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Office
Fourth quarter 2006 office market fun-
damentals for the Detroit area were 
stable, but weak compared to other of-
fice sectors in the nation. Vacancy fell 
only slightly, but this rate was the high-
est in the Midwest region. Meanwhile, 
absorption was low, although increas-
ing considerably from last quarter. The 
average rental rate was down slightly.

Office properties in the Detroit area are 
selling at a price of $123 per square 
foot, higher than the regional aver-
age of $111 per square foot, but lower 
than the national average of $167 per 
square foot.  

The average transaction-based capi-
talization rate for office properties in 
the Detroit area is 7.7 percent, slightly 
higher than the regional rate of 7.6 
percent, and 50 basis points higher 
than the national rate.

Demand for office space has been 
falling dramatically during the past 
few quarters, as many companies are 
leaving the Detroit area. However, 
the decline in the market seems to be 
leveling off slightly, as fundamentals 
remained fairly constant during fourth 
quarter 2006. Prices and capitalization 
rates should remain relatively constant 
in 2007, showing signs of downside risk 
within the Detroit office sector. 

Industrial
The fundamentals in the Detroit indus-
trial market were generally steady dur-
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ing fourth quarter 2006. Although the 
availability rate is up slightly from the 
previous quarter, rental rates rose as 
well. Net absorption improved greatly, 
but still remained negative.  

RERC’s transaction analysis indicates 
that the average selling price for in-
dustrial properties in the Detroit area 
is $57 per square foot, higher than the 
regional average of $49 per square 
foot, but lower than the national aver-
age of $83 per square foot.

The industrial market in the Detroit 
area has an average capitalization 
rate of 8.8 percent, considerably high-
er than either the regional or national 
averages of 7.8 percent and 7.4 per-
cent, respectively.

As home to the auto industry, the 
Detroit area has been a strong force 
in the industrial commercial real estate 
market. However, as the auto industry 
has weakened during the last couple 
years, many of the industrial companies 
supporting them have left the area, 
significantly reducing demand for 
industrial space. While this has pushed 
market fundamentals down, the decline 
seems to be leveling off slightly and 
entering a more stabilized state. Prices 
and capitalization rates should see little 
movement over the coming quarters.

Retail
The Detroit retail market fundamen-
tals increased slightly during fourth 
quarter 2006. Availability declined dur-
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ing the quarter, net absorption posted 
positive numbers, and average rental 
rates rose slightly.  

The average price of retail space in 
the Detroit area is $143 per square 
foot, higher than the regional aver-
age of $126 per square foot, but lower 
than the national average of $169 per 
square foot.

The average capitalization rate for the 
Detroit area retail sector is 7.5 per-
cent, higher than the regional rate of 
7.2 percent and the national rate of 
6.9 percent.

As many companies have left the Detroit 
area, so have the people that worked for 
them, causing the retail economy to slow. 
Although a slight increase in population 
is expected over the coming years, the 
unemployment rate is also expected to 
remain well above national levels. The 
Detroit area has a high average price 
and a high average capitalization rate 
compared to regional averages, a sign 
of higher investment risk in the market.  

Apartment
RERC’s transaction analysis indicates 
the average selling price for apart-
ment properties in the Detroit area is 
$46,438 per unit, lower than the Mid-
west regional average of $67,913 per 
unit, and significantly lower than the 
national rate of $107,833 per unit.

The average capitalization rate for the 
apartment sector of the Detroit area 
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Although the Detroit commercial real estate market took 
a big hit during the past year or so, the area seems to be 
moving toward stabilization. However, it appears prices 
will remain low and capitalization rates will remain 
high, even at equilibrium, as the weak economy puts 
investment risk is generally higher in this area than in 
some other parts of the nation.

Demographics & Economy

Population: 
2006 (est.): 4.6 million
2011 (proj.): 4.7 million

Unemployment Rate:
Detroit - 7.7%
Michigan - 6.9%
National - 4.5%
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National Transaction Breakdown (Jan. 1, 2006 - Dec. 31, 2006)
Office Industrial Retail Apartment Hotel Total

Volume (in millions)
<$2 million $2,307 $4,047 $4,070 $5,669 $220 $16,312

$2-5 milion $3,910 $5,701 $6,222 $5,910 $926 $22,668

>$5 million $155,131 $32,581 $50,896 $87,663 $33,689 $359,961

All $161,348 $42,328 $61,188 $99,242 $34,835 $398,942

Unit Price Averages
<$2 million $103 $68 $103 $92,566 $53,998 –

$2-5 milion $167 $96 $216 $128,810 $59,767 –

>$5 million $209 $104 $250 $126,410 $137,649 –

All $167 $83 $169 $107,833 $110,713 –

Median of all $137 $66 $123 $86,170 $82,776 –

Capitalization Rates (All)
Range 4.7 - 10.5 4.8 - 11 4.4 - 10.4 3.8 - 10.6 5.7 - 12.3 3.8 - 12.3

Average 7.2 7.4 6.9 6.3 8.7 7.3

Midwest Region Transaction Breakdown (Jan. 1, 2006 - Dec. 31, 2006)
Office Industrial Retail Apartment Hotel Total

