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MIND THE GAP: BUYERS AND 
SELLERS PRICING EXPECTATIONS 
LOOK TO HAVE DIVERGED 
 
After a rocky, uncertainty-stricken first quarter, commercial 
real estate capital markets have begun to normalize in the 
second quarter, with deal volume increasing modestly from a 
quarter ago. In the second quarter, total deal volume among 
the five major property sectors (office, retail, apartment, 
industrial, and hotel) rose to around $105 billion, still below its 
year-ago level. 

Commercial real estate capital markets floundered in the first 
quarter amid a multitude of dynamic shifts brought on by 
technology, politics, and monetary policy. The combined 
effect led to a recent though abating spike in uncertainty. 
Interest rates spiked alongside this uncertainty, but after 
several months have settled into a steady range around 
2.3%. The spike in interest rates spooked commercial real 
estate markets in the first quarter, with deal volume 
plummeting amid the velocity of the change in interest rates. 

Notwithstanding the second quarter capital markets 
stabilization, debate over the prospects of continuation or 
reversion are beginning to creep into commercial real estate 
markets, affecting valuation outlooks and keeping deal flows 
constrained. While policy uncertainty has abated right now, 
it remains an omnipresent risk given that a single party 
controls both houses and the executive branch. Although the 
current economic cycle is facing a deluge of dynamism it has 
not had to contend with thus far, the status quo has 
continued on as the strong labor market has proven 

impervious to derailment. Our expectation is for the slow and 
steady US economic expansion to continue in the coming 
quarters, but the number of shifting variables to contend with 
is on the rise. Monetary policy will continue to tighten 
gradually as well, though credit and lending markets have 
shown no signs of upset.  

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 – currently 
pegs commercial real estate prices at 5.8% higher than a 
year ago. However, annual growth rates have diminished 
over the course of 2017 as pricing has stalled in recent 
months.  Indeed, the All-Property Nowcast declined 0.1% in 
August, the fourth consecutive monthly decline for the index.  
 

Ten-X August CRE Nowcasts Show Pricing Moving Sideways 
 

 
Source: Ten-X Research 

BUYER-SELLER EXPECTATIONS 
AND PRICING GAP 
The sharp increase in long-term interest rates following the 
election were a key cause of the disruption to CRE capital 
flows in the ensuing months.  Seemingly hard deals were 
withdrawn as buyers were confronted with suddenly higher 
financing costs.  Together with the ensuing tightening by the 
Fed, estimations of future exit cap rates started to adjust 
upward, putting downward pressure on pricing.  The election 
also unleashed divergent expectations about future growth.  
The increase in interest rates reflected a prevailing initial view 
that changed policy and regulations would boost economic 
growth, which implied stronger demand for commercial real 
estate.  Construction costs looked to increase, as a result of 
myriad policies including immigration restrictions, Buy 
American policies, possible tariffs and the demand effect of 
massive infrastructure spending and the building of a border 
wall.   

 

At the same time, real estate investors kept a keen eye on the 
“cycle clock”, concerned that the length of the business cycle 
put us closer to a cyclical downturn.  The current business cycle 
is just a few months away from being the second longest in 
modern history.  This longevity has prompted many investors 
to shift to more conservative strategies in real estate investing, 
fearing exposure of higher risk deals to a cyclical downdraft.  
Speaking with many real estate investors we have started 
hearing some variation of “at this point in the cycle…” where 
the sentence is completed with some variant of increased 
caution, a strategic shift to lower risk type investing, or concern 
about underwriting continued increases in NOI.  All these 
translate to hesitancy on price.    

In our view, these crosscurrents have led to a disconnect 
between real estate buyers and sellers on pricing and is 
contributing to the sideways movement of CRE deal volume 
and pricing. 

 



  

CAP RATE CUSHION HAS 
DIMINISHED 
 
Cap rate spreads over 10 year Treasuries were very wide by 
historical standards through most of this cycle.  As recently 
as a year ago, cap spreads across all five major property 
segments averaged 72 bps above their 10-year averages.  To 
investors, these wide spreads provided a cushion against 
downward pressure on real estate pricing from any increases 
in interest rates.  Sure enough, when the 10-year Treasury 
jumped from 1.56% in the third quarter of 2016 to 2.14% in the 
fourth quarter and 2.45% in the first quarter of 2017 – an 89 
bp increase in rates – cap rates increased an average of just 
13 bps across the five property segments.  At midyear, even 
after some re-widening of spreads as interest rates have 
drifted lower, cap rate spreads are now below their 10-year 
average in all property segments except for hotel, averaging 
63 bps below their 10-year average; hotel cap rates are 
currently 50 bps higher than their historical average.  While 
interest rates continue to drift downwards at the moment, the 
cap rate spread cushion has dissipated, leaving prices 
vulnerable to future interest rate increases and making

buyers more cautious in their willingness to pay up this long 
into a cycle.   

