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Economic activity maintained a positive 

growth trend in the first quarter of this year, 

but at a slightly slower pace.  Most major 

components of gross domestic product 

(GDP) registered advances.  Employment 

also experienced growth during the quarter, 

after seven consecutive quarters of decline.  

The trends were mirrored by gains in 

industrial production and productivity.

Meanwhile, declines in commercial real 

estate fundamentals have been slowing.  

Investments were down in the first quarter 

from the fourth quarter of last year, but up 

year-over-year.  Credit availability continued 

to be tight, but the sources of financing are 

modestly growing.  Nonetheless, the office, 

warehouse and retail sectors continue to 

experience the delayed effects of the 

recession.  

Economic Activity

Based on a resilient consumption pattern 

and gains in business investments, GDP 

rose 3.0 percent in the first quarter of 2010.  

Consumption and investments advanced, 

while net exports and government spending 

contracted.  Consumer spending posted the 

strongest growth rate since the first quarter 

2007, returning to the long-term average.  

Personal consumption expenditures 

increased 3.5 percent in the first quarter. 

Spending was up for both goods (up 6.5%) 

and services (up 2.0%).  Consumers 

expanded their spending on both durable 

and nondurable goods by 12.2 percent and 

4.0 percent, respectively.  

While consumers cut back on motor 

vehicles, they ramped up their purchases of 

furnishings and household equipment (up 

15.1%) as well as recreational goods and 

vehicles (up 14.3%).  In the nondurables 

category, consumers upped their purchases 

across all categoriesðclothing and shoes 

by 12.6 percent, food and beverages by 3.1 

percent and gasoline, oil and other energy 

goods by 0.4 percent.

Consumers maintained a more cautious, but 

still positive, approach to spending on 

services.  Expenditures on housing and 

utilities, health care, recreation, restaurants 

and accommodations increased during the 

quarter.  The only services that were either 

flat or declined were transportation as well 

as financial products and insurance.

(continued on page 2)

With demand expected to rebound in the 

first half of next year, commercial real estate 

vacancies are expected to peak in early 

2011.  Rents are expected to continue to 

decline. 

Commercial Real Estate Lags Economic Recovery

Market Fundamentals
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Businesses maintained their optimism in the pace of 

economic recoveryðbusiness investments increased 

14.7 percent in the first quarter, the second highest rate 

since the fourth quarter of 2005.  The advance was 

underpinned by expenditures on transportation equipment 

(up 34.2%), computers and peripherals (up 27.6%) and 

software (13.3%).  Business spending on commercial 

structures continued on a double-digit decline, sliding 

14.0 percent in the first quarter, the seventh consecutive 

quarterly drop. 

International trade, as measured by exports and imports 

continued its positive growth trend.  Exports increased 7.2 

percent in the first quarter, underpinned by an 8.9 percent 

advance in goods and a 3.7 percent gain in services.  

Meanwhile, imports rose 10.4 percent, leading to a 

negative balance of trade for the quarter.

The other major component of GDPðgovernment 

spendingðdeclined 1.9 percent in the first quarter.  The 

contraction was driven by a drop in spending at the state 

and local level.  While federal spending was up 1.2 

percent, state and local expenditures declined 3.9 

percent.  State and local investment spending fell 15.6 

percent.

Employment

The employment advances that started in the first month 

of 2010 have been gaining traction.  Based on payroll 

employment data, there were 14,000 jobs added in 

January, followed by an additional 39,000 in February, 

230,000 in March and 290,000 in April of this year.

Looking at the first quarterôs data, the majority of jobs 

were created in service industries.  Goods-producing 

industries lost a net of 77,000 jobs, mostly due to large 

cuts in construction.  Employment in mining and logging, 

as well as manufacturing was positive, but not strong 

enough to offset construction losses.  However, April data 

recorded positive growth in construction jobs as well.

