
Investor enthusiasm was not thwarted 
by negative economic headlines that in-
clude two months of disappointing job 

growth numbers in the United States, finan-
cial woes in Spain and news that Europe has 
sunk back into a recession. “Those results 
confirm the fact that property owners are 
seeing evidence of another recession emerg-
ing here in the United States. The recovery 
is sustainable but still below trend,” says 
Hessam Nadji, a senior vice president and 
managing director at Marcus & Millichap in 
Calabasas, Calif.

The fact that the Investor Sentiment 
Index held relatively steady confirms that 
the surge in investor confidence that oc-
curred in the first quarter was no fluke. 
The index declined to 152 in fourth quarter 
in the wake of the U.S. credit downgrade 
and resurgence of the European debt crisis. 
However, confidence rebounded in the first 
quarter to 166—the highest level since the 
survey began in 2004. 

Further evidence that confidence re-
mains steadfast is that investors’ plans to 
acquire additional real estate in the com-
ing year did not waver. More than half of 
respondents (59 percent) plan to increase 
their commercial real estate investments in 
the next 12 months—the same result as the 
first-quarter survey. “Values are near bot-
tom and that is the time to invest in any 
market,” writes one respondent. 

Investors are stepping up their buying. 
U.S. commercial and multifamily real estate 
sales reached $58.4 billion in first quarter―
a 46 percent increase over the $40 billion 
in transactions that occurred in first quarter 
2011, according to Marcus & Millichap. 

Investor sentiment 
withstands latest headwinds
Low job growth, recession in Europe  
barely dampen buyer appetites.
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  Survey Methodology
In the second quarter 2012, National Real Estate Investor’s research unit and Marcus & Millichap e-mailed invitations to participate in an online survey to public 
and private investors and developers of commercial real estate. Recipients of the survey included Marcus & Millichap clients as well as subscribers of NREI and 
Retail Traffic selected from commercial real estate investor, pension fund, and developer business subscribers who provided their e-mail addresses. The majority 
of respondents are private investors (36%), developers (14%) and private partnerships (16%) with an average of $42.7 million invested in commercial real estate. 
REITs and institutional investors represent 6% of all respondents. The survey yielded 526 valid responses.

INvEsToR CoNfIdENCE Holds sTEady
Investor confidence in the commercial real estate recovery has not been shaken by the 
latest jolt of economic uncertainty.

Investors’ views of commercial real estate barely budged in the second quarter, 
according to results from the NREI/Marcus & Millichap Investor Sentiment Survey. The 
Investor Sentiment Index, which measures investor views on key fundamentals such as 
rising property values and plans to increase holdings, dipped just 2 points from 166 in 
first quarter to 164 in second quarter [Figure 1]. 
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Greater access to capital and histori-
cally low interest rates are helping to fuel 
that activity. Fifty-eight percent of re-
spondents believe that access to more 
financing sources is somewhat or much 
more widely available than six months 
ago. One in four respondents sees no 
change and only 6 percent believe that 
capital is less available today. Ten percent 
of respondents either had not attempted to 
borrow money in the last six months or 
had no answer. In addition, nearly half of 
investors (49 percent) said they have an 
“abundance” of capital ready to invest.

Respondents have faith in the U.S. 
commercial real estate recovery. Slightly 
more than half of the respondents (53 per-
cent) agree that occupancies have bottomed 
out, while 52 percent believe that values 
have bottomed out [Figure 2]. That being 
said, the outlook for each property type still 
varies widely depending on the individual 
sector. “People on the ground are seeing 
improvement. But, with the exception of 
apartments, every other sector continues to 
be in a very gradual recovery,” says Nadji.

Is optimism for apartments cooling?
Apartments jumped out early as the clear 
leader in the commercial real estate recov-

ery, and the sector continues to represent the 
preferred investment choice. The majority 
(60 percent) of respondents believe now is 
the time to buy more apartments [Figure 3].

