
For the third consecutive year, the U.S. economy faces summer doldrums as a series of recurring issues quell 
economic growth and business optimism. Troubles rippling through Europe, election year fi scal politics, and an 
increasing number of weakening economic indicators converged to impede economic growth. European countries, 
crippled by high levels of bad debt and only marginal growth, have deepened the debt crisis and eroded demand for 
U.S. products. In addition, the U.S. faces a “fi scal cliff ” 
as numerous critical policies sunset early next year, add-
ing to the uncertainty inherent in a slow growth econ-
omy and election year. Payroll and Bush-era tax cuts, 
which reduced burdens on consumers and business, 
will expire early next year, potentially impairing growth 
rates. In addition, changes in spending policies will shear 
government consumption and expiring emergency un-
employment benefi ts could diminish disposable income 
for consumers, generating a drag on GDP. Although it 
is highly unlikely the current administration will permit 
this scenario to play out, the prospect of these changes 
overshadows business and consumer confi dence and 
have manifested in slower hiring, inventory building, 
and equipment and software spending.

Th e slower pace of growth aligns with expectations of nearly one year ago that anticipated a deceleration in U.S. 
productivity, as refl ected in  the 1.9 percent GDP growth of the fi rst quarter this year. Many GDP components re-
fl ect the adverse impact of slower global growth, but others highlight recovery in key areas of the domestic economy. 
Despite tepid GDP gains, corporate profi ts have advanced well beyond pre-recession levels and companies remain 
fl ush with cash, benefi ting from low leverage and access to low-cost capital. Consumer fundamentals remain in fl ux, 
weathering protracted slow job and income growth, but emerging from the recession with strengthened balance 
sheets, greater credit availability and benefi ting from low infl ation and declining energy prices. Retail sales still re-
fl ect solid performance, despite the emergence of a downward bias in monthly trends; however, the nascent recovery 
in the residential sector will lift consumer spending as home sales gain momentum. New and existing home sales 
now evince solid traction in sales volume and pricing, while permit issuance, especially for multifamily units, now 
approaches the highest levels in three years. 

• Declines in key metrics result in lower, slow-growth expectations. Given the slack in the economy, the Fed ex-
tended Operation Twist and continued to rollover short-term debt to longer-dated securities, with the goal of con-
taining mortgage rates and spurring corporate investment. Th e Leading Economic Index and current conditions in 
key indicators exhibit signifi cant stalling or outright declines, but forward-looking components appear optimistic.

• Th e Philadelphia Fed Manufacturing Survey showed a contraction in the new orders component, refl ect-
ing deteriorating sentiment in current conditions. Factory orders have declined in four of the last fi ve months; 
however, notably lower input continue to sustain healthy corporate profi ts. In addition, the number of employees 
component increased modestly, signaling the need for future hiring.  

• Sluggish income growth, stalling retail sales, and a lull in other retail segments point to a weaker spending 
trajectory. Total retail sales dipped in June, declining 0.5 percent, but refl ect 3.8 percent growth on an annualized 
basis. Auto sales continue to be a pillar of support, measuring 7.5 percent higher over the year. Th e recent easing in 
gas prices and a contraction in building materials sales accounted for the majority of June’s headline sales decline, 
although lower gas prices clearly benefi t consumers’ disposable income. Online retail sales represent a bright spot, 
posting annualized growth of 12.8 percent. 

U.S. Economic Expansion Once Again Mired in Uncertainty 
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* Employment through June; Leading Economic Index through May
Sources: Marcus & Millichap Research Services, BLS, The Conference Board
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• Private-sector employment growth mitigates public-sector job losses. June’s discouraging employment report 
noted a net addition of 80,000 jobs, refl ecting both the resumption of government job losses, totaling 4,000 and 
the addition of 84,000 private-sector jobs. Annualized job growth as of June rose 1.4 percent, totaling 1.8 million 
positions, although year-to-date employment is up 0.7 percent. Th e professional and business services, leisure and 
hospitality, and manufacturing sectors led June’s monthly employment gains. In perspective, although the U.S. re-
mains fi ve million jobs shy of the pre-recession peak, it has restored nearly 3.9 million positions to the labor market. 

Forecast: 

Th e Fed downgraded its near-term outlook for the U.S. 
economy in response to the disappointing pullback in 
business cycle indicators, loss of momentum in the labor 
markets, and perpetuation of the eurozone debt crisis. 
GDP will reach the low 2.0 percent range in 2012, while 
payrolls are forecast to expand by another 2.2 million 
jobs, reducing the unemployment rate to 8.0 percent. 
Employment growth may trend at sub-par levels until 
GDP moves beyond its historical average of 2.8 percent. 
Clarity from political elections and fi scal policy will help 
dissipate the current “wait and see” sentiment. 