Even though service-providing industries accounted for 

the majority of new jobs, the gains were unevenly 

distributed.  During the first quarter, wholesale trade 

employment declined by 7,300 jobs.  Over the same 

period retail trade added 52,100 positions.  Transportation 

and warehousing declined by 32,900 jobs and utilities lost 

1,100 employees.  Information industriesô employment 

declined by 24,000 jobs, with telecommunications posted 

the largest losses.  Finance, insurance and real estate 

also recorded combined losses of 39,000 jobs.  The main 

employment gains for service industries came from 

professional and business services, education and health, 

along with leisure and hospitality.

While the positive changes in employment are 

encouraging for the economy and much-needed for a 

sustained recovery, the pace is slower than expected.  In 

addition, unemployment insurance claims remain 

elevated and the number of people receiving 

unemployment insurance has not dropped below 4.6 

million.  The unemployment rate declined from 10.6 in 

January to 9.5 in April 2010.

(continued on page 3)
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Commercial Real Estate

Considering the lag between broader economic trends 

and commercial real estate, the first quarter of 2010 

accentuated the current cycle.  The fundamentals were 

characterized by negative absorption across three of the 

four core property types, increased vacancies and 

continued declines in rental rates.  Looking ahead at 2010 

and beyond, the declines are expected to moderate and 

begin to reverse in 2011.

For the second quarter of the year, net absorption is 

expected to decline 8.1 million square feet for office 

space and 30.3 million square feet for industrial 

properties.  Retail space is likely to record a more modest 

413,000 square feet of negative net absorption.  In 

tandem with the soft demand, available space continues 

to grow across.  Vacancy rates for the second quarter are 

expected to hit 17.3 percent for office properties, 14.6 

percent for the industrial sector, and 12.7 percent for 

retail.  With tenant concessions gaining in the market, 

rental rates continue on a downward path for 2010.  

However, the declines in rents are slowing.

The multifamily sector has been finding more favorable 

conditions, amid rising demand for space.  The first 

quarter of the year closed with a positive net absorption of 

27,197 units, accompanied by a decline in availability 

rates.   The vacancy rate for apartments decreased from 

7.4 percent in the fourth quarter 2009 to 7.3 percent in the 

first quarter 2010.  The rate is expected to further decline 

to 6.9 percent in the second quarter of this year.  

However, rental rates for apartments continue to 

experience downward pressures.  They declined 0.3 

percent in the first quarter and are likely to maintain that 

pace for the remainder of the year.

Sales activity was encouraging in the first quarter.  While 

the total $15.4 billion in transactions was down from the 

fourth quarter 2009, it was 46.0 percent higher year-over-

year.  The majority of transactions were concentrated in 

the apartment and office sectors, which accounted for 

almost 70.0 percent of sales.  Average cap rates declined 

from 8.0 percent in the fourth quarter 2009 to 7.8 percent.  

Pricing remained mixed and volatile, given the relatively 

low number of transactions.  Apartment prices rose while 

prices for office, industrial, and retail spaces declines on a 

yearly basis.

Outlook

Taking the long view, the remaining three quarters of 

2010 will likely see continued increases in vacancies and 

declining rents.  However, with multifamily posting signs 

of improvement, the other core property types should 

record gradual improvements as employment improves 

and creates additional demand for space.  Based on 

current the current scenario of economic recovery, a 

broader improvement in commercial real estate is 

expected in 2011.

