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Economic Environment

In a nationwide Gallup survey conducted in mid-July 2011, 
more than two-thirds of respondents said the U.S. economy 
was getting worse instead of better. With an increase of 
just 1.3 percent annualized growth during second quarter 
2011, real GDP was far below expectations, according to the 
Bureau of Economic Analysis (BEA). Perhaps more impor-
tantly, first quarter GDP growth was revised down to 0.4 
percent, indicating that the recovery had weakened consid-
erably from 2010 and was much closer to falling back into 
negative territory than most of us knew.

For the first time ever, the nation’s long-term AAA credit 
rating (held since 1917) was downgraded to AA+ in early 
August 2011. The credit rating agencies warned repeatedly 
that the government needs to make sig-
nificant progress in reducing the debt-
to-GDP ratio (now nearly 75 percent 
and rising). In fact, Standard & Poor’s 
has stated that the credit rating could 
be downgraded further within the next 
6 to 24 months if debt is not reduced by 
at least $4 trillion. 

Inflation expectations remain rela-
tively low. The Consumer Price Index 
for all Urban Consumers (CPI-U) de-
creased 0.2 percent in June 2011 on a 
seasonally-adjusted basis, reported the 
BLS, primarily due to recent declines 
in the price of gasoline. In addition, the 
Producer Price Index (PPI) for finished 
goods decreased 0.4 percent on a sea-
sonally-adjusted basis in June. 

The improvement we were seeing in 
job growth at the beginning of 2011 all 
but disappeared in second quarter. The 
national unemployment rate inched up 
to 9.2 percent, and the U-6 unemploy-
ment rate, which includes those who 
have given up looking for work or are 
marginally employed, increased to 16.2 
percent in June. In addition, the labor 
participation rate fell to 64.1 percent in 
June, the lowest this rate has been since 
1984.

What Does This Mean for Commercial Real Estate?

With increased weakness in the economy and recent vola-
tility in both the stock and bond markets, commercial real 
estate continues to serve as a safe haven for many investors. 
Commercial real estate is transparent, tangible, and with 
fundamentals improving, albeit slightly, there is potential 
for improving returns. However, the housing market con-
tinues to struggle as tight credit and growing uncertainty 
about the economic recovery negatively impact homebuy-
ers. 

Banks continue to have a great deal of risk associated with 
the values of the properties in their portfolios, according 
to results of the 2011 Survey of Credit Underwriting Practic-
es conducted by the Office of the Comptroller of the Cur-

National Overview

National Transaction Breakdown
12-Month Trailing Averages (07/01/10 - 06/30/11)

Office Industrial Retail Apartment

< $2 Million
Volume (Mil) $1,387 $3,199 $3,555 $1,680 

Size Weighted Avg. ($ per sf/unit) $71 $37 $63 $35,081 

Price Weighted Avg. ($ per sf/unit) $108 $66 $114 $65,626 

Median ($ per sf/unit) $76 $50 $73 $43,750 

$2 - $5 Million
Volume (Mil) $2,151 $4,050 $4,653 $3,270 

Size Weighted Avg. ($ per sf/unit) $97 $43 $105 $49,907 

Price Weighted Avg. ($ per sf/unit) $167 $79 $213 $104,382 

Median ($ per sf/unit) $126 $64 $164 $82,071 

> $5 Million
Volume (Mil) $64,775 $17,372 $32,736 $38,360 

Size Weighted Avg. ($ per sf/unit) $228 $59 $132 $108,380 

Price Weighted Avg. ($ per sf/unit) $377 $101 $266 $199,795 

Median ($ per sf/unit) $175 $64 $132 $98,649 

All Transactions
Volume (Mil) $68,312 $24,621 $40,944 $43,310 

Size Weighted Avg. ($ per sf/unit) $210 $52 $117 $92,673 

Price Weighted Avg. ($ per sf/unit) $365 $93 $247 $187,389 

Median ($ per sf/unit) $116 $54 $98 $68,829 
Source: RERC.
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rency. The survey indicated that 20 
percent of banks reported easing in 
commercial-credit standards in 2011, 
a clear shift from the previous 3 years. 
The survey also notes that the return 
of liquidity in the secondary markets is 
a key contributor to easing standards. 
The number of bank failures in 2011 is 
much improved over 2010 numbers, as 
well. However, there is a large backlog 
of banks on the Federal Deposit In-
surance Corporation’s “problem list,” 
with 888 banks listed in May 2011.

