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The Capital Report: Prices, Cap Rates 

and Capital Flows - Winter 2011 

Update 

A closer look at the commercial real estate 

transaction market 

 

What a difference a year makes. Optimism 

abounds throughout the commercial real estate 

sector as prices, on average, are increasing, cap 

rates are tightening, and demand has returned 

with vengeance. The following report takes a 

closer look at the current state of the commercial 

real estate transaction market as the sector 

emerges from the Great Recession with new 

found strength. Highlights include:  

¶ Prices: Commercial real estate prices 

have increased 6.4% since bottoming in 

August 2010.  

¶ Demand: Transaction volume more than 

doubled in 2010 (up 120% YoY), 

although it remains well below results 

recorded from 2005 to 2007.  

¶ Cap Rates: Cap rates have stabilized and 

are tightening in all five major 

commercial real estate sectors.  

 

With substantial wind at its back, we expect 

transaction volume in 2011 will surpass $200 

billion after totaling $120 billion in 2010. Our 

forecast is an increase from our mid-2010 

prediction of $100 to $200 billion in transaction 

volume for 2011. We expect cap rates will 

continue their tightening trend, while average 

prices should register solid growth in 2011.   
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Market Turned the Corner in 2010; Positioned for Strong Growth in 2011 

Like a Phoenix, the commercial real estate transaction market rose from its ashes as demand surged in 

the second half of 2010. Helped by stabilizing fundamentals, narrowing bid-ask spreads, wider 

availability of credit, low interest rates and historically high risk premiums, transaction activity posted 

significant year-over-year increases in all five major property types.  While risks remain, with the return 

of the CMBS sector as a viable source of financing and improving leasing fundamentals we expect that 

prices and demand will continue their 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 6.4% since bottoming in August 2010. 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 industrial sector, which saw prices soften in mid-2010. 

¶ Surge in Demand: Transaction volume of $50.8b in Q4 2010 (all sectors) was the highest 

recorded since Q4 2007, according to Real Capital Analytics (RCA). Overall transaction volume 

ƛƴ нлмл ǘƻǘŀƭŜŘ ϷмнлōΣ ŀ мнл҈ ƛƴŎǊŜŀǎŜ ƻǾŜǊ нллфΩǎ ǘƻǘŀƭ ǾƻƭǳƳŜ ƻŦ ϷрпΦсōΦ   

¶ Cap Rates Tightening: Cap rates have stabilized and begun to tighten as the twelve month 

moving average fell to 7.47% in Q4 2010 ς down from a near term high of 7.78% in Q2 2010, 

according to Real Capital Analytics The twelve-month moving average cap rate has tightened in 

all sectors. 

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 6.4% over the past three months. This follows 45.1% 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 41.6% below their peak.   

CƛƎǳǊŜ мΥ aƻƻŘȅΩǎκw9![ /ƻƳƳŜǊŎƛŀƭ tǊƻǇŜǊǘȅ tǊƛŎŜ LƴŘƛŎŜǎ 
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¢ƘŜ aƻƻŘȅΩǎκw9![ 

CPPI index has 

increased 6.4% since 

August 2010 after 

falling 54.1% from its 

peak in October 

2007. 



RAIT Expectations     RAIT Securities, LLC   
                              Philadelphia | New York | Charlotte  
 

3 
 

  

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

the index increasing 16% from a low of 117.6 in Q3 2009. TƘŜ ƻŦŦƛŎŜ ǎŜŎǘƻǊΩǎ ǇǊƛŎŜ ƳƻǾŜƳŜƴǘ Ƙŀǎ ōŜŜƴ 

choppy; however, the index at the end of Q3 2010 was 118.2, up 4.4% 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 faltered in mid-2010 as the index fell 7.2% in Q2 and Q3 2010 to a new low of 

119.2. The retail sector rebounded in Q3 2010 and its index now stands at 125.3, up 5.7% from its 

trough in Q2 2010.  

 

The bottoming and improvement in prices is a result of the increase in demand and compression of cap 

rates. 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 has become more 

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

 

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 25 bps to 6.74% over 

the last three quarters of 2010, helping fuel a 30% YoY increase in average price per unit, according to 

RCA. Sales volume surged in 2010 totaling almost $31 billion, a 107% increase over the 2009 total.  

 

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 2010 more than doubled ($40.3 billion vs. $16.0 billion, up 152%) the 

volume recorded in 2009 with $18.2 billion of sales volume in Q4 2010 alone, the most on a quarterly 

basis since the Q4 2007. After topping out at 8.34% in Q2 2010, cap rates tightened dramatically with 

the twelve-month moving average compressing 71bps to end the year at a 7.63% average. As a result, 

the average price per square foot (12-month moving average) has increased 24% according to Real 

Capital Analytics. 
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Figure 8: Retail Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Property Count 
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Cap rates in the retail sector reversed trend and tightened 25 bps in the second half of 2010 as monthly 

retail sales turned decidedly positive.  Tightening cap rates helped the average price per square foot 

break higher in Q4 2010 (up 10%) after trending lower most of the year. The twelve-month moving 

average cap rate ended 2010 at 7.9%, while 2010 transaction volume was up approximately 52% in 

comparison to last year, according to RCA. Of significance was the Q4 2010 volume of $7.4 billion, which 

was 25% more than the Q3 2010 volume and did not benefit from a large portfolio sale such as the $2.3 

billion sale of Prime Outlets to Simon Property Group in August. In addition, the Q4 2010 volume was 

the highest amount recorded since Q1 2008.  

 

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

 
 

Industrial sector cap rates have tightened three quarters in a row moving from 8.58% to 8.38%, still the 

highest average cap rate of the four major sectors. Sales volume of $16 billion in 2010 almost doubled 

the 2009 total of $8.2 billion with volume in the second half of 2010 totaling $10.6 billion. In contrast to 

ǘƘŜ aƻƻŘȅΩǎκw9![ /ttL ƛƴŘŜȄΣ ǘƘŜ ǘǿŜƭǾŜ-month moving average price per square foot increased 5.5% 

after bottoming in Q1 2010, according to Real Capital Analytics.  

 

Given the strengthening tailwind at the back of the commercial real estate sector (improving leasing 

fundamentals, greater availability of credit, etc), we expect that transaction volume will continue to 

accelerate in 2011. Even with the recent increase in the 10-Year Treasury yield, we believe that the 


