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January 2012

Dear Real Estate Executive:

2011 was a year of transition for commercial real estate markets. While the year started off on a positive note with broad

based market improvements, by mIdyear choppy waters once again emerged and yet by year-end markets are slowly but

steadily improving. While the level of optimism varies from market to market, and economies in some parts of the world still

face significant challenges, commercial real estate market fundamentals are generally improving. While substantial uncertainty

remains in Europe, the dearth of new development combined with even slow economic growth will result in tight real estate

markets over the next 2-3 years.

Corporations once again are moving forward on plans, releasing pent-up demand and in most cases taking advantage of a

tenants’ market worldwide to reduce their overall occupancy costs. The massive wave of foreclosures expected over two

years ago are finally beginning to materialize. “Wholesale” buyers are scooping up large portfolios of loans and REO with

product coming to the “retail” market in a controlled manner. Investors are beginning to chase yield as they move beyond

core trophy assets to the quality opportunistic plays in strong secondary markets. There continues to be a tremendous

amount of capital amassed on the sidelines with a reported shortage of quality assets offered for sale. We expect more assets

to transact as pricing continues to hold steady.

NAI Global is pleased to present its 2012 Global Market Report. Now in its 26th year, the Global Market Report provides

comprehensive market data and overviews on over 200 property markets around the world. This year’s edition is our most

comprehensive report ever, with coverage of all primary markets and most secondary and tertiary markets worldwide. Using

both narrative market reports and statistical charts, we provide you with market highlights, trends, demographic and busi-

ness profiles, rental rates, vacancy rates and land prices. The 2012 Global Market Report puts a wealth of market intelli-

gence at your fingertips in a succinct and consistent market profile format.

Dr. Peter Linneman, NAI Global’s Chief Economist and Principal of Linneman Associates, the leading real estate economics

consulting firm, worked with us again this year to prepare the Global Outlook. Linneman Associates has added its expert

economic analysis and insights to the detailed local market information from NAI professionals worldwide to deliver the infor-

mation you need on commercial real estate costs and market conditions around the world. We are proud of our relationship

with Dr. Linneman and are pleased to be able to share his insights with you.

All of the market information in the 2012 Global Market Report is available online at www.naiglobal.com and major markets are

updated periodically throughout the year. For the latest in commercial real estate industry news and trends, Global Economic

Outlook briefings, market updates and much more, visit www.naiglobal.com.

Just as NAI Global provides you with in-depth knowledge and insight into markets around the world, our global managed net-

work can help you achieve your real estate objectives no matter how large or small, anywhere in the world. Our clients come

to us for our deep local knowledge, which leads to results that are tangible, measurable and visible on their bottom line.

We welcome the opportunity to serve you. If we may assist you with a current or future real estate requirement anywhere in

the world, please contact us at + 1 609 945 4000 or call your local NAI professional.

Sincerely,

Jeffrey M. Finn

President & Chief Executive Officer

® tel +1 609 945 4000
fax +1 609 945 4001
www.naiglobal.com

4 Independence Way
Suite 400
Princeton NJ 08540

Jeffrey M. Finn
President &
Chief Executive Officer

Build on the power of our network.TM Over 350 offices worldwide. www.naiglobal.com
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n a note from
n dr. Peter linneman

n about the
n Global market report

Once again, Linneman Associates is pleased to join 

NAI Global in the production of the 2012 Global Market

Report. For years, NAI Global has created this annual re-

port, the industry’s source for in-depth market-by-market

data, at a level of detail unavailable from other resources.

Since our two organizations forged a strategic alliance 

in 2003, we have provided NAI professionals and clients

with comprehensive market analyses, customized reports

and our perspective on macroeconomic indicators as they

pertain to real estate markets.

By combining NAI Global’s local market data with our real

estate economics expertise and proprietary projections,

we jointly provide the reader with unmatched insight into

the state of local, regional, national and international real

estate markets. Linneman Associates and NAI Global con-

tinue to jointly offer customized real estate market analyses

and reports. Enrich your business and investment efforts by

utilizing this combination of real estate expertise, including

the Linneman Associates and NAI market analyses and real

estate decision making tools. For more information, call

your local NAI office.

Dr. Peter Linneman, Chief Economist

NAI Global

Dr. Linneman holds both Masters and Doctorate degrees

in economics from the University of Chicago and is the

Principal of Linneman Associates. For over 25 years he

has provided strategic and financial advice to leading 

corporations. Dr. Linneman is the author of the leading

real estate finance textbook, Real Estate Finance and

Investments: Risks and Opportunities. His teaching and

research focus on real estate and investment strategies,

mergers and acquisitions and international markets. He

has published over 60 articles during his career. He is

widely recognized as one of the leading strategic thinkers

in the real estate industry.

The 2012 Global Market Report is a unique tool that reviews

and summarizes the real estate activities of the past year on

more than 200 property markets worldwide. As a reference

tool, it reviews values, economies, social factors and other

conditions that impact a market.

Each analysis was completed by the NAI Global Member 

representing the given market. These local professionals are

expert at reviewing their markets, identifying trends and re-

porting market activity. The NAI Global Member making the

analysis for each market is identified and may be contacted

for additional information. Most of the data in the Global Mar-

ket Report was collected during the fourth quarter of 2011. 

Rental rates for Class A and Class B office space, retail and

new construction are expressed in gross costs per unit area,

indicating the landlord pays all expenses, except for Europe,

where rental rates are reported as net. Industrial space rents

are quoted in terms of net rental rates, meaning the tenant

pays for most of the operating costs, such as utilities, mainte-

nance, repairs and cleaning. On all charts, N/A means the in-

formation was not applicable or not available at press time. 

For more information about this report, or to order your own

copy for $695, please call 609 945 4000. Additional research

reports and whitepapers are available at www.naiglobal.com.

Visit the NAI Global blog for real time commentary on industry

news and trends at blogs.naiglobal.com



Global Outlook

US Year in Review

As 2011 comes to a close, commercial real estate markets across
the United States are continuing to struggle as high unemployment,
deficit and debt crises in the United States and Europe, and political
gridlock in Washington have heightened concerns about the strength
of the economic recovery and created a highly uncertain business
environment. While there was positive momentum and strong leasing
activity in most markets for the first half of 2011, market fundamentals
stagnated in the second half as the uncertain economic climate
weighed on demand. Vacancy rates remain high but have declined
in many markets, though most of the improvement took place in the
first half of the year. Asking rents also remain low, though there have
been improvements in some markets.

Office occupiers are taking advantage of low rental rates to upgrade
to Class A office properties in central business districts. However, while
leasing activity has been strong, many organizations are consolidating
operations by embracing efficient space design and reducing their
office footprint, resulting in negative absorption. Vacancy rates for CBD
Class A office increased by 4% to 13.8% in 2011. National average
asking rents slipped from $32.51 in 2010 to $29.59 in 2011.

The proverbial flight to quality is also taking place in suburban office
markets, with the national vacancy rate for Class A suburban office
declining 2.6% to 16.6%, as tenants upgrade from Class B and C
properties. High vacancy rates continue to place downward pressure
on rents, with the national average asking rent declining by 6.4% to
$23.03.

Office markets will continue to be weighed down by slow economic
growth and uncertainty from the global financial crisis. Improvement
is unlikely until there is sustainable employment growth and a more
certain business climate. However, with record corporate profits and
limited new construction, market conditions will tighten rapidly with
economic growth, as many organizations will have to expand to
accommodate new employees. 

Retail markets improved slightly, though many retail centers continue
to cope with large big box vacancies. Many markets have had new
entries with local retailers taking advantage of low rents to backfill
vacancies left by national chains, especially in better locations. The
power center vacancy rate declined to 8.7%, a 6.5% decrease from
2011, while average asking rents declined by 5.1% to $17.58. The CBD
retail vacancy rate declined to 7.4%, a 10.1% decrease from 2010 with
CBD retail average asking rents declining by $6.77 to $33.02.

Industrial markets across the country are increasingly bifurcated, with
strong demand for well-located Class A industrial properties and little
demand for outmoded Class B and C properties. With limited new
construction, vacancy rates for bulk warehouse space stabilized at
10.6%, a modest 10 basis-point decrease from 2011. Bulk warehouse
rents weakened by $.041 to $4.14. However, much of the decline in
asking rents reflects the low rents of subpar Class B and C properties.

