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 NATIONAL OVERVIEW

Economic Environment

Gross domestic product (GDP) growth slowed to 2.2 per-
cent in first quarter 2012, following a revised growth rate 
of 3.0 percent in fourth quarter 2011. When measuring eco-
nomic growth after other recessions, the growth we are 
currently experiencing makes the recovery period after the 
most recent recession the slowest we have seen in our na-
tion’s history, including the recovery period after the Great 
Depression. 

Although the unemployment rate declined slightly to 8.2 
percent in March 2012, job growth began to slow during 
first quarter 2012. Only 120,000 new non-farm jobs were 
added in March, about half of what economists were ex-
pecting, and the first time since November 2011 that fewer 
than 200,000 new jobs were added per month, reported the 
Bureau of Labor Statistics (BLS). 

Despite the overall weakness in the 
economy and loss of home value, con-
sumers have been shopping. Retail 
sales rose 0.8 percent in March 2012 
from a month earlier and 6.5 per-
cent from a year earlier, primarily on 
auto sales, electronics, clothes, garden 
equipment, and home remodeling/
building materials. 

With federal spending approximately 
$3.6 trillion a year and federal reve-
nues only about $2.3 trillion a year, the 
annual U.S. budget deficit of $1.3 tril-
lion has ballooned to a national debt of 
$15.7 trillion. Most economic analysts 
believe that the U.S. has more discre-
tion than Europe as it comes to terms 
with its debt levels. However, others 
point out that the fiscal challenges in 
the U.S. are very similar to those of 
Europe—the need to find the right bal-
ance between reducing spending and 
raising revenues in order to lower the 
national debt without putting the lid 
on economic growth. 

What Does This Mean for Commercial Real Estate?

As a result of the recent run-up in the stock market, stocks 
are less compelling and more volatile, particularly com-
pared to commercial real estate, whose fundamentals are 
mostly stable. In addition, real estate offers healthy returns 
with low prices and low interest rates.

According to the Mortgage Bankers Association’s (MBA’s) 
fourth quarter 2011 Commercial/Multifamily Mortgage 
Bankers Originations Index, commercial mortgage origina-
tions declined in fourth quarter 2011 after increasing during 
the previous two quarters, but increased 13 percent from 
year-ago originations. Commercial bank loans in fourth 
quarter 2011 increased more than 120 percent from fourth 
quarter 2010.

National Transaction Breakdown
12-Month Trailing Averages (04/01/11 - 03/31/12)

Office Industrial Retail Apartment

< $2 Million
Volume (Mil) $2,158 $4,299 $4,454 $2,291 

Size Weighted Avg. ($ per sf/unit) $60 $33 $60 $35,142 

Price Weighted Avg. ($ per sf/unit) $101 $62 $110 $63,508 

Median ($ per sf/unit) $68 $45 $68 $41,893 

$2 - $5 Million
Volume (Mil) $3,220 $5,474 $6,433 $5,245 

Size Weighted Avg. ($ per sf/unit) $85 $45 $110 $50,683 

Price Weighted Avg. ($ per sf/unit) $164 $84 $219 $102,471 

Median ($ per sf/unit) $120 $65 $167 $84,688 

> $5 Million
Volume (Mil) $72,577 $19,176 $41,207 $49,603 

Size Weighted Avg. ($ per sf/unit) $231 $63 $148 $104,308 

Price Weighted Avg. ($ per sf/unit) $392 $106 $282 $203,673 

Median ($ per sf/unit) $170 $71 $142 $94,063 

All Transactions
Volume (Mil) $77,955 $28,949 $52,094 $57,138 

Size Weighted Avg. ($ per sf/unit) $201 $52 $127 $88,695 

Price Weighted Avg. ($ per sf/unit) $375 $95 $259 $188,764 

Median ($ per sf/unit) $100 $52 $96 $68,333 
Source: RERC.
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Loan originations varied by property 
type, with originations in the indus-
trial and multi-housing sectors increas-
ing 43 percent and 31 percent, respec-
tively, in fourth quarter 2011, while 
loan originations for the hotel, office, 
and retail sector decreased. According 
to the MBA, loan originations are pro-
jected to increase to $230 billion in 2012 
(a 17-percent increase).

