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Economic Environment

Recent fears that the economy would fall back into reces-
sion have been alleviated for the moment with increasing 
economic growth in the U.S. According to the Bureau of 
Economic Analysis’ (BEA’s) advance estimate, the econo-
my grew at an inflation-adjusted annual rate of 2.5 percent 
in third quarter 2011, rebounding from its shockingly low 
0.4-percent growth in first quarter and 1.3-percent growth 
in second quarter. Third quarter gross domestic product 
(GDP) growth was due primarily to increases in consumer 
spending on durable equipment and services and to busi-
ness investment spending.

With only 103,000 new jobs in September 2011, the unem-
ployment rate remained at 9.1 percent, reported the Bureau 
of Labor Statistics (BLS). Job gains were in professional and 
business services, health care, and con-
struction, while government employ-
ment trended downward. According 
to the BLS, 14 million persons remain 
unemployed, and the U-6 unemploy-
ment rate inched up to 16.5 percent. 

According to the Organization for Eco-
nomic Development and Cooperation’s 
(OEDC’s) October 2011 projection, the 
U.S. economy is expected to grow 1.8 
percent in 2012, less than the 3.1-per-
cent expansion it had forecast in May 
2011, and GDP in Europe is expected 
to expand only 0.3 percent in 2012. The 
OEDC stated that advanced economies 
should expect the outlook to weaken 
even further if Europe fails to harness 
its debt. 

What Does This Mean for Com-
mercial Real Estate?

The slow economy, as well as concerns 
about the European debt crisis affect-
ing the U.S. financial system, resulted 
in fewer commercial property transac-
tions during third quarter 2011
. 
According to the Mortgage Bankers 
Association’s (MBA’s) Quarterly Sur-
vey of Commercial/Multifamily Mort-

gage Bankers Originations, second quarter 2011 mortgage 
loan originations were 52 percent higher than first quar-
ter originations, and 107 percent higher in second quarter 
2011 than in the same period in 2010. The increase in loans 
for commercial properties was led by loans for health care 
properties, followed by loans for hotels, retail properties, 
apartments, office buildings, and industrial properties.  

Among investor types, the MBA reports that loans for com-
mercial mortgage-backed securities (CMBS) increased by 
638 percent in second quarter 2011 compared to second 
quarter 2010, although this total is still relatively miniscule 
compared to the $230 billion in CMBS lending before the 
recession. Although CMBS lending was expected to reach 
between $40 billion and $50 billion in 2011, this estimate 
has been downgraded to between $30 billion and $35 bil-
lion, according to J.P. Morgan. Despite the downgrade, the 
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National Transaction Breakdown
12-Month Trailing Averages (10/01/10 - 09/30/11)

Office Industrial Retail Apartment

< $2 Million
Volume (Mil) $1,681 $3,572 $3,842 $1,912 

Size Weighted Avg. ($ per sf/unit) $65 $35 $60 $34,427 

Price Weighted Avg. ($ per sf/unit) $104 $66 $112 $64,643 

Median ($ per sf/unit) $71 $48 $70 $42,667 

$2 - $5 Million
Volume (Mil) $2,475 $4,568 $5,136 $3,922 

Size Weighted Avg. ($ per sf/unit) $90 $43 $103 $49,920 

Price Weighted Avg. ($ per sf/unit) $164 $82 $215 $101,286 

Median ($ per sf/unit) $128 $64 $161 $79,864 

> $5 Million
Volume (Mil) $76,687 $19,627 $34,874 $43,549 

Size Weighted Avg. ($ per sf/unit) $241 $58 $138 $106,885 

Price Weighted Avg. ($ per sf/unit) $397 $97 $286 $206,729 

Median ($ per sf/unit) $177 $64 $137 $98,522 

All Transactions
Volume (Mil) $80,843 $27,767 $43,852 $49,383 

Size Weighted Avg. ($ per sf/unit) $217 $51 $119 $91,191 

Price Weighted Avg. ($ per sf/unit) $384 $90 $262 $192,854 

Median ($ per sf/unit) $113 $54 $96 $68,045 
Source: RERC.
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re-emergence of the CMBS market is 
expected to have a significant impact 
on the availability of debt capital going 
forward. 