United States capital markets soared in 2011. According to Real
Capital Analytics, investment sales volume stood at $178.8 billion as
of November 2011, easily surpassing the $116 billion mark set in
2010. Cap rates continued to compress in virtually every market, with
national average cap rates for all property types below 8%. Strong
investment sales activity is likely to continue as historically low interest
rates and high investor demand is driving fierce competition for
assets, especially in core US markets.
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2006 2007 2008 2009 2010 2011

2006 2007 2008 2009 2010 2011

national average rental rates

national average Vacancy rates

national average rental rates

national average Vacancy rates

2006 2007 2008 2009 2010 2011
Office
Downtown-Class A $36.02 $41.93 $47.31 $37.11 $32.51 $29.59
Suburban-Class A $24.49 $25.87 $26.32 $25.48 $25.45 $23.83

Industrial
Bulk Warehouse $4.66 $4.66 $4.63 $4.60 $4.55 $4.14
Manufacturing $5.14 $5.57 $5.30 $4.89 $4.42 $4.41
Hi-Tech/R&D $9.87 $10.03 $11.11 $8.56 $8.43 $6.69

Retail
Downtown Retail $47.70 $48.09 $51.28 $39.90 $39.79 $33.02
Service Centers $20.56 $20.53 $18.55 $17.50 $16.48 $15.94
Power Centers $22.33 $22.54 $20.77 $19.15 $18.53 $17.58
Regional Malls $44.97 $46.26 $36.66 $32.27 $30.15 $26.07

Source: NAI Global

2006 2007 2008 2009 2010 2011
Office
Downtown-Class A 9.9% 9.6% 10.3% 13.8% 13.3% 13.8%
Suburban-Class A 13.2% 12.9% 13.0% 16.6% 17.1% 16.6%

Industrial
Bulk Warehouse 10.7% 9.1% 7.4% 10.9% 10.7% 10.6%
Manufacturing 8.7% 7.6% 7.8% 10.9% 10.9% 11.6%
Hi Tech/R&D 11.9% 11.4% 11.2% 12.3% 12.2% 10.6%

Retail
Downtown Retail 7.4% 6.6% 7.5% 8.9% 8.2% 7.4%
Service Centers 7.8% 7.2% 8.4% 11.7% 12.7% 11.1%
Power Centers 6.0% 5.3% 5.9% 9.9% 9.3% 8.7%
Regional Malls 5.4% 4.8% 5.6% 7.0% 6.5% 7.8%

Source: NAI Global



US Overview

The US is well over two years into the most anemic recovery in post-WW II history, and

the recovery continues to weaken. Everyone, including bearish forecasters, has been

shocked by the weakness of the recovery to date. After a burst of growth surrounding

the November 2010 elections, weakness returned as the fundamental collapse of stable

and predictable rules for the economy resumed. It became clear within a few months

after the November 2010 elections that politicians of both parties were more interested

in rhetoric than predictability. As government shutdowns and defaults were threatened

by leaders of both parties, unpredictability soared. Meanwhile, the Obama administration

issued new regulations and interventions in the belief that bureaucrats, not entrepreneurs,

create growth. 

Absent leadership in any branch of government, this malaise will continue. We recall that

20 to 25 years ago, many in the US wanted to become more like Japan; sadly, we have

succeeded and have the anemic economic growth to prove it. In the meantime, our growth

is largely dragged forward by population growth rather than entrepreneurial activity. 

There is some good news in the economy. Real GDP, though far below historic trends,

has risen to new heights and is growing about 1.5% annually. However, this means that

two thirds of economic growth is driven by population growth and only one third via

productivity growth. 

Total payroll employment peaked in January 2008 at nearly 138 million jobs, bottoming

two years later at 8.75 million fewer jobs. We have regained 2.3 million jobs through

October 2011, or only about 25% of the 8.8 million jobs lost during the recession. Only

the major MSAs of Texas have essentially regained all of their lost jobs, while most

markets have regained less than 20% of their job losses. As a result, most markets have

achieved only about one third of the job recovery anticipated by even pessimistic

forecasters. The job gains which have occurred have been primarily concentrated among

well educated, older adults. Meanwhile the recession continues largely unabated among

the young and poor educated.

After peaking in October 2009 at 10.1%, the US unemployment rate declined to 8.8%

in March 2011, but stood at 9% in October 2011 as population growth driven labor force

expansion surpassed job formation. The median unemployment duration stands at 20.8

weeks, a decline from the 25.5 week high in June 2010, but still significantly higher than

the 8.4 weeks seen in 2007-2008. The percent unemployed 27 weeks or more edged

down over the last quarter, and stood at 42.3 % in October 2011 — significantly higher

than the low of 17.3% in December 2007, but on par with the 45.8% high in June 2010.

At the same time, short-term (five weeks or less) unemployment spells account for 19.4%

of the unemployed, compared to 37% at the beginning of the recession. 

The “marginally attached” labor force stood at 2.6 million in October, about the same as

one year earlier. The Bureau of Labor Statistics defines the “marginally attached” as

individuals who are not part of the labor force, but wanted work and were available for

work, having looked for a job in the last 12 months, but not in the last four weeks. 

Due to the absence of a stable political environment, we have dramatically lowered our

forecasts to 1.6 million jobs in 2011, 1.8 million in 2012, and 2.9 million in 2013, well

below the 3-3.5 million a year which would otherwise occur. The estimate of 2.9 million
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jobs for 2013 assumes that we will see some degree of sanity return after the election. If

that does not occur, our estimate is just 2 million new jobs in 2013. Assuming political

sanity overtakes political vanity post-election, these estimates imply that by the end of

2013, total jobs will be on par with the level at the end of 2006 (before the peak), even

though the population will be larger by 20 million. These estimates also mean that the

unemployment rate at year-end 2013 will still be approximately 8.5%. Hence our mantra

remains: an employment recovery to uninspiring mediocrity.

Early cyclical growth has followed the money. The distinguishing factor of this recovery is

that job growth has been weak in most industry sectors and MSAs because unlike previous

cycles, this cycle saw widespread governmentally targeted capital allocations. Hence, most

of the private sector remained capital-starved far longer than normal, as limited capital was

allocated away from Main Street to Wall Street. Only as capital flows again to Main Street

will Main Street employment growth occur, though with a 6 12-month lag. 

With the official end of the recession recorded in June 2009, the US economy is already

in the third year of a seven year recovery. With the exception of home prices, all of the key

economic indicators are on the ascent from their respective low points, but are at multiple

standard deviations from historical norms. After nine consecutive quarters of positive

growth through the third quarter of 2011, real per capita GDP has regained 92% of what

was lost during the recession, but remains three standard deviations from the historical

trend. US total net wealth has regained 24.1% of what was lost during the recession, and

is 2.3 standard deviations from the historical trend. And despite low consumer sentiment

levels, retail sales are also making a comeback with a 66.2% rebound from the bottom.

At the corporate level, durable and non-durable industrial output levels are 65.2% and

35.2% of the way back to pre-recession levels, but are below trend by 1.2 and 2.3

standard deviations, respectively. Payroll employment has recovered 2.3 million jobs or

26% through October. The unemployment rate of 9% in October is stubbornly high,

though 110 bps below the peak. 

Of the metrics in figure [On the Road to Recovery], only real after-tax profits have surpassed

pre-recessionary levels, while home prices and single family construction starts are lagging

in the recovery. However, while profits are up 17.5% from the bottom, they are still 0.9
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On the Road to Recovery
% of Loss Std. Dev.