It is no wonder that apartments remain 
the front runner. Multifamily continues to 
outperform every other property type in 
terms of occupancies, absorption and rent 
growth. However, sentiment regarding 
the outlook for apartment property values 
recorded a moderate drop in the second 
quarter. Among respondents who already 
own apartments, 68 percent expect apart-
ment values to increase in the coming year. 
That is down compared to the 72 percent 
who held the same view in the first quarter. 
“Multifamily fundamentals remain positive, 
particularly in core markets. I am worried, 
however, that prices and rents have become 
too inflated in some core markets, namely 
Washington, D.C.,” wrote one respondent.

Signs of a potential pullback in senti-
ment could be a reflection of how quickly 
the apartment sector has rebounded com-
pounded by fears about slower job growth. 
“Multifamily fundamentals remain strong 
and are still improving, particularly in 
core markets. Vacancies are already back 
to pre-recession levels and rents are al-
most back to pre-recession levels,” notes 

Nadji. Marcus & Millichap is forecasting 
that vacancies will improve to 4.4 percent 
by year-end and effective rents will rise 
4.8 percent this year to $1,027. 

Investor sentiment related to retail 
properties remained stable―despite valid 
concerns regarding the economy, consumer  
spending and additional store closings [See 
Retail Investment Sidebar]. 

Buyers bullish on hotels
Hotels saw an increase in investor con-
fidence in the second quarter. Among 
respondents who own hotels, 55 percent 
believe now is the time to buy more. That 
is more bullish than first-quarter results 
when 49 percent said that now was the 
time to buy more hotels. Thirty-nine per-
cent said now is the time to hold and 6 
percent think now is the time to sell. 

Even though the hotel sector continues 
to see a number of distressed sales and re-
structuring of debt on properties, the worst 
is definitely over for many hotel owners. 
“In an economy that is growing gradually, 
we should see fundamentals and RevPar 
grow gradually,” says Nadji. “So, I think 
the recovery occurring in hotels is sustain-
able, and that the worst is over.” 

The U.S. hotel industry is posting year-
over-year increases in all three key perfor-
mance metrics, occupancies, average daily 
rate (ADR) and revenue per available room 
(RevPar). During the week of April 29 
through May 5, for example, occupancies 
rose 5.1 percent to 63.2 percent, ADR in-
creased 5.2 percent to $107.18 and RevPar 
jumped 10.5 percent to $67.70, according 
to STR Global.

Such industry data explains why re-
spondents are more optimistic that property 
values will rise in the coming year. Sixty 
percent of respondents expect values to in-
crease over the next 12 months compared 
to 51 percent who held that view in the first 
quarter. Thirty-five percent expect values to 
remain the same, while only 4 percent an-
ticipate a decline in values. Another 1 per-
cent did not answer. The average increase 
expected is 5 percent.

Industrial moving with GDP growth
Industrial owners are slightly more posi-
tive about the outlook for this sector. More 
than half (53 percent) said now is the time 
to buy more, compared to 36 percent who 
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fIguRE 2. INdusTRy vIEws of THE CoMMERCIal REal EsTaTE RECovERy
To what extent do you agree or disagree with the following statements?

Base: all respondents to the 2Q 2012 (526) survey.

Commercial real estate offers favorable 
returns relative to other investment classes

We have an abundance  
of capital ready to invest

I believe commercial property  
values have bottomed out

I believe commercial property  
occupancies have bottomed out

This is a good time to invest  
in public REIT stocks

It would be better to invest in the stock  
market given the recent correction
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think now is the time to hold and 8 per-
cent believe now is the time to sell. Three 
percent did not answer. That response is 
slightly more positive than the 49 percent 
of first-quarter respondents who thought it 
was ideal to buy at that time.

