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CAPITAL MARKETS  
ACTIVITY OVERVIEW 

Commercial real estate capital markets started off 2018 in 
stronger fashion than in 2017, as deal volume across the five 
major property segments increased 6.7% year-over-year to 
$107 billion. While this is down from each of the prior two 
quarters, deal volume is historically lower in the first quarter 
of the year, as investors typically seek to close deals before 
the end of the calendar year. 

Overall volume remains off its peaks set earlier this cycle 
though, which suggests that buyers and sellers are still 
grappling with a gap in pricing expectations, especially as 
interest rates rise and the US 10-Year approaches 3%. The 
current economic and real estate cycle continues to stretch 
on, and heavy supply looms in the apartment, hotel, and 
industrial sectors, while evolving technology inhibits some 
demand in office and retail. As such, buyers are wary of 

 

DEAL FLOW 

First Quarter CRE Deal Volume Increased 
from a Year Ago but Remains Subdued 
 
Deal volume measured about $107 billion in the first quarter, 
marking its lowest level in the past five quarters. Despite this, 
volume is up 6.7% from a year ago. The apartment sector 
saw the most substantial declines this quarter of about $12 
billion, while office deal volume sank by about $9.5 billion. 
These significant losses were not offset by modest gains in 
the hotel and industrial sectors ($4.5 billion and $2.2 billion, 
respectively), and were further exacerbated by a $2.4 billion 
loss in retail transaction volume. As a result, overall deal 
volume is down 14% from the prior quarter.  
 

Most Sectors Ahead of Their Long-Run 
Average, with Industrial Leading the Pack 
 
The industrial share of total deal volume approached its peak 
in the first quarter at 19.5%, as transaction volume in the first 
quarter was nearly double its 10-year average. Despite a 
slowdown in apartment deal volume, the apartment sector 
still has the largest share of total deal volume at 32.5%, 
though this is down more than 500 bps from the prior quarter, 
representing the largest quarterly share decline. Office deal 
volume also faced a significant decline, resulting in a share 
loss of more than 400 bps to 25.6%. The retail sector has seen 
the largest departure from its 10-year average, measuring 
more than 600 bps, at 12.3%. A 63% rise in hotel deal volume 
over the year boosted it to 10.2% of total market share in the 

first quarter, well ahead of its long-run average.  

purchasing at high prices and tight cap rates while sellers are 
demanding high valuations. This slowdown runs concurrent 
to a continued economic growth, which is prompting more 
aggressive interest rate hikes amid fears that the economy 
may begin to overheat, resulting in investor concerns over 
cap rates and tightening lending standards, thus creating a 
negative-feedback effect.  

Apartment and office deal volume declined more than $20 
billion in total from a quarter ago, fueling the overall 14% 
quarterly decline in volume. Volume across all other sectors 
increased, though the largest quarterly gain was in the hotel 
sector, and measured $4.5 billion. 
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PROPERTY PRICES 

Ten-X All-Property Nowcast Down Year-
on-Year for First Time in History  
 

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 – eked out 
a 0.1% gain in April from the prior month, but is now below 
its year ago level for the first time in the history of the index. 
The Nowcast is down 1.4% from a year ago as it appears that 
consistent gains in interest rates and volatility in equity prices 
are beginning to weigh on CRE pricing. 

 

Pricing Continues to be Underwhelming in 
the New Year 
 
The five major property segments saw mixed results in April, 
with office and retail seeing marginal gains at best.  
 
The Ten-X Office Nowcast made the biggest monthly gain 
of all sectors in April of just 0.6%, marking its third gain in 
the past four months. This bumped up the office Nowcast 
1% on the year, but masks bifurcations in regional pricing, 
as the Southwest saw a 3.6% gain on the month while the 
Midwest saw a 1% decline, and other regions remained 
fairly stable.   
 
Despite the persistently poor fundamentals and record-level 
retailer bankruptcies amid the e-commerce onslaught, the 
Ten-X Retail Nowcast remains solid. The Nowcast rose 0.5% 
in April, resulting in a 3.4% year-on-year gain, though this 
marks its slowest pace in over three years. The West was the 
only region lacking growth from April, while the Midwest 
saw the strongest gain of 1.7%. 
 
Industrial pricing weakened on a monthly basis for the fifth 
time in six months in April, this time by 0.7%. This loss 
generated a contraction of 5.1% year-on-year, the worst 
annual performance among the covered segments. Much 
like the Retail Nowcast, these movements come as a 
surprise in light of positive headlines and robust 
fundamentals in the sector, and may be attributed to 
investor trepidation due to uncertain trade policy.  
 
On a monthly basis, the apartment and hotel Nowcasts saw 
very little change, though both declined a respective 2.3% 
and 3.9% on the year. Weakening in the Apartment 
Nowcast may reflect investor unease about fundamentals 
as new supply continues to flog the market.  
 
The 0.1% monthly decline in hotel pricing was its third 
monthly decline in the last four months, as hotel pricing fell 
fairly evenly across most regions of the US. Hotel 
fundamentals got a temporary boost at the end of the year 
from dislocations due to natural disasters in Houston and 
Florida, but heavy supply additions continue to pressure 
occupancies in many markets.  
 