Pre-Recession Best Recessionary Worst Current* Recovered from Trend

Real Per Capita GDP (2011 $ billions) $15,245.5 $14,462.2 $15,183.5 92.1 -3.01

Real Retail Sales (2011 $ millions) $363,544.5 $310,706.7 $345,700.1 66.2 -1.67

Real Median Home Price Index 224.4 179.6 179.6 0.0 -2.84

Durable Industrial Output Index 102.2 75.6 92.9 65.2 -1.19

Non-Durable Industrial Output Index 100.6 85.6 90.9 35.2 -2.34

Real Per Capita HH Net Worth $237,462.6 $170,277.9 $186,466.7 24.1 -2.01

Payroll Employment (000s) 137,996.0 129,246.0 131,132.0 21.6 -2.41

Unemployment Rate 4.4 10.1 9.1 17.5 1.71

University of Michigan Consumer Sentiment 96.9 55.0 55.7 1.7 -1.93

Median Weeks Unemployed 7.5 25.5 21.8 20.6 2.51

Capacity Utilization 79.7 64.4 75.0 69.0 -0.16

SA Auto & Light Truck Sales - Thousands 1,427.1 777.1 1,017.0 36.9 -1.46

Median Sales Price/Disposable Income per Capita 7.8 5.5 5.9 17.5 -0.86

Profits after tax (Real 2011 $) billions $1,273.8 $780.6 $1,506.8 147.2 0.86

Percent of industries adding workers; 12-Month Moving Average 67.5 21.7 62.5 89.1 1.36

Multifamily Starts (SAAR 000s) 350.0 53.0 170.0 39.4 -0.29

Single Family Starts (SAAR 000s) 1,823.0 360.0 425.0 4.4 -2.94

Real Home Prices 2011 $ $265,498.6 $193,351.5 $204,191.2 15.0 -1.77

*Quarterly data through 2Q11; latest monthly through Sept 2011.



standard deviations from the norm. Multifamily starts are staging a comeback, while single

family construction is lagging, as much excess inventory still needs to be absorbed.

Even as the affordability of single family ownership is at an all time high due to the

combination of low home prices and astoundingly low mortgage rates, housing

production remains at record lows, a mere 40% of historic production rates. In fact, we

are experiencing the longest period of low housing production in post-war history. Even

as homebuilders have reduced their inventory of unsold home to all time lows, the

inventory of unsold homes remains high as the limited household formations created by

a weak job market slows the absorption of homes going through the agonizingly slow

foreclosure process. Absent a robust job market, first time buyers are unable to save

enough for the once again requisite 20% down payment.

A lack of confidence in the economy continues to plague our housing markets. This is

particularly true for the less educated and unskilled workers in our society. Historically,

the lowest-skilled workers are hit the hardest during recessions, and this cycle was no

different. Interestingly, the recovery to date has largely benefited the relatively skilled in

our society, leaving the unskilled to endure prolonged periods of unemployment.

Through Q3 2011, the National Association of Realtors Home Price Index declined by 4.7%

year-over-year and by 1.4% quarter-over-quarter. While the declines are not nearly as bad

as they were in 2009, it is clear that home prices have not yet garnered any momentum. 

From 1970 to 2010, the average annual number of single-family and multifamily home

starts was nearly 1.5 million and 355,000, respectively. In comparison, October 2011

run rates were just 430,000 for single-family and 183,000 for multifamily home starts. 

Household Formation

The US no longer has too much housing; it has too few households. On a cumulative

basis from 2004 through the end of 2007, the historical norm for household formations

held true. Namely, for every 2.28 people coming into the economy, a new household

was formed, with each new household consuming a housing unit. However, over the

course of the recession, the historical marginal household size of 2.28 people roughly

tripled to over 6.0. Therefore, households that we would have expected to form were

not created because of the lack of jobs.

We view the housing market as a problem of excess (relative to historic norms) vacant

units relative to pent-up households. We examined historical vacancy rates for both

single-family and multifamily and compared current vacancy rates to the respective 25-

year historical averages. The difference between the existing vacancy rates and the

historical norms determine whether the sector has an excess or shortage of vacant units. 

Why are households not forming? Quite simply, absent jobs, households do not form. In

Q3 2011, the US had an excess vacant inventory of approximately 1.2 million housing

units (634,000 rental + 535,000 owned units) versus 1.9 million unformed households.

Thus, if pent-up households were to form, a shortage of about 700,000 housing units

would exist, demonstrating the magnitude of pent-up demand.

Outlook

As jobs are created over the next three years, pent-up households will form, with almost
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55% (1.1 million) owning and 45% (865,000) renting. The rental proportion for the pent-

up households is relatively high, due to the relatively young age of pent-up households.

This is on top of the 3.95 million households that will form as the result of population

growth of 9 million over the next three years (based upon the historical marginal

household size of 2.28 people per household). Of these households, about two-thirds

(2.6 million households) will be single-family buyers and one third (1.3 million) will rent.

Hence, over the next three years, we anticipate 3.8 million new single family households

and 2.3 million renter households.

Based upon our statistical forecasts, we anticipate that about 1.8 million (~600,000 per

year) single-family and about 800,000 (~270,000 per year) multifamily home starts will

occur over the next three years. The net result will be that we burn through the excess

inventory, even if household formation rates remain muted. Low single-family inventory

levels will create strong upward pressure on home values, restoring some lost confidence

in homes as an investment. In fact, a crazy but true research result is that many people

use the past year’s home price increase to estimate future annual appreciation. This

means that as home prices stabilize, so too will the belief in long-term appreciation.

Office

In Q3 2011, the national office vacancy rate dropped to 14.6%, 50 and 90 bp decreases

from the previous quarter and year, respectively, according to NCREIF. However, this puts

US office vacancy above the “natural rate” of roughly 10%. Severe job losses have

resulted in increasing shadow or sublease space, along with tenant inducements. These

availabilities are expected to increase through 2011. 

The Linneman Real Estate Index (LREI), which compares the fundamental demand for

space with the supply of real estate capital, reversed course in Q3 2009, after a 12-

year run-up. The supply of real estate capital (the numerator) is proxied by the

aggregate flow of commercial real estate debt, while the demand for space (the

denominator) is proxied by nominal GDP. Excluding the net real estate equity flows

from the numerator slightly understates an oversupplied market and overstates an

undersupplied market. That is, this index tends to understate capital oversupply

situations. The index equaled 100 in 1982, when the supply of real estate capital was

roughly in balance with demand.

In Q2 2011 (latest available at print), the Linneman Real Estate Index (LREI) declined

to 145, from its Q1 level of 147. This was also a year-over-year decrease from 156 in

Q2 2010. The current LREI level indicates that the balance of commercial mortgage

debt in the market exceeds demand for the space financed by that debt by 45%. The

LREI indicates that commercial real estate debt is still significantly above historical

standards. Since 1985, CRE mortgage debt to GDP averaged 18%. Today it stands

at 21%. Depending on GDP growth assumptions, this 300-bp spread indicates that

the industry should deleverage by $300 to $500 billion.

We have long said that property markets are over-leveraged on a national level. The index

has been increasing steadily since 1997, when it stood at 91. At that time, the market

had a capital shortage and vacancies were declining steadily. Previously, we indicated

that the LREI would fall in the face of the current credit crisis. In fact, commercial debt

outstanding has fallen precipitously, but given the weak economy, corresponding GDP
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declined at a faster rate. As a result, the LREI continued to increase through Q2 2009,

but then finally reversed as GDP strengthened. We expect the LREI to continue to decline,

as the rebound in GDP growth outpaces commercial mortgage lending. Historically,

opportunistic investment periods have occurred while the LREI is declining. That is, when

deleveraging occurs in the industry, as in the early 1990s, well-capitalized investors can

benefit significantly. This is occurring now and will continue for another two to three years,

as the economy grows more quickly than commercial mortgage debt.

Industrial

According to NCREIF, the US industrial vacancy rate (primarily representing institutional-

quality properties) declined from 12.4% in Q1 2011 to 12.3% in Q2 2011. Industrial

construction peaked in early 2009 at a seasonally-adjusted annual rate of $81.6 billion,

but precipitously declined by 57% through January 2011. Activity reversed course, gaining

back 23% from the bottom and standing at about $43 billion as of September 2011.

Multifamily

The Census Bureau’s quarterly Housing Vacancy Survey indicates that the US multifamily

vacancy rate increased by 60 bps in Q3 2011 to 9.8%. This series has generally been

hovering around 10% since late 2003. For NCREIF’s more institutional properties,

vacancy rate decreased by 50 bps, from 5.5% in Q2 to 5.0% in Q3 2011. This

discrepancy in vacancy rates is due to the fact that the NCREIF properties are generally

of higher quality than the Census properties. Thus, better-quality properties are exhibiting

better fundamentals. The Census vacancy rate has been relatively flat during the

recession, but it increased 100 bps in Q2 and Q3 2009. In contrast, the NCREIF series

exhibited a sharp increase from early 2006, as unsold high-end condos were converted

to rental units. The decline starting in early 2009 indicated that the condo market

overhang began to subside.