Transaction Analysis

According to Real Estate Research 
Corporation’s (RERC’s) transaction 
analysis, total sales volume increased 
for each of the property sectors dur-
ing third quarter 2011 on a 12-month 
trailing basis. In addition, the overall 
size-weighted average price per square 
foot of office and retail property space 
increased, while the average price per 
square foot/unit for the industrial and 
apartment sectors declined during 
third quarter. 

On a quarter-to-quarter basis, third 
quarter 2011 transaction volume in-
creased for the office, industrial, and 
apartment sectors, and declined for the 
retail sector. The quarterly size-weight-
ed average price per square foot/unit 
for the office, retail, and apartment sec-
tors increased, while the average price 
per square foot of industrial space de-
clined.

RERC’s 12-month trailing weighted-
average capitalization rates for the 
office and industrial sectors declined 
during third quarter 2011, while cap 
rates for the retail and apartment sec-
tors remained unchanged. On a quar-
ter-to-quarter basis, the weighted-av-
erage cap rates for the office and retail 
sectors remained unchanged, while the 
cap rates for the industrial and apart-
ment sectors decreased.

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

National Transaction Breakdown
Current Quarter Rates (07/01/11 - 09/30/11)

Office Industrial Retail Apartment
< $2 Million
Volume (Mil) $579 $1,064 $1,021 $550 

Size Weighted Avg. ($ per sf/unit) $59 $33 $56 $34,719 

Price Weighted Avg. ($ per sf/unit) $101 $65 $111 $63,214 

Median ($ per sf/unit) $70 $46 $67 $44,000 

$2 - $5 Million
Volume (Mil) $773 $1,350 $1,552 $1,314 

Size Weighted Avg. ($ per sf/unit) $84 $44 $94 $49,672 

Price Weighted Avg. ($ per sf/unit) $162 $88 $209 $95,959 

Median ($ per sf/unit) $130 $66 $154 $78,583 

> $5 Million
Volume (Mil) $25,558 $5,524 $9,906 $13,649 

Size Weighted Avg. ($ per sf/unit) $273 $60 $170 $110,419 

Price Weighted Avg. ($ per sf/unit) $443 $108 $312 $226,660 

Median ($ per sf/unit) $174 $70 $157 $99,910 

All Transactions
Volume (Mil) $26,910 $7,939 $12,479 $15,513 

Size Weighted Avg. ($ per sf/unit) $239 $51 $134 $93,509 

Price Weighted Avg. ($ per sf/unit) $427 $98 $283 $209,799 

Median ($ per sf/unit) $108 $53 $95 $68,966 
Source: RERC.

Capitalization Rates (All Transactions)
Office Industrial Retail Apartment

12-Month Trailing Averages (10/01/10 - 09/30/11)
Range (%)  4.0 - 13.1  4.0 - 12.4  4.0 - 13.3  4.0 - 12.5 

Weighted Avg. (%)  6.4  7.4  7.7  6.0 

Median (%)  7.5  7.6  7.9  6.4 

Current Quarter Rates (07/01/11 - 09/30/11)
Range (%)  4.0 - 11.0  4.8 - 10.0  4.1 - 13.3  4.0 - 11.2 

Weighted Avg. (%)  6.0  6.9  7.7  5.8 

Median (%)  7.2  7.6  8.5  6.3 
Source: RERC.

http://www.rerc.com
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Office:

• According to RERC’s investment survey results, distressed office 
property transactions were the most popular office transaction type 
during third quarter 2011 due to attractive pricing. The number of 
normal office property transactions was comparable to the number of 
foreclosed office property transactions.

• On a 12-month trailing basis, the total volume and the volume of of-
fice transactions greater than $5 million increased during third quar-
ter 2011, along with the size-weighted average price per square foot 
of office space overall. However, the average price per square foot of 
office space for transactions less than $2 million and from $2 million 
to $5 million decreased. The weighted-average capitalization rate de-
clined 10 basis points to 6.4 percent.

