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 NATIONAL OVERVIEW

Economic Environment

Economic growth in the U.S. inched up a bit in third quarter 
2012, increasing at an annual rate of 2.0 percent from the 
1.3-percent revised growth rate in second quarter, accord-
ing to the Bureau of Economic Analysis (BEA). The increase 
in GDP during third quarter 2012 was due primarily to a 
9.6-percent increase in federal spending. Consumer spend-
ing also increased, although business spending decreased 
and for the first time in more than 3 years, exports declined.

Given the continued sluggish economic growth and gener-
ally weak employment figures, Federal Reserve Chairman 
Ben Bernanke gave the economy another dose of quanti-
tative easing (QE) in September 2012, but unlike previous 
programs, left the spigot open indefinitely. Under the new 
plan, the Federal Reserve will buy $40 billion of mortgage-

backed securities every month until the job market im-
proves, while keeping short-term interest rates low until at 
least mid-2015.

Although the news from the Bureau of Labor Statistics 
(BLS) that the unemployment rate declined to 7.8 percent in 
September 2012 was welcome, the fact that there were only 
an estimated 114,000 new non-farm payroll jobs accompa-
nying this decline was greatly disappointing.

What Does This Mean for Commercial Real Estate?

Increasing investor demand, enhanced fundamentals, and 
improving commercial real estate loan performance has 
been driving lending thus far in 2012, especially for Class A 
properties. In the first half of 2012, banks continued to ease 
underwriting standards and increase commercial mortgage 

originations, while life insurance com-
panies and government-sponsored en-
tities (GSEs) led overall originations, 
according to Mortgage Bankers Asso-
ciation (MBA).

However, weak performance by com-
mercial mortgage-backed securities 
(CMBS), high debt maturities, and 
concerns over stricter provisions un-
der The Dodd–Frank Wall Street Re-
form and Consumer Protection Act 
and Basel III continue to pose risks 
for the commercial real estate debt 
markets, and during the second half 
of 2012, mortgage applications have 
begun to decline. This, along with the 
economic uncertainties and risk associ-
ated with the fiscal cliff, has helped to 
drive down originations. According to 
the MBA’s Weekly Mortgage Applica-
tions Survey for the week ending Oc-
tober 19, 2012, mortgage applications 
decreased 12 percent on a seasonally-
adjusted basis from a week earlier. The 
Refinance Index decreased 13 percent 
from the previous week to the lowest 
level since late August.

National Transaction Breakdown
12-Month Trailing Averages (10/01/11 - 09/30/12)

Office Industrial Retail Apartment

< $2 Million
Volume (Mil) $2,106 $3,968 $4,078 $2,275 

Size Weighted Avg. ($ per sf/unit) $62 $35 $63 $39,371 

Price Weighted Avg. ($ per sf/unit) $100 $63 $107 $66,612 

Median ($ per sf/unit) $70 $45 $69 $45,833 

$2 - $5 Million
Volume (Mil) $3,367 $5,923 $6,253 $5,466 

Size Weighted Avg. ($ per sf/unit) $86 $49 $117 $58,322 

Price Weighted Avg. ($ per sf/unit) $160 $86 $227 $112,397 

Median ($ per sf/unit) $116 $67 $189 $94,000 

> $5 Million
Volume (Mil) $54,736 $20,843 $30,201 $49,048 

Size Weighted Avg. ($ per sf/unit) $205 $65 $169 $103,567 

Price Weighted Avg. ($ per sf/unit) $322 $113 $308 $183,116 

Median ($ per sf/unit) $178 $72 $185 $98,507 

All Transactions
Volume (Mil) $60,209 $30,734 $40,532 $56,790 

Size Weighted Avg. ($ per sf/unit) $177 $55 $136 $90,848 

Price Weighted Avg. ($ per sf/unit) $305 $101 $276 $171,642 

Median ($ per sf/unit) $101 $54 $102 $75,288 
Source: RERC.
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Transaction Analysis