• A still-vulnerable residential sector show signs of re-
covery. Sales of existing single-family homes returned to its long-term trend, approaching an annualized 4.6 million 
units in May, and resulting in a 21 percent decline in inventory to 6.6 months at the current sales pace. Th e median 
sale price increased by 7.9 percent to $179,190, lifted by a reduction in distress sales. In addition, new home sales 
rose an annualized 7.6 percent in May, along with a 5.6 percent increase in the median sales price to $234,500. 
Residential permits increased 49 and 10 percent for multi- and single-family units, respectively, as of April this year. 
Multifamily permits are forecast to comprise more than 40 percent of total permits in 2012 and 2013, a ratio well 
above trends of the past 25 years. 

• Consumer spending continuing to advance based on stabilized balance sheets and improved fi nancial 
health. Consumers have regained traction in their fi nances and exhibited a willingness to spend. Household debt 
service payments as a percentage of disposable income has fallen sharply from its 2008 peak to the current 11.25 
percent. In addition, credit card delinquency rates have fallen from their record highs of 2009 and consumer loans 
have declined to levels lower than the average rate of the last two decades. Private-sector wages rose 5.3 percent in 
2011, while personal consumption overall rose 4.7 percent. 

• U.S. banks will remain well-capitalized and profi table. Although downgrades to bank bonds and fi nancial 
regulatory reform loom on the horizon, banks will gradually expand their lending capacity, which will stimulate the 
residential and commercial real estate sectors. CMBS issuance increased to $4.7 billion in May, the highest monthly 
volume in 15 months, despite a high 9.1 percent delinquency rate.

• Modest economic growth off ering unique opportunities. Th e economy remains strong enough to generate a 
moderate recovery in property fundamentals but tepid enough to restrain infl ationary pressure and interest rates.  
Treasury rates remain so low that risk-averse investors have been able to maintain positive leverage even on core 
commercial real estate, allowing them to fulfi ll the requisite balance of safety against yield. 

* Through May
Sources: Marcus & Millichap Research Services, National Association of Realtors
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Retailers move into cautious expansion mode: focus 
on improved formats, renovation of existing stores, 
and modest new store additions. On the heels of 
3,700 announced store closings in 2011, retailers con-
tinue to pare underperforming stores while seizing op-
portunities to open new ones in well-established, pre-
ferred locations. Th e dollar store segment continues to 
perform strongly and retailers within that segment will 
pursue the most aggressive expansion strategies. How-
ever, weakness persists among the mid-price retailers, 
infl uenced by bifurcated spending patterns favoring 
both the discount and luxury ends of the spectrum, 
with less momentum in the mid-price category. Retail-
ers that emerged from the recession with stable balance 
sheets and inventories remain healthy, but those severely 
weakened remain in recovery mode. 

Retail sales growth moderating, but many components still posting healthy gains. Falling gasoline prices and 
declines in home building supply consumption contributed to a dip in June’s retail sales. Apparel stores, nonstore 
retailers and, particularly, automobiles remain strong contributors to annualized retail sales growth of 3.8 percent. 
Excluding motor vehicle and gasoline sales subtracts 30 basis points from June growth. Nonstore retailers remain 
a bright spot, measuring a 0.5 percent increase for the month and annualized 10.0 percent growth as of June, but 
other segments declined, including general merchandise, down 0.2 percent, and sporting goods stores, decreasing 
1.6 percent. 

Retail investments showing modest improvement; recovery still mixed by geography and property type. Net 
absorption in neighborhood and community shopping centers totaled 2.1 million square feet in the second quarter 
of 2012, compared with 572,000 square feet completed. Th is reduced the vacancy rate for these centers by 10 basis 
points over the quarter to 10.8 percent. Th e national vacancy rate for super-regional and regional malls trended 
positively for the third consecutive quarter, with vacancy moving down 10 basis points to 8.9 percent. Similar to 
shopping centers, superior performance remains skewed to fortress and best-in-class malls and highlights the pres-
sures faced by owners of older, less well-located malls beset by shuttered department stores and other “dark” big-box 
anchors. Th e longer an anchor space sits vacant heightens the likelihood of triggering co-tenancy clauses that allow 
tenants to pay a discounted rent to alleviate the adverse fi nancial impact incurred by the loss of an anchor. Land-
lords must increasingly search for alternative uses that remain complementary and benefi cial formats to the center. 
Improvement in the national vacancy rate remains insuffi  cient to generate enough traction for any notable rent 
increases, except in the best markets and product types. Nationally, average asking and eff ective rents for neighbor-
hood and community shopping centers have increased a modest 0.4 percent over the past 12 months to $19.04 and 
$16.55 per square foot, respectively. 

Competition heats up for well-located, vacated big-box spaces for alternative uses. Sears and Kmart shuttered 
nearly 65 million square feet of retail space in 2011. In addition, Borders, Linens ‘n Th ings and Circuit City each 
closed hundreds of well-located stores over the course of the recession, the majority of which was readily absorbed 
by other retail users. Th e two-level Borders spaces proved a little more problematic, but Whole Foods, Walgreens 
and Books a Million took several spaces and a few universities turned the locations into campus bookstores. Retail-
ers announced another 2,226 store closings in the fi rst quarter of 2012, representing a 23 percent increase in the 
number of store closings, but the amount of space that re-entered the market fell by 9.3 percent from one year ago 

Healthy Consumer Spending and Retail Sales 

Encourage Slow, Steady Expansion by Retailers
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* Change in sales from recessionary trough to May 2012 
Sources: Marcus & Millichap Research Services, BOC
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to about 24.1 million square feet. More than one-third of announced closings were home entertainment retailers, 
including Best Buy, Gamestop and Blockbusters. Gamestop, however, also announced 150 store openings and Best 
Buy plans a 20 percent decrease in store square footage achieved through store closings, downsizing or implementa-
tion of Best Buy Mobile, a new concept averaging just 
1,400 square feet.

