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Commercial real estate transaction volume increased 
in the fourth quarter of 2016 from the third, the second 
uptick of the year. Total five-sector deal volume reached 
$129.7 billion in the fourth quarter, per RCA, but this was 
still a 19.6% decline from its year-ago level, when volume 
hit a cyclical peak. Aside from the massive volume spike 
in late 2015, total five-sector deal volume has ranged 
between $100 and $130 billion for most of the past three 
years,and quarterly volume has topped $100 billion for 
ten straight quarters. 

US employment growth exceeded expectations in 
January, with 227,000 jobs added and labor force 
participation rising. Annual wage growth decelerated, 
however, slowing to 2.5%. Increased stability, coupled 
with tighter restrictions on capital outflows from China, 
may be a headwind to US commercial real estate’s role 
as a safe investment for foreign capital.

The Ten-X All-Property Nowcast Index ended January 
up 8.1% from a year ago, despite being flat in January 
from the month prior. The office and apartment indices 
are showing strongest growth, respectively up 18.5% and 
16.2% from a year ago, while retail and industrial sectors 
are up 7.6% and 5.5% in that span. The hotel index is in 
outright decline, down 5.4% from a year ago. Cap rates 
rose in four of five property sectors as 10-year US Treasury 
yields bounced nearly 90 bps from the prior quarter. Cap 
rates are well below 10-year average rates in each sector, 
except hotel.

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, from the third quarter to the fourth 
quarter of 2016, they fell across all five CRE sectors by 
significant margins, bringing all except hotel well below 
their historic averages. The risk premium can serve as a 
buffer against the impact of rising interest rates on cap 
rates.

The Winter 2017 report spotlights the apartment sector. 
Overall, the apartment sector is still surging. The Ten-X 
Apartment Nowcast has made gains in 14 consecutive 
months, and has seen double-digit annual growth in 45 of 
the past 61 months, most recently notching 16.2% growth.

While the overall sector is booming, apartment pricing 
in some of the country’s marquee metros is taking a hit. 
Miami, San Francisco, and New York City metros have all 
seen sharp deceleration in pricing growth, largely due to 
oversupply, particularly in luxury apartments and condos.
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Commercial real estate capital markets activity saw 
another increase in the fourth quarter of 2016, the second 
consecutive increase in deal volume after starting the 
year with two quarters of contraction. Preliminary fourth 
quarter data from Real Capital Analytics shows total five-
sector deal volume increased 7.3% from the prior quarter, 
reaching $129.7 billion, but this measures 19.6% lower than 
the cyclical peak made a year ago. While volume figures 
are much lower than 2015’s peak, the fourth quarter total 
of $129.7 billion marked the tenth consecutive quarter in 
which transaction volume measured above $100 billion.

The January US jobs report came in above expectations, 
with 227,000 new jobs added in the month, boosting 
average payroll gains to 188,000 per month over the 
preceding 6-month period. Labor force participation 
rose again, boosting unemployment slightly higher in the 
high-4% range. While this remains a low and healthy level, 
unemployment has fallen only 10 bps from its year-ago 
level and appears to be bottoming near this level for the 
cycle. Wage growth was a big disappointment, as average 
hourly earnings rose only 2.5% from their year-ago level, 
a deceleration from the high-2% annual growth readings 
seen through late 2016.

The US expansion continues on, extending its long streak of 
slow, but steady growth. The economy has benefitted from 
years of stability in both the political and monetary realm, 
but massive paradigm shifts are underway. These changes 
are breeding uncertainty, which threatens the expansion in 
a way not seen in years.  On the monetary front, years of 
low and declining interest rates supporting credit markets 

and asset prices are giving way to a new environment.  
Rates have risen noticeably since the fall and the Fed  
is in the process of a tightening cycle.  Rising interest  
rates pose a new challenge to credit conditions and 
valuations this cycle. 