Multifamily starts (5+ units) hit a low of 53,000 (annualized) in December 2010, but have

since increased to 183,000 as of October 2011. Despite improving conditions, this level

is in sharp contrast to the 20 and 40-year averages of 395,000 and 429,000 units,

respectively. This reflects the confluence of weak recessionary demand (due to doubling

up of households), an absence of construction financing, and a 9.8% Q3 2011 vacancy

rate based on Census data. We anticipate that multifamily starts will remain weak through

2011 and increase in 2012, as lower vacancy rates, increased effective rents, and low

cap rates spur development. The lack of construction has resulted in improved vacancy

rates, as it means that excess inventory is being absorbed. 

To a large degree, the sector’s vacancy rates still reflect the fact that as the economy

weakened, household formation rates plunged, as young people doubled up with family

or friends. In 2008-2011, household formations averaged 650,000 per annum, versus a

norm of 1.1 to 1.2 million. The result is a pent-up housing demand of roughly 1.9 million

households, of which 50% will flow into multifamily housing. In 2012, we expect about

1.3 million households to form, consisting of both pent-up demand and normal

population growth.

As consumer confidence rebounds and job formation resumes, these people will form

households, leading to a surge in housing demand. As a result, we are bullish on the

long-term investment prospects for multifamily housing. In addition, given the sector’s
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short-term leases, the multifamily sector will be able to best combat rising debt costs

should the economy experience a severe inflationary spike.

Through 2014, we expect aggregate demand growth to be about 850,000 units, with

no net increase in supply. Thus, the current excess vacancy of 634,000 multifamily units

will fall to a shortage of about one million units.

Retail

At 10.28%, NCREIF’s Q3 2011 retail vacancy rate increased from 10.1% in the second

quarter, and was 68 bps lower than the same period one year earlier. The vacancy rate

broke 6% in the second quarter of 2008, for the first time since 1999. 

The Conference Board Consumer Confidence Index stood at 39.8 in October 2011,

close to an all-time low. In the first quarter of the year, it climbed to 72, but has since lost

ground as the global economic uncertainty dominates the news. Real retail sales peaked

at $363 billion in November 2007, dropped to $311 billion in March 2009, and have since

regained lost ground, ending October 2011 at $352 billion (real 2011 $). Retail construction

has been declining steadily on a monthly annualized basis, and was recorded at just $26

billion as of September 2011, down from its October 2007 high of $65 billion. 

The International Council of Shopping Centers (ICSC) publishes the Weekly Leading

Indicator of Shopping Center Sales, which has shown modest improvement over the last

six months. Prior to the recession, the index peaked at 309 in July 2007, but declined to

a low of 293 in April 2011. It has subsequently risen by 1.9% to 299 as of September

2011. However, the ICSC-Goldman Sachs Weekly Chain Store Sales Index has been flat

for the first nine months of 2011. ICSC’s Shopping-Center Executive Barometer of Future

Business is a compilation of components including sales, customer traffic, occupancy

rates, rent spreads and capitalization rates, where a reading over 50% indicates a growth

sentiment. This index hit a low of 26.3% in December 2008, rose to 60.7% in May 2011,

and stood at 52.2% in August 2011.

Hotel

Smith Travel Research reports that the 12-month rolling average US hotel occupancy

rate declined from 1995-2002. Occupancy peaked again in June of 2006 at 63.7%, but

declined to 55% in late 2009 and stood at 59.6% through September 2011, still

historically low. The 12-month rolling average revenue per available room (RevPAR)

ceased its 5-year ascent, peaking in May 2008 at $66.20 and then falling to $60.07 as

of September 2011. STR also reported that the change in the nation’s supply of rooms

lagged the change in demand for those rooms on a 12-month rolling average basis. US

hotel markets have begun to strengthen slightly through Q3 2011.

Seniors Housing

Stabilized occupancy rates for the independent living segment increased 40 bps in Q3

2011 at 87.9%, while the average occupancy for majority assisted living properties

improved by just 10 bps in Q3 to 88.6%. The correlations between employment and IL

and AL occupancy rates between 2005 and Q2 2009 were 95% and 92%, respectively.

However, when the last nine quarters of data are included in the analysis, the correlations

decline significantly to 37% for IL and 59% for AL, primarily because even as jobs have
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been added, occupancies are increasing at a slower pace than job creation. As

employment grows and housing markets improve, we expect to see modest

improvements in the senior housing sector. The lower correlations are a sign that

improvements in the sector will lag job growth.

Canadian Overview 

The Canadian economy, led by exports and a strong commodity cycle, performed well

through 2011. Anchored by a stable banking sector, the Canadian economy out-performed

most other developed economies. GDP growth declined slightly from 2010 and is

expected to be about 2.1% for 2011. But the overall economy continues to face head

winds going forward. In particular, a weak US dollar has driven the Canadian dollar towards

parity, slowing Canada’s trade with its largest trading partner. And the faltering recovery in

the US will temper Canadian growth prospects for 2012, now forecast at 1.9 %. 

The Canadian economy has gained back all the jobs lost during 2008 and 2009, but the

unemployment rate remains stubbornly high at 7.1%, down 90 basis points from 8% at

the same time last year. There is modest employment growth forecast for 2012, but also

considerable slack in the economy. As we enter 2012, the supply-demand characteristics

of the real estate sector appear balanced in most markets and asset classes. Liquidity

has returned, as evidenced by REITs and other publicly traded real estate investors having

raised substantial amounts of equity capital in 2011. There is increased investment and

construction activity, which bodes well for a slow, but steady recovery continuing through

2012 and more robust growth in 2013.

The ownership of commercial real estate in Canada, especially the best located

properties, is concentrated among pension funds, REITs and large domestic corporate

investors. The best assets remain in relatively strong financial hands with conservative

leverage employed. With the Canadian dollar close to par with the US, there is increasing

interest by these investors in US real estate assets. In addition, these pools of capital are

looking to Europe and Asia to satisfy the demand for high quality real estate. 

Land prices firmed throughout 2011 in most markets across the country. Generally, cap

rates and interest rates remained stable through the year. Transaction volumes are

constrained only by lack of supply of good quality product. 

Western Region (British Columbia, Alberta, Saskatchewan and Manitoba). The western

region of the country possesses abundant natural resources and is performing well, driven

by resource exports. Overall the British Columbia economy is forecast to grow by 2.3%

in 2012. The Vancouver office market has a vacancy rate of 7%, but has little new product

coming online in 2012-2013. Positive absorption is resulting in increasing net rents. The

Victoria office market, which is heavily dependent on the provincial government, has seen

increasing vacancies as fiscal deficits are addressed. But a recovery is evident. 

Industrial real estate in Vancouver is stable, with an average vacancy rate of 4.5%,

unchanged from year-end 2010. In Victoria, industrial vacancy stands at about 2%, and

rents are stable due to a lack of new supply. Investment in commercial real estate in

British Columbia has been resilient, with cap rates of 6-7% in the major urban centers.

The Greater Vancouver investment market has normalized and is now characterized by

shortages in supply of good quality product.
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Alberta is home to Canada’s oil and gas industry, with Edmonton and Calgary serving

as the two main business centers. Edmonton, the provincial capital, benefits from its

proximity to the infrastructure related to tar-sands development. Meanwhile, Calgary is

home to most of Canada’s energy companies. Alberta’s recovery will continue to be

impaired by low natural gas prices which are projected to persist. Despite this, the

Alberta economy has rebounded and is forecast to grow by 3.9% in 2012. The overall

fundamentals of Alberta’s real estate market are solid and the prospects for 2012 look

promising, with tightening vacancy rates, upward pressure on rental rates and continued

positive absorption.

Saskatchewan and Manitoba are smaller, resource and agriculture based economies.

Saskatchewan is the provincial leader in economic growth as its GDP is forecast to grow

4.3% in 2012. The two largest cities are Regina and Saskatoon, with a combined

population over 500,000. The unemployment rate is below 5%, and as a result, industrial

market vacancies remain at an all-time low, while rental rates continue to hold up due to

limited new construction. Industrial land prices remain steady at $225,000 per acre. 

