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CAPITAL MARKETS  
ACTIVITY OVERVIEW 

Commercial real estate capital markets edged up once 
again, as third quarter deal volume among the five major 
property sectors topped $109.5 billion. This is the second 
straight quarter of overall volume growth, though this masks 
the fact that apartment and industrial were the only sectors 
to see volume lift from their second quarter totals. Overall, 
third quarter volume is still nearly 10% below its year-ago 
level. 

While the US economic expansion continues unabated, 
various factors are causing commercial real estate capital 
markets to lose steam. Widespread supply additions are 
curbing income growth, and investors’ pricing expectations 
are diverging as a result. This has led to stagnancy in both 
deal volume and prices across many markets and sectors.  

 

DEAL FLOW 

CRE Deal Volume Saw Some Improvement 
but Remains Low Overall 
 
Deal volume improved to about $109.6 billion in the third 
quarter, as it continues to recover from its low earlier this 
year. Transaction volume is far below its cyclical peak and 
down 9.6% from a year ago, but continues to hold above its 
historic average. The industrial and retail sectors were the 
only ones to improve from the prior quarter, although these 
gains were evened out by losses across the other three 
sectors, resulting in a gain of just 3.2% from the prior quarter. 
 

Office, Retail, and Hotel Sectors Are 
Falling Behind Their Long-Run Average 
Deal Volume Proportions 
 
The office sector share of total deal volume declined in the 
third quarter by nearly 420 bps to 26.2%, representing the 
largest quarterly share decline among all the sectors. The 
retail and hotel sectors saw more modest declines in volume 
share, however the protracted decline in retail’s share 
brought it some 620 bps below its 10-year average in the 
third quarter at just 12.1%. The apartment and industrial 
sectors continue to be outsized, reflecting their popularity 
among investors, and the apartment sector comprises the 
largest share of total deal volume at 36.4%. Third quarter 
figures suggest real estate sectors with healthy fundamentals 
and outlooks are strengthening, while office and retail 
volume shares continue to shrink amid ongoing structural 
headwinds like telecommuting and e-commerce. Hotel 
volume continues to decline as sector operating conditions 
approach peak levels and buyer-seller pricing expectations 
widely diverge. 

 

Additionally, the continuing policy uncertainty in D.C. is 
weighing on capital markets. The administration is in the 
process of revealing its proposal for tax reform, which could 
include corporate tax cuts, changes to state and local tax 
deductions, and a cap on the mortgage interest deduction. 
These changes could have outsize effects on relative regional 
performance of the US economy and housing markets. Many 
of the markets that have been primary economic drivers this 
cycle are likewise seeing the most potential risk.  

The US Federal Reserve left interest rates unchanged in 
September, but signaled it will seek another rate hike before 
the end of 2017, following lifts in March and June. The bank 
also confirmed steps will be taken to reverse quantitative 
easing, some ten years after the start of the recession. So far 
the sailing has been smooth, as credit spreads remain 
extremely narrow and interest rates have been stable in the 
low-2% range. While the advanced age of the expansion is 
sowing doubts in some investors’ minds, we expect continued 
economic expansion in the coming quarters, as long as the 
labor market remains robust.  
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PROPERTY PRICES 

Ten-X All-Property Nowcast Up 1.5%  
Year-over-Year  
 

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 1.5% higher than a year 
ago. This is the weakest year-over-year growth on record for 
the index. The latest All-Property Nowcast declined 0.1% in 
November, the seventh consecutive monthly decline for the 
index following fourteen straight months of growth.  

 

Retail Pricing Improves as Industrial 
Unexpectedly Slides  
 
Three of the five major property groups saw pricing decline 
this month, with the industrial sector providing the most 
drag on the index.   
 
The Industrial Nowcast posted the largest monthly decline 
in November, as pricing fell 1.1% from a month ago, bringing 
pricing in the segment down 3.2% year-over-year. This is 
the sixth decline in seven months, and its trajectory is 
puzzling because the segment arguably has the best 
demand dynamics at this time. One explanation may be 
that investors believe pricing has gotten ahead of 
fundamentals. With supply still modest, though growing, 
vacancies are falling toward lows not seen in several cycles. 
 
Apartment pricing also continues to lose steam. The 0.2% 
November drop in the Ten-X Apartment Nowcast was the 
fifth consecutive decline and the pricing gauge now stands 
just 3.4% above its year-ago level, a new low for this cycle. 
National apartment vacancies ticked up to a seasonally 
adjusted 4.5%, breaking out of the 4.1%-4.4% range they 
have held over the last 18 quarters, according to REIS, as 
absorption fell to a five-year low. 
 
The hotel segment fell by 0.5% in November after declining 
0.7% in the month prior. The Hotel Nowcast has declined in 
five of the last seven months and is up a paltry 0.1% year-
over-year. US hotel occupancies have made little headway 
over the last twelve quarters and the Nowcast corroborates 
ongoing weakness in this segment.  
 
Despite retail’s ongoing struggles, hampered by the growth 
of e-retail and the ever-shrinking store footprint, the sector 
outperformed all others in the Ten-X CRE Nowcast. The 
Retail Nowcast gained 5.8% from a year ago, as 0.6% 
November pricing growth followed up October’s gain. 
 
