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PART ONE

Macro Economic View



ECONOMIC CONDITIONS 
– MACRO VIEW

• Understanding the current 

and potential economic 

conditions is necessary to 

fully appreciate how 

commercial real estate may 

be impacted. 

• Canary in the coal mine



ECONOMIC CONDITIONS 
LOTS OF HEAD WINDS

FUNDAMENTAL IMPACT ON REAL ESTATE



CURRENT STATE OF 
AFFAIRS EVENTS

War in Middle 
East

High Interest 
Rates

Consumer 
Credit Cards 
Maxed Out

Unemployment 
increasing

Sticky Inflation
U of M 

Consumer 
Sentiment Low



RECESSION WARNING

Mixed Bag of Opinions

• Reuters revises outlook to no recession

• Morgan Stanley mild recession late 2024 

• Kiplinger delays recession forecast to mid 2024

• Goldman – changes out look to very mild recession



INFLATION PROVES STICKY

Energy 
Costs

Food 
Costs

Shelter 
Costs

Necessities

• Inflation continues into fall months 2024

• Starting to normalize and approach target levels



HOUSING MARKET – MIXED OUTLOOK

High mortgage rates – 7.15%

60% have mortgage under 4%

Low inventory

Michigan market performing 
well



HALF THE COUNTRY IN HOUSING CORRECTION





HOUSE PRICE DECLINE BUT 
MOST MARKETS ARE STABLE

• Supply is still limited

• Owner’s marooned in existing homes

• Longer days on the market

• More price drops

• Sales below list price in many markets

• Mortgage Applications lowest in 30 yrs

• National Market is slumping

• Local Detroit Market is stable



AND THE GOOD NEWS?

STOCK MARKET 
PERFORMING WELL

RETURNS OF 5% IN 
LOW-RISK 

INSTRUMENTS 

TSA/TRAVELER NUMBER 
UP  

• Consumer 

consumption 

remains healthy

• Election Year 

Stability?



ECONOMIC 
CONDITIONS –
TAKEAWAYS

• Economy is changing – signs of slowing

• Fed Reserve  - Aggressive interest rate policy continues

• Housing market correction taking place already in some States

• Inflation may have peaked but may be stubborn and persistent

• Recessionary warning/probability

• Interest Rate are worrisome (higher for longer?)

• Unemployment ticking up

• Bright spots in the economy despite bad news



PART TWO

Commercial Lending Environment



CRE LENDING 
ENVIRONMENT









FED PIVOT – THAT HAS NOT  YET HAPPENED

• Last 12 months there has been an 

expectation of Fed lowering rates

• Six rates cuts, down to 3 rate cuts 

down to no rate cuts?

• We are in a higher interest rate 

environment for a while

• Market is resigned to current rate 

environment











EXPECTATIONS 
FOR DEAL 
FLOW 2024

Loan Originations from 
Regional Banks will be slower 
than 2021-2023 era

Construction loans are 
challenging due to risk in 
cost/prices, interest rate 
environment and risk from 
floating to perm

The new high in mortgage rates 
may stick around for a while; 
harder to do deals in the 7.5% 
range



PART THREE

Property Sector Performance





APARTMENT SNAP-SHOT METRO 
DETROIT

Market Rent 
Average 
$1,195 up 
since 2019

1
Market 
Vacancy 
average 6.8% 
stable

2
Market Sale 
Price/unit 
$94,800 and 
decreasing

3
Market Cap 
Rate 6.75% 
has been 
increasing

4





APARTMENT SECTOR





INDUSTRIAL SECTOR



INDUSTRIAL SNAP-SHOT METRO 
DETROIT

Market Rent 
Average $8.24/SF 
up from $7.65/SF 
one year ago

1
Market Vacancy 
average 3.3% has 
trended 
downward

2
Market Sale 
Price/SF $80/SF 
and increasing

3
Market Cap Rate 
8.0% has been 
stable

4



Industrial Comparison

Fall 2020 Covid Period Fall 2023

Rent $7.25 $8.14

Vacancy 5.00% 3.30%

Sale Price 63 72

Cap Rate 8.75% 7.80%



INDUSTRIAL SECTOR (CONT.)



