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COMMERCIAL
by Daniel Oney

homes, commercial values may go up
or down depending on market condi-
tions. Unfortunately, falling commer-
cial asset prices may be baked in at
this point.

Essentially, overbuilding leads to un-
rented space and lost income to own-
ers. This means some landlords can’t
keep up with maintenance or their
mortgage payments. Since commer-
cial mortgages are short term, owners
need to regularly refi nance. Lenders
will decline owners with poor fi nances,
triggering a foreclosure. Banks don’t
want to be property managers, so
they may unload foreclosed properties
at a discount to sell fast. Eventually,
property valuations will refl ect these
fi re sales and deferred maintenance.

Retail asset value over the last year
grew in all four major metro areas
(see fi gure). This was not the case
for multifamily, o� ce, or industrial.
Local governments may soon see
falling or fl at commercial tax bases
from these three categories. Retail,
however, is leaner and more focused
on basic household needs and should
keep pulling its weight for developers,
landlords, and localities.
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percent of inventory elsewhere, with
Dallas-Fort Worth and San Antonio
slightly outperforming Houston and
El Paso.

In terms of 12-month rent growth,
DFW stood out with an increase of
more than 4 percent. Rent growth in
other major markets was about 2.5
percent and ranged from a low of 2.3 in
Houston to a high of 2.6 in the Valley.

DFW accounted for most of the retail
under construction, and that market
will deliver the most retail space this
year. Growth in DFW slowed recently,
but the base is so large that it still sees
more than 100,000 new residents an-
nually. In the future, we should expect
stronger rent growth in the Houston
market since that metro area has seen
more population gains. In fact, the
Houston Metropolitan Statistical Area
added more people than DFW last
year, a rare event in recent decades.
If rent growth improves in Houston,
developers will likely respond, and
we should see more retail starts there
next year.

Positive leasing and rent perfor-
mance goes right to the bottom line for
landlords. Retail may also be a small
saving grace for Texas’ local govern-
ments. Commercial assets make up
a third or more of the total property
tax base in most major cities. Most
commercial assets are somewhat over-
built in most of these markets. There
is a serious surplus of apartments,
especially in Austin and San Antonio.
DFW has too many big-box industrial
developments, and o� ce space is in
oversupply everywhere.

The value of a commercial property
depends on the balance between its
income potential and the costs to build
and operate it. Just like single-family

For the past three years, retail has
been the best performing commercial
asset class in Texas. It earned this
status because developers have acted
with restraint (helped by higher inter-
est rates) and because of structural
changes in retailing. This benefi ted re-
tail landlords and may be a rare bright
spot for local taxing jurisdictions.

Changing consumer habits and
tough fi nancing have limited brick-
and-mortar retail investment to meet-
ing basic neighborhood services.
Most new construction projects are
grocery-anchored community cen-
ters. These developments include
a 100,000- to 130,000-square-foot
grocery store and space for a dozen
smaller retailers.

Successful developers align these
projects with the grocery chains’ site
selection methods. Big grocers use
highly restrictive formulas to plan new
stores, and the grocery business over-
all tends to be conservative. It has
thin profi t margins, and expanding
too quickly can cannibalize sales from
existing stores.

Accordingly, grocers combine ex-
isting store performance data with
demographic and income projections
to see if a prospect site is a winner.
New retail in recent years has been
delivered to just meet actual demand
from a growing population.

Beyond community grocery centers,
there has been little net new space
added. Owners have opted to remodel
or reposition older sites. More space
has gone to restaurants, especially
takeout and delivery-friendly concepts.
Non-traditional tenants, such as dis-
count fi tness chains, have leased more
retail space. Additionally, many retail
centers have been demolished for
residential development. Limited new
inventory and reinventing tired centers
have benefi ted retail landlords.