Transaction Analysis

With the exception of apartment sec-
tor volume, which increased approxi-
mately 10 percent, the 12-month trail-
ing volume increased about 5 percent 
for each property sector during first 
quarter 2012. The overall size-weight-
ed average price per square foot/unit 
for the industrial, apartment, and retail 
sectors increased slightly. In contrast, 
the overall price for the office sector 
declined slightly. 

The current-quarter volume for the of-
fice, retail, and apartment sectors fell 
25 percent in first quarter 2012, while 
the volume for the industrial sec-
tor declined 30 percent. In contrast, 
the size-weighted average price per 
square foot/unit for the office, indus-
trial, and apartment sectors increased 
approximately 5 percent, while the 
average price for the retail sector was 
unchanged. 

The 12-month trailing weighted aver-
age capitalization rates for the office, 
industrial, retail, and apartment sec-
tors decreased. On a quarterly basis, 
the weighted average capitalization 
rates for the office, retail, and apart-
ment sectors declined, but remained 
unchanged for the industrial sector.

For more information about RERC’s 
research, please go to www.rerc.com.

National Transaction Breakdown
Current Quarter Rates (01/01/12 - 03/31/12)

Office Industrial Retail Apartment
< $2 Million
Volume (Mil) $535 $1,094 $1,109 $557 

Size Weighted Avg. ($ per sf/unit) $57 $33 $62 $36,009 

Price Weighted Avg. ($ per sf/unit) $98 $61 $105 $63,058 

Median ($ per sf/unit) $68 $45 $68 $40,000 

$2 - $5 Million
Volume (Mil) $803 $1,233 $1,582 $1,346 

Size Weighted Avg. ($ per sf/unit) $85 $49 $116 $53,791 

Price Weighted Avg. ($ per sf/unit) $160 $89 $230 $105,915 

Median ($ per sf/unit) $111 $67 $177 $85,729 

> $5 Million
Volume (Mil) $13,448 $4,011 $7,476 $10,978 

Size Weighted Avg. ($ per sf/unit) $209 $69 $181 $106,438 

Price Weighted Avg. ($ per sf/unit) $336 $107 $340 $211,379 

Median ($ per sf/unit) $183 $73 $195 $98,559 

All Transactions
Volume (Mil) $14,787 $6,337 $10,166 $12,881 

Size Weighted Avg. ($ per sf/unit) $178 $54 $140 $89,682 

Price Weighted Avg. ($ per sf/unit) $318 $96 $298 $193,947 

Median ($ per sf/unit) $94 $53 $93 $70,569 
Source: RERC.

Capitalization Rates (All Transactions)
Office Industrial Retail Apartment

12-Month Trailing Averages (04/01/11 - 03/31/12)
Range (%)  4.0 - 13.1  4.0 - 12.4  4.0 - 13.3  4.0 - 12.8 

Weighted Avg. (%)  6.1  7.2  7.4  5.9 

Median (%)  7.4  7.6  7.8  6.2 

Current Quarter Rates (01/01/12 - 03/31/12)
Range (%)  4.0 - 11.6  5.5 - 10.5  4.0 - 12.7  4.0 - 12.8 

Weighted Avg. (%)  5.9  7.4  7.0  6.0 

Median (%)  7.8  7.5  7.5  6.5 
Source: RERC.

http://www.rerc.com
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Office:

• RERC’s first quarter 2012 investment survey respondents reminded 
investors that the key to good returns is to buy low and sell/lease 
high, and suggested investors look for undervalued or distressed 
property. Although several respondents stated that office properties 
could be bought at an attractive price, they also noted that investing 
in them could be a “double edged sword” because rents may never 
rise.

• While 12-month trailing total office property volume increased by 
approximately 5 percent, the size-weighted average price per square 
foot declined slightly during first quarter 2012. The weighted-aver-
age capitalization rate declined to 6.1 percent on a 12-month trail-
ing basis. On a quarter-to-quarter basis, office sector total volume 
continued to trend downwards and dropped roughly 25 percent. In 
contrast, the average price for the office sector rose approximately 5 
percent on a quarterly basis—a welcome change for sellers after the 
drop during fourth quarter. 

• Although it will be years before the office sector is able to absorb the 
space that was vacated during the past few years, the vacancy rate de-
clined 10 basis points to 17.2 percent during first quarter 2012, accord-
ing to Reis, Inc. Asking and effective rent growth improved slightly, 
with annual gains of 1.6 percent and 2.1 percent, respectively.