The Regina office market is experiencing positive absorption, and vacancy rates remain

extremely low at 2.0%, a 100-bp decrease from the same time last year. New office

product totaling 200,000 square feet is expected to come online in 2012. 

Finally, the Saskatchewan investment market remains strong with continued interest from

local investors. Cap rates remain between 7.5–8.0% for well-located, well-tenanted projects.

Eastern Canada (Ontario, Quebec and Atlantic provinces). Eastern Canada is the

country’s manufacturing base. Both the Ontario and Quebec economies are experiencing

higher than normal unemployment (at 7.6% and 7.3%, respectively). 

Toronto is Canada’s largest city and its financial and manufacturing center. The surrounding

area in southwest Ontario is home to Canada’s auto manufacturing sector. Greater Toronto

is a multi-cultural mega-city with 5.6 million residents and a broad economic base. 

The Toronto office market has been healthy and active, absorbing over 5 million square feet

of office product in 2011, compared to 3 million square feet in 2010. The vacancy rate in

downtown Toronto is 5.5%, a 200-bp year-over-year decline. Most suburban markets now

have high single-digit vacancy. More new office product is expected to come online in 2012. 

Toronto’s industrial market has not made a full recovery and shadow vacancy abounds.

There is little new supply coming to market, so we expect rental rates will firm up and

vacancy rates will decline in 2012. Current vacancy rate is about 6.5%.

Montreal has a diverse economy and a mature real estate sector. The greater Montreal

area accounts for more than 21% of the Canadian office market. This market remains

healthy with an office vacancy rate of 7.9%, a 140-bp decrease over the same time last

year. Similarly, the industrial vacancy rate of 7% is also expected to decline during the

coming year, as business confidence improves resulting in tenant expansions.

Like many centers of government, Ottawa remains a steady market even in these tough

economic times. The federal government has ongoing space needs and continues to

refurbish and redevelop its properties. 

Halifax is the capital city of Nova Scotia and the economic center for Canada’s Atlantic

provinces. The Halifax shipyard just received a $25 billion military contract, which will generate

thousands of jobs and anchor the economic development for the region for years to come.
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Overall, the Canadian economy is proving resilient in a challenging and volatile global

environment, making Canadian cities a attractive place to do business or invest in the

commercial real estate sector.

European Overview

The European economies, particularly those in the eurozone, continue to face unresolved

problems relating to the debt crisis and the imbalance between national economies. As

the year progressed, the eurozone stumbled from crisis to crisis: prospects of default by

the Greek government, ultimately resulting in the appointment of a coalition government;

quickly followed by the announced resignation of the Italian Prime Minister and a more

severe package of austerity measures. Concern continues with respect to the underlying

stability of the economies of Portugal, Italy, Ireland, Greece and Spain (PIIGS). Through

November, the latest ‘Grand Plan’ produced by the eurozone leaders has been criticized

by the US Treasury and the International Monetary Fund (IMF) and is inadequate to solve

the debt crisis. There is a widespread feeling that the politicians’ solutions are too little,

too late. The limited austerity measures introduced to date have led to civil unrest in

several European countries, and Europe’s politicians are nervous that the necessary

measures will not garner electoral support. The general uncertainty has led to significant

equity market volatility in Europe. There is continued speculation that the eurozone could

break up with the attendant chaos which would ensue.

Economic forecasting against this background is challenging at best. The Economist’s poll

of forecasters currently shows growth of 1.6% in the eurozone area for 2011, and 0.6%

for 2012. Growth in the two largest economies is expected to decline sharply in 2012

(Germany from 2.8% in 2011 to 1% in 2012, France from 1.6% to 0.8%) with the UK

effectively flat-lining (1% in 2011 to 1.3% in 2012). Inflation continues to increase (eurozone

2010: 1.9%; 2011: 2.6%; current UK figure: 5.2%) and unemployment has risen to 10%

across the eurozone. On a more positive note, the latest industrial production figures for

the eurozone show a year-over-year increase of 5.3% (August 2011). Interest rates remain

low, with the European repo rate of 1.25%. The UK base rate is 0.5%, but quantitative

easing is still deemed necessary by the UK, even after £200 billion has been ‘printed.’

The property investment markets in Europe, with few exceptions, reflect the macro

economic uncertainties. The damaging affect of inflation remains a concern across the

eurozone with many investors worried that, on average, property rents will be unable to

exceed inflation rates over the next five years. Generally, investors have sought security,

and activity has focused on prime properties (i.e. the best buildings in the best locations

with long-term leases to financially strong tenants). Such assets are in short supply while

the weight of money has led to pricing at boom levels. Europe’s secondary and tertiary

markets remain weak with low levels of activity. However, generally raising new equity

remains a concern and challenge for many investors. 

Investment activity across the continent has remained broadly flat in EMEA on a year-

on-year basis despite significant increases in Germany and Scandinavia. Yields have

been stable reflecting the strong German and Nordic volume combined with select UK

trophy acquisitions. Central and Eastern Europe has attracted yield-seeking investment.

The most popular targets for cross-border investment are London and Paris where prime

yields are 4% and 4.75%, respectively.
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Office

The sovereign debt crisis and the resultant uncertainty in the investment markets, coupled

with the sharp distinction between prime and secondary property, are reflected in

Europe’s office occupational markets. Not surprisingly, Europe’s office tenants are

reluctant to commit to new space at a time of such turbulence. Take-up in the first half

of 2011 was slightly (approximately 5%) lower than in the same period in 2010 and 10%

lower than in the second half of 2010. Those deals which have occurred were for higher

quality (well located, well specified) stock which, due to very restricted new development,

meaning that the quality and location of vacant space is increasingly secondary. 

Rents are generally either static or falling. London and Paris continue to be most popular

with investors due to strong tenant demand, low vacancy rates and high investment

liquidity. Outside of these key areas, demand in Germany, particularly in Hamburg and

Frankfurt, remained strong. Otherwise few European cities are seeing significant

development starts likely subduing the supply of new accommodation for the next two

to three years. The shortage of development finance will exacerbate this trend. Exceptions

to the rule include Moscow and Oslo, which have seen rental increases while rents in

Athens, Dublin and Madrid have continued to fall. Tenants are generally opting to

negotiate with existing landlords rather than incur the costs of moving. The continued

uncertainties overhanging the markets, coupled with fears of a double-dip recession, will

lead to expansion plans being put on hold until some clarity emerges.

Industrial

While leasing activity in the industrial market picked up during 2010, the overall European

take-up in the first quarter of 2011 was down 23% compared to the fourth quarter of

2010. Take-up improved as the year progressed though market conditions remain

challenging. The economic climate has led to markedly reduced development activity

which, in turn, is leading to a relative shortage of new or modern warehouse space across

Europe. Vacancy rates in Q1 2011 were generally lower. In those locations where vacancy

rates remain high, there is generally an oversupply of secondary property. Major

international developers remain cautious with few speculative starts, though development

activity has resumed in locations where a firm commitment from an occupier has been

secured. The trend for occupiers, developers and investors to focus their activities on

the established and more traditional distribution locations that have excellent connectivity

and good access to labor has continued. Despite the recession demand from retailers,

food retailers and internet business suppliers continue to dominate the market. 

Retail

The latest (July/August) retail sales figures from The Economist show retail sales in the

eurozone down 1% from the same period last year. There are some variations within this

average – e.g. Greece and Spain at -4.3% and -4.6%, respectively, but Norway at +3.6%.

While wage growth across the eurozone remained above the inflation rate in the first two

quarters, additional fiscal restraints are likely to adversely affect these markets in 2012.

Nevertheless, strong demand from international retailers has led to rental increases in

prime locations in London and major German cities. Rents in Paris have remained flat

while rents in Madrid continue to fall. While prime locations in London have performed

well, this is not true for the rest of the UK with a number of major household names going
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bankrupt. Large retailers continue to close significant numbers of stores nationwide due

to current and forecasted consumer sentiment. 

