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Commercial real estate 
transaction volume 
decreased for the second 
consecutive quarter in the 
second quarter of 2016. 
Total five-sector deal volume 
reached $101.2 billion in the 
second quarter, per RCA, 
a 12.7% decrease from its 
year-ago level. Outside the 
massive spike in the fourth 
quarter of 2015, deal volume 
has been slowing down 
since early 2014, though the 
market remains healthy and 
highly liquid in a historical 
sense. Quarterly volume 
has topped the $100 billion 
mark for eight straight 
quarters.

US employment growth 
bounced back in June and 
July from putrid readings in 
April and May, once again 
suggesting the labor market 
and overall economy are 
on firm footing. Global 
economic uncertainty, 
highlighted by Brexit 
and Canada’s oil-related 
struggles, remains high, 
further positioning US 
commercial real estate as a 
relative safe investment for 
foreign capital.

The Ten-X All-Property 
Nowcast Index ended July 
up 5.2% from a year ago on 
its largest month-to-month 
gain this year. Office, retail, 
apartment, and industrial 
sector indices are up 7.6%, 
6.4%, 6.8%, and 11.7% from 
a year ago, respectively. Cap 
rates declined in four of five 
property sectors amid the 
second straight decline in 
10-year US Treasury yields. 
Office cap rates increased 
modestly, but each sector 
measured below their 10-
year average rates.

Risk premium is a 
component of cap rates 
that factors out the risk-free 
10-year US Treasury yield 
and focuses solely on the 
yield corresponding to the 
risk of investing in a certain 
CRE sector. Our calculations 
of CRE risk premiums show 
that they increased in the 
second quarter from the 
first quarter across the 
office, retail, and apartment 
sectors, but declined in 
industrial and hotel. The 
risk premium can serve as a 
buffer against the impact of 
rising interest rates on cap 
rates.

The Summer 2016 report 
spotlights the retail 
sector. While cap rates 
are generally retreating, 
single-tenant retailers 
are seeing the quickest 
compression among major 
retail asset classes. Low-
risk NNN leased properties 
are attracting a high 
level of deal volume from 
institutional investors, and 
have driven single-tenant 
cap rates below 6%.

Overall, the retail sector 
is seeing consistent price 
growth, despite floundering 
fundamentals and the 
creeping advance of e-retail. 
The Ten-X Retail Nowcast 
has not seen a decline in 
19 months, though modest 
gains have kept annual 
growth constrained to 6.4%. 
The sector’s continued price 
growth is attributable to 
adaptation and innovation 
in the face of secular and 
cyclical headwinds.
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Commercial real estate 
capital markets activity 
cooled again in the second 
quarter of 2016. Preliminary 
second quarter data from 
Real Capital Analytics shows 
total five-sector deal volume 
dropped 7.4% from the 
previous quarter to $101.2 
billion, the lowest quarterly 
total in two years. This is the 
second consecutive quarterly 
decline since deal volume 
peaked in late 2015, with 
volume weakening in each 
sector outside office and 
hotel. Though second quarter 
deal volume measures 12.7% 
lower than its year-ago level, 
transaction volume measured 
above $100 billion for the 
eighth consecutive quarter, 
highlighting confidence in 
the US real estate market 
despite financial and political 
turbulence abroad.

The July US jobs report beat 
expectations and contained 

further positive revision to 
prior months, as 255,000 
jobs were added. June’s 
gain was revised upward to 
292,000 as well, bringing the 
average monthly gain for 
the year to just over 186,000. 
Unemployment remained flat 
from the month prior at 4.9%, 
but labor force participation 
ticked up to 62.8%. Wage 
growth remained a bright 
spot, as average hourly 
earnings notched 2.6% 
annual growth for the second 
consecutive month, with even 
stronger readings from the 
Atlanta Fed’s Wage Growth 
Tracker.

After a brief bout of volatility 
following Britain’s vote to 
leave the EU, capital markets 
have quieted once again. 
Global stock indices are at 
all-time highs with subdued 
volatility readings. The Fed 
has remained exceptionally 
accommodating, as flare-ups 

of volatility have prompted 
it to hold steady instead of 
continually raising rates. Low 
interest rates have also kept 
mortgage rates extremely low.

The price of oil seemed 
to be recovering from its 
lengthy decline, but after 
briefly reaching the $50/
barrel level this summer, 
prices have again declined 
to the mid-$40/barrel range. 
Persistently low prices have 
had a pronounced effect 
on sovereign wealth funds 
with high exposure, notably 
in Saudi Arabia. The nation 
announced plans to privatize 
Aramco, the national oil 
company, listing up to 5% on 
public stock markets.