Volume (in millions)
<$2 million $366 $734 $802 $793 $27 $2,721

$2-5 milion $511 $1,012 $1,071 $559 $173 $3,325

>$5 million $20,592 $3,963 $8,580 $5,780 $3,268 $42,183

All $21,449 $5,669 $10,417 $7,097 $3,463 $48,095

Unit Price Averages
<$2 million $72 $43 $80 $67,512 $26,791 –

$2-5 milion $125 $61 $196 $56,865 $38,901 –

>$5 million $146 $60 $199 $74,944 $106,884 –

All $111 $49 $126 $67,913 $77,324 –

Median of all $95 $41 $89 $53,063 $57,292 –

Capitalization Rates (All)
Range 5.3 - 10.5 5.3 - 11 5 - 9.5 4.1 - 10.6 6.3 - 12.3 4.1 - 12.3

Average 7.6 7.8 7.2 6.9 9.1 7.7

market is 7.1 percent, slightly higher 
than the regional rate of 6.9 percent, 
and much higher than the national 
rate of 6.3 percent.

As the area economy has faltered, 
there appears to be little-to-no demand 
for available rental units. Prices and 
capitalization rates will likely remain 
about where they are, with the possibility 
of a slight decrease in pricing and an 
increase in the capitalization rate.

Hotel
RERC’s transaction analysis indicates 
the average selling price for area hotel 
properties is $63,973 per unit, lower 
than the regional average of $77,324 
per unit, and significantly lower than 
the national average of $110,713 per 
unit.

Hotel properties in the Detroit area 
have an average capitalization rate 
of 9.3 percent, slightly higher than the 
regional and national rates of 9.1 per-
cent and 8.7 percent, respectively.

The Detroit area has historically been 
a weak market for hotel investment, 
but it has further worsened as the area 
economy has weakened. One would 
expect prices to continue to fall, and 
capitalization rates to push upward over 
the coming quarters.
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NCREIF Real Estate Index Returns - 4Q 2006
Office Industrial Retail Apartment Average

Total Returns: 

1-Year Rate -5.50% 0.10% 9.30% 1.70% 4.50%

3-Year Rate 4.00% 5.30% 17.40% 5.30% 10.00%

5-Year Rate 6.10% 6.80% 14.90% 3.70% 9.00%

10-Year Rate 9.20% 8.20% 10.50% - 8.70%

15-Year Rate 7.40% 6.90% 8.60% - 7.70%

Income Return

1-Year Rate 6.00% 8.70% 6.50% 6.40% 6.60%

3-Year Rate 7.10% 8.60% 7.30% 6.60% 7.20%

5-Year Rate 7.80% 9.00% 8.20% 6.70% 7.70%

10-Year Rate 9.20% 9.50% 8.10% - 8.20%

15-Year Rate 9.70% 9.40% 8.00% - 8.30%

Allocation

Office Industrial Retail Apartment Other

1-Year Average 16% 6% 54% 23% 2%

3-Year Average 17% 7% 48% 26% 2%

5-Year Average 18% 7% 46% 28% 1%

10-Year Average 17% 9% 50% 18% 6%

15-Year Average 16% 10% 53% 12% 9%

Sources: RERC and National Council of Real Estate Investment Fiduciaries

Detroit Transaction Breakdown (Jan. 1, 2006 - Dec. 31, 2006)
Office Industrial Retail Apartment Hotel Total

Volume
<$5 million $102 $122 $105 $50 $30 $409 

>$5 million $286 $217 $205 $527 $152 $1,386 

All $388 $338 $310 $577 $182 $1,795 

Unit Price Averages
<$5 million $110 $48 $143 $39,532 $40,516 -

>$5 million $155 $86 $142 $53,344 $81,566 -

All $123 $57 $143 $46,438 $63,973 -

Median of all $112 $52 $109 $45,839 $51,569 -

Capitalization rates (all)
Range 5.8 - 9.6 6.6 - 11 5.6 - 9.4 5.3 - 8.9 7 - 11.6 5.3 - 11.6

Average 7.7 8.8 7.5 7.1 9.3 8.1

Noteworthy Transactions
 

The 6,513-square-foot industrial property located at 13600 
Evergreen Road sold for $195,000, or $30 per square foot, 
below the average price of $48 per square foot for indus-
trial properties selling for less than $5 million.
The 6,000-square-foot office building located at 21500 
Grand River Ave. sold for slightly over $906,000, or $150 
per square foot, more than the average price of $110 per 
square foot for office space selling for under $5 million.
The 476-unit apartment complex located at 9531 Faust 
Ave. sold for $5 million, or $10,504 per unit – approxi-
mately one-fourth the average price of $53,344 per unit 
for apartment properties in the area selling for more than 
$5 million.
A 10-unit apartment building located at 2507 Buchanan 
St. sold for $160,000, or $16,000 per unit, half the average 
price of $39,532 per unit for properties selling for less than 
$5 million.
The 32-unit apartment property located at 2631 Central St. 
sold for $795,000, or $24,844 per unit, less than the aver-
age price for properties selling for less than $5 million.
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