The Office Nowcast rose 0.5% in November after ticking up 
0.1% in October. Year-over-year, however, slowed to 0.9%, 
well off the double-digit annual growth that prevailed from 
mid-2015 to mid-2016. Office vacancies are hovering at a 
low point, per Reis, and have been fundamentally level over 
the last seven quarters, suggesting the sector may have 

reached a plateau.  

 

 



 
  

RISK PREMIUM & CAP RATES 

Risk Premium Show Little Movement as 
Interest Rates Remain Low  
 
Risk premiums in most CRE sectors showed little movement 
in the third quarter. Our calculations revealed office and 
apartment risk premiums were flat from the quarter prior and 
industrial rose 10 bps, while retail risk premiums compressed 
30 bps and hotel edged down 10 bps. 10-year US Treasury 
rates, the other component of cap rates, were also flat at 
2.2% in the third quarter. Treasury rates are up 60 bps from 
a year ago, due largely to an unexpected bump in late 2016.  
 
While the US Federal Reserve left interest rates unchanged in 
September, it signaled it will seek another rate hike before 
the end of 2017.  
 
Retail was the only sector to see risk premiums move more 
than 10 bps in either direction, as they declined 30 bps on the 
quarter to 370 bps. This is equal to the sector’s 4Q’16 level but 
80 bps lower than a year ago. 

All Five Sectors Beating 10-Year Average 
Cap Rates, Though Hotel Gap Is Smaller  
 
The lack of progress in treasury yields is keeping cap rates at 
a fairly static level. Cap rates moved no more than 30 bps in 
any given sector in the third quarter. Office and apartment 
cap rates were unchanged from the second quarter at a 
respective 5.8% and 5%, per Situs/RERC. Retail and hotel cap 
rates declined 30 bps and 10 bps, respectively, with 5.9% retail 
cap rates within 10 bps of matching the sector’s cycle low from 
yearend 2014. Industrial cap rates increased a scant 10 bps 
from the prior quarter’s cyclical low, and now measure 5.7%.   
 
Hotel cap rates now are now below their 10-year average by 
about 50 bps, while all other sectors are outperforming their 
long-run measurements by at least 70 bps. The industrial 
sector is trailing its average by 110 bps, the widest gap of all 
sectors. Retail and office cap rates are again closely matched 
at 80 and 90 bps below their respective averages, while the 
gap in the apartment sector is roughly 70 bps.  
 
 

 

Industrial was the only sector where risk premium increased, 
but it still remains near its cycle-lows at 350 bps, well below its 
415 bps 10-year average. All five sectors are now trending more 
than 100 bps below their cycle high, even hotel, which has seen 
premiums drift back up near its 10-year average.  
 
 

Hotel Still the Exception as Most CRE Risk 
Premiums Trend Below Historic Averages   
 
Currently, only the hotel sector is trending in line with its 10-
year average. While the other core sectors have each trended 
below their 10-year average for four consecutive quarters, 
hotel risk premiums have not seen this sort of separation. Hotel 
risk premiums also remain high since cyclical tides are shifting 
in the hotel sector. Growth is slowing down in occupancies and 
room rate growth, diminishing the rate of investors’ returns. 
 
Apartment premiums are currently less than 30 bps below their 
historic mean, where they have remained for the past four 
quarters. The apartment cushion is substantially thinner than 
all other sectors owing to the sector’s quick recovery in 
fundamentals this cycle amid ongoing strong demand for 
rentals and slow growth in home sales. 
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SECTOR SPOTLIGHT: RETAIL 

West Continues to Dominate Deal Volume, 
and Pricing is Following Suit 
 
Each quarter we take a closer look at one of the major CRE 
sectors. This spotlight focuses on the US retail segment. 
 
At the macro level, retail fundamentals appear to be at a stasis. 
While the US supply pipeline has ramped up, demand has 
stayed closely matched, allowing little progress in vacancies, 
which have been bound in the high-9% to low-10% range for 
the last 12 quarters, per REIS data. Additionally, vacancies have 
moved down only 110 bps from their recessionary peak. While 
retail rents are at an all-time high, growth has slowed to 1.8% 
per annum over the last three quarters, limiting NOI gains.  

Year-over-year, retail deal volume has declined for eight 
consecutive quarters. While regional totals were closely bound 
during the recession and early recovery, the West has surged 
ahead of all other RCA-defined regions, as it was in the pre-
recession period.  Third quarter deal volume in the West was at 
least 50% higher than every other region. Moreover, West deal 
volume was more than 300% above the struggling Mid-
Atlantic region, which has consistently lagged in the recovery 
period.   
 
US retail pricing has declined from a year ago, but a notable 
regional shift is taking place. While the Northeast has reigned 
as the highest priced region for the last decade, the West has 
recently overtaken the top spot.  Over the last four quarters, 
the average price for retail in the West was $277 per square 
foot (psf), some 6.3% higher than the Northeast’s $261 psf. The 
differential was even higher in the prior two quarters. 
Additionally, the West has seen year-over-year price growth in 
six of the last ten quarters, more than any other region. 
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