Industrial:

• RERC’s investment survey respondents stated that industrial properties 
were attractively priced, with clean and leased properties selling at a pre-
mium. Respondents also noted that industrial flex properties and older 
industrial properties could be bought at attractive prices. However, weak 
fundamentals remain a concern as the economy struggles to gain certain-
ty. 

 
• On a 12-month trailing basis, total volume for the industrial sector in-

creased nearly 5 percent during first quarter 2012. Likewise, the size-
weighted average price per square foot of industrial space rose slightly. 
The 12-month trailing weighted-average capitalization rate declined to 
7.2 percent. In contrast, after trending upwards for the past year, current 
quarter total volume for the industrial sector dropped 30 percent during 
first quarter 2012. However, the quarterly size-weighted average price 
per square foot increased approximately 5 percent.

• According to the CoStar Group, the national industrial warehouse vacan-
cy rate declined to 9.4 percent during first quarter 2012. In addition, there 
was positive net absorption of 20.9 million square feet. 

5%

6%

7%

8%

9%

5%

6%

7%

8%

9%

1Q124Q113Q112Q111Q11

NationalWest

Midwest

South

East

RERC Weighted Average Capitalization Rate 
(12-Month Trailing Average)

$100

$150

$200

$250

$300

$350

$100

$150

$200

$250

$300

$350

1Q124Q113Q112Q111Q11

NationalWest

Midwest

South

East

RERC Size-Weighted Average PPSF
(12-Month Trailing Average)

7.0%

7.5%

8.0%

8.5%

7.0%

7.5%

8.0%

8.5%

1Q124Q113Q112Q111Q11

NationalWest

Midwest

South

East

RERC Weighted Average Capitalization Rate
(12-Month Trailing Average)

$0

$25

$50

$75

$100

$0

$25

$50

$75

$100

1Q124Q113Q112Q111Q11

NationalWest

Midwest

South

East

RERC Size-Weighted Average PPSF
(12-Month Trailing Average)



Produced by Real Estate Research Corporation (RERC) for RE/MAX Commercial. Copyright© May 2012, Real Estate Research Corporation.

Retail:

• According to RERC’s first quarter 2012 investment survey respondents, 
the retail sector is the most “optimistic” and “ambitious” property type. 
However, respondents cautioned that retail property performance will 
also be affected by consumer spending, new regulations for national retail 
companies, and tougher regulations for small businesses.

• The 12-month trailing total volume and size-weighted average price for 
the retail sector maintained its upward trend by increasing approximate-
ly 5 percent during first quarter 2012. In contrast, the 12-month trailing 
weighted-average capitalization rate declined to 7.4 percent. While total 
volume for the retail sector fell nearly 25 percent on a quarter-to-quarter 
basis, the average price showed no significant change during first quarter 
2012.

• There were cautious signs of optimism in the retail sector space market 
during first quarter 2012. According to Reis, Inc., the retail sector vacan-
cy rate fell 10 basis points to 10.9 percent—the first decline since second 
quarter 2005—and net absorption recorded the second-largest positive 
value of 3.14 million. Asking and effective rents increased by 0.1 percent. 

Apartment:

• RERC’s first quarter 2012 investment survey respondents were 
most drawn to the apartment sector. Given the difficulties in the 
housing sector, apartments are taking on a more “dualistic” role, 
thus becoming more common long-term living spaces for families, 
as well as for single young adults.

• The 12-month trailing total volume for the apartment sector in-
creased about 10 percent during first quarter 2012, while the size-
weighted average price per unit increased only very slightly. The 
12-month trailing weighted-average capitalization rate for the 
apartment sector declined to 5.9 percent. However, on a quarterly 
basis, after rising steadily since first quarter 2011, apartment sector 
total volume dropped nearly 30 percent during first quarter 2012, 
while the size-weighted average price per unit increased slightly.

   
• According to Reis, Inc., the apartment sector vacancy rate fell 30 

basis points to 4.9 percent during first quarter 2012. This is only the 
third time since Reis began recording vacancy rates 31 years ago 
that the apartment sector vacancy rate has fallen below 5 percent. 
Net absorption also remained strong, with 36,448 units absorbed. 
Asking and effective rents increased 0.5 percent and 0.9 percent, 
respectively.
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