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Update
A closer look at the commercial real estate
transaction market

What a difference a year makes. Optimism
abounds throughout theammercial reakstate
sector asprices on average, are increasincap
ratesare tightening anddemandhasreturned
with vengeanceThe following report takes a
closer look at the current state of the commerci
real estate transaction market as the sector
emerges from the Gred&Recession with new
found strength Highlights include:

9 Prices Commercial real estatgrices
have increased.4%since bottoming in
August 2010

1 Demand: Transaction volummore than
doubledin 2010 (up120% YoY,)
although it remains well below results
recordedfrom 2005 to 2007

i Cap RatesCap rates havstabilized and
are tighteningin all five major
commercial real estate sectors.

With substantial wind at its back, vexpect
transactionvolume in 2011 will surpass $200
billion after totaling $120 billion in 2010 Our
forecast is an increase from our 2810
prediction of $100 to $200 billion in transaction
volume for 2011We expectap rates will
continue their tightening trend whileaverage
pricesshould register solid growth in 2011
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Market Turned the Corner in 201®o0sitioned for Strong Growtimn 2011

Like a Phoenix, the commercial real estate transaction madset from its ashes as demand surged in
the second half of 201Melped by stabilizing fundamtais, narrowing bieask spreads, wider

availability of credit, low interest rates and historically high risk premiums, transaction activity posted
significant yeaooveryear increases in all five major property typ&¥hilerisks remainwith the return

of the CMBS sectaaisa viable source of financing and improving leasing fundamentalexpect that
prices anddemand will continue theipositive momentunover the near term.

Highlights
1 Prices RisingPrices for commercial reabtate appear to have bottomed asthe2 2 R Qa k w9 ! |
CPPI index has increasé1% since bottoming irAugust 20100n a sector basis, all major
commercial real estate sectors have seen average prices increase after bottoming2f0ate
or early2010 with he exception of théndustrialsector, whichsaw prices soften in mig010
1 Surge in DemandTransaction volume @50.8bin Q4 2010 (all sectors) was the highest
recorded sinceQ42007, according taReal Capital Analyti¢RCA)Overall transaction volume
AY Hnmn G204t SR PMHNnoX | MHE: AYONBFaS 2@SNJ un
1 Cap RateFightening Cap ratehavestabilized and begun to tightesssthe twelve month
moving averagdell to 7.47% inQ4 2010 ¢ down from a near term high of 7.7&in Q2 2010
according to Real Capital Analytidsetwelve-month moving average cap rate has tightened in

all sectors

PricesdAl a22R8Qakw9! [ [/ 2YYSNOAFIET t NPLISNI& t NAOS LYyR)
Although the path has been rockgpeatdsame storeprices havebegun to reboundvith the

az22Reé Qa&k w9 ! ificredsing.4% okeythePasthree months. Thidollows45.1%declinesince

the indexpeaked in October 200¥We expect near term performance of the index will trend

incrementally higher as appe@ting prices of performing properties in primary marketgperform the

drag fromdistressed sale$lighlighting the precarious stabilization of commercial real estate prices,

even with the uptrend prices aseasured by the indexemain 41.86 below their peak.

CAIdzNE MY a22ReQakw9! [ /2YYSNOAIFf tNRBLISNI& tNAROS
¢tKS az2z2Re(

CPPI index has
increased.4%since

160 August 201 @fter
falling54.1%from its

peak in October

2007.
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While the overall index has trended higher, sector performamas varied as illustrated Hiie
a2?2Re@Q&akw9! [ /ttL AYRSE ¥Tahwnbdo®. T2 dzNJ YI 22 NJ LINE LIS N.

Prices by Sector
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Apartment sector pricing has increased sharply after its precipitous fall in 2008 and much afig®09
the index increasing6l6 fromalow of 117.6inQ32009. KS 2 FFA OS aSOid 2 NN& LINAOS °
choppy however, the index at the end @13 2010was118.2 up4.4% from its low iQ32009
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Industrial sectompricing faltered in mie2010 as thendexfell 7.2%in Q2 and Q3 2010 to a new low of
119.2 The retail sectoreboundedin Q3 2010 andts index nowstandsat 125.3, up 5.7%rom its
troughin Q2 2010.

The bottoming and immvement in prices is a result die increase in demand ara@bmpressiorof cap
rates. Following we take a closer look at cap rates, price per unit, and sales volume bywsector
measured by Real Capital Analytics
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After a dramatic decrease in transaction flow, investor intetesreturnedas credit has become more
readily available and the risk premium to own real éstaas widenedearhistoriclevels.

Figure6: Apartment Sector Cap Rates, Price per UQitjarterly Sales Volume & Property Count
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the last three quarteref 2010, helping fuel a 30% YQY increase in average price peaaodrding to
RCASaés volumesurged in2010 totalng almost$31 billion, a1l07% increase over the 20@étal.

Figure 7 Office Sector Cap Rates, Price per Unit,
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Sales volume in the office sectior2010 more than double($40.3billion vs. $.6.0billion, up 152%the
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volume recorded ir2009 with #.8.2billion of sales volume i@4 2010alone the most on a quarterly
basis since th&4 2007 After topping out at 8.34% in Q2 201@jcratestightened dramaticallyvith
the twelvemonth movingaveragecompressing 71bps to end the year at a 7.63% average result,
the average price per square foot (fdonth moving average) has increasgétPbo according tReal

Capital Analytics
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Figure 8 Retail Sector Cap Rates, Price per Unit, @erdy Sales Volume & Property Count
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Cap rates in the retail sectoeversed trend and tightened 25 bps in the second half of 2010 as monthly
retail sales turned decidedly positiv&ightening cap rates helped the average price per square foot

break hgher in Q4 2010 (up 10%) after trending lower most of the yEae. twelvemonth moving
averagecap rateended 2010 at 7.9%, while 20ff@nsaction volumevasup approximately 5% in
comparison to lasyear, according to RC®f significance was the Q4 ZDvolume 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 amountecorded since Q1 2008.

Figure 9 Industrial Sector Cap Rates, Price per Unit, Quarterly Sales Volume & Profautyt

Industrial sector cap ratdsavetightenedthree quarters in a ronmoving from 8.586 to 838%, still the
highest average cap rate tife four major sectorsSales volumef $16 billion in 201@limost doubled
the 2009 total of $8.2 billion with volume in the second half of 2010 totaling $10.6 bii@ontrast to
GKS a22R@Qakw9! [ -monthimovinyavreBagespricé peuaré ddb ihc@&sed 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)e wxpectthat transactionvolumewill continue to
accelerate in 2011Even wih the recentincrease in the 1{rear Treasuryield, we believe that the
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