Low interest rates and stabilizing property funda-
mentals drove more capital fl ows into retail proper-
ties and portfolios. U.S. commercial mortgage origina-
tions rose 36 percent in the fi rst quarter of 2012, led 
by increases in retail and multifamily loans, which ex-
panded by 109 and 45 percent, respectively. Total retail 
investment sales increased 89 percent in the fi rst quarter 
of 2012, totaling $12.5 billion. Portfolio transactions 
drove a 154 percent annualized increase in mall transac-
tions, which totaled $9.1 billion and represented nearly 
three-quarters of total sales volume. Shopping centers 
accounted for $3.4 billion, trending 12.9 percent high-
er. Investors paid an average price of $191 per square 
foot for a mall transaction, rising 5.7 percent on an an-
nualized basis, and 2.0 percent higher prices for shop-
ping centers at $149 per square foot. Average cap rates 
compressed 40 basis points to 7.1 percent over last year 
for mall properties and 20 basis points for shopping cen-
ters to 7.7 percent. Cap rates across all retail properties 
declined 30 basis points to 7.3 percent. Cap rates for 
both malls and shopping centers remain well below their 
2007 lows by 70 and 100 basis points, respectively. 

Forecast: 

Net absorption trending above completions, but 
expansion will be slow. Retail completions totaling a 
forecast 32 million square feet will be well below the projected demand of 77 million square feet. Downsized retail 
formats will constrain leasing activity, but limitations on new supply will support the occupancy gains suffi  cient 
to generate modest eff ective rent growth. Assuming the recovery maintains even minimal positive momentum, the 
national retail vacancy rate should dip by another 40 basis points to 9.2 percent by year end and drive eff ective rent 
growth of 1.2 percent to $16.12. 

Th e upswing in commercial real estate lending will open fi nancing opportunities for a broader spectrum of 
markets and product types. Mortgage originations for commercial real estate transactions are forecast to rise 17 
percent over 2011 to $230 billion. Already, commercial banks originated 104 percent more loans and increased the 
average transaction size back to 2007 and 2008 levels. Lending by life insurance companies increased by another 10 
percent, which is nearly double the volume for the same 2007 to 2008 period. Stabilizing economic and property 
fundamentals and a dearth of alternative investment options will continue to drive strong demand for commercial 
real estate investment and lending. Competition for top-quality investments and low yields will continue to push 
investors to secondary markets with solid growth prospects. 
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* Through 2Q
Sources: Marcus & Millichap Research Services, BOC, CoStar Group, Inc. 
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Net Absorption Retail Sales

Retail Absorption vs. Store-Based Retail Sales
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Retail Cap Rate Trends
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Th e information in this report is deemed to be reliable. Every eff ort was made to obtain accurate and complete information; however, no representation, warranty or guarantee, expressed or implied, may be made as to the accuracy or 
reliability of the information contained herein. Sources: Marcus & Millichap Research Services, CoStar Group, Inc., DataQuick, Deutsche Bank, Economy.com, Federal Reserve, MBAA, NAR, Real Capital Analytics (RCA), Reis, U.S. 
Census Bureau.
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Retail Market Vital Signs

2Q 2011 to 2Q 2012 Change in Retail Vacancy

 2Q Y-O-Y
Metro 2012 Chg. (bps)

Tampa 8.6% -120

Fort Lauderdale 10.0% -110

Phoenix 11.4% -100

Kansas City 9.9% -90

Austin 8.5% -80

Las Vegas 11.5% -60

Miami 6.8% -60

San Diego 4.6% -60

San Francisco 3.2% -60

San Jose 5.9% -60

U.S. Metro Average 9.7% -30 

Sources: Marcus & Millichap Research Services, Reis

 2Q Y-O-Y
Metro 2012 Chg. (bps)

Portland 7.6% 20

Chicago 11.4% 30

New Jersey 8.2% 30

Jacksonville 11.5% 40

Louisville 9.0% 40

New Haven 7.6% 50

New York 8.4% 50

San Antonio 9.7% 50

Orange County 7.2% 70

St. Louis 10.7% 90

U.S. Metro Average 9.7% -30

Top Markets by Change in Vacancy Bottom Markets by Change in Vacancy

* Forecast
Sources: Marcus & Millichap Research Services, BLS

U.S. Employment Trends
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Long-Term U.S. Retail Sales Growth
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Retail Supply and Vacancy Trends

Completions Vacancy
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Retail Property Sales Trends
Average Price/Sq. Ft. Average Cap Rate
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