On a 12-month trailing basis, RERC’s 
transaction analysis indicated that 
volume for all of the property sectors 
decreased during third quarter 2012, 
with the exception of the industrial 
sector volume which increased slight-
ly. While the apartment sector volume 
decreased about 5 percent, the volume 
for the office and retail sectors declined 
approximately 15 percent and 10 per-
cent, respectively. In comparison, the 
overall size-weighted average price 
per square foot/unit for the industrial 
and apartment sectors increased slight-
ly, while the retail sector price showed 
little change from the previous quarter. 
The average price for the office sector 
decreased 5 percent. 

RERC’s current quarter volume de-
creased the most for the retail sector in 
third quarter 2012, declining about 25 
percent. Although current quarter vol-
ume decreased for the industrial and 
apartment sectors by approximately 10 
percent, office sector volume increased 
about 10 percent. On a quarterly basis, 
the size-weighted average price per 
square foot/unit for all of the prop-
erty types increased approximately 15 
percent, with the exception of the av-
erage price for the retail sector, which 
remained flat.

The 12-month trailing weighted aver-
age capitalization rates for all of the 
property types, with the exception of 
the rate for the retail sector, increased 
or remained unchanged during third 
quarter. The current quarter weighted 
average capitalization rates for the of-
fice, industrial, and retail sectors in-
creased during third quarter, but de-
clined for the apartment sector.

National Transaction Breakdown
Current Quarter Rates (07/01/12 - 09/30/12)

Office Industrial Retail Apartment
< $2 Million
Volume (Mil) $470 $743 $774 $528 

Size Weighted Avg. ($ per sf/unit) $73 $38 $61 $44,622 

Price Weighted Avg. ($ per sf/unit) $106 $69 $110 $72,373 

Median ($ per sf/unit) $79 $49 $76 $52,885 

$2 - $5 Million
Volume (Mil) $844 $1,609 $1,414 $1,362 

Size Weighted Avg. ($ per sf/unit) $89 $53 $107 $66,739 

Price Weighted Avg. ($ per sf/unit) $158 $89 $217 $118,603 

Median ($ per sf/unit) $104 $71 $181 $100,000 

> $5 Million
Volume (Mil) $12,829 $4,912 $5,652 $11,153 

Size Weighted Avg. ($ per sf/unit) $229 $71 $166 $113,757 

Price Weighted Avg. ($ per sf/unit) $353 $121 $307 $194,103 

Median ($ per sf/unit) $188 $78 $194 $109,722 

All Transactions
Volume (Mil) $14,143 $7,264 $7,840 $13,042 

Size Weighted Avg. ($ per sf/unit) $197 $61 $131 $100,117 

Price Weighted Avg. ($ per sf/unit) $333 $109 $271 $181,295 

Median ($ per sf/unit) $112 $61 $111 $87,500 
Source: RERC.

Capitalization Rates (All Transactions)
Office Industrial Retail Apartment

12-Month Trailing Averages (10/01/11 - 09/30/12)
Range (%)  4.0 - 12.0  4.0 - 12.0  4.0 - 13.0  4.0 - 12.7 

Weighted Avg. (%)  6.3  7.4  7.1  6.0 

Median (%)  7.7  7.6  7.4  6.2 

Current Quarter Rates (07/01/12 - 09/30/12)
Range (%)  4.0 - 11.5  4.8 - 12.0  5.1 - 11.5  4.0 - 9.9 

Weighted Avg. (%)  6.7  7.5  7.2  5.8 

Median (%)  8.5  7.8  7.5  6.2 
Source: RERC.For more information about RERC’s 

research, please go to www.rerc.com.

http://www.rerc.com
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Office:

• RERC’s investment survey respondents said that compared to other 
property types, distressed and foreclosed office properties sold the 
best during third quarter 2012. Respondents suggested that investors 
buy and improve office properties because they could be purchased 
well below the cost or time it would take to build. Office properties 
could be found at an attractive price because of the amount of risk, 
and in certain areas in the South, office properties are selling. New 
office properties with low vacancies were also mentioned as good 
investment options. 

