests that the area did not suffer
negative economic impacts during the pre-construction time period.

Once construction begins, future research of this corridor will help reveal the short and long-

term economic effects of this transportation improvement. The data generated in this report can
serve as a benchmark for that research.
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APPENDIX: ECONOMIC IMPACT ANALYSIS
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