The larger uncertainty and concern however, is emanating 
from the political realm. The new administration has 
proposed radical policy shifts to immigration, trade 
regulations and taxes.  Both the amount of proposed 
policy changes and their severity are resulting in an 
uptick in uncertainty.  Tariff proposals are a threat to 
global trade, which would slow both global and domestic 
economic growth while being a potentially huge drag on 
industrial properties. Immigration crackdowns threaten 
the demographic underpinning of robust growth in many 
metros, and could result in dramatically higher labor costs 
for construction. Reduced taxes and regulations could be a 
boon for businesses, but proposals in this realm have been 
vague at best

Deal Flow – As mentioned earlier, deal volume jumped 
7.3% from the prior quarter but measured nearly 20% 
lower than its year-ago level, when volume hit a cyclical 
peak. The increase marked the second consecutive uptick 
in 2016, as deal flow normalized following the explosion at 
the end of 2015 and subsequent hangover. Capital markets 
remain healthy as five-sector transaction volume notched 
its tenth consecutive quarter above $100 billion, though the 
12-month rolling total remains well off its bubble peak.
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Sources: RC Analytics, Ten-X Research

CRE Deal Volume Increased 7.9% from Last Quarter, 
Marking 10 Straight Quarters of $100 Billion+

3

The retail and hotel sectors both saw their shares of 
total five-sector deal volume decline relative to the prior 
quarter, and both were the only sectors to see declines in 
deal volume in that span. The apartment sector continues 
to make up the most outsized portion of deal volume, 
outperforming its 10-year average level by 700 bps and 
comprising 34.7% of CRE volume in the fourth quarter 
of 2016. The office and industrial sectors saw strong 
volume growth from the prior quarter at 15.6% and 15.1%, 
respectively, and made up portions of total volume roughly 
level with their historical norms. Declines in retail and 
industrial deal volume have likewise caused these  
sectors to drastically underperform their 10-year  
average proportion.

All five CRE sectors continue to significantly outperform 
their respective 10-year averages in terms of volume. 
Apartment deal volume more than doubled its average 
level in the fourth quarter of 2016, while the office and 
industrial sectors both outperformed their historic averages 
by over 60%. Despite the recent declines in retail and hotel 
deal volume, both sectors still outperformed their historic 
averages, by 25.4% and 19.6%, respectively.
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Sources: RC Analytics, Ten-X Research

Apartment Deal Volume Continues to Make Up Outsized Portion of 
CRE Deal Volume, Comprising Over One Third of Total Volume

Property Prices - Consistent with high liquidity and solid 
fundamentals, overall property pricing, per the Moody’s/
RCA Commercial Property Price Index (CPPI), is up 9.1% 
year-over-year as of December. 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, show that commercial real 
estate prices are 8.1% higher than a year ago.  Though 
growth has decelerated in recent months. The Ten-X All 
Property Nowcast was flat in January from the month prior, 
marking two straight months of minimal growth. 
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Sources: Ten-X Research

Ten-X All-Property Nowcast Flat Over Past Two Months, 
But Still at All-Time Peak

The Ten-X Office, Retail, and Industrial Nowcasts all saw 
declines in January, and while the Hotel Nowcast was flat, 
pricing continues to contract. Hotel pricing is down 5.4% 
from its year-ago level, and 9.2% off its peak level amid 
price declines in 11 of the past 15 months. Pricing is under 
pressure as RevPAR growth slows amid supply expansion 
and the rise of competitive tech-based upstarts like Airbnb. 
The Retail and Industrial Nowcasts have seen year-over-
year growth slow dramatically through 2016, decelerating 

to annual growth of 7.6% and 5.5% in January. While 
the Office Nowcast saw a modest decline in January, 
pricing remains just under its all-time peak, with year-
over-year growth most recently measuring a robust 18.5%. 
Apartment pricing continues to buoy the overall CRE 
market, as the sector continues to make up an even  
larger portion of total deal volume, and consistent pricing 
gains have boosted year-over-year gains back into the 
double digits.