MAY 2010

NATIONAL 0.76%

OFFICE 0.86%

INDUSTRIAL 0.64%

RETAIL 1.13%

APARTMENT 0.42%

Source: National Council of Real Estate Investment Fiduciaries
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Annual Growth 

Rates (%)
2009 I 2009 II 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2011 II 2009 2010 2011

Real GDP -6.4 -0.7 2.2 5.6 3.2 2.7 2.9 2.9 2.3 3.1 -2.4 3.1 2.8

Nonfarm 

Payroll 

Employment

-6.4 -5.0 -3.1 -1.3 0.0 0.8 1.2 1.1 0.7 0.8 -4.3 -0.6 0.8

Consumer 

Prices
-2.2 1.9 3.7 2.6 1.5 3.2 -0.3 0.4 3.8 2.1 -0.3 2.0 1.8

Real 

Disposable 

Income

0.2 6.2 -3.6 1.0 0.0 0.1 2.0 3.2 3.3 3.9 0.9 0.6 2.9

Consumer 

Confidence
30 48 52 51 52 56 57 61 64 70 45 57 69

Unemployment 

(%)
8.2 9.3 9.7 10.0 9.7 9.8 9.7 9.7 9.7 9.6 9.3 9.7 9.6

Interest Rates 

(%)
2009 I 2009 II 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2011 II 2009 2010 2011

Fed Funds 

Rate
0.2 0.2 0.2 0.1 0.1 0.2 0.2 0.8 1.0 1.5 0.2 0.3 1.9

3-Month T-Bill 

Rate
0.2 0.2 0.2 0.1 0.1 0.2 0.3 0.7 1.0 1.5 0.2 0.4 1.8

Prime Rate 3.3 3.3 3.3 3.3 3.3 3.2 3.3 3.6 4.0 4.5 3.3 3.3 4.9

Corporate Aaa 

Bond Yield
5.3 5.5 5.3 5.2 5.3 5.3 5.4 5.5 5.6 5.8 5.3 5.4 5.8

10-Year 

Government 

Bond

2.7 3.3 3.5 3.5 3.7 3.8 4.0 4.1 4.2 4.4 3.3 3.9 4.5

30-Year 

Government 

Bond

3.5 4.2 4.3 4.3 4.6 4.4 4.6 4.7 4.8 5.0 4.1 4.6 5.0

Source: National Association of REALTORS®
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OFFICE 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2009 2010 2011

Vacancy Rate 16.1% 16.3% 16.9% 17.3% 17.5% 17.6% 17.6% 15.7% 17.3% 17.4%

Net Absorption 

('000 sq. ft.) -5,243 -216 -11,099 -8,127 -3,491 -1,915 800 -38,106 -24,632 25,515

Completions ('000 

sq. ft.) 16,393 10,854 9,688 6,925 3,224 2,389 3,589 52,787 22,226 7,083

Inventory ('000,000 

sq. ft.) 3,562 3,572 3,582 3,589 3,592 3,595 3,598 3,572 3,595 3,602

Rent Growth -0.9% -1.2% -0.6% -0.6% -0.5% -0.6% -0.5% -12.7% -2.3% -2.1%

INDUSTRIAL 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2009 2010 2011

Vacancy Rate 13.5% 13.9% 14.3% 14.6% 14.7% 14.8% 14.8% 13.2% 14.6% 14.5%

Net Absorption 

('000 sq. ft.) -53,647 -38,103 -44,729 -30,314 -14,837 -127 15,249 -258,071 -90,007 135,585