Asia Pacific Overview

Asia Pacific investment markets have not been immune to the global volatility, most

recently with the eurozone debt crisis. In the Asia Pacific region, Hong Kong, Singapore,

Japan, and Australia all saw transactions slow in Q3 2011, although China’s volume for

both commercial property and land continued to increase, but at a far slower pace.

There have been some major governmental interventions through tighter property

regulations over the last 12 months in places like Singapore, Hong Kong and China. These

regulations have primarily been directed to control spiraling residential values and reduce

speculation. Such policies include restrictions on the number of properties one family can

own in one city, larger down payment requirements, higher stamp duty (tax) on the seller

if the property is traded within three to five years of acquisition, as well as the introduction

of annual property taxes. As a result, there has been some cooling on the transactional

volumes of residential properties in all three markets. Anecdotally, there is some evidence

of residential prices beginning to drop in China and there have been several cases of early

buyers protesting developer price discounts to newer buyers. Hong Kong is beginning to

see some softening in residential values, albeit after the last two years of major rises in

value, and Singapore has been able to basically hold values to date. None of these

government regulations have been directed toward the commercial property sector, which

in markets like China, has residential developers moving into commercial development.

Aside from residential and commercial markets, key hotel markets in Asia have seen

excellent growth. Best performing markets in Asia, which are projected to achieve double

digit growth in RevPAR for 2011, include Singapore, Beijing and Hong Kong with

continued but slower growth in 2012.

Singapore has seen some of the highest levels of supply growth in the region with a lot more

in the pipeline. Beijing is forecasted to have the highest level of demand growth in 2011,

whereas Hong Kong is expected to finish the year with the highest level of ADR growth. The

ability to get debt financing for new hotel construction is becoming more difficult in China.

Office

As the eurozone sovereign debt crisis has evolved, rapid rental rate increases have

ceased in Singapore and Hong Kong and are now in a downward mode, with these

markets having clearly peaked. 

Tokyo, Kuala Lumpur, Seoul, Ho Chi Minh City and Taipei are at or approaching the

bottom of declining rent phases and will start to see higher rates. Jakarta, Manila,

Shanghai and Beijing have already seen healthy rental increases but are forecast to see

slower growth in 2012. 

Retail

There are early signs of rental growth in Singapore and Hong Kong. Tokyo, Jakarta and

Shanghai have reached the bottom and should start to see stronger, rising rents. Manila,
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Kuala Lumpur and Beijing retail rents have already seen reduced growth in recent

quarters, and we expect further slowing.

Industrial

Rental rates in Singapore and Hong Kong appear to have peaked, with a softening of rates

forecast for 2012. In contrast, Tokyo industrial rates are close to the bottom with some

increases anticipated over the coming quarters. Beijing and Shanghai have achieved some

good rental growth and will likely see growth projection scale back in the coming period.

Investment

While the Americas and Europe still have higher annual transaction volumes for

commercial property sales above US $10 million, there is a rising trend in commercial

property transaction volumes in Asia and a sleeping giant (land sale transactions) that is

not reflected in commercial building sales figures. 

The chart above displays transaction volumes in recent years. The high land transaction

volumes in Asia reflect the high cost of land in major, developed, urban centers in Asia as

well as the land sale activity to meet the urbanization of populations and the resulting huge

demand for new real estate developments in growing, developing countries like China.

In addition, Asia grabs 13 of the top 20 spots for the most active global property markets

in the last 12 months (as of November 2011).  

Major Trends in China

China now has the highest annual GDP growth rate of any major global economy (9.1%),

the largest foreign currency reserves in the world (US $3.2 trillion), the second largest

economy in the world (almost US $7 trillion), the largest standing military in the world

(2.25 million), the largest population in the world (almost 1.34 billion) and was the winner

of the most gold medals in the 2008 Olympics (51 gold medals). 

European financial ministers must now kowtow to China for Chinese financial support to

invest in the €1 trillion European Financial Stability Fund (EFSF) bond fund, needed to

rescue Greece and the eurozone. US Treasury Secretary Timothy Geithner traveled to

China to encourage the Chinese government to purchase US debt. It is difficult to miss

how dramatically the global economic cards have turned in favor of the Chinese in the

last few years.

The Chinese economy is predicted to grow 8.5% in 2012, the slowest growth rate in a

decade. The world’s second biggest economy is cooling as weakness in developed
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All Property Types - Globally

Market                                Volume (in $mil)       Cap Rate

NYC Metro                                39,679                    6.30%

London Metro                            34,479                    5.81%

Beijing                                        31,397                    

Shanghai                                   25,528                    

Tokyo                                         24,047                    5.54%

Singapore                                  22,642                    6.68%

Hong Kong                                22,555                    3.27%

DC Metro                                   19,404                    6.45%

Paris                                          18,388                    6.32%

Seoul                                         17,533                    6.68%

LA Metro                                    16,024                    6.29%

SF Metro                                    12,678                    6.42%

Wuhan                                       11,698                    

Chicago                                     11,291                    7.06%

Kunming                                    10,716                    

Tianjin                                        10,323                    

Suzhou                                      10,112                    

Dalian                                          9,272                    

Chongqing                                   9,244                    

Hangzhou                                    8,931 

Area Type Q1 2010 Q2 2010 Q3 2010 Q4 2010 Q1 2011 Q2 2011 Q3 2011

Asia Pac Commercial $  17,192,943,561 $  14,039,182,064 $  20,051,078,142 $  25,251,218,789 $ 21,503,391,516 $ 20,492,011,589 $ 18,388,955,819 

Land $  73,723,342,403 $  41,127,619,910 $  56,985,104,261 $  91,517,897,184 $ 82,438,288,775 $ 57,254,175,662 $ 74,415,868,629 

Europe Commercial $  27,064,359,069 $  27,054,246,831 $  25,839,117,962 $  42,661,539,095 $ 37,379,631,966 $ 35,722,913,615 $ 34,843,975,506 

Land $    2,107,758,023 $    2,061,090,749 $    2,264,360,265 $    3,017,932,542 $   1,801,765,383 $   1,945,274,100 $   2,350,726,612 

Americas Commercial $  11,986,348,608 $  17,283,088,673 $  23,856,108,169 $  39,425,246,472 $ 21,643,962,766 $ 37,944,154,803 $ 31,802,368,075 

Land $    1,177,306,212 $    1,378,077,610 $    1,587,973,681 $    2,157,422,220 $   1,846,346,110 $   1,852,157,503 $   1,931,185,948 

Source RCA

Source RCA



nations softens exports, the property market cools and smaller businesses experience a

credit squeeze. Unrest in the eurozone spells trouble for China, as Europe is now China’s

largest overseas export market. 

The Indian Subcontinent

The global economic turmoil has had a ripple effect on the Indian commercial property

market in the past year. The commercial office markets in India have shown mixed trends.

Overall, rental and capital values have been stagnant with a downward bias. Chennai

remains an exception, where office rents for Class A buildings have shown an upward

trend.

The employment market in India has picked up for the IT/ITeS sector, pharmaceuticals,

retail and hospitality sectors, whereas sectors such as real estate, infrastructure,

manufacturing, engineering etc. remain subdued for 2011–2012.

With inflation currently hovering above 12%, ever growing fuel prices and high lending

rates, the general sentiment for both real estate investors and corporations is negative.

Bank deposit rates were at an all time high of 10%+, discouraging real estate investors.

Office

The office market in Mumbai has witnessed oversupply. This, coupled with lower demand

from corporations across all sectors, has negatively impacted rental values. Rental values

have dipped in Andheri SBD by about 15-20% as compared to 2009-2010, while capital

values are stable. This has resulted in lower yields. In certain pockets, such as Goregaon

SBD and Thane SBD, both rental values and capital values have risen by about 10-15%.

The Pune office market remains active due to expansions by IT companies. Rental values

have remained stable, as have capital values, effectively offering stable yields for investors.

Pune remains one of the preferred options for IT companies due to the availability of a

good talent pool and improving infrastructure. In spite of fresh supply hitting the market,

there has been a drop in vacancy rates compared to year-end 2010.

Chennai has emerged as a preferred location for IT and manufacturing companies due

to its political stability, attractive rental values and availability of good infrastructure.

Chennai Class A rental values are the cheapest of all the major cities.