For additional insight contact research@ten-x.com or call 212-871-2086. 6

Per CPPI readings, pricing in the office, apartment, and 
industrial sectors are at peak price index levels, while retail 
pricing continues to come down from its cyclical peak 
set in mid-2016. Retail prices have declined in three of 
the past five months, per the index, and now stand a full 
1.7% off their recent cyclical peak. Office and industrial 
pricing, which hit snags earlier in 2016, seem to have 
returned to form; both sectors are at all-time peak pricing 
levels, respectively 20.9% and 13.8% higher than their 

prior cyclical peak levels. Apartment pricing has been 
incredibly steady on the Moody’s CPPI Index, though, 
stringing together 74 consecutive months of double-digit 
annual growth. Sector prices are at a level over 52% higher 
than their prior cyclical peak, benefitting from increased 
urbanization, extraordinarily tight housing inventories and 
rising home prices that have increased the proliferation of 
renting, especially among younger age cohorts.

Sources: Ten-X Research

 Hotel Still on the Decline, Apartment Still Booming, While Office, 
Retail, and Industrial Stall
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Risk Premiums - Our calculations of CRE risk premiums 
show that they decreased across all five CRE sectors by 
large margins, though some of this may reflect the lag in 
CRE pricing relative to treasuries. The 10-year US Treasury 
rate, the other component of cap rates, rose swiftly in 
the fourth quarter, climbing nearly 90 bps to 2.49%, its 
highest level since 2014 after prolonged declines. The rise 
in treasury yields reflects the Fed’s hike in interest rates in 
December and increased inflation expectations, and rates 
remain higher than many international peers, which should 
encourage foreign capital inflows. Despite the recent 
deceleration in wage growth, the Fed has announced 
intentions to raise rates up to 3 more times in 2017. 

Risk premium declines were most severe in the apartment 
sector, which fell by 90 bps from the prior quarter, pushing 
risk premiums down to their lowest level in over five years. 
The hotel and retail sectors both saw risk premiums decline 
by 70 bps, while the office and industrial sectors saw 60 
bps declines in that span. The widening gap between hotel 
risk premiums and the other four sectors reflect the sector’s 
secular and cyclical challenges, as hotel risk premiums 
continue to hang higher than the other CRE sectors by 
their largest margin since the recession.

Sources: RC Analytics, Department of the Treasury, Ten-X Research

All Five CRE Sectors Saw Considerable Declines in Risk Premiums 
Amid Rising Treasuries
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All CRE sectors risk premiums save hotel now measure well 
below their 10-year average level, whereas all five sectors 
measured above their respective 10-year average rates in 
the prior quarter, thanks to the swift declines in the fourth 
quarter. An interesting development, as previously this cycle 
risk premiums had held above their long-term averages, 

allaying downside valuation concerns amid low interest 
rates.  Hotel risk premiums still hang higher than their 
historic average, but the gap has shortened to 40 bps. Both 
the office and retail sectors are within 20 bps of their while 
the separation in industrial and apartment sectors is even 
more pronounced, respectively within 30 bps and 40 bps.

Cap rates, on the other hand, increased from the third 
quarter to the fourth in four CRE sectors, boosted by rising 
treasury yields. The apartment sector was the only one to 
see cap rates fall in the fourth quarter, with rates dropping 
only 10 bps to 5.6% despite the surge in treasury yields. 
Cap rate increases across the other four CRE sectors were 
fairly uniform; rates in the office and industrial sectors 
increased just over 20 bps to 6.7% and 6.9%, respectively. 

Cap rates in the retail and hotel sectors increased just 
under 20 bps each, respectively climbing to 6.6% and 8.6%, 
per RCA data. Hotel cap rates now exceed their 10-year 
average rate by 10 bps, while the other four CRE sectors 
trail by smaller margins than last quarter. Apartment and 
industrial cap rates are lowest compared to their 10-year 
averages, trailing by 70 and 60 bps respectively, while retail 
and office cap rates have closed the gap to 40 bps each. 

