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Driving Performance



EXECUTIVE SUMMARY

EXHIBIT 1: Sales Volume By Sector – All Sectors Rise Over Prior Year

Note: Includes sales data recordved during the quarter.
Source: CoStar, April 2026
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The overall U.S. commercial real estate recovery that began in 2025 accelerated early in 2026, with 
stronger capital flows, improved lending conditions and more active market participants. Transaction 
volume rose 19% year-over-year to $117 billion in 1Q26. Despite this momentum, the market remains 
highly bifurcated, with performance driven more by property fundamentals and local market conditions 
than broad macro trends. While activity has been resilient – as investors grow tired of waiting for 
a market correction – growth is uneven and concentrated in markets benefiting from job creation, 
population inflows, space needs, and structural changes in demand.

Investor responses to geopolitical uncertainty and economic volatility vary depending on market 
strength. In high-growth areas, these concerns have faded into the background, with capital continuing 
to transact. By contrast, softer markets are seeing more caution – including delayed decision-making, 
greater preference for leasing over buying, and reduced developer activity.

Demand is uneven. High-income consumers and large corporations are driving most spending, while 
middle- and lower-income households are pulling back, leading to mixed performance in sectors like 
retail and hospitality. While the U.S. unemployment rate was 4.2% in June 2026 – indicating a stable 
labor market with modest job growth (Bureau of Labor Statistics) – consumer confidence remains 
weak. The University of Michigan Consumer Sentiment Index in July was 54.4 (down 12% from a year 
ago), underscoring concerns about high prices and the cost of living.



EXHIBIT 2: Net Absorption (as % of Inventory) – Top Markets
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KEY MARKET DRIVERS
Strong markets are being fueled by big external factors creating new demand 
– such as corporate headquarter relocations, semiconductor plants, 
datacenters, sports complexes, hospitals and schools that generate job 
growth and an ecosystem of ancillary businesses (contractors, logistics, 
retailers, and service providers) that need their own space. This network 
effect is increasingly taking shape across the Sunbelt.

In markets without new catalysts, activity is largely driven by tenant 
reshuffling. Elevated vacancy in certain sectors is allowing businesses to 
upgrade into larger, higher-quality spaces at little to no incremental cost. This 
dynamic is most notable in the Northeast and Mid-Atlantic, where excess 
supply is enabling occupiers to trade up rather than expand footprint. Finally, 
there has been an increase in sellers coming to market, driven by fatigue from 
waiting on interest rate relief, margin pressure from higher borrowing costs, 
and aging ownership without clear succession. This has helped transaction 
activity in several CBC markets, though pricing still remains a point of friction.



DIVERGENCE BETWEEN PRIMARY
AND SECONDARY MARKETS

Primary and coastal markets are experiencing slower activity due to persistent pricing gaps, with 
sellers reluctant to lower expectations. These markets are also facing higher vacancy rates, increased 
concessions, and a pullback in tenant expansion. In contrast, many secondary and tertiary markets are 
outperforming due to their relative affordability and the presence of large-scale demand drivers. These 
markets are seeing stronger leasing activity, more stable pricing, and continued expansion of both 
national and regional operators. An exception to this trend is Class A assets in high-cost gateway cities 
such as San Francisco and New York, where demand is robust – driven by high-income renters (from 
tech and AI), private equity, and foreign investors.

EXHIBIT 3: Cap Rate Spread Over 10YR Treasuries, By Sector

Source: CBC Research, Real Capital Analytics, Federal Reserve through July 2026.



BUYER/SELLER SENTIMENT
Both buyers and sellers want to transact, but willingness to move forward is uneven. Buyers entered 
the year with strong intent to deploy capital, but geopolitical and economic uncertainty have tempered 
momentum. Activity is now largely driven by necessity from owner-users and 1031 exchange 
investors with deadlines. These buyers are active and well-capitalized but highly selective, prioritizing 
quality assets and markets with clear demand drivers. 

Seller motivation is rising as more owners grow tired of waiting for the “right” market conditions. 
However, many owners with little or no debt continue to hold firm on peak valuations. As a result, 
pricing power varies by market: sellers command premiums where inventory is tight, while buyers 
dictate terms where supply is more abundant. Transactions are happening, but often depend on seller 
flexibility or a compromise from both sides.