Twelve-month net absorption
through spring 2026 was modest but
positive across all major markets. Ab-
sorption has approached 1 percent of
inventory in Austin and the Rio Grande
Valley. It has ranged from 0.4 to 0.6

Strong Retail Performance Shows Up in Asset Values 

Note: Year-over-year change in per-square-foot asset value. 
Source: Texas Real Estate Research Center analysis of CoStar data 

For more insights and
analysis, read the
latest Texas Economic
Outlook report.
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While inventory isn’t expanding as rapid-
ly as it did a year ago, it’s still on track to 
reach a new spring-season high. These 
shifting conditions also create opportuni-
ties for buyers who can manage higher 
borrowing costs, as well as for sellers 
who price their homes competitively and 
strategically. 
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year earlier. Austin continues to see the 
largest price concessions at 5.9 percent 
in the fi rst four months of the year, fol-
lowed by 5.6 percent in San Antonio, 4.9 
percent in Houston, and 4.1 percent in 
DFW. In April, median sale prices were 
$440,000 in Austin, $390,000 in DFW, 
$330,000 in Houston, $305,000 in San 
Antonio, and $350,000 statewide. 

Several forces are shaping the tra-
jectory of the spring housing market: 
rising energy prices and supply disrup-
tions, rising investor demand on treasury 
yields, higher mortgage rates, weaken-
ing consumer sentiment, and, not least, 
renewed infl ation. Together, they are 
weighing on buyer demand just as the 
market enters its peak season.  

Fresh listings are on the rise and now 
running modestly ahead of last year. 

The housing market has cooled and is 
neither decelerating nor accelerating. 
Inventory is rising and homes are no 
longer fl ying off the market as they did 
during the pandemic. Listings are sitting 
on the market much longer without com-
mitted buyers, prompting sellers to cut 
prices—often sharply. The frenzy of the 
pandemic, when homes routinely sold 
above asking amid breakneck demand 
and bidding wars, is clearly in the past.  

Higher mortgage rates have squeezed 
buyer affordability, not only by pushing 
monthly payments hundreds of dollars 
higher for those still able to purchase, 
but also by shrinking the pool of qualifi ed 
buyers and sidelining many altogether.  

Sellers increasingly fi nd themselves 
competing with one another as buyers 
have become more price sensitive under 
the weight of high mortgage rates and 
higher cost of living. Rising inventory has 
shifted market dynamics, giving buyers 
more leverage, something that was long 
absent when persistent inventory short-
age largely defi ned market dynamics.  

Seller expectations are perhaps lag-
ging as well and contributing to frequent 
and signifi cant price cuts. Coming off the 
peak prices of 2021-22, many homeown-
ers may be slow or reluctant to price their 
properties to current market conditions, 
especially if those peak values have 
become key pricing anchors.

Two years ago, 58 percent of all homes 
sold across Texas closed at prices at 
least 3 percent below sellers’ initial ask 
prices (see Figure 1). These sales ac-
counted for 64 percent of transactions in 
Austin, 55 percent in Dallas-Fort Worth, 
58 percent in Houston, and 60 percent 
in San Antonio. By 2025, the share in-
creased statewide to more than three in 
fi ve closed sales, rising to 69 percent in 
Austin, 61 percent in DFW, 63 percent in 
Houston, and 65 percent in San Antonio. 

Through April, same-period data in-
dicates more sellers are cutting prices, 
and by larger amounts (see Figure 2).  
Statewide, the typical price reduction 
reached 4.5 percent from the original 
asking price, up from 3.9 percent a 

For more insights and 
analysis, read the 
latest Texas Housing
Insight report.

by Yanling Mayer Figure 1. Share of Homes Closing at 3 Percent or More Below Initial Asking

Source: Texas Real Estate Research Center analysis of Data Relevance Project, Texas 
REALTORS® data

Austin

DFW

Houston

San Antonio

Texas

64%
20252024

69%

55%
61%

58%
63%

60%
65%

58%
62%

Austin DFW Houston San Antonio Texas

Jan-Apr 2025 Jan-Apr 2026

4.9% 4.9% 4.7% 4.5%

3.6%
4.1% 4.0% 3.9%

5.9% 5.6%

Figure 2. Sellers Aren’t Done Cutting Prices

Note: Percentage reduction from initial listing price.
Source: Texas Real Estate Research Center analysis of Data Relevance Project, Texas 
REALTORS® data
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