
T he election of Donald Trump as the 
president of the United States has had 
a significant impact on moving the 

needle on investor sentiment. That sentiment 
is a mixed bag of favorable views related to 
the economy along with some uncertainty as 
to what’s ahead in the coming year for com-
mercial real estate.

Exclusive research results from the fourth 
quarter NREI / Marcus & Millichap Investor 
Sentiment Survey show that a majority of re-
spondents have a positive outlook on economic 
growth. Of the nearly 600 people surveyed 62 
percent expect job growth to be better in 2017 
than 2016. One third of respondents think the 
pace of growth will remain the same, while 
only 5 percent believe it could take a turn for 
the worse. That is a notable vote of confidence, 
given that the U.S. added about 2.2 million 
jobs in 2016 and is already at what is typically 
considered to be full employment with a na-
tional unemployment rate of 4.8 percent.

Confidence in the economy has moved 
noticeably higher in the wake of the presi-
dential election. And the optimism for job 
growth extends beyond 2017, with two thirds 
of respondents thinking job growth will con-
tinue to improve in 2018. The election also 
changed opinions about the likelihood of a 

recession. Respondents do not think the presi-
dential election results increase the odds for 
a recession over the next two years. In fact, 
42 percent believe it is now less likely, while 
40 percent see no change to the odds and 18 
percent consider a recession to be more likely.

At the same time, there is also a note of 
caution that is tempering the outlook for com-
mercial real estate. The Investor Sentiment 
Index declined to 153, which is still elevated 
compared to the last growth cycle prior to 
2007, but definitely reiterating a taper from 

the peak set in 2014. The index measures 
investors’ views on anticipated changes in 
property values and plans to increase or 
decrease their total real estate holdings in the 
coming year. The index did decline from 162 
in the third quarter survey and has continued 
to trend gradually lower [Figure 1, page 1]. 

Factors contributing to that decline in sen-
timent include the maturing stage of the real 
estate cycle, expectations that interest rates 
will continue to rise and short-term uncertainty 
in the wake of the presidential election. “The 

Election Fuels Shift in Investor Sentiment   
Confidence in economy moves higher, while caution overshadows 
expectations for commercial real estate.
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  Survey Methodology
NREI’s research unit and Marcus & Millichap emailed invitations to participate in this online survey to public and private investors and developers of commercial real estate. 
Recipients of the survey included Marcus & Millichap clients as well as a selection of NREI subscribers. The survey was conducted between December 2 and December 5, 
2016, with 578 completed surveys received. Survey respondents represent a broad cross-section of industry professionals, including private investors, developers, advisors, 
lenders and REIT executives, among others. The largest percentage of respondents are private investors at 44 percent. Respondents are invested in a variety of property 
types, with a majority (67 percent) invested in apartments. On average, respondents have $40.5 million invested in commercial and/or multifamily property.
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election had a profound effect on investors’ 
outlook. Investors remain optimistic about the 
economy and space demand, while they have 
become more cautious and they want to see 
how these changes come together before they 
make significant commitments,” says John 
Chang, first vice president of research services 
at Marcus & Millichap. “That resulted in a 
pullback in transaction activity, at least over 
the short term, and is reflected in the lower 
sentiment results,” says Chang.

Election boosts confidence  
in economy
The election may provide a boost at a critical 
time in what many consider to be a maturing 
phase of the real estate cycle. The majority of 
respondents (68 percent) believe that com-
mercial real estate values are approaching a 
cyclical peak, while 15 percent do not think 
they are near the peak and 17 percent are 
neutral in their opinion on values.

Nearly two thirds of respondents (65 
percent) expect Trump’s proposed policies to 
be supportive of real estate values and invest-
ment activity and help to prolong the current 
cycle over the next two years. Those who felt 
a Trump administration could be disruptive, 

cause volatility or result in meaningful price 
corrections remain in the minority at 16 per-
cent. Another 19 percent are neutral in their 
views on the potential impact of proposed 
policies under the new administration.

Specifically, respondents had the most 
favorable view on less regulation (67 percent), 
lower personal and corporate taxes (66 percent) 
and more infrastructure spending (49 percent). 
“These are very popular ideas, and ultimately, 
the question will be how these policies and 
ideas manifest once they are put in place,” says 
Chang. Views on policies that could be least 
favorable to the industry include increased 
trade protectionism at 64 percent and changes 
in how carried interest taxation is handled at 30 
percent [Figure 2, page 2].