 

 

Real Capital Analytics http://www.rcanalytics.com   

 

  

GAUGING THE PRICING GAP: 
MARKET DATA 
 
Ten-X Research has analyzed RCA data to attempt to gauge 
the seller pricing expectations gap versus where the market 
actually stands.  The methodology is instructive but there is no 
way to directly gauge the actual perceptions of sellers.  The 
hypothesis is that sellers base their pricing expectations based 
on recent market conditions.  Commercial real estate prices 
as reported by RCA are extremely volatile from quarter to 
quarter, so we looked at an eight-quarter moving average of 
year-over-year prices to estimate the general trend in pricing 
in each property segment that sellers were seeing.  We 
additionally removed portfolio deals from the data, as these 
large, lumpy transactions can skew the data in all directions 
depending on the nature of the portfolio that traded in a given 
quarter.   

We then compared this “expectations based” price to what 
actually occurred in the market, where prices actually stand 
today versus where they would have stood if pricing had 
continued on the trajectory investors had been seeing 
previously. 

Across the five major property segments, this pricing gap  

 

averages 4.7%, ranging from 1.7% in the office segment to 
7.2% in the apartment segment. We then compared what has 
happened to deal volume in each of the property segments 
over the past year as this disconnect between pricing 
expectations and actual prices was developing.  The results 
are shown in the table below.   

Interestingly, the two segments with lower pricing gaps – 
office and industrial at 1.7% and 4.1% respectively – were the 
only two segments where volume increased over the past year: 
4.1% and 7.6% respectively.  The two segments with the 
largest pricing expectations gap – apartment and hotel with 
gaps of 7.2% and 6.4% respectively, both saw volumes 
decline.  This data appears to confirm the anecdotal evidence 
that deal volume is being affected by a disconnect between 
what sellers expect that their property is worth and what 
buyers perceive to be where the market stands and is heading.   

The retail segment was something of an outlier, as it shows a 
4% pricing expectations gap (similar to that of industrial) but 
a whopping 11.3% drop in non-portfolio deal volume.  We 
attribute the profound drop in deal volume in that segment to 
the torrent of negative press regarding brick and mortar retail 
losing out to e-retail and the record pace of retail bankruptcies 
this year, but clearly this property segment also has a pricing 
expectations gap as estimated by this method.  

 
Market Pricing Gap is Indicative of Disconnect Between Buyers and Sellers                  

 

Sources: Real Capital Analytics http://www.rcanalytics.com, Ten-X Research 

Cap Spreads Are Now Well Below Their 10-Year Average, 
Except for Hotel Sector 
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GAUGING THE PRICING GAP: TEN-X 
PLATFORM DATA 

 
The Ten-X platform provides further insight to a growing gap 
between what sellers expect their property is worth and current 
market conditions.  Over the past year and a half there has been 
a marked widening in the gap between the reserve price (BTA) set 
initially by sellers and the high bid in deals that did not reach their 
reserves.  Across the five major property segments this gap 
widened by 82 bps from 2015 to 2017 year to date.  All property 
segments except for industrial showed a widening of the gap, with 
retail and hotel showing the biggest increase in the expectations 
gap and office the lowest gap. These two property segments have 
demonstrated the weakest fundamentals of late. Hotel has seen 
occupancies flatten and room rate growth slow amid increasing 
supply, especially in some large key markets, and heightened 
competition from Airbnb.  Retail continues to struggle with the 
combined impact of erosion of market share to e-commerce, 
shrinking store formats, retail bankruptcies and changed 
consumer spending patterns. The same widening of the gap 
between sellers expectations and market was true, to a slightly 
lesser extent comparing final high bid to final reserve, suggesting 
that even after live market evidence sellers still perceive a higher 
price CRE property market than buyers.   

 
 

 

Gap Between Average High Bid to BTA on Ten-
X Platform Has Widened Since 2015                   

Sources: Ten-X Research 

Gap Between 2015 and 2017

Office -23

Industrial 15

Retail -111

Apartment -69

Hotel -95

All Segments -82


