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The Capital Report: Prices, Cap Rates 

and Capital Flows - Fall 2011 Update 

A closer look at the commercial real estate 

transaction market 

 

Investor interest in commercial real estate has 

been very strong so far in 2011 as prices, on 

average, are increasing, cap rates are tightening, 

and volume has almost matched 2010Ωs total. 

Unfortunately, gathering storm clouds (European 

debt issues, shaky job recovery, pull back in 

CMBS) could slow demand into 2012 as investors 

take stock of the current landscape. The 

following report takes a closer look at the current 

state of the commercial real estate transaction 

market. Highlights include:  

¶ Prices: Commercial real estate prices 

have increased 12.6% since bottoming in 

April 2011.  

¶ Demand: Transaction volume totaled 

$111b by August 2011, an 86% increase 

over the same time period in 2010, and 

almost equaling нлмлΩǎ total volume of 

$125b, although it remains well below 

results recorded from 2005 to 2007.  

¶ Cap Rates: Cap rates continue to tighten 

in all five major commercial real estate 

sectors.  

 

Given the economic volatility, we have lowered 

our forecast for transaction volume in 2011 to 

$160 billion to $175 billion from our previous 

forecast of $200 billion. Still, demand for high 

quality product remains high and if macro-issues 

subside, the $200 billion projection is reachable.  

We expect cap rates will continue their 

tightening trend, while average prices should 

continue to push incrementally higher through 

year-end 2011.   
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Strong Growth So Far in 2011; Demand May Moderate on Macro-Issues 

Given the uncertainty caused by sovereign debt issues in Europe and slow job growth in the U.S., the 

commercial real estate transaction market will struggle to replicate the strong growth experienced from 

mid-2010 to mid-2011. While demand for high quality product remains elevated thanks to stabilized 

leasing fundamentals, low interest rates, and high risk premiums, the transaction market will need 

sovereign debt concerns to ease, the CMBS sector to reemerge as a viable source of financing, and 

continued positive job growth, to sustain positive momentum over the near term.  

Highlights 

¶ Prices Rising: Prices for commercial real estate appear to have bottomed as the aƻƻŘȅΩǎκw9![ 

CPPI index has increased 12.6% since bottoming in April 2011. On a sector basis, all major 

commercial real estate sectors have seen average prices increase after bottoming in late-2009 

or early-2010 with the exception of the retail sector, which saw prices soften in early-2011. 

¶ Surge in Demand: Overall transaction volume in the first 8 months of 2011 totaled $111b, an 

86% increase over the same time period in 2010 ($59.4b), and almost equaling нлмлΩǎ total 

volume of $125b, according to Real Capital Analytics (RCA).   

¶ Cap Rates Tightening: Cap rates continue to tighten as the twelve month moving average fell 

to 7.11% in August 2011 ς down 67bps from a near term high of 7.78% in Q2 2010, according 

to Real Capital Analytics 

Prices Ǿƛŀ aƻƻŘȅΩǎκw9![ /ƻƳƳŜǊŎƛŀƭ tǊƻǇŜǊǘȅ tǊƛŎŜ LƴŘƛŎŜǎ 

Although the path has been rocky, repeat άsame store pricesέ have begun to rebound with the 

aƻƻŘȅΩǎκw9![ /ttL ƛƴŘŜȄ increasing 12.6% over the past three months, after index values slumped in 

the first quarter. This follows a 48.9% decline since the index peaked in October 2007. We expect near 

term performance of the index will trend incrementally higher as appreciating prices of performing 

properties in primary markets outperform the drag from distressed sales. Highlighting the precarious 

stabilization of commercial real estate prices, even with the uptrend prices as measured by the index, 

remain 42.5% below their peak.   

CƛƎǳǊŜ мΥ aƻƻŘȅΩǎκw9![ Commercial Property Price Indices 

80

100

120

140

160

180

200

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

Rate of Change - MoM (%) Moody's/REAL CPPISource: Moody's & RAIT Securities, LLC; 
Data through July '11  

¢ƘŜ aƻƻŘȅΩǎκw9![ 

CPPI index has 

increased 12.6% 

since April 2011 after 

falling 48.9% from its 

peak in October 

2007. 
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While the overall index has trended higher, sector performance has varied as illustrated by the 

aƻƻŘȅΩǎκw9![ /ttL ƛƴŘŜȄ ŦƻǊ ǘƘŜ ŦƻǳǊ ƳŀƧƻǊ ǇǊƻǇŜǊǘȅ ǎŜŎǘƻǊǎ shown below.  