The Hyderabad market continues to see weak demand due to the ongoing political

turmoil, coupled with oversupply and the global economic uncertainty. Rental and capital

values have remained stagnant except for retail (both High Street and malls), where the

rental values have increased by about 10-15% year-over-year.

Kolkata has experienced weaker demand as its suburban office market inventory has

increased substantially, driving up vacancy levels and holding rental and capital values in

check. However, there has been significant speculative office space investment

transactions concluded in the past year. These investments have been done in the hope

that demand will surge with the passage of time and improved political stability. The state

policy initiatives promoting industry and investments are expected to be rolled out soon.

Chandigarh (Punjab) is witnessing strong demand from IT/BPO companies due to the
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robust telecom infrastructure and availability of skilled labor. Supply remains low in the

medium term due to the levies introduced by the state government on new

developments. This has led to an increase in rental rates, and has increased the capital

values by about 12-15%. Industrial rental rates in Chandigarh are increasing due to strong

demand from manufacturing and logistics companies.

The 2012 expectation across the aforementioned cities is that Class A rental rates will

remain muted, especially in Mumbai and Hyderabad, due to large inventory and relatively

weak demand. Class A rents in Pune and Chennai will rise marginally. Kolkata has no

real demand growth and only speculative buying. Kolkata office market rent values will

either remain stable or may drop slightly in the near to medium term.

Retail and Industrial

Since the beginning of 2011, the retail sector displayed stable to upward movement of

rents across the aforementioned cities, largely due to the limited supply of quality retail

spaces. The industrial sector exhibited an upward rental and capital value trend in

Chandigarh, Pune and Kolkata on the back of robust demand. In other cities, there is a

downward trend for 2012. The retail and industrial sectors are expected to have similar

trends in 2012 as they had in 2011. The exception will be for Chennai, where plant

announcements give a fillip to the sluggish demand pushing up the industrial land and

warehouse rents and capital values.

Australia and New Zealand

Australia. Economic uncertainty in Australia and New Zealand has negatively impacted

market confidence in the property sector. The office sector remains the strongest

performing commercial property sector along with hotels. Western Australia (WA) is

currently the best performing of the Australian office property markets in the country, with

New South Wales expected to also perform well. 

Pricing expectations for office properties have been scaled back in all states, with Victoria

and New South Wales maintaining the strongest outlook. Chinese investors continue to

be active buyers in the office sector.

With rental rates trending downward, landlord concessions are ubiquitous in all office

markets, except WA. The national vacancy rate fell slightly in September 2011 and will

continue to do so until market fundamentals come into balance. While job postings are

at a 12-month low, employment remains strong, particularly for white collar jobs. In the

retail sector, rents are falling and lease concessions are on the rise. Vacancy rates are

low, despite recent increases. Weak property fundamentals are expected to persist over

the next 12 months, particularly in NSW. 

The strong Australian dollar has negatively impacted the industrial and manufacturing

sector. One notable industrial sale in Sydney recently reflected a 22% price decline,

compared to what it traded for in mid-2007. Conditions in the industrial property market

are forecasted to bottom in 2011, with the greatest recovery expectations in WA and

Victoria. 
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New Zealand. Auckland continues to the be the strongest of the office markets, with

vacancy rates below 5% for prime space, limited new supply, and stable values.

Fundamentals are expected to weaken in Wellington, as new supply is nearing

completion in the face of limited demand. In contrast, plans to rebuild the Christchurch

CBD are progressing, with both investors and tenants are showing interest in the market. 

Conditions in the retail property market deteriorated in September, with economic

uncertainty causing consumers to scale back discretionary spending. Retail markets are

expected to be negative through much of 2012, before rising modestly in 2013. 

The industrial sector is experiencing similarly low vacancy rates in Auckland, sustained

by significant pre-leasing and build-to-suit projects. As a result, value expectations remain

stable for 2012. In Wellington, industrial property continues to be the best performing

asset class, supported by stronger than expected manufacturing output. 

Latin America and the Caribbean Overview

The region continued to grow and expand throughout 2011, despite the sluggish US

recovery and turmoil in the eurozone. The initial Latin American growth estimate for 2011

was about 5%. However, due to the US and the European economic problems, it was

adjusted down to 4.3% by mid-year. Even so, the region’s leaders all reported healthy

growth figures and real estate markets grew unabated.

At the outset of 2011, there was fear that strong growth in the region would lead to

economic overheating, increased inflation and subsequently higher real estate values.

Most likely due to the slow recovery in the US and economic “congestion” in Europe,

these fears did not materialize. In fact, even the precipitous climb in Brazilian real estate

values over the last three years slowed considerably. The region benefitted from a

significant increase in property investment by domestic funds, which had previously been

deploying capital overseas. 

Although the Latin American countries grew in 2011, growth in the Caribbean region was

mixed. Cuba, Anguila, Curaçao and the Cayman Islands experienced a strong tourism

recovery with close to double digit growth rates, while many other island countries

experienced zero or negative growth. The region failed to exceed an overall growth rate

of 2% due to declines in remittances and tourism. 

In South America and Mexico, real estate development saw a strong resurgence in all

sectors, while Central America witnessed moderate development. Panama, in particular,

has continued to experience strong construction activity even during the height of the

financial crisis. New construction in the Caribbean region was minimal in 2011, with the

exception of the Dominican Republic. During the 2009 financial crisis, the Dominican

Republic registered a growth rate of 3.5% and experienced significant development

activity in 2010, primarily in the residential sector.

Projections for the region in 2012 are optimistic, but tempered with latent concern for

the USA’s and Europe’s potential negative influence. Latin America is expected to

continue its healthy growth, while the Caribbean is expected to see a slow recovery. Both

demand and supply will increase further in 2012, with a landlord’s market in most of the
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region’s cities. Nevertheless, lease and sale rates for office and industrial product are not

expected to increase drastically. In Brazil, the growth trend has slowed significantly

compared to when office rates were climbing by 15-25% per annum in major cities. The

retail sector may see lease rates increase markedly for shopping malls and High Street

locations in major markets (Brazil, Mexico, Colombia and Peru), due to continued strong

consumer demand. 

Strong growth in real estate supply will continue to occur in the larger economies such

as Brazil, Chile, Peru, Panama, Mexico and Colombia. The smaller economies of Central

America, such as Costa Rica and Guatemala, will experience lower growth recoveries.

Growth in resort and hotel development will lag the other sectors. Greenfield development

in the industrial and office sectors will continue, due to the lack of Class A product

throughout the region (with the exception of Mexico). Class A office vacancy rates are

expected to remain below 5% in Buenos Aires, Bogota, Rio de Janeiro and Sao Paulo.

The notable exception to the regional vigor is Venezuela, which will continue to suffer

inflation above 25% with stifled economic growth. The challenge remains for governments

to provide adequate infrastructure to meet the ever-growing needs of industries and a

prospering population that has a growing appetite for cars. 

An interesting trend to note is the source of investment capital, since debt financing for

development has been largely unavailable. For the first time in the last 40 years (and

perhaps ever), a great deal of local capital was invested domestically instead of being

expatriated. In addition, a significant amount of capital that had been previously invested

in foreign markets was repatriated and directed to local development opportunities. This

tendency is expected to continue through the coming year. 

Argentina. In 2011, the economy showed healthy growth, which is expected to continue

in 2012. The Argentine peso weakened from 3 ARS to the dollar to about 4.9, helping

the country to maintain a strong export base. Global exports are expected to continue

to increase in 2012, primarily in the agricultural, textile and service sectors, while inflation

is expected to stay high, possibly hitting 20%.

There is a shortage of available Class A product in the office, industrial and retail sectors.

Office, industrial and downtown vacancy rates all stand at 3-4%, with demand outpacing

supply. Most industrial projects in the pipeline are build-to-suit, with lease rates expected

to increase to keep pace with inflation. The market will see an increase in speculative

construction over the next several years. 

The Bahamas. Both the tourism and banking industries, the two key economic drivers,

should see a stronger recovery in 2012, as US and European tourist travel to the islands

increases. Construction of new hotel, resort and residential projects remain slow, except

for the 1,000 acre, US $2 billion Baha Mar resort on New Providence Island. The

projected slow and steady 2012 recovery in the US will help the country’s tourism growth. 