Although a strengthening 
US Dollar is normally bad 
news for foreign real estate 
investors and buyers, the 
tenuous state of major foreign 
economies is having a positive 

impact in US commercial real 
estate. Gateway US markets 
have seen increased activity 
from Chinese buyers as their 
economy faces currency 
devaluation and stricter 
regulation. Oil exposure 
and weakening currency 
could also open the door 
for Canadian and Middle 
Eastern investors to increase 
US real estate exposure in 
the near future. Turmoil in 
Europe surrounding Brexit 
has cratered the pound’s 
value and set off ripples of 
uncertainty regarding the 
resultant form of governance 
and economic terms with the 
rest of the EU. The resulting 
strength of the US dollar will 
have a negative effect on 
international tourism and the 
hospitality sector, but US real 
estate is elsewise becoming 
more attractive as a safety 
investment amid global 
economic turbulence.

CRE Deal Volume Fell 7.4% From Prior Quarter, But Still Topped $100 Billion

CAPITAL MARKETS ACTIVITY OVERVIEW

2

0

140

120

100

80

60

40

20

160

180

08
Q

1
08

Q
2

08
Q

3
08

Q
4

09
Q

1
09

Q
2

09
Q

3
09

Q
4

10
Q

1
10

Q
2

10
Q

3
10

Q
4

11
Q

1
11

Q
2

11
Q

3
11

Q
4

12
Q

1
12

Q
2

12
Q

3
12

Q
4

13
Q

1
13

Q
2

13
Q

3
13

Q
4

14
Q

1
14

Q
2

14
Q

3
14

Q
4

15
Q

1
15

Q
2

15
Q

3
15

Q
4

16
Q

1
16

Q
2

D
ea

l V
ol

um
e,

 $
 B

ill
io

ns

Office Industrial Retail Apartment Hotel

!



For additional insight contact research@ten-x.com or call 212-871-2086.

Sources: RC Analytics, Ten-X Research

Deal Flow – As previously 
mentioned, second quarter 
deal volume declined 7.4% 
from the prior quarter and 
12.7% from its year-ago level, 
per RCA data. Despite the 
consecutive quarterly declines 
in deal volume, capital 
markets remain relatively 
bullish; transaction volume still 
measured above $100 billion 
in the second quarter, and 
the 12-month rolling total is 
approximately 11% off its pre-

recession peak.

Only the apartment sector 
transactions decreased as a 
share of the five-sector total 
relative to the prior quarter, 
per RCA, but three sectors 
saw declines in deal volume. 
All sectors lag behind their 10-
year average share except for 
apartment, which comprised 
32.3% of all transaction 
volume in the second quarter, 
outperforming its 10-year 

average share by a hefty 
510 bps. The drop-off in deal 
volume continues to hit the 
hotel sector hardest, as hotel 
volume plummeted nearly 
50% from its year-ago level. 

Despite the increased share 
of total deal volume in four 
of the five sectors, those 
sectors continue to vastly 
underperform their respective 
10-year averages. Despite this 
shortfall in proportion, four of 

the five CRE sectors drastically 
outperformed their 10-year 
average in terms of total deal 
volume levels. While hotel 
again fell short of its historic 
average, the apartment sector 
outperformed its 10-year 
average by over 55% in the 
second quarter of 2016. The 
office, industrial, and retail 
sectors all outperformed their 
respective 10-year averages 
by over 20%.

Deal Volume Decreased A Second Straight Quarter, Apartment’s Share of  
Total Volume Is Shrinking
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Ten-X All-Property Nowcast Grew 1.1% in July, Up 5.2% Year-Over-Year After Early-2016 Lull

Property Prices. Consistent 
with high liquidity and 
continued yield chasing, 
overall property pricing, 
per the Moody’s/RCA 
Commercial Property 
Price Index (CPPI), is up 
8.4% year-over-year 
as of June. The Ten-X 
Nowcast, which gauges 
CRE property valuations 
on a contemporaneous 
basis using Google trends, 
Ten-X proprietary data from 
transactions on its platform 
and survey data done in 
conjunction with Situs/RERC, 
shows that commercial real 
estate prices have emerged 
from their winter lull. The 

Ten-X All Property Nowcast 
has now increased in five 
straight months, with July’s 
1.1% growth being the largest 
monthly increase of the year. 
With the financial market 
volatility of the start of the 
year having now dissipated, 
the Nowcast is 5.2% above 
its year-ago level. 