Positive GDP growth has helped to 
boost demand for industrial space, especial-
ly among warehouse/distribution facilities. 
The U.S. economy is expected to post posi-
tive growth between 2.0 and 2.5 percent this 
year. “Those numbers have slowed some, 
but are still comfortably in the positive ter-
ritory,” says Alan Pontius, senior vice presi-
dent and managing director at Marcus & 
Millichap Real Estate Investment Services. 
Retail sales is another important indicator 
for the movement of goods, and retail sales 
have fared well. Although retail sales came 
in below expectations in April, retail and 
food services sales for first quarter posted 
a year-over-year gain in same-store sales of 
6.4 percent, according to data from the U.S. 
Department of Commerce. 

That demand for space coupled with 
minimal new construction is helping va-
cancies improve. The national industrial 
vacancy rate of 11.8 percent is expected to 
drop to 11 percent by year-end, according 
to Marcus & Millichap. Concessions are 
continuing to disappear, and effective rents 

are forecast to grow 2 percent this year to 
average $4.50 per sq. ft. 

 
Office continues to lag
Office has clearly been the laggard in the 
commercial real estate recovery, and inves-
tors have been consistent in their lackluster 
views of this sector. Office is trailing on the 
investor sentiment index with a rating of 
123. Although that is an improvement over 
the 110 mark recorded in fourth quarter, it 
is well behind apartments at 164, hotels at 
156, industrial at 144 and retail at 139.

It is notable that slumping employment 
numbers did not drag investor confidence 
lower. After posting job growth of 254,000 
per month during December, January and 
February, job growth dipped to 120,000 in 
March and 115,000 in April. The sentiment 
among the 37 percent respondents who al-
ready own office properties is that now is the 
time to buy more, which is a 6 percent drop 
compared to first-quarter results. Forty-five 
percent of investors believe it is better to 
hold, while 13 percent think it is time to sell. 
Five percent did not answer. 

Office vacancy rates have been very 
slow to improve. The current office va-
cancy rate is hovering at about 17.2 percent 
and is expected to drop to about 16.6 per-
cent by year-end, according to Marcus & 

Millichap. “Uncertainty, impact of excess 
space and cost cutting among corporate us-
ers is showing up in the weak absorption 
numbers for office,” says Pontius. “How-
ever, we are very close to a turning point, 
because much of the excess space has been 
burned off. Going forward, I think there 
will be a tighter correlation between job 
gains and space consumption.”

About half of office investors (49 per-
cent) expect no change in values in the 
coming year, while nearly one-third (36 
percent) are optimistic that values will rise 
and 13 percent expect a further decline in 
values. Two percent did not answer. The 
average increase in values expected is 
1.6  percent, which is down slightly from 
the first-quarter survey when respondents 
thought values would rise 2.1 percent over 
the next year.

Recovery on track
The second-quarter survey results set an-
other important benchmark that the current 
recovery is sustainable. Investors remain 
very confident in real estate as an invest-
ment class. Almost three out of four respon-
dents (74 percent) believe that commercial 
real estate continues to offer favorable re-
turns relative to other investment classes, 
which is slightly higher than the 70 percent 
who held a similar view in the first quarter. 
In fact, only 6 percent of respondents said 
that it would be better to invest in the stock 
market given the recent correction. 

That being said, buyers remain cau-
tious in their investment strategies due to 
the many challenges that could impede the 
recovery. Top concerns have changed little 
over the last year. The state of the U.S. 
economy at 85 percent remains the top con-
cern of commercial real estate investors, 
followed by the potential for higher taxes at 
53 percent, high unemployment rate at 51 
percent, and political uncertainty and grid-
lock in Washington at 51percent. 

“The economy is anchored by uncertain-
ty and caution because of the macro issues 
and that is holding back a much stronger or-
ganic expansion,” says Nadji. GDP growth 
of 2.5 to 3 percent per year is achievable, and 
it will be enough to keep the commercial real 
estate market on a sustainable path toward 
recovery. “It may not be a robust pace, but it 
is a good, steady pace all the same.” n
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fIguRE 3. INvEsToR PERCEPTIoN of PRoPERTy TyPEs
In your view, is now the time to buy, hold or sell each of the following property types?