The majority of respondents said the 
election has not influenced their real estate 
investment strategy. However, a slightly 
higher percentage reported a positive Trump 
bump, with 27 percent who said they are more 
likely to buy property versus 13 percent who 
said they are more likely to sell property due 
to the election results. In addition, 21 percent 
said they are more likely to refinance property 
due to the election results, likely reflecting the 
surge in interest rates. 

President Trump has been outspoken 
about his plans to increase infrastructure 
spending and encourage more private-public 
partnerships as part of that process. The focus 
on improving infrastructure along with a stron-
ger economy bodes well for more real estate 
development. More than half of respondents 
(56 percent) expect construction activity to 
rise over the next two years, while 22 percent 
do not think construction will rise and 21 per-
cent are unsure. One consideration, however, 
is that increased infrastructure spending and 
development could raise constructions costs 
for the commercial real estate sector.

Rising interest rates ahead
The election sparked immediate change, rang-
ing from new record highs on Wall Street to a 
jump in interest rates. The 10-year Treasury 
moved about 80 basis points higher in the 45 
days following the election. 

The rapid acceleration of the cost of 
capital has been a real issue for investors. 
They are reevaluating their investment strate-
gies in a rising interest rate environment and 
reassessing their underwriting, says William 
E. Hughes, senior vice president of Marcus & 
Millichap Capital Corp. “We have had very 
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FIGURE 2. TRUMP ADMINISTRATION POLICIES  
What proposed Trump administration policies to you find most/least favorable to the real estate industry: 

Less regulation

Lower personal and corporate taxes

More infrastructure spending

Change in carried interest taxation
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low interest rates for nearly seven years now. 
As we look forward, that upward pressure on 
interest rates could be substantial and that is 
going to change the dynamics of the market. 
It has already caused a disconnect between 
buyers and sellers and stalled some transac-
tions,” says Hughes.

Two out of three investors said that rising 
interest rates is the top concern over the next 
12 months, followed by unforeseen shocks to 
the economy at 47 percent and rising operat-
ing expenses at 36 percent [Figure 3, page 3]. 
Higher interest rates are a natural byproduct 
of a stronger economy. So it is no surprise 
that investors are bracing for change in 2017. 
Sentiment regarding looming rate hikes took 
a big jump from 77 percent of respondents 

who predicted an increase in the third quarter 
survey to an overwhelming majority of 95 
percent in the fourth quarter.

“We are seeing investors reevaluate their 
strategies as they grapple with increased inter-
est rates. But at the same time, they are trying 
to factor in a strengthening economy in 2017,” 
says Hughes. Two of the leading factors likely 
to drive the change in interest rates over the 
next 12 months include an expectation for 
higher inflation ahead at 56 percent and the 
general growth orientation of the Trump ad-
ministration at 55 percent.

It is also notable that investors are an-
ticipating bigger rate increases in the coming 
year compared to past surveys. Overall, 23 
percent expect interest rates to rise by 100 

basis points, 43 percent forecast a rate hike of 
between 50 and 99 basis points and 29 percent 
predict an increase of less than 50 basis points 
[Figure 4, page 4].

Industrial moves into the lead
Industrial has traditionally been a steady 
workhorse in the commercial real estate 
industry. But the sector has leaped to the fore-
front as a favored property type for investors. 
Industrial investors are bullish on performance 
and nearly half (51 percent) think it is a good 
time to buy more. Considering only the prop-
erties currently in their real estate portfolio, 69 
percent of investors anticipate that industrial 
property values will rise, followed by 60 per-
cent who expect apartment property values 

FIGURE 3. INDUSTRY CONCERNS
As a real estate owner/investor, what are your top concerns over the next 12 months?
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to rise and 47 percent who expect mixed-use 
values to rise [Figure 5, page 5]. Compared to 
other property types, respondents also believe 
that industrial will log the biggest increases in 
values in the coming year at 5.0 percent [Fig-
ure 6, page 5]. That is also a big jump from 
the third quarter, when respondents predicted 
a 3.3 percent annual growth rate.