The Ten-X Industrial Nowcast 
was the only segment in 
decline in the month of July, 
falling 1.2%, reflecting both 
weaker pricing on the Ten-X 
platform and a drop-off 
in relevant Google search 
activity. This marks the 
third consecutive month of 

declines for the industrial 
sector, cooling annual gains 
to 11.7% from a peak rate 
of 19.3% at the end of 2015. 
The Office Nowcast has 
shown robust growth in 
recent months following an 
early-year lull; the segments 
4.8% gain in July has 
boosted its year-over-year 
growth to 7.6%, the second 
highest of the five sectors. 
The Apartment and Retail 
Nowcasts showed the next 
highest levels of annual 
growth at 6.8% and 6.4%, 
respectively. The Ten-X Hotel 
Nowcast was flat in July 
from the month prior and 
has posted one gain in the 

past nine months, resulting in 
a 4% decline from its year-
ago level.

Apartment and retail 
sectors continue to show 
the strongest year-over-
year growth, per the CPPI, 
respectively measuring 
14.3% and 8.9%. Annual 
growth in the industrial and 
office sectors accelerated 
from their early-2016 lulls, 
respectively measuring 8.2% 
and 3.8%. The hotel index 
remains on par with its first-
quarter level, notching 9.2% 
growth from its year-ago 
level. 
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Industrial Sector Posted The Only Decline in the July 2016 Ten-X Nowcast, 
Hotel Sector Flat

80.0

100.0

120.0

140.0

160.0

180.0

200.0

220.0

‘11 ‘12 ‘13 ‘14 ‘15 ‘16

T
en

-X
 N

ow
ca

st
 I

nd
ex

, 
Ja

nu
ar

y 
20

11
=1

00

Office IndustrialRetailApartment Hotel

According to CPPI readings, 
only the office sector is below 
its peak price index level, and 
the margin is a slim 1.2% from 
its peak in late 2015. Retail 
prices have finally climbed 
above their prior cyclical 
peak, but the margin is razor 
thin, measuring under 0.1%. 
A strong second quarter 
further widened the gap in 
both the industrial and hotel 
sectors, which now stand 7.5% 
and 9.7% higher than their 
prior peaks, respectively. The 
apartment sector maintains 
the widest gap above its prior 
peak at a whopping 46.7%, 
benefitting from increased 
urbanization, extraordinarily 
tight housing inventories 
and rising home prices, and 
myriad other factors that have 
increased the proliferation 
of renting, especially among 
younger age cohorts.

Risk Premiums - Our 
calculations of CRE risk 
premiums show that they 
increased in the second 
quarter from the first quarter 
in the office, retail, and 
apartment sectors, while the 
industrial and hotel sectors 
saw minor declines. The 10-
year US Treasury rate, the 
other component of cap rates, 
decreased to 1.64% in the 
second quarter from 1.89% in 
the prior quarter. The decrease 
in 10-year US treasury yields 
reflects a variety of domestic 
and international influences, 
though yields were heavily 
influenced by the influx of 
international investors looking 
for a safe port following the 
uncertainty of Brexit. It is 
reasonable to expect yields 
to remain flat or see a small 
increase amid more robust 
employment growth and as 

the dust settles in the EU.

As previously mentioned, 
only the industrial and 
hotel sectors saw their risk 
premiums decline, while 
risk premiums in the office, 
retail, and apartment sectors 
increased. The decrease 
was minor for the hotel and 
industrial sectors, only 10 and 
15 bps respectively, though 
hotel risk premiums at 6.5% 
still measure 140 bps higher 
than the next closest sector. 
The industrial sector risk 
premium declined after its 
first quarter jump, suggesting 
the upward spike may have 
been a transitory effect of 
the shift in transaction mix. 
Office, retail, and apartment 
risk premiums increased by 
30, 20, and 10 bps from the 
prior quarter, respectively. 
Risk premiums are now higher 

than their respective year-ago 
levels in all sectors, reflecting 
the continued compression in 
10-year US treasuries.