SURPRISING INDUSTRIAL 
TRENDS
SALE PRICE TRENDS

Vacancy Levels at all time lows:

• Washtenaw Co.  4.2%

• Macomb Co.   2.0%

• Oakland Co.   3.5%

• Wayne Co.   3.9%

• Detroit   6.3%



INDUSTRIAL CHALLENGES
• Cost to construct is expensive

• Typically exceeding $125/SF

• Value often falls short of cost to 

build unless strong leases in place

• A result of material and labor costs 

increasing faster than values



Survey of Industrial Brokers:

Active leasing market

Active sale / leaseback market

Rental rates and sale prices have increased

Cap rates continue to be compressing but stabilizing





RETAIL SNAP-SHOT METRO DETROIT

Market Rent 
Average 
$22.13/SF up 
from $20.70/SF 
one year ago

1
Market Vacancy 
average 5.2% 
stable

2
Market Sale 
Price/SF $138/SF 
down from 
$148/SF one year 
ago

3
Market Cap Rate 
7.4% has been 
increasing

4





BRICKS AND MORTAR

• Contrary to popular belief, Bricks and Mortar is not dead

• B & M stores grew faster than e-commerce for the first time ever in the past 12 months

• Physical stores 18.5% vs e-commerce 14.2%

• Historically, e-commerce has grown at roughly 13% annually except during 2020 Covid year where it 

grew 31%





OFFICE SECTOR



OFFICE SNAP-SHOT METRO DETROIT

Market Rent 
Average 
$20.75/SF stable 
since 2019

1
Market Vacancy 
average 26% 
increased since 
2019 at 14%

2
Market Sale 
Price/SF $107/SF 
decreasing -7% 

Y-over-Y

3
Market Cap 
Rate 9.2% 
increasing over 
prior periods

4



VACANCY TREND INCREASING
REMOTE WORK STILL IMPACTING



YEAR OVER YEAR COMPARISON

• Time Period: 2021 – 2022 

• Avg Office Selling Price:  $121/SF

• Number of Transactions:  574

• Sales Volume: $948M

• Time Period: Trailing 12 Months 

• Avg Office Selling Price:  $107/SF

• Number of Transactions:  401

• Sales Volume: $497M





LEASE SPACE GIVE BACK AT RENEWAL 

Trends 
showing 20% 

to 30% 
reduction in 
lease space 

upon renewal







OFFICE 
TAKEAWAYS

• Macro concerns – WFH impacting lease renewals

• May take years to play out as leases are long term

• Supply could flood the market 

• Micro level – Metro Detroit office market is stable

• Lots of transactions

• Prices have declined slightly



BEST 
PERFORMING 
ASSETS CLASS

• Medical property

• Distribution and warehousing

• Dollar Stores

• Self-storage

• Class A Apartments

• Lower Tier Restaurants

• Grocery

• Health Care

• Big Box – Target, Walmart, Costco, etc.



CONCLUSION

Macro Economics: suggest dark clouds and high-pressure 

brewing

Micro Economics: hard data at the local level suggest 

commercial real estate market is performing reasonably 

well, or stable in most case

How will the second half of 2024 shape up:

??????



CAP RATES

Why such a mystery?



DEFINITION

It’s a rate of return that an investment property generates….

Its based on its annual income relative to its value or purchase price

The cap rate is the standard used in investment real estate practice to understand pricing 

and gauge expectations of returns

The cap rate is also used compare real estate investments



CAP RATE 
SHOULD 
REFLECT

• Risk of ownership

• Location

• Property type

• Overall Condition

• Cash flow sustainability

• Neighborhood 10 years from now

• Maintenance necessary during new 

ownership





BASIC FORMULA



APPLYING THE FORMULA

We know the following:

• Leased for $120,000 annually

• Landlord expenses are $20,000

• Market Cap rates averaging 7%

• Net Income    $100,000

• Cap Rate    7%

• Value        $1,425,000



APPLYING THE FORMULA

We know the following:

• Leased for $120,000 annually

• Landlord expenses are $20,000

• Just sold for $1,425,000

• Net Income   $100,000

• Sale Price   $1,425,000 

  

• Cap Rate           7%        



WHERE DO CAP RATES COME FORM 

• Market Evidence • Survey and National Reports





NOT ALL PROPERTIES HAVE A 
CAP RATE



INCOME 
PRODUCING 
PROPERTIES DO 
HAVE CAP RATES



CAP RATE RELATIVE TO 
VALUE



CAP RATE 
RELATIVE TO 
VALUE



DO WE WANT HIGH 
OR LOW CAP RATE 
RATE?

DEPENDS ON THE PERSPECTIVE 
(BUYER VS SELLER)

The lower the cap rate – the higher the property value

The higher the cap rate the lower the property value



ARE CAP RATES TRENDING UP?

• Increasing cap rates mean lower 

property values

• Rising interest rates force cap rates 

up eventually

• Increased market risk and  

uncertainty drive cap rates up 

eventually 

Net Income Generated $100,000

Diveded by the rate:

Cap Rate of 5% $2,000,000

Cap Rate of 6% $1,666,667

Cap Rate of 7% $1,428,571



Q & A
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