Transaction Analysis

The 12-month trailing total volume 
increased significantly for each of the 
property sectors for second quarter 
2011, according to Real Estate Research 
Corporation’s (RERC’s) transaction 
analysis. The size-weighted average 
price per square foot of office space 
increased on a 12-month trailing basis 
for all transactions, while the price of 
retail space and apartment units de-
clined and the price of industrial space 
remained flat. On a quarterly basis, to-
tal volume increased even more signif-
icantly for each of the property sectors 
during second quarter 2011. In addi-
tion, the quarterly size-weighted aver-
age price per square foot increased for 
all of the property sectors except the 
retail sector. 

RERC’s weighted-average capitaliza-
tion rates for the office and apartment 
sectors fell during second quarter on 
both a 12-month trailing and quarterly 
basis, while the cap rates for the indus-
trial and retail sectors remained un-
changed on a 12-month trailing basis 
and increased on a quarterly basis. 

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

National Transaction Breakdown
Current Quarter Rates (04/01/11 - 06/30/11)

Office Industrial Retail Apartment
< $2 Million
Volume (Mil) $470 $1,000 $1,173 $581 

Size Weighted Avg. ($ per sf/unit) $65 $34 $57 $34,510 

Price Weighted Avg. ($ per sf/unit) $105 $65 $115 $66,496 

Median ($ per sf/unit) $69 $46 $70 $44,417 

$2 - $5 Million
Volume (Mil) $764 $1,427 $1,827 $1,217 

Size Weighted Avg. ($ per sf/unit) $95 $43 $104 $48,146 

Price Weighted Avg. ($ per sf/unit) $167 $82 $211 $102,232 

Median ($ per sf/unit) $125 $64 $146 $81,289 

> $5 Million
Volume (Mil) $22,446 $4,913 $16,336 $11,332 

Size Weighted Avg. ($ per sf/unit) $246 $63 $113 $105,940 

Price Weighted Avg. ($ per sf/unit) $431 $99 $185 $219,094 

Median ($ per sf/unit) $170 $68 $103 $93,750 

All Transactions
Volume (Mil) $23,680 $7,340 $19,336 $13,130 

Size Weighted Avg. ($ per sf/unit) $222 $52 $106 $88,071 

Price Weighted Avg. ($ per sf/unit) $416 $91 $183 $201,506 

Median ($ per sf/unit) $107 $53 $95 $66,964 
Source: RERC.

Capitalization Rates (All Transactions)
Office Industrial Retail Apartment

12-Month Trailing Averages (07/01/10 - 06/30/11)
Range (%)  4.0 - 13.1  4.0 - 12.4  4.0 - 12.1  4.0 - 12.5 

Weighted Avg. (%)  6.5  7.6  7.7  6.0 

Median (%)  7.6  7.6  7.7  6.4 

Current Quarter Rates (04/01/11 - 06/30/11)
Range (%)  4.0 - 13.1  4.0 - 12.4  4.6 - 12.1  4.0 - 12.5 

Weighted Avg. (%)  6.0  7.5  7.7  5.9 

Median (%)  7.4  8.0  7.8  6.2 
Source: RERC.
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Office:

• During second quarter 2011, the majority of RERC’s investment sur-
vey respondents said that distressed office sales were among the most 
popular office transactions. Transactions of normal and foreclosed of-
fice properties also occurred, but they were not as common. Depend-
ing on the region, respondents reported that both buyers and sellers 
of office properties were finding office space attractively priced.