Completions ('000 

sq. ft.) 14,841 14,761 12,300 5,854 8,244 10,955 10,457 70,082 37,353 44,855

Inventory ('000,000 

sq. ft.) 13,007 13,110 13,123 13,129 13,137 13,148 13,158 13,110 13,148 13,193

Rent Growth -1.8% -2.2% -1.1% -1.9% -1.7% -1.6% -1.5% -10.9% -6.3% -1.5%

RETAIL 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2009 2010 2011

Vacancy Rate 12.2% 12.4% 12.6% 12.7% 12.7% 12.7% 12.8% 12.0% 12.7% 12.8%

Net Absorption 

('000 sq. ft.) -1,253 -667 -1,017 -413 179 1,166 1,886 -18,325 -3,664 8,948

Completions ('000 

sq. ft.) 3,503 2,778 1,267 866 203 179 2,042 12,034 2,515 11,832

Inventory ('000,000 

sq. ft.) 1,656 1,659 1,660 1,661 1,661 1,661 1,664 1,659 1,661 1,673

Rent Growth 0.0% -1.2% -0.7% -0.4% -0.3% -0.1% -0.1% -4.0% -1.5% 0.4%

MULTI-FAMILY 2009 III 2009 IV 2010 I 2010 II 2010 III 2010 IV 2011 I 2009 2010 2011

Vacancy Rate 7.3% 7.4% 7.3% 6.9% 6.4% 6.7% 6.3% 7.4% 6.8% 6.2%

Net Absorption 

(Units) 58,362 12,501 27,197 73,959 83,781 -39,244 65,441 105,458 145,693 214,499

Completions (Units) 40,032 29,578 20,917 15,156 12,249 10,994 11,154 177,589 59,316 53,328

Inventory 

14.4 14.4 14.4 14.4 14.5 14.5 14.5 14.4 14.5 14.5(Units in millions) 

Rent Growth -1.3% -1.0% -0.3% -0.6% -0.3% -0.3% -0.2% -3.6% -1.5% 1.2%

Source: National Association of REALTORS®/CBRE-Econometric Advisors
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Office Industrial Retail Multifamily

Albuquerque, NM 19.9% 15.6% 10.5% 6.9%

Atlanta, GA 22.2% 18.8% 16.6% 9.9%

Austin, TX 19.6% 15.9% 11.0% 8.8%

Baltimore, MD 16.7% 16.0% 11.0% 6.1%

Boston, MA 13.8% 19.0% 9.6% 4.5%

Charlotte, NC 19.6% 16.6% 12.5% 8.2%

Chicago, IL 19.4% 16.0% 13.8% 5.9%

Cincinnati, OH 17.4% 12.7% 17.4% 8.9%

Cleveland, OH 16.9% 11.7% 16.7% 8.1%

Columbus, OH 17.3% 16.6% 18.2% 7.4%

Dallas, TX 22.3% 16.6% 16.6% 10.3%

Denver, CO 18.2% 13.5% 12.7% 6.5%

Detroit, MI 25.3% 21.1% 18.5% 6.9%

Fort Lauderdale, FL 20.0% 11.3% 12.5% 5.5%

Fort Worth, TX 14.3% 15.7% 16.5% 9.5%

Hartford, CT 18.4% 14.7%

Honolulu, HI 9.4% 7.7% 8.0%

Houston, TX 17.5% 10.9% 13.1% 10.7%

Indianapolis, IN 17.2% 13.2% 19.0% 9.6%

Jacksonville, FL 23.1% 15.8% 14.4% 11.4%

Kansas City, MO 17.7% 9.9% 15.4% 7.3%

Las Vegas, NV 23.0% 12.3% 15.5% 9.0%

Long Island, NY 11.6% 10.8% 7.8%

Los Angeles, CA 17.1% 8.8% 8.8% 6.2%

Miami, FL 23.6% 13.2% 8.6% 7.6%

Minneapolis, MN 20.7% 12.7% 12.9% 5.8%

Nashville, TN 15.6% 13.1% 14.2% 6.0%

New York, NY 8.7% 12.2% 11.5% 6.1%

Northern New Jersey (Newark) 15.5% 13.1% 4.7%

Oakland, CA 17.3% 15.6% 10.1% 5.8%

Orange County, CA 20.8% 11.9% 7.2% 5.0%

Orlando, FL 18.8% 15.9% 13.2% 8.5%

Philadelphia, PA 15.5% 14.5% 12.9% 6.4%
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Office Industrial Retail Multifamily