 

Prices by Sector 

 

Figure 2: aƻƻŘȅΩǎκw9![ /ttL ς Apartment Sector      CƛƎǳǊŜ оΥ aƻƻŘȅΩǎκw9![ /ttL ς Office Sector 

 

 

Apartment sector pricing has increased sharply after its precipitous fall in 2008 and much of 2009 with 

the index increasing 15% from a low of 117.6 in Q3 2009. TƘŜ ƻŦŦƛŎŜ ǎŜŎǘƻǊΩǎ ǇǊƛce movement has been 

choppy; however, the index at the end of Q2 2011 was 125.66, up 11.0% from its low in Q3 2009.  

 

CƛƎǳǊŜ пΥ aƻƻŘȅΩǎκw9![ /ttL ς Industrial Sector        CƛƎǳǊŜ рΥ aƻƻŘȅΩǎκw9![ /ttL ς Retail Sector 
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Industrial sector pricing continues to trend lower as the index fell 7.7% in early-2011 and is now 39% 

lower than its peak. The retail sector rebounded in late-2010 and its index now stands at 129.4, up 5.7% 

from its trough in Q2 2010.  

 

Following we take a closer look at cap rates, price per unit, and sales volume by sector as measured by 

Real Capital Analytics.  
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Cap Rates and Transaction Volume by Sector 

 

After a dramatic decrease in transaction flow, investor interest has returned as credit became more 

readily available and the risk premium to own real estate widened near historic levels. While interest 

remains, investors have stepped back from more risky assets given sovereign debt issues in Europe, 

political gridlock (and downgrade of the U.S. sovereign debt by S&P), and a stalled jobs recovery.   

 

Figure 6: Apartment Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 
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Apartment sector cap rates (twelve-month moving average) tightened a total of 56 bps to 6.44% since 

Q1 2010, helping fuel a 33% increase in average price per unit from the Q3 2009 bottom, according to 

RCA. Sales volume, which surged in 2010, has continued to remain robust with volume totaling almost 

$30 billion in the first eight months of 2011, an 83% increase over the same time period in 2010.  

 

Figure 7: Office Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 
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Sales volume in the office sector in the first eight months of 2011 outpaced the same time period in 

2010 by 68% ($32.3 billion vs. $19.2 billion. After topping out at 8.31% in Q2 2010, cap rates have 

tightened dramatically with the twelve-month moving average compressing 101bps to a 7.30% average 

as of August 2011. As a result, the average price per square foot (12-month moving average) has 

increased 39% from its bottom in Q1 2010, according to Real Capital Analytics, although the pace of 

increase has slowed the past six months. 
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Figure 8: Retail Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 

 
 

Cap rates in the retail sector reversed trend and tightened 63bps since Q2 2010 as monthly retail sales 

turned positive.  Tightening cap rates helped the average price per square foot break higher in 2011 (up 

26%) after trending lower in 2010. The twelve-month moving average cap rate ended the first half of 

2011 at 7.48%, while transaction volume over the first eight months of 2011 was up approximately 

110% to $23.7 billion in comparison to last year, according to RCA. Of significance was .ƭŀŎƪǎǘƻƴŜΩǎ 

ǇǳǊŎƘŀǎŜ ƻŦ /ŜƴǘǊƻΩǎ ǇƻǊǘŦƻƭƛƻ ŦƻǊ Ϸф ōƛƭƭƛƻƴ ŜŀǊƭƛŜǊ ǘƘƛǎ ȅŜŀǊ.   

 

Figure 9: Industrial Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 

 
 

Industrial sector cap rates have tightened five quarters in a row moving from 8.51% to 7.90%, which is 

still the highest average cap rate of the four major sectors. Sales volume of $12.9 billion through August 

2011 is 58% higher than the $8.2 billion of transaction activity in the eight months of 2010.  

Unfortunately, pricing softened some as the price per unit has fallen approximately 8% so far in 2011, 

according to Real Capital Analytics.  

 

Interest in investing in commercial real estate remains high, although we do expect some pullback by 

investors and lenders from non-Class A properties located in secondary and tertiary markets as macro-

issues make buyers more risk averse. Given the low interest rates and preference for high quality assets, 

we expect that average transactional cap rates will tighten modestly, while there will be a bifurcation in 

overall cap rates as institutional assets trade at tighter initial yields and lower quality assets/locations 

see cap rates increase modestly through the end of 2011.  