Industrial’s star is rising in large part due 
to its role in supporting e-commerce in terms 
of distribution and fulfillment centers. That 
goes beyond the Amazon effect to include tra-
ditional retailers such as Target and Walmart 
and a host of others that are also embracing an 
e-commerce model and have a higher demand 
for industrial space. In addition, President 
Trump appears committed to strengthening 
U.S. manufacturing. “The industrial sec-
tor has been on a very positive trajectory in 
recent years,” says Alan L. Pontius, senior 
vice president, national director specialty 
divisions at Marcus & Millichap. Numerous 
factors contribute to this, but the emergence of 
e-commerce has been a critical element with 
companies exhibiting a preference for newer 
facilities with elevated clear heights and prox-
imity to large population centers, he adds.

Industrial vacancy rate reached 5.7 percent 
at year-end—the lowest level since 2000—
and Marcus & Millichap is forecasting that 
vacancies will decline further to 5.4 percent in 
2017. Industrial rents improved by 6.0 percent 
in 2016 and are expected to continue to climb 
at a strong pace of 5.7 percent in 2017.

Apartments remain a solid play
The apartment sector is heading into the 
seventh year of its growth cycle and the 
outlook remains positive. More than half of 
respondents (60 percent) expect apartment 
values to increase in the coming year with an 
average increase of 4.0 percent. Although that 
outlook has declined slightly, it remains at a 
healthy level relative to other property types. 
“Apartment development will reach 370,000 
units this year, but that is really catering to the 
upper tier of the market and is concentrated 
in specific markets and submarkets,” says 
John S. Sebree, first vice president, national 
director of the national multi housing group at 
Marcus & Millichap.

Marcus & Millichap is forecasting contin-
ued strong performance for apartments in 2017, 
although vacancies will tick slightly higher to 

4.1 percent and rent growth will slow to 3.8 
percent. “Investors remain positive about the 
supply and demand outlook,” says Sebree. 
“The real challenge is a disconnect on pricing as 
rising interest rates caused buyers to recalibrate 
their underwriting while sellers are still trying 
to push the upper bounds of the pricing range,” 
he adds. Nearly half of apartment investors (46 
percent) believe it is a better time to hold apart-
ments compared to 30 percent who think it is a 
good time to buy and 24 percent who prefer to 
sell [Figure 7, page 6].

Office continues slow and steady
Office has trailed in the recovery and investor 
sentiment on the sector is lagging even amid 
signs that fundamentals are improving. Office 
investors are less bullish on rising property 
values, with 36 percent expecting values to 
move higher compared to 42 percent who held 
that view in the third quarter survey. Nearly 
half of investors think that values will remain 
stable, while 15 percent predict a decline. In 
addition, the projected increase in values is 
minimal at less than 1 percent.

That sentiment contradicts data that points 
to a stronger performance. Since vacancies 

FIGURE 4. INTEREST RATES 
What are your expectations for interest rates over the next 12 months? 
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peaked at nearly 17 percent in 2010, the 
vacancy rate has been steadily improving. 
Marcus & Millichap is forecasting more 
steady gains ahead for 2017, with vacancies to 
decline another 20 basis points to 14.3 percent 
and annual rent growth at 3.5 percent. 

The disconnect in investor sentiment 
could be due to the fact that even though the 
economy is growing, companies are using 
space more efficiently and increasing density. 
During the last growth cycle in the early 2000s, 
there was an estimated 600 sq. ft. absorbed per 
office using job. In the current growth cycle, 
that ratio has dropped to 100 sq. ft. per office 
job, according to Marcus & Millichap.

Companies are not expanding footprints 
as quickly as they did in the past. Occupiers 
are still hesitant to commit to new growth 
in the post-recession environment. It also 
reflects changing workplace strategies and 
more mobile working. “Economic conditions 
appear to support more aggressive absorption 
than we are actually seeing on a national 
basis,” says Pontius. “While there are some 
markets with exceptional performance met-
rics, limited construction is providing a boost 
across the spectrum.”

Retail could offer  
opportunistic option
Retail is another sector that is seeing its posi-
tive performance overshadowed by negative 
headlines. The outlook for improving prop-
erty values dipped lower in the fourth quarter. 
Only about one third of respondents anticipate 
that retail values will move higher over the 
coming year. And the projected increase is a 
slight 0.6 percent. Nearly half of respondents 
(48 percent) believe values will hold firm, 
while 21 percent think that retail values could 
fall over the next 12 months.