• According to Reis, Inc., office sector vacancy declined 20 basis points 
to 17.4 percent, with completions being exceeded by positive net ab-
sorption of 6.0 million square feet during third quarter 2011. In other 
good news, rents have consistently increased over the past four quar-
ters, with asking and effective rents increasing by 0.4 percent and 0.6 
percent, respectively. 

Industrial:

• During third quarter 2011, the majority of RERC’s investment survey 
respondents noted that normal industrial property sales were the most 
common transaction type, despite the attractive pricing for distressed and 
foreclosed properties. 

 
• While sales volume for the industrial sector increased for each of the indi-

vidual transaction categories, the overall size-weighted average price per 
square foot declined slightly for each category during third quarter 2011 
on a 12-month trailing basis. However, the weighted-average capitaliza-
tion rate declined 20 basis points to 7.4 percent on a 12-month trailing 
basis.

• The availability rate for industrial properties declined 30 basis points 
to 13.0 percent in third quarter 2011, according to Grubb & Ellis. New 
supply increased 5.3 million square feet. Asking net rents increased an 
annualized 0.6 percent after remaining unchanged for three consecutive 
quarters. 

5%

6%

7%

8%

9%

5%

6%

7%

8%

9%
NationalWest

Midwest

South

East

3Q112Q111Q114Q103Q10

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

$75

$125

$175

$225

$275

$325

$75

$125

$175

$225

$275

$325
NationalWest

Midwest

South

East

3Q112Q111Q114Q103Q10

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

7.0%

7.5%

8.0%

8.5%

9.0%

7.0%

7.5%

8.0%

8.5%

9.0%

NationalWest

Midwest

South

East

3Q112Q111Q114Q103Q10

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

$0

$25

$50

$75

$100

$0

$25

$50

$75

$100

3Q112Q111Q114Q103Q10

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© November 2011, Real Estate Research Corporation.

Retail:

• Distressed property sales were the most popular retail transactions dur-
ing third quarter 2011, although normal and foreclosed retail property 
transactions also occurred, according to RERC’s investment survey re-
spondents.  

• Total transaction volume for the retail sector increased on a 12-month 
trailing basis during third quarter 2011. In addition, after declining this 
past year, the size-weighted average price per square foot of retail space 
increased for the sector overall and for transactions greater than $5 mil-
lion during third quarter; however, the average price per square foot 
declined for transactions less than $2 million and for those between $2 
million and $5 million. The weighted-average cap rate for the retail sec-
tor remained unchanged at 7.7 percent on a 12-month trailing basis. On 
a quarter-to-quarter basis, the retail sector showed the most significant 
change compared to the other property sectors.

• Despite a weak economy and slow consumer spending, the vacancy rate 
for the retail sector remained unchanged at 11.0 percent during third 
quarter, according to Reis, Inc. However, net absorption remained nega-
tive for the second consecutive quarter. Furthermore, asking and effective 
rents were both flat, and have been deteriorating in general since 2008. 

Apartment:

• The majority of RERC’s investment survey respondents reported 
that normal sales were the most popular type of transaction for 
apartment properties during third quarter 2011. In addition, many 
respondents stated that it is a better time to sell apartment proper-
ties than to buy.

• On a 12-month trailing basis, total sales volume for the apartment 
sector increased, while the overall size-weighted average price per 
unit decreased during third quarter 2011. The weighted-average 
cap rate remained unchanged at 6.0 percent on a 12-month trailing 
basis. On a quarter-to-quarter basis, total volume and overall aver-
age price per unit for the apartment sector increased during third 
quarter. 

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

sis points to 5.6 percent during third quarter 2011. In addition, the 
apartment sector showed positive net absorption of roughly 36,000 
units as new completions continued to track near record-low levels. 
Asking and effective rents continued to see increases of 0.6 percent 
and 0.7 percent, respectively. 
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