Phoenix, AZ 26.5% 19.8% 14.5% 11.5%

Pittsburgh, PA 12.0% 3.2%

Portland, OR 17.7% 11.4% 11.5% 5.4%

Raleigh, NC 16.4% 6.7%

Riverside, CA 23.2% 16.3% 13.8% 7.9%

Sacramento, CA 21.7% 17.1% 14.8% 6.0%

Salt Lake City, UT 18.1% 11.5% 13.7% 8.2%

San Diego, CA 20.3% 15.5% 9.8% 4.7%

San Francisco, CA 14.4% 11.1% 6.8% 5.8%

San Jose, CA 25.1% 15.8% 7.6% 2.6%

Seattle, WA 18.7% 11.7% 11.2% 5.0%

St. Louis, MO 15.3% 16.1% 13.4% 8.5%

Stamford, CT 10.8% 17.9%

Tampa, FL 24.6% 14.4% 12.7% 8.6%

Tucson, AZ 17.8% 12.8% 16.5% 9.4%

Ventura, CA 17.3% 13.4% 9.8%

Washington, DC 14.2% 16.0% 10.5% 4.1%

West Palm Beach, FL 23.3% 14.8% 12.3% 8.1%

Wilmington 20.2% 17.6% 14.9%

17.3% 14.6% 12.7% 6.9%

National Averages* 16.9% 14.3% 12.6% 7.3%

N.B. *Not all markets are represented in chart above.

Source: National Association of REALTORS® / CBRE-Econometric Advisors
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May 2010ïAlmost 700 SIOR market experts across the 

country weighed in on local Industrial and Office market 

conditions for the First Quarter 2010 SIOR Commercial Real 

Estate Index, compiled by the SOCIETY OF INDUSTRIAL 

AND OFFICE REALTORS (SIOR) in association with the 

NATIONAL ASSOCIATION OF REALTORS (NAR).  The 

SIOR Index advanced 2.7 points during first quarter 2010. 

Both the industrial and office sectors realized gains of more 

than two points.

SIOR members again report that the national economic 

recession continued to have a significant negative affect on 

local industrial and office markets, but to a lesser extent. The 

vacancy rates are improving from the landlordôs perspective, 

however rents continue to decline, concessions continue to 

make it a tenantôs market, and construction is virtually 

nonexistent. On the bright side, the percentage of SIOR 

respondents who expect occupier demand to improve next 

quarter has grown by 12% from last quarter and now stands 

at 65%. 

Development activity continues to be at a standstill across 

the country as 99% of SIORs reported that development was 

down, with 88% saying that development is virtually 

nonexistent in their markets. Although development is non 

existent, there are plenty of deals available for sites. First 

quarter results indicate that it is still very much a buyerôs 

market for development sitesð48% of SIOR respondents 

indicated a strong buyerôs market while another 48% 

indicated they were experiencing a buyerôs market, but 

prices were stable. 

Tenants continue to reap a benefit in todayôs economy as 

96% of SIOR respondents reported either deep discounts to 

asking rents or moderate levels of concessions from 

landlords. Leasing activity continues to be significantly below 

historic levels, vacancy rates remain high in the view of 77% 

of respondentsð6% less than last quarterðand SIORs did 

not see any improvement in asking rents.

The SIOR Index, which measures 10 variables pertinent to 

the performance of U.S. industrial and office markets (see 

Methodology), rose again in 1st quarter 2010 gaining 2.7 

points to reach 38.2ð100 points signifies a balanced 

market. We have not experienced equilibrium (100 points) 

since third quarter 2007.

Office Market

The national economy clearly is taking its toll on both the 

Industrial and Office markets. Leasing activity and rental 

rates for the Office market are slightly stronger than the 

Industrial market. However, the Office market has more 

sublease space available and SIORs foresee prospects for 

improvement in general Office market conditions as lower 

than Industrial over the next three months. 

Industrial Market

The 1st quarter results for the Industrial market places it 

overall in worse condition than the Office market with leasing 

activity below historical levels, a steeper decline in rental 

rates, higher vacancy rates, higher levels of tenant 

concessions from landlords,  falling sales prices, and close 

to zero construction activity.

