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Economic Environment

As the year 2012 gets underway and we try to move beyond 
some of the major economic difficulties of the past year, it is 
clear that significant challenges remain for our nation and 
the world, such as the sovereign debt concerns in Europe, 
our own ever-increasing national debt, and a weak hous-
ing market. The economy grew only 1.7 percent overall in 
2011 (much slower than the 3.0-percent growth in 2010), 
but the pace did pick up in fourth quarter 2011, growing at 
an annual rate of 2.8 percent, according to the Commerce 
Department. The fear is that the momentum will taper off, 
however, since much of the growth was due to the increase 
in business inventories. 

The Commerce Department further reported that consum-
er spending rose 2.0 percent in fourth quarter 2011, com-
pared with 1.7 percent in third quarter. 
However, business spending declined 
greatly from the previous quarter, in-
creasing only 1.7 percent in fourth 
quarter compared to 15.7 percent in 
third quarter. Federal, state and local 
government spending declined by 4.6 
percent.

To everyone’s relief, employment 
growth finally began to improve in 
fourth quarter 2011, and by December, 
the unemployment rate declined to 8.5 
percent, according to the Bureau of La-
bor Statistics (BLS). For all of 2011, the 
unemployment rate was 8.9 percent, 
and over the past 12 months, nonfarm 
payroll employment rose by 1.6 mil-
lion. However, according to the BLS, 
at year-end 2011, approximately 13.7 
million people remained unemployed 
and the employment/population ratio 
declined to 58.5 percent.

Citing the weakness in the economy, 
the Federal Reserve committed to 
keeping short-term interest rates at 
their present low rate “at least through 
late 2014.” Their goal in keeping short-
term rates low for an extended period, 
and communicating their intent to do 

this, is to encourage long-term rates to fall, thereby spur-
ring spending, investment, and growth.

What Does This Mean for Commercial Real Estate?

In comparison to stocks, bonds, and even cash, commercial 
real estate remains a strong investment option because it 
offers stability, has offered mostly reasonable returns, and 
there is less risk than with some other investment alter-
natives. Although the volume of lending for commercial 
property is a long way from the pre-credit crisis years, the 
amount of capital provided from private equity funds di-
rected toward commercial real estate increased in fourth 
quarter 2011. 

From a regional lending standpoint, according to the Feder-
al Deposit Corporation (FDIC), there were fewer banks that 

National Overview

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

Office Industrial Retail Apartment

< $2 Million
Volume (Mil) $1,981 $4,082 $4,312 $2,164 

Size Weighted Avg. ($ per sf/unit) $62 $33 $57 $34,454 

Price Weighted Avg. ($ per sf/unit) $102 $63 $110 $63,251 

Median ($ per sf/unit) $69 $45 $68 $41,774 

$2 - $5 Million
Volume (Mil) $3,018 $5,240 $5,964 $4,723 

Size Weighted Avg. ($ per sf/unit) $87 $43 $107 $49,519 

Price Weighted Avg. ($ per sf/unit) $165 $80 $213 $101,951 

Median ($ per sf/unit) $124 $63 $163 $84,688 

> $5 Million
Volume (Mil) $70,335 $18,333 $38,840 $46,010 

Size Weighted Avg. ($ per sf/unit) $231 $60 $144 $103,791 

Price Weighted Avg. ($ per sf/unit) $391 $107 $290 $201,310 

Median ($ per sf/unit) $170 $69 $139 $94,143 

All Transactions
Volume (Mil) $75,334 $27,654 $49,116 $52,897 

Size Weighted Avg. ($ per sf/unit) $203 $50 $122 $87,945 

Price Weighted Avg. ($ per sf/unit) $375 $95 $265 $186,792 

Median ($ per sf/unit) $103 $52 $96 $66,864 
Source: RERC.
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failed in 2011 (92 banks) than the pre-
vious 2 years (140 in 2009 and 157 in 
2010). In addition, the list of “problem 
banks” (844 institutions) at year-end 
2011 was down from previous years, 
although the problem is still severe. As 
a result, lending for risky commercial 
properties, and those in secondary or 
tertiary markets, remains strict.

Lending is expected to increase in 2012, 
but an estimated $400 billion of 5-year 
commercial real estate loans made by 
all lenders during the boom year of 
2007 will also be coming due this year, 
according to Deutsche Bank.

Transaction Analysis

The 12-month trailing transaction vol-
ume increased for the retail and apart-
ment sectors during fourth quarter 
2011, while industrial sector volume 
remained flat and office sector volume 
declined. The overall size-weighted 
average price per square foot/unit de-
creased for the office and apartment 
sectors, but remained relatively stable 
for the industrial and retail sectors on a 
12-month trailing basis. 

On a current-quarter basis, the total 
transaction volume for the office sector 
fell during fourth quarter 2011. How-
ever, the transaction volume for the 
industrial, retail and apartment sec-
tors increased on a quarterly basis. The 
size-weighted average price per square 
foot for the industrial sector remained 
unchanged, while the average price for 
the retail sector increased slightly. In 
comparison, the average price for the 
office and apartment sectors fell dur-
ing fourth quarter.

