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Forecast:  
After Residential Market Bottoms Out, 

Commercial Construction Will Continue To Fall

The single-family construction 
market will hit bottom in 2009,  

but the multifamily and commercial 
markets will continue to head down, 
according to a panel of 13 economists 
who watch the construction market  
for the Greater Phoenix Blue Chip 
Economic Forecast.

Single-family permits are expected to 
decline another third this year from the 
12,500 units of single-family housing 
permitted in 2008, according to the 
panel. In 2010, however, the panel 
anticipates an increase of more than  
50 percent. If so, the level of permits in 
2010 still will be very low by historic 
standards (some 80 percent below the 
2005 peak), but at least the market 
would be moving in the right direction. 

The balance of the construction  
market is a different, darker story. 

Forecasters calculate that multifamily 
activity will slow significantly in both 
2009 and 2010. Indeed, permits could 

be down more than 50 percent this  
year, and vacancies may remain in 
double digits in both 2009 and 2010. 
Absorption should be positive in both 
years, but only modestly so this year. 

The problems anticipated in first 
quarter for commercial real estate have 
begun, and conditions are expected to 
deteriorate further in both 2009 and 
2010. Office construction in 2009 is 
forecasted to drop below three million 
square feet, and office vacancy rates 
may hover near the mid-twenties in 
both 2009 and 2010. Construction in 
2010 is projected to be less than a 
million square feet. Absorption in  
both years is likely to be negative in 
response to substantial job losses and 
conditions in the economy as a whole. 
The net result is vacancy rates in the 23 
percent range in both 2009 and 2010. 

Forecasters think retail will experience 
similar down conditions. Retail 
construction is expected to decline 
dramatically from 6.3 million square 

feet last year to approximately 3.8 
million this year and 1.5 million next 
year. The forecast for vacancy rates  
is in the 12 to 13 percent range in both 
years. Absorption, for the first time  
in years, will turn negative. Indeed, 
absorption is expected to be sub-
stantially negative in 2009, with  
the number of square feet occupied 
declining by nearly 2.7 million square 
feet, followed by a drop of another 
million square feet in 2010. 

The industrial market is also expected 
to be weak. The panel says construction 
will slow significantly in 2009 and 
again in 2010. They expect vacancy 
rates to move up and absorption decline 
substantially in both years. 

—Elliott D. Pollack, is CEO of Elliott D. Pollack 
and Company in Scottsdale, an economic and  

real estate consulting firm established in 1987.  
The views expressed in this article are not 

necessarily those of the university or the  
W. P. Carey School of Business.
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