Downtown retail and office market absorption is slow, but improving. Due to abundant

parking and better access, suburban markets continue to be the most desirable for new

construction and expansion. In 2011, robust demand kept vacancy rates low, stabilized

suburban retail rents and spurred rare build-to-suit opportunities. Demand for industrial

space and Class A office product in the suburban submarket is especially strong. Interest

in residential development and hotels is expected to rebound slightly, with several new

projects in the pipeline. 
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Brazil. Brazil has proven to be one of the world’s most active economies, experiencing

a growth rate of about 5% in 2011. The expectations of a continued economic boom

can be attributed to the country’s large offshore oil deposits, strong and growing domestic

consumption, Brazil’s hosting of the World Cup in 2014 and of the Olympics in 2016

(causing public investment in infrastructure projects), alternative energy sources (e.g.,

ethanol) and continued policy and bureaucratic reforms. In the short term, high business

loan rates and bureaucracy will limit the country’s growth, but risk perception among

international investors is declining. The Brazilian real continues to strengthen against the

US dollar, from its low of 2.16 in late 2008 to 1.75 in late 2011.

During 2011, the Brazilian real estate market grew at a faster pace than 2010. The

country remains an attractive target for Greenfield Class A office, retail and particularly

industrial development and speculative real estate acquisition. Lease rates for all product

types increased while cap rates hover between 9-11%.

Colombia. Colombia was finally granted free trade status with the US, which will further

benefit the economy. Several sectors including agriculture, retail, services and BPO will

gain the most. Over the last 15 years, the country has steadily grown and improved its

democratic credentials, and the peso has been relatively stable, with a government target

of about 1,800 COP to the dollar. 

Both real estate development and pricing were relatively strong in 2011, with demand

exceeding supply. International investment funds have yet to venture strongly into

Colombia, but the domestic capital sources are investing actively in Greenfield projects

and are fueling development growth. Given the lack of a transparent investment market

for existing product and a shortage of investment sales, cap rates are difficult to identify,

but are estimated to be 12% or greater.

Chile. Chile continues to serve as a benchmark for most emerging economies in the region

as the Chilean economy recorded another respectable year of growth. Inflation was stable,

while the 7% unemployment rate is among the lowest in Latin America. The recovering

prices for copper and other commodities, paired with an increase in global demand, helped

the Chilean economy prosper in 2011. Continued attempts to decrease dependence on

imports of natural gas, by developing hydroelectric projects in the Andes, has been hindered

by ecological challenges. Therefore, Chile is currently building its first LNG terminal to secure

a supply for existing and upcoming gas-fired thermal plants, and has engaged in the

construction of several new hydropower and coal-fired thermal plants. Chilean companies,

profiting from their strong domestic economy, have moved from the cautious international

expansion mode to an aggressive one. Their targets are primarily Peru, Colombia,

Argentina, and Brazil, with Costa Rica, Panama and the US also recently added to the list.

Demand for quality commercial real estate continued to be strong, with vacancies remaining

below 3%. Rental rates remained stable, with cap rates at about 8-10%.

Costa Rica. The market is now stable and almost fully recovered from the global financial

crisis. Demand is increasing and existing supply is being absorbed. Developments that

were on hold are now proceeding to construction. Real estate activity was strong during

2011 with resort, hotel, and second home sectors on the Pacific Coast still awaiting a

rebound. In the municipal area of San José, leasing and sale activity increased in the office

and industrial sectors, and rental rates were stable. The retail sector showed a stronger

recovery in demand, with upward pressure on shopping malls and High Street rents. 
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For 2012, absorption in the commercial sectors is expected to increase, with a stronger

uptake in retail. Rental rates are expected to be stable for the office and industrial sectors,

but should experience a slight increase in the retail sector as absorption increases. Along

the Pacific Coast, recovery and renewed investor interest should increase by mid-year

2012. Land prices are expected to remain weak as development activity remains very

low and some owners try to cash out. Cap rates are above 9% and project IRRs are

above 18%.

Dominican Republic. The Dominican Republic is the bright star among the sea of

struggling economies in the Caribbean. It achieved a growth rate of 3.7% in 2010, 4.7%

in 2011, and is expected to follow the trend in 2012. Real estate development in Santo

Domingo, the country’s capital, has been strong, particularly in the residential sector, with

numerous condominium towers now decorating the skyline. The retail and office sectors

have also witnessed strong activity. Two office towers will be completed in 2012, as well

as the Sambil Santo Domingo Shopping Center with 195,000 square meters of total retail

area. Tourism development, although largely with smaller projects, is continuing primarily

in Puerto Plata and other outlying cities. A major thoroughfare is currently under

construction to connect the Samana area with Santo Domingo by year-end 2012.

Mexico. Mexico continued to recover during 2011, achieving growth rates above 3.5%.

The Mexican peso to US dollar exchange rate increased throughout 2011 to about 13.5

pesos to the dollar at year-end 2011. The demand for maquiladora product continued

to increase in response to rising labor and transport costs from Asian operations. Asian

companies from Korea, Japan and China showed increased interest for installing

manufacturing operations in northern Mexico. 

As noted above, real estate activity was healthy across Mexico, with Mexico City faring

the best. The office and industrial sectors experienced strengthening positive absorption,

despite the negative news about the drug trafficking violence along the border. Leasing

and sales demand increased in almost all asset classes, especially retail. Lease rates in

Mexico City for all product types have been stable, in spite of some inflationary pressure,

and should be stable in 2012 as concern for a prolonged US recovery shapes landlord

sentiment. Sale prices across the country should also remain relatively stable, and cap

rates will likely remain at about 9% for quality product, with IRRs in the 15-20% range.

Panama. The strong growth cycle in Panama continued unabated in 2011, with a GDP

growth rate above 10%. Strong real estate development continued, primarily in the

residential, office and business hotel sectors. Absorption for all product types remained

very active with lease and sale prices for commercial properties relatively stable. For 2012,

the country’s growth rate is expected to achieve 8%. 

In the commercial real estate sector, both supply for the office and industrial markets will

expand, but the office sector inventory is expected to increase by 35% (about 300,000

square meters of Class A product). However, given the stability of the office rates during

2011 and landlords’ increasing confidence in the economy, we do not expect office lease

rates to decline during 2012. 

Peru. Peru enjoyed another strong year with a growth rate of 6.7%, after achieving 8.7%

in 2010. This occurred even with the election of a potentially worrisome left-wing

presidential candidate, who caused investors and companies to largely halt projects for

several months until they could determine the new president’s pragmatism (or lack
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thereof). Slowed real estate activity during Q2 2011 was quite strong overall, with rent

and sale prices increasing by about 8%. For 2012, rental and sale activity should remain

strong in all sectors, especially retail. Numerous retail projects are under construction

and will be available in 2012, with many already significantly pre-leased. In the Lima office

market, demand should remain active and vacancy rates are not expected to drop as

new office product is delivered. Due to the expansion of the city’s core, industrial

development is being pushed further out beyond the residential and commercial areas,

primarily to Huachipa in the East zone, Lurin and Chilca in South Lima; and Ventanilla in

West Lima.

Venezuela. 2011 proved to be a difficult year again for Venezuela as the Chavez

administration’s macro and microeconomic policies continued to chastise the domestic

companies and markets. Additionally, lower oil prices and falling production reduced the

government’s revenues, as the petroleum industry remains the most important and

profitable economic engine. 2012 will continue to be difficult with shortages expected in

many sectors, due to the administration’s nationalization of numerous companies and

its continued threats to strategic industries, such as food processing and agriculture.

Except for activity from political bedfellows such as Iran, China, Libya and Russia, there

is virtually no new foreign investment in Venezuela outside of the petroleum industry, as

the country’s administration and policy environment hamper recovery. 

Vacancy rates are still near zero in the office, industrial and retail sectors, and rental rates

are rising sharply due to high inflation rates and artificially low dollar-to-bolivar currency

exchange rates. Landlords determine sale and rental rates based on the US dollar.

Although investors and developers remain extremely cautious due to the lack of

transparency and political risks, there is some new development and investment in real

estate, particularly in retail. Firms operating in Venezuela cannot expatriate their earnings

at a realistic dollar value, and are therefore looking for an alternative way to protect the

value of their capital, which could bode well for commercial property markets.
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