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

National Transaction Breakdown
Current Quarter Rates (10/01/11 - 12/31/11)

Office Industrial Retail Apartment
< $2 Million
Volume (Mil) $605 $1,207 $1,210 $628 

Size Weighted Avg. ($ per sf/unit) $59 $31 $55 $35,554 

Price Weighted Avg. ($ per sf/unit) $99 $59 $106 $61,594 

Median ($ per sf/unit) $68 $42 $67 $40,025 

$2 - $5 Million
Volume (Mil) $1,006 $1,619 $1,715 $1,468 

Size Weighted Avg. ($ per sf/unit) $79 $45 $118 $50,399 

Price Weighted Avg. ($ per sf/unit) $162 $80 $220 $105,000 

Median ($ per sf/unit) $121 $62 $183 $87,977 

> $5 Million
Volume (Mil) $18,218 $6,271 $10,456 $14,972 

Size Weighted Avg. ($ per sf/unit) $191 $61 $177 $99,168 

Price Weighted Avg. ($ per sf/unit) $302 $114 $336 $168,884 

Median ($ per sf/unit) $152 $72 $180 $89,706 

All Transactions
Volume (Mil) $19,829 $9,097 $13,381 $17,068 

Size Weighted Avg. ($ per sf/unit) $168 $51 $140 $86,304 

Price Weighted Avg. ($ per sf/unit) $289 $101 $300 $159,442 

Median ($ per sf/unit) $99 $51 $102 $67,968 
Source: RERC.

Capitalization Rates (All Transactions)
Office Industrial Retail Apartment

12-Month Trailing Averages (01/01/11 - 12/31/11)
Range (%)  4.0 - 13.1  4.0 - 12.4  4.0 - 13.3  4.0 - 12.5 

Weighted Avg. (%)  6.3  7.3  7.5  6.0 

Median (%)  7.4  7.6  7.8  6.3 

Current Quarter Rates (10/01/11 - 12/31/11)
Range (%)  4.0 - 12.0  4.0 - 11.7  4.0 - 11.8  4.0 - 12.2 

Weighted Avg. (%)  6.6  7.4  7.1  6.1 

Median (%)  7.5  7.4  7.3  6.2 
Source: RERC.

http://www.rerc.com
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Office:

• The majority of RERC’s investment survey respondents said that 
distressed office properties continued to be the most popular office 
transaction in fourth quarter 2011. Although office space was attrac-
tive to buyers, they were reminded to be cautious when investing in 
this sector.

• Twelve-month trailing total transaction volume and size-weighted 
average price per square foot for the office sector declined during 
fourth quarter 2011. The weighted-average capitalization rate de-
clined slightly to 6.3 percent on a 12-month trailing basis. Current 
quarter office sector total volume and size-weighted average price 
per square foot fell from the previous quarter. Both volume and 
price decreased for office transactions greater than $5 million on a 
12-month trailing basis. However, for transactions less than $2 mil-
lion, volume increased, while price declined.

• After steadily decreasing throughout 2011, office sector vacancy de-
clined 10 basis points to 17.3 percent during fourth quarter 2011, ac-
cording to Reis, Inc. Furthermore, the office sector absorbed 5.3 mil-
lion square feet, while asking and effective rents increased 1.6 percent 
and 1.9 percent, respectively.

Industrial:

• According to many RERC investment survey respondents, normal and 
distressed industrial properties were selling at prices particularly attrac-
tive to buyers during fourth quarter 2011. Respondents suggested that in-
vestors pay special attention to the location and stability of the industrial 
properties they are considering. 

 
• The 12-month trailing total volume and size-weighted average price per 

square foot for industrial space was generally flat during fourth quar-
ter 2011. The 12-month trailing weighted-average capitalization rate de-
clined to 7.3 percent. On a quarterly basis, total volume for the industrial 
sector increased, though the size-weighted average price per square foot 
remained unchanged. Twelve-month trailing volume for industrial trans-
actions greater than $5 million declined, while the price increased. In con-
trast, the volume of transactions less than $2 million increased, while the 
price declined.

• According to the CoStar Group, the national industrial warehouse vacan-
cy rate declined to 9.6 percent during fourth quarter 2011. At 40 million 
square feet, net absorption increased from the previous quarter. Net ask-
ing prices are stabilizing, although rents remain dormant for the indus-
trial warehouse sector.    
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Retail:

• Due to slow job growth and weak income growth, the retail property sec-
tor remained quite risky during fourth quarter 2011. However, accord-
ing to many of RERC’s investment survey respondents,  distressed retail 
properties sold well and could be bought at an attractive price with attrac-
tive cap rates.

• The 12-month trailing total volume and size-weighted average price per 
square foot increased for the retail sector during fourth quarter 2011. The 
12-month trailing weighted-average capitalization rate declined to 7.5 
percent. Total volume and price for the retail sector also increased on a 
quarter-to-quarter basis. Although the volume of retail property transac-
tions less than $2 million increased, the price declined. In contrast, both 
the volume and price of retail property transactions that totaled greater 
than $5 million increased from the previous quarter.

• The retail sector vacancy rate remained unchanged at 11.0 percent during 
fourth quarter 2011, according to Reis, Inc. However, there are positive 
signs in the neighborhood/community retail sector as net absorption rose 
by 3.18 million square feet – the largest positive value for net absorption 
since first quarter 2008. Asking and effective rents increased by 0.1 per-
cent.

Apartment:

• During fourth quarter 2011, normal apartment property transac-
tions were the most common among RERC’s investment survey re-
spondents. Both buyers and sellers found pricing attractive, but the 
price was most attractive for sellers because of strong demand and 
good rental income.

• Both the 12-month trailing and current quarter total apartment 
volume increased in fourth quarter 2011, while the size-weighted 
average price per unit declined. The 12-month trailing weighted-
average capitalization rate remained unchanged at 6.0 percent. Al-
though the 12-month trailing volume for apartment transactions in-
creased for all categories, the size-weighted average price per unit 
decreased for transactions priced at $2 million and above.

   
• According to Reis, Inc., the apartment sector vacancy rate fell 40 ba-

sis points to 5.2 percent during fourth quarter 2011. In addition, the 
apartment sector showed positive net absorption of roughly 50,559 
units and exceeded expectations. However, asking and effective 
rents did not meet expectations during the year 2011.
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