SALES TRENDS & CAP RATES
Prices are being set through negotiations rather than broad repricing. According to the Coldwell Banker 
Commercial® Broker Sentiment Survey (conducted from May to June 2026, with 72 respondents), 
markets with solid job growth, rising rents, and limited supply are seeing sellers achieve 5%-10% above 
comps with minimal concessions. In softer markets, buyers are capitalizing on geopolitical uncertainty 
to secure discounts of 20%-30%.

Cap rates continue to reflect a two-tier market. In stronger Coldwell Banker Commercial® markets, 
cap rates have moved up slightly into the 6%-8% range for high-quality assets and 7%-9% for broader 
product, while net lease and trophy assets remain tighter at 4.5%-6%. Markets with higher vacancy, 
weaker demand, and value-add risk are seeing more cap rate expansion, trading at 8%-10% plus.

CAP RATES - CBC MARKETS vs US AVERAGE
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Source: CBC Research; CBC Broker Sentiment Survey; Real Capital Analytics data July 2026.

EXHIBIT 4: Cap Rates – CBC Markets versus U.S. Average

Higher borrowing costs are pushing buyers to demand higher yields and structurally resetting cap rates 
above prior levels. Despite this pressure, transactions continue as motivated sellers and need-driven 
buyers keep capital flowing – resulting in a generally stable-to-rising cap rate environment with pockets 
of compression in the strongest markets.

Certain sectors – such as grocery-anchored retail, service-oriented strip centers, medical office, small-
bay industrial, and suburban assets – are seeing cap rate compression because of strong tenant 
demand. In contrast, Class B/C office and large-format buildings are seeing cap rates expand to offset 
leasing risk and weaker fundamentals. For many offices, cap rates are no longer the primary pricing 
metric; buyers are placing more emphasis on property fundamentals, cash flow, replacement cost, and 
repositioning potential.



STRUCTURAL CHANGES IN DEMAND: NOW 
FAVOR EXISTING ASSETS + BUILD-TO-SUIT

Rising construction costs have become the single biggest constraint on new development, with many 
projects no longer economically feasible. As a result, capital across CBC markets is shifting toward 
existing buildings, where renovations are faster, more predictable, and more affordable than ground-up 
construction. This trend is accelerating demand for underutilized, second-generation, and small-to-mid-
size properties.

Permits are down sharply – even in strong markets – as developers scale back speculative projects in 
favor of lower-risk build-to-suits for corporate and national brands. Many industrial, office, and mixed-
use developments are being downsized, delayed, or shelved entirely. New construction has been limited 
to sectors where the economics still work, such as medical office, retail, single-tenant restaurants, 
and auto service. Despite the development slowdown, CRE fundamentals remain stable. Sellers are 
generally not under pressure to discount, and buyers are closing deals in cash.



FINANCING
Across Coldwell Banker Commercial® markets, financing is available but more structured and favors 
equity-rich buyers. Transactions are being led by all-cash and well-capitalized investors that can avoid 
high debt costs and execution risk. Banks – especially regional and community lenders – are active, 
but underwriting standards remain tight, with greater emphasis on in-place cash flow over projections, 
existing relationships, and down payments of 20%-40%. Banks continue to favor retail, multifamily, and 
industrial over office. 

Private capital sources (PE, credit funds, life insurance, credit unions) are playing a bigger role by 
offering faster and more flexible structures (at higher rates). SBA programs support most small and 
mid-size owner-user deals. Seller financing remains a useful bridge (at 50%-60% down) to align pricing 
and liquidity challenges. Deal execution has become more dependent on borrower strength, structure, 
and asset quality than in prior cycles.



INDUSTRIAL SECTOR
Industrial remains resilient but more segmented by region. Demand is strongest for small bay (sub-5K 
SF) and mid-size (20K–50K SF) spaces, driven by contractors, suppliers, and scaling manufacturers. 
Markets like Phoenix, Charlotte, the Midwest, and New England are seeing strong absorption due to 
corporate growth and population inflows, with owner-users aggressively competing for functional 
space. 

At the same time, rising rents are squeezing smaller tenants and construction costs are limiting new 
builds, reinforcing tight conditions in key size bands. Conversely, coastal and port-dependent markets 
(Seattle, Southern California, parts of Florida) are softening as disrupted trade activity and higher 
fuel costs curb demand – leaving large warehouses (100K+ SF) oversupplied and vacancies higher. 
Demand for smaller warehouse space (2K-5K SF) remains stable.