 

 



 
  

RISK PREMIUM & CAP RATES 

Risk Premiums Fall Slightly As Treasury 
Rates See Minor Rise 
 
10-year US Treasury rates rose to 2.8% in the first quarter, 
their highest level since the beginning of 2014. This marks a 
40 bps rise from the prior quarter, although this had little 
effect on cap rates given their wide spreads.  Cap rates in the 
office and apartment sectors rose a scant 10 bps, while 
industrial cap rates fell by 10 bps. Retail cap rates saw the 
biggest change, rising 30 bps to 6.4%. Hotel cap rates 
remained unchanged at 8%.  
 
The March rate hike by the Federal Reserve was the sixth hike 
since the FOMC began rising rates off the near-zero level in 
December 2015, and more aggressive monetary policy is 
expected if the economy continues to perform well. Despite 
the hike, interest rates continue to be at historically low levels 
and have yet to make a real impact on cap rates, buffered by 
their spreads.  
 
However, these spreads are beginning to narrow; risk 
premiums across all segments have fallen from the prior 
quarter and are more than 100 bps below their cyclical high. 

Cap Rates Are Tight across All Sectors 
except Hotel 
 
The continued increase in treasury yields has yet to have a 
significant effect on cap rates due to the aforementioned 
spread. Per Situs/RERC, retail saw the biggest change in cap 
rates, moving up 30 bps in the first quarter, while rates in all 
other sectors held within 10 bps of their 4Q’17 level. The 10 
bps decline in industrial cap rates brought them just 10 bps 
higher than their cyclical low, and more than 100 bps off their 
historical average. And despite a respective 40 and 30 bps 
improvement upon their cyclical troughs, cap rates in the 
office and apartment sectors remain more than 50 bps 
tighter than their 10-year averages. Hotel cap rates remain 
unchanged in the first quarter at 8%, just below their 10-year 
average.  
 
 

 

Industrial risk premiums fell some 50 bps over the year to just 
2.9%, registering below 3% for the first time since the 
recession.  Apartment spreads are down 40 bps from a year 
ago to their lowest level in four years at 2.3%, and remain the 
narrowest of all the sectors. Risk premiums in both the office 
and retail sector sectors are unchanged from their year-ago 
level at a respective 3.4% and 3.6%, though this is still 
historically low. Furthermore, hotel was the only sector with a 
risk premium above its year-ago level, although the difference 
is minor at about 10 bps.  
 

Hotel Remains the Only Sector with Risk 
Premiums above Historic Averages   
 
The hotel sector spreads have been trending in line with their 
10-year average for the past six quarters, while other sectors 
are seeing a much larger divergence. The rate of investor 
returns is diminishing as hotel occupancies and RevPAR 
continue to slow, indicating that the market may be at a ceiling 
and keeping spreads high.  
 
The first quarter decline in industrial premiums brought them 
nearly 130 bps below their historic average, their largest 
divergence in over five years. Current spreads in the office, 
retail, and apartment segments are less than 80 bps below 

their historic average.  
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SECTOR SPOTLIGHT: APARTMENT 

Apartment Investors Are Targeting the 
Southeast, Southwest, and West Regions 
 
Each quarter we take a closer look at one of the major CRE 
sectors. This spotlight focuses on the US apartment segment. 
 
Although heavy supply additions and waning demand have 
pushed vacancies in the US apartment market up 40 bps from 
a year ago to 4.7%, they remain tight from a historical 
perspective, supporting healthy rent gains in the 3% range. 
This pace of rent growth is far outstripping effective rent gains 
in the office and retail sectors. Comparatively healthy 
fundamentals in the apartment market are set to drive 
valuation growth of 2.7% in 2018. However, our proprietary 
valuation index would decline more than 17% in 2019-20 due 
to the introduction of modeled cyclicality to our forecast 
model. Under such modeled conditions, cap rates would surge 
amid marginal NOI growth.  
 
The Mid-Atlantic, Midwest, and Northeast regions all saw first 
quarter multifamily deal volume measure in the $14-$18 billion 
range, while volume in the Southeast, Southwest, and West was 
upwards of $33 billion. The stark regional divergence illustrates 
a trend away from buying in some of the more overheated 
coastal cities, such as New York and the Bay Area, in favor of 
areas such as Salt Lake City, Charlotte, and Houston as 
investors target metros with rapid job and population growth, 
and seek higher yields given the higher borrowing costs.  
 
The continued vitality of the apartment market is contingent 
on the large millennial population, and continued pressure on 
housing affordability owing to low for-sale single-family 
inventory. Millennials are now tied with the baby boomer 
population for the largest demographic share in the US at 
23.4% of the total population. Generational shifts, such as 
massive student loan debt, high marriage ages, and nearly a 
third of 18-34 year olds living at home, are contributing to 
elevated multifamily demand. However, we are already seeing 
the beginnings of a shift from renting to homeownership as 
millennials begin to age, which may hamper demand and push 
vacancies higher, right as multifamily supply crests.  
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