Only respondents invested in the property type are included in the column for that property type.

Apartment

Hotel

Industrial

Mixed-use

Office

Retail

Undeveloped Land

0% 20% 40% 60% 80% 100%
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15% 25% 60%

8%3% 36% 53%

7%5% 44% 44%

13%5% 45% 37%

10%3% 37% 50%

6% 39% 55%

12%1% 42% 45%
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Retail investors are treading cautiously 
in the midst of a slow recovery that remains 
laden with pitfalls.

The NREI/Marcus & Millichap In-
vestor Sentiment Survey reveals that 
worries about the retail recovery remain 
paramount. Respondents rated another 
economic shock or recession as their top 
concern at 47 percent, followed by more 
store closures at 40 percent. The grow-
ing competition from online retailers (37 
percent) and negative impact from frugal 
consumers (36 percent) both rank as for-
midable concerns for investors.

Part of that pessimism relates to an-
nounced closures and further downsizing 
from major retailers such as Best Buy, Sears 
and Kmart. Some respondents also cited 
concerns about additional closings coming 
from smaller “mom-and-pop” stores. In ad-
dition, investors are wary of how the up-
coming presidential election will influence 
the broader economy. At the same time, re-
tail real estate has been recovering sooner 
than expected with positive net absorption 
for nine consecutive quarters, according to 
Marcus & Millichap.

Online retailing is a significant concern 
that isn’t going away even in a stronger 
economic climate. “The reconfiguration 
of brick-and-mortar retail in any area that 
is even remotely competitive with online 
sales is here to stay,” says Bill Rose, na-
tional director of Marcus & Millichap’s 
National Retail Group. Best Buy is a great 
case study. By all arguments, the electron-
ics retailer should have done very well after 
Circuit City went out of business. Instead, 
competition from online outlets such as 
Amazon.com has rained havoc on Best 
Buy, which is now shuttering stores and 
downsizing its store footprints.

Despite those concerns, investors’ views 

on adding to their retail portfolios changed 
little in second quarter. Half of retail inves-
tors believe now is a good time to buy more. 
Although that number may seem high given 
the potential obstacles, buyers have a clear 
preference for lower-risk investments.

About half of respondents (55 percent) 
said that core, stable community/neighbor-
hood centers represent the best opportuni-
ties for a five-year hold. Although there 
is some interest, investors do not have a 
strong appetite for value-add retail right 
now. Twenty-four percent would consider 
newer but distressed shopping centers in 
the suburbs and one in five investors said 

that they would consider older, tired com-
munity/neighborhood centers that can be 
renovated or re-tenanted and/or would 
consider newer, but distressed shopping 
centers in the suburbs. [Figure 4]. 

“The concerns about the economy and 
store closures feed into the flight to quality 
investment strategy,” says Rose. “But the 
numbers do reflect a continuation of pretty 
respectable improvement in retail funda-
mentals. Retail vacancies are dropping grad-
ually and sales volume jumped 42 percent so 
far this year. Low interest rates, bottoming 
prices and improving fundamentals should 
drive more sales this year,” says Rose. n

Retail buyers still opt for safety
Risk tolerance to expand in search of yield.

fIguRE 4. INvEsToRs favoR CoRE, sTablE sHoPPINg CENTERs
What are the best sub-sectors of retail to invest in at this time for a five-year hold?

Base: all respondents to the 2Q 2012 (526) survey.

Core, stable community/ 
neighborhood centers

Newer, but distressed,  
shopping centers in suburbs

Older, tired community/neighborhood  
centers that can be renovated/re-tenanted

Unanchored strip centers  
in high density areas

Quality, newer  
lifestyle centers

Quality, newer 
power centers

Old malls that  
can be renovated

 Quality,  
newer malls
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