Regional Breakdown

The West (34.5 points) posted the largest advanceðup 7.4 

points from 4th quarter 2009. However, it continues to suffer 

from weak local economic conditions, excess sublease 

space, a deep level of concessions, and falling prices. Even 

with their 7.4 point advance, SIOR respondents in the West 

scored the lowest outlook of all regions for the next quarter.

The South (40 points) has the highest performing 

submarketðthe West South Centralðwhich scored 47.9 

points, but is one of two regions in the nation where the 

national economy is having the most negative impact . The 

South posted lower vacancy rates than the other regions and 

improving pricing conditions.  Meanwhile, even though the 

national economy is affecting commercial markets, local 

economies in the South are faring comparatively better than 

the other regions. 

The Northeast (44.8 points) gained only 1.1 points from 4th 

quarter 2009, but nevertheless posted better vacancy rates, 

sublease space that is closing in on normal, and more stable 

sales prices than other regions.

The Mid-West (35.9 points) is the only region to lose ground 

during first quarter 2010. Development activity was zero. The 

region is still feeling the brunt of the negative national 

economy more than other regions. It is also experiencing the 

lowest level of leasing activity, near zero development, and 

higher vacancy rates than a year ago.
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OFFICE

Region Average Cap Rate Average Price ($/Sq. Ft.)
Mid-Atlantic 8.8% $180

Midwest 9.3% $88

Northeast 7.3% $185

Southeast 9.6% $91

Southwest 6.4% $174

West 7.6% $202

INDUSTRIAL

Region Average Cap Rate Average Price ($/Sq. Ft.)
Mid-Atlantic 7.5% $59

Midwest 8.0% $25

Northeast - $90

Southeast 11.7% $33

Southwest 8.7% $73

West 8.6% $76

RETAIL

Region Average Cap Rate Average Price ($/Sq. Ft.)
Mid-Atlantic 8.2% $162

Midwest 8.5% $106

Northeast 7.9% $239

Southeast 8.0% $128

Southwest 8.3% $156

West 8.4% $183

MULTI-FAMILY

Region Average Cap Rate Average Price ($/Unit)
Mid-Atlantic 5.5% $177,381

Midwest 9.8% $70,125

Northeast 5.8% $228,630

Southeast 7.4% $63,148

Southwest 6.9% $67,992

West 6.6% $151,366

Note: Data based on sales closed in 2010.Q1

Source: Real Capital Analytics
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The Research Division of the National Association of REALTORS® monitors and 

analyzes monthly and quarterly economic indicators, including retail sales, 

industrial production, producer price index,  gross domestic product and 

employment data that clearly impact commercial markets over time.  In addition, 

the Research Division provides several products covering commercial real estate:

Å     Commercial Member Profile

Å     Commercial Real Estate Quarterly Market Survey

For more information, please visit us at www.realtors.org/research. If you have 

questions or comments regarding this report or any other commercial real estate 

research, please contact George Ratiu, NAR Economist, at gratiu@realtors.org.

Although the information presented in this report has been obtained from reliable 

sources, NAR does not guarantee its accuracy, and such information may be 

incomplete. This report is for information purposes only. All opinions, assumptions 

and estimates constitute NARôs judgment as of the date of this publication and are 

subject to change and evolving events. Actual results may vary from forecast 

results.

NATIONAL ASSOCIATION OF REALTORS®

Research Division

500 New Jersey Avenue, NW

Washington, DC 20001

Copyright© 2010 NATIONAL ASSOCIATION OF REALTORS®. Reproduction, 

reprinting or retransmission in any form is prohibited without written permission. For 

questions regarding this matter please e-mail eresearch@realtors.org.

THE NATIONAL ASSOCIATION OF REALTORS®, ñThe Voice for Real Estate,òis 

Americaôs largest trade association, representing 1.1 million members involved in 

all aspects of the residential and commercial real estate industries..