The explosive growth of e-commerce 
and store closings from major retailers such 
as Macy’s and Sears are putting a damper on 
sentiment. “There is a perception in the mar-
ketplace that retail could be in trouble, and 
yet vacancies are the lowest they have been in 
16 years,” says Bill Rose, first vice president, 
national director of the national retail group 
and net leased properties group at Marcus & 
Millichap. Retail vacancies improved to 5.5 
percent in 2016 with annual rent growth of 3.3 
percent, and the 2017 forecast is for vacancies 
to reach 5.1 percent with rent growth of 2.4 
percent, according to Marcus & Millichap.

Despite performance data, more retail 
investors prefer to hold (45 percent), while 
respondents are split on whether it is a bet-
ter time to buy at 28 percent or sell at 27 
percent. For those tracking performance 
metrics rather than headlines, retail may be 
an opportunistic investment, notes Rose. 
Some segments of the retail market are still 
quite strong. “Over the last several years we 
have seen real strength in restaurants and 
service-oriented retailers filling in the retail 
space that had been occupied by general 
merchandise retailers,” says Rose. In addi-
tion, stronger economic growth ahead will 
have a positive impact on demand for retail 
space, he adds.

New supply weighs on hotels
Investor sentiment regarding the hotel sector 
was mixed. Respondent views on whether it 
is a good time to buy more hotel assets ticked 
slightly higher to 32 percent, while 40 per-
cent said it was better to hold and 28 percent 
think it is time to sell. Meanwhile, sentiment 
on the outlook for rising values continued to 
edge lower. Among those respondents who 
own hotels, 32 percent believe that values 

FIGURE 5. PROPERTY VALUES
Considering only the property currently in your real estate portfolio, do you 
expect the property values to increase, decrease or remain the same twelve 
months from now?  By what percentage?
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FIGURE 7. BUY/HOLD/SELL
In your view, is now the time to buy, hold or sell each of the following property types? 
Percentages reflect the opinions of  respondents invested in each property type
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will rise in the coming year compared to 40 
percent who held the same view in the third 
quarter survey. Nearly half (49 percent) pre-
dict that values will be neutral and 18 percent 
anticipate a decline. In addition, the expected 
increase of 1.4 percent is at its lowest level 
since 2009.

The decline in sentiment is partly due 
to increased development. “A significant 
construction pipeline has come to market, 
but that flow will begin to ease in 2018,” 
says Peter Nichols, vice president, national 
director of Marcus & Millichap’s National 
Hospitality Group. “At the same time, despite 
the significant additions, hotels have been 
outperforming for an extended period. So, 
the question from the investor’s standpoint is 
where is the upside and how do they create 
opportunity,” he says.

Hotels have enjoyed a long run of steady 
gains in key performance metrics such as occu-

pancy, revenue per available room (RevPAR) 
and average daily rate (ADR). RevPAR 
recently hit its 82nd consecutive month of 
year-over-year increases, according to data 
from STR. In 2016, RevPAR rose 3.2 percent 
to $81.19. Annual occupancy was marginally 
higher at 65.5 percent and ADR climbed 3.1 
percent to $123.97. 

Expectation gap slows CRE
The majority of respondents agree that com-
mercial real estate offers favorable returns 
compared to other investment classes and 
say that they have an abundance of capital 
ready to invest. Nearly two thirds of inves-
tors (67 percent)—the same level as in the 
third quarter—say they plan to increase their 
commercial real estate investment in the next 
12 months. An additional 27 percent expect 
investments to remain the same, while only 
6 percent intend to decrease their real estate 

holdings over the next year. Among respon-
dents who think their real estate investment 
portfolios will grow, an average 21 percent 
increase is predicted.

From a long-term perspective, inves-
tors continue to have a positive outlook on 
commercial real estate. At the same time, 
investors are wary of the unknowns looming 
on the near-term horizon, says Chang. What 
is business going to look like in a higher 
interest rate environment? What is in store 
from a tax perspective? How will Congress 
react to Trump’s proposed policies? “At this 
point, nobody really knows what’s around 
the next corner,” he says. “They believe the 
outlook is still good, but when it comes to 
making investment decisions, there’s more 
hesitation. Investors are tapping the brakes 
as they await more clarity on the many 
dimensions of change proposed by the new 
Trump Administration.” n


