The Advisory

RCL

Apartments Continue to Lead Commercial Property Market Recovery
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All property types in the U.S. continue to improve,
with occupancy and rents up in the first quarter of
2013.1 Despite concerns about increasing apartment
construction and an improving single-family market,
the apartment sector continues to lead the market
with both the highest occupancy gains and the highest
rental rate gains2 in the first quarter. With the national
vacancy rate at only 4.3%, rents are up in nearly all
markets. Employment growth is up by more than 2%
year-over-year in many of the energy markets and low
cost service markets (primarily in the south). Thus
occupancy is rising particularly fast in high-growth
markets such as Houston, Phoenix, Jacksonville,
and Las Vegas. New apartment supply is expected
to begin hitting the market in larger quantities in the
second half of the year.

The office sector continues to be fragmented. While
only New York and Washington, D.C. continue to
have vacancy rates below 10%, the D.C. market is
experiencing some weakening in occupancy rates.
Rents in New York, San Francisco, and San Jose
are improving quickly, and pricing reflects these
expectations. However, a few high-growth markets
with lower overall market occupancy rates are also
improving. Texas, in particular, is charging back, with
significant first quarter rent growth in Austin, Houston,
and even parts of the Dallas-Fort Worth area.

The industrial market is similarly fragmented, with
occupancy gains in about three-fourths of the markets.
Port markets such as the Inland Empire, which led
the market in both absorption and rent growth, are
particularly strong, although the Inland Empire is also
leading in new construction. While Texas was also a
strong performer, several local markets with limited
national or regional distribution access continue to
struggle.

' On a quarter-over-quarter (QoQ) and rolling four quarter basis.

2 Based on a rolling four quarter basis. Office Q0Q rental growth
was slightly higher at 0.7% in 1Q 2013 than apartment QoQ rental
growth of 0.5%.
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The retail sector—which continues to face increasing
internet sales—is improving, but continues to struggle,
with more local to regional tenants in neighborhood
and community centers lagging mall tenants.
Neighborhood incomes and supply restrictions
continue to be paramount considerations in the
performance of properties in this sector.

Article and Research prepared by Paige Mueller, Managing
Director.

RCLCO’s advisory groups provide market-driven, analytically
based, and financially sound solutions. RCLCO’s Institutional
Advisory Group produced this newsletter. Interested in
learning more about RCLCO'’s services? Please visit us at
www.rclco.com/institutional.