• The 12-month trailing total office property volume and size-weight-
ed average price per square foot decreased approximately 15 percent 
and 5 percent, respectively, during third quarter 2012. The weighted-
average capitalization rate for the office sector increased to 6.3 per-
cent on a 12-month trailing basis. However, the current quarter office 
sector total volume and average price rose 10 percent and 15 percent, 
respectively. 

• The vacancy rate declined 10 basis points to 17.1 percent for the office 
sector during third quarter 2012, according to Reis, Inc. The office 
sector absorbed 5 million square feet, while asking and effective rents 
grew by 0.2 percent.

Industrial:

• RERC’s investment survey respondents said that normal industrial prop-
erties could be found at attractive prices, while foreclosed industrial prop-
erties were not as attractive during third quarter 2012. Industrial proper-
ties are currently underpriced, and respondents suggested that investors 
should buy low, lease at market value, and hold. Respondents also com-
mented that in some areas of the country, like the East region, industrial 
properties are oversupplied.   

 
• Total volume for the industrial sector remained mostly flat during third 

quarter 2012 on a 12-month trailing basis, while the size-weighted aver-
age price increased 5 percent. The 12-month trailing weighted-average 
capitalization rate for the industrial sector rose to 7.4 percent. On a quar-
terly basis, total volume for the industrial sector declined more than 10 
percent, while the average price for industrial space increased more than 
10 percent. 

• According to CBRE, Inc., the industrial sector availability rate declined 
to 13.1 percent during third quarter 2012. This is the ninth consecutive 
quarter in which industrial availability has fallen. The industrial market 
availability rate is now 150 basis points below its pre-recession peak.
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Retail:

• According to RERC’s investment survey respondents, retail properties 
sold fairly well during third quarter 2012. Specifically, RERC respondents 
mentioned that distressed retail properties could be found at attractive 
prices. Retail shopping centers providing good income, along with well-
located and leased retail properties, were bringing good prices for sellers.  

• While the 12-month trailing retail sector total volume declined around 10 
percent, the size-weighted average price per square foot remained gen-
erally stable during third quarter 2012. The 12-month trailing weighted 
average capitalization rate for the retail sector declined to 7.1 percent. On 
a current quarter basis, the retail sector total volume fell nearly 25 percent, 
while the size-weighted average price per square foot remained mostly 
stable. 

• According to Reis, Inc., the retail sector vacancy rate remained unchanged 
at 10.8 percent during third quarter 2012. Asking and effective rents for 
neighborhood and community centers grew by 0.1 percent.

Apartment:

• According to RERC’s investment survey respondents, the apart-
ment sector remained the safest and best investment compared to 
the other property types during third quarter 2012. Survey respon-
dents suggested buying apartments in growth areas and buying 
foreclosed apartment complexes. It was noted that apartment prop-
erties are very expensive, particularly in the Midwest, but limited 
mortgage ability for single-family homes should keep the rental 
market stable.  

• The 12-month trailing total volume for the apartment sector de-
clined 5 percent during third quarter 2012, while the size-weighted 
average price per unit increased. The weighted average capitaliza-
tion rate for the apartment sector remained unchanged at 6.0 per-
cent on a 12-month trailing basis. Likewise, current quarter apart-
ment sector total volume decreased more than 10 percent, and the 
size-weighted average price per unit increased 10 percent. 

   
• According to Reis, Inc., the apartment sector vacancy rate de-

creased 10 basis points to 4.6 percent during third quarter 2012. Net 
absorption slowed with only 23,000 units being absorbed during 
the quarter. However, asking and effective rents were moderately 
healthy, at 0.8 percent and 0.9 percent, respectively.
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