• Twelve-month trailing total transaction volume and size-weighted 
average price per square foot of office properties increased dur-
ing second quarter 2011. The weighted-average capitalization rate 
declined to 6.5 percent on a 12-month trailing basis during second 
quarter, after increasing the previous quarter. Although both volume 
and price increased for office transactions greater than $5 million on 
a 12-month trailing basis during second quarter, for transactions that 
totaled less than $2 million, the volume increased but the price de-
creased.

• According to Reis, Inc., the vacancy rate for the office sector remained 
unchanged at 17.5 percent during second quarter 2011. Net absorp-
tion was 3.9 million square feet, which was less than the amount of 
space absorbed during first quarter. Asking and effective rents rose 
by 0.3 percent and 0.4 percent, respectively. 

Industrial:

• According to RERC’s investment survey, many respondents stated that 
normal and distressed industrial properties were selling at prices par-
ticularly attractive to buyers during second quarter 2011. The industrial 
market continues to struggle, as the job market remains weak and the 
manufacturing industry tries to gain momentum.

 
• The 12-month trailing total volume for the industrial sector increased dur-

ing second quarter 2011, while the size-weighted average price per square 
foot remained flat and the weighted-average capitalization rate remained 
unchanged at 7.6 percent. Twelve-month trailing volume for transactions 
that totaled less than $2 million also increased during second quarter 2011, 
but the price declined. In contrast, both the volume and price of industrial 
property transactions that totaled greater than $5 million increased from 
the previous quarter.

• The industrial availability rate declined 10 basis points to 13.2 percent 
during second quarter 2011, according to Grubb & Ellis’ preliminary re-
search. Approximately 32 million square feet of industrial space was ab-
sorbed, and just 3.5 million square feet of property was completed, the 
smallest quarterly figure since the beginning of the recession. In addition, 
asking net rent declined 0.2 percent. 
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Retail:

• According to RERC’s investment survey respondents, distressed retail 
properties were selling better than normal and foreclosed retail proper-
ties. In addition, like the other property sectors, retail property could be 
bought at an attractive price. 

• While 12-month trailing total retail property volume rose approximately 
50 percent from the previous quarter, the size-weighted average price 
per square foot declined nearly 10 percent during second quarter 2011. 
The 12-month trailing weighted-average capitalization rate remained 
unchanged at 7.7 percent. In addition, although retail sector volume in-
creased on a 12-month trailing basis for property sales in each transaction 
category, the price for retail properties in each of these transaction catego-
ries decreased.

• According to Reis, Inc., the retail sector vacancy rate increased to 11.0 
percent during second quarter 2011, after remaining at 10.9 percent for 
the past year. However, only 638,000 square feet of new neighborhood 
and community center space came online, the second-lowest level of new 
deliveries for any quarter since Reis began publishing quarterly data in 
1999. Asking and effective rents were both flat this quarter.  

Apartment:

• The majority of RERC’s investment survey respondents reported 
that normal apartment properties sold the best within the apart-
ment sector during second quarter 2011. In addition, the majority of 
respondents said that the apartment property prices were particu-
larly attractive for sellers. 

• The 12-month trailing total volume for the apartment sector rose 
20 percent in second quarter 2011 from the previous quarter, while 
the size-weighted average price per unit declined slightly and the 
12-month trailing weighted-average capitalization rate declined 
to 6.0 percent. While the apartment sector volume for transactions 
that totaled greater than $5 million increased on a 12-month trailing 
basis during second quarter 2011, the size-weighted average price 
per unit remained mostly flat. In comparison, the volume for trans-
actions of less than $2 million rose, while the size-weighted average 
price per unit decreased slightly.

   
• The apartment sector vacancy rate declined to 5.9 percent during 

second quarter 2011, according to Reis, Inc. Asking and effective 
rents increased 0.6 percent. In addition, there were only approxi-
mately 8,700 new completions in second quarter, the second-lowest 
quarterly figure on record since Reis began publishing data in 1999. 
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