Cap rates retreated across 
each sector but office, which 
saw a slight uptick in the 
second quarter to 6.6%. The 
retail and apartment sectors 
saw slight compression in their 
cap rates, respectively falling 
20 and 10 bps from the prior 
quarter to 6.4% and 5.6%. This 
decrease has brought retail 
and apartment cap rates to 
new cyclical lows, per RCA 
data. Industrial cap rates fell 
40 bps from the prior quarter, 
correcting after a transient 
spike in the beginning of the 
year, and hotel cap rates 
fell 30 bps from the prior 
quarter to 8.2%. With the 
hotel sector’s second quarter 
decline, all five CRE sector 
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Risk Premiums Increased In Three Sectors, Decrease in Industrial and Hotel Segments

Sources: RC Analytics, Department of the Treasury, Ten-X Research
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Consistent Cap Rate Compression Leaves All CRE Sectors Well Below 10-Year Average Rate

Sources: RC Analytics, Ten-X Research
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cap rates now measure lower 
than their respective 10-year 
averages. Hotel cap rates now 
measure 30 bps lower than 
their 10-year average of 8.2%. 
Office cap rates measure 60 
bps lower than their 10-year 
average, while the industrial, 

retail, and apartment sector 
cap rates each hang 70 bps 
lower than their respective 10-
year averages.

Current risk premiums, on the 
other hand, are firmly above 
their 10-year averages in each 

CRE sector. Risk premiums 
increased in the apartment 
and retail sectors so now 
both are within 70 bps of 
their 10-year average. Though 
the industrial risk premium 
decreased by roughly 20 bps 
this quarter, it remains nearly 

60 bps above its 10-year 
average. Hotel and office 
sectors maintain the largest 
gaps between current and 10-
year average risk premiums, 
with respective separations of 
roughly 95 and 75 bps.
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SEGMENT SPOTLIGHT: RETAIL
Each quarter we take a closer 
look at one of the major CRE 
sectors. The summer segment 
spotlight casts a more refined 
focus on the retail sector. The 
US retail market has been the 
slowest sector to pull out of 
the recession and transition 
into recovery, and real estate 
fundamentals’ progress has 
been plodding. Deal volume 
over the last four quarters is 
11% lower than the preceding 
four-quarter period, per RCA 
data, and vacancies have 
declined only 120 bps from 

their cyclical peak despite 
absorption outpacing 
completions in 17 of the past 19 
quarters.

Despite the aforementioned 
weight of e-commerce on 
the retail sector’s viability, cap 
rates are slowly retreating. The 
compression of cap rates is not 
equally distributed among the 
different asset classes. While 
strip malls and anchored center 
properties have seen cap rates 
slowly fall through the 7% 
range in the past five years, 

single-tenant retail cap rates 
have compressed far faster, 
now measuring just below 6%, 
per RCA data. The single-
tenant asset class is also seeing 
peak levels of volume with a 
historically high proportion of 
acquisitions made by REITs. 
Single-tenant retailers, largely 
composed of retail/pharmacy 
stores like Walgreens and CVS, 
are increasingly popular due to 
the prominence of NNN leases 
common to the asset class. The 
NNN lease presents a minimal 
amount of risk and upkeep 

for investors, as the tenant is 
responsible for payment on 
maintenance, property taxes, 
and insurance costs. Single-
tenant retail properties thus 
typically provide smaller, but 
more stable long-term returns, 
giving them a bond-like quality, 
which explains the recent 
popularity of the asset class 
among institutional investors.

The Retail Nowcast Index 
made another modest gain in 
July, boosting annual growth 
to 6.4%. Despite the creeping 
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advance of e-retail eating 
into brick-and-mortar profits, 
the Retail Nowcast Index has 
not posted a monthly loss 
since late 2014, the longest 
streak of any real estate sector 
ranked in the Nowcast. The 
Moody’s CPPI Index tells a 
similar story, measuring only 
two monthly losses since 2012. 
While these indices of price 
growth have been resilient, 

posting small but consistent 
gains, the sector’s real estate 
fundamentals are wanting; 
vacancies have declined a tepid 
120 bps from their cyclical peak, 
with absorption at a low level 
historically. 

Strong levels of personal 
consumption through the 
recovery have undoubtedly 
helped the retail industry, but 

many retailers have adapted 
to the changing landscape. 
Along with reducing the 
physical footprint of stores, 
many shopping malls and large 
retail areas are tailoring their 
shopping experience to attract 
customers, or filling vacant 
retail space with medical or 
office space. Office supply 
giant Staples took that idea a 
step farther, and announced 

a partnership with startup 
Workbar to operate communal 
office space inside retail 
locations. The consistent price 
growth in the sector despite 
glacial progress in real estate 
fundamentals illustrates the 
adaptation and innovation 
necessary to hang on in the 
changing landscape.

Retail Sector Posting Consistent Price Gains Through Adaptation and Innovation,  
In Spite of Poor Fundamentals and Rising Prevalence of E-Retail