EXHIBIT 5: Industrial Product Generating the Most Demand

Source: CBC Broker Sentiment Survey Source: Altus Group Reonomy Q1 2026.



LAND SECTOR
The land market is becoming more strategic as higher construction costs, entitlement hurdles, and 
interest rates slow new development. Developers are focused on land banking and targeting infill 
sites with strong logistics access and highway visibility. Demand is greatest in markets where 
population growth supports residential and retail center development, driving land values sharply 
higher. In contrast, values are softening in markets where rents cannot support construction costs. 
As a result, capital is rotating into value-add opportunities and well-located sites.



OFFICE SECTOR
The office market is recovering unevenly, led by return-to-office mandates and a flight to quality. 
Demand is strongest for small spaces (1K–15K SF), driven by professional services and healthcare, 
while mid-size spaces (30K-50K SF) are harder to move as tenants tend to take fewer floors. Large 
buildings (100K+ SF) are the most challenged, though demand is beginning to pick up from finance, big 
tech, and insurance firms. Developers are focused almost entirely on build-to-suit and medical office – 
the sector’s most resilient segment.

More and more owner-users are purchasing rather than leasing. Class A assets are the most favored, 
Class B is situational, and Class C is largely obsolete, as companies downsize, relocate, and seek more 
amenities. Landlords are aggressively cutting deals and offering concessions to drive occupancy, with 
the strongest competition centered in the 2K-10K SF range.

EXHIBIT 6: Office Product Generating the Most Demand

Source: CBC Broker Sentiment Survey Source: Altus Group Reonomy Q1 2026.



RETAIL SECTOR
Retail fundamentals are strong but increasingly uneven – growth is concentrated among high-income 
consumers and prime locations while lower-income segments and small operators struggle. Demand 
is strongest for grocery-anchored centers, service retail (medical, fitness, personal care), and 
experiential concepts (golf simulators, escape rooms, and sports complexes). QSRs, drive-thrus, and 
small-formats (1K–3K SF) continue to outperform, alongside upscale and trendy restaurants as 
consumers favor fewer but higher-quality experiences.

National brands, franchises, and PE-backed tenants are driving expansion, outpacing mom-and-pop 
operators that are getting squeezed by high rents, elevated build-out costs, and limited financing. Cap 
rates have risen for non-credit tenants but remain compressed for top-credit, single-tenant assets. 
Leasing is strongest in Class A centers and the suburbs. Softer segments – mid-tier retail, casual 
dining, older formats, pharmacies, big box – face slower growth and rising vacancies. Overall retail is 
resilient but clearly bifurcated toward necessity, value, and affluent trade areas.



MULTIFAMILY SECTOR
Multifamily demand is healthy due to population growth, however performance varies widely by 
market. Investment activity is strong, led by institutional and PE buyers targeting large assets, while 
high-net-worth investors are returning to the space as cap rates go higher. An increasing number of 
owners (older landlords and those in rent-controlled markets) are choosing to exit, increasing 
transaction volume.

Fundamentals vary sharply by segment. Affordable and workforce housing is undersupplied and 
leasing quickly, while luxury buildings are oversupplied in many Sunbelt markets – driving 
concessions and flat to declining rents. Older assets face cash flow pressure from rent regulation and 
rising operating costs. In contrast, select gateway cities are seeing strong demand from young, high-
income renters (in big tech, AI, and finance) willing to pay premiums for smaller units. Overall, well-
located, right-priced, and affordable product is performing best, while excess luxury supply and 
regulatory pressures remain key headwinds.



EXHIBIT 7: Multifamily % Change in Price YOY (through 2Q26)

Source: Real Capital Analytics, July 2026



MARKET OUTLOOK
Over the next 6-12 months, CRE activity should continue to be driven by need-based transactions, 
improved buyer–seller alignment, and more inventory as debt maturities approach. Demand will 
remain focused on smaller, functional spaces in sectors such as industrial, retail, and medical. Softer 
markets will face continued pricing pressure amid geopolitical and macro uncertainty. Cap rates are 
expected to hold steady to slightly higher.



CONCLUSION
CRE performance varies significantly by market and asset type. Markets with large-scale economic 
catalysts and limited inventory continue to outperform, while those with substantially high pricing and 
big office and industrial continue to lag. Despite macro uncertainty, capital remains active and deals 
are getting done. Success in this environment requires realistic pricing, deep local market knowledge, 
and a focus on resilient, need-based assets. 
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