Sources: RC Analytics, Department of the Treasury, Ten-X Research

Climbing Treasury Yields Push Risk Premiums in Four CRE Sectors 
Below 10-Year Average Rates, Hotel Sector Remains High
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Sources: RC Analytics, Ten-X Research

All CRE Sectors Except Hotel Continue to Trail 10-Year Averages 
for Cap Rates by Large Margins
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Sources: RC Analytics, Ten-X Research

Ten-X Apartment Nowcast Index Has Seen Strong, 
Consistent Growth Through 2016
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SEGMENT SPOTLIGHT: APARTMENT
Each quarter we take a closer look at one of the major 
CRE sectors. This segment spotlight casts a more refined 
focus on the apartment sector. The apartment sector has 
been the most consistent driver of growth of the five CRE 
sectors, with demand bolstered by low homeownership, 
high student debt causing millennials to opt for renting 
over buying, and demographic trends toward urban cores. 
The apartment sector has consistently had the lowest 
cap rates and risk premiums of the five CRE sectors by a 
considerable margin through the recovery, underscoring 
the sector’s consistent growth.

The Ten-X Apartment Nowcast Index is currently the 
highest of any of the CRE sectors, and looks to continue 
that trajectory, as the hotel sector continues to downshift 
and the office sector has been fairly flat after surging 
through most of 2016. The Apartment Nowcast has seen 
double-digit annual growth in 45 of the 61 months for 
which data is available, while the CPPI Index shows double-
digit annual growth in 74 consecutive months.
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Despite the stellar growth evidenced by the Ten-X 
Apartment Nowcast and Moody’s CPPI, there are valid 
reasons for concern that this consistent upward trajectory 
can continue. Sector deal volume has been extraordinarily 
high on an absolute and relative basis as mentioned earlier, 
and it seems unlikely to mark a permanent shift in CRE 
investor appetite. Risk premium is at an extremely tight 
level right as Treasury yields seem to have bottomed for 
the cycle, and are likely to increase further in the coming 
quarters. Perhaps the most important underlying risk to 
apartment valuations are the shifting trends of apartment 
fundamentals. Demand outweighed supply heavily early in 
the recovery, prompting strong rent growth as availability 
tightened sharply. Supply has risen to meet demand in 
recent years, keeping vacancies in the low- to mid-4% 
range since 2013. While demand remains strong, and rents 
continue to make robust gains on a national level, the 
threat of oversupply is already lifting vacancies and cooling 
rents in some key markets. 

 The overall US is seeing a slightly decelerating trend in the 
annual growth of 12-month rolling averages of apartment 
sales prices, per RC Analytics, dovetailing with the rise in 
interest rates and cooling in fundamentals. This cooling 
trend is even more pronounced in some of the country’s 
biggest and most expensive apartment markets – New 
York City, San Francisco, and Miami. 

These three markets are beginning to feel strain from 
burgeoning oversupply, particularly in the luxury apartment 
and condo subsector. Demand for upscale apartments and 
condos has fallen sharply in the past two years, as the US 
dollar has strengthened, Chinese foreign investment has 
been curtailed by capital outflow restrictions, and heightened 
political and economic volatility concerns permeate the 
market. The pullback in demand has caused year-over-year 
pricing growth to cool dramatically, with respective gains of 
3.3% and 0.7% for Miami and San Francisco, while New York 
City’s average pricing fell 3.9% from a year ago, with all three 
metros trailing the US average 7.4%.

While these three large, high profile markets are most extreme 
in terms of shifting fundamentals and cooling property pricing, 
many other US apartment markets are on a similar, less 
extreme trajectory.  Shifting fundamentals amid likely higher 
interest rates suggest property pricing may downshift after a 
record run.
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Sources: RC Analytics

Year-over-Year Pricing Growth Slowing Well Below 
US Average in NYC, SF, and Miami


