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The proper full terminology of a "cap-rate" for the purpose of this article is: "overall capitalization
rate" which is the ratio of net operating income (NOI) divided by overall property value. So when you
see "cap-rate;" think overall capitalization rate. When I started to learn the ropes of the appraisal
profession in the early 1970s, the standing lame joke among lenders, brokers and investors at
professional meetings and luncheons was when in doubt use a cap-rate of 10%. It did generate a lot
of nervous giggles from appraisers including myself who was getting my feet wet. In some respects
this standing joke was not far from reality. From my recollection; lenders, brokers and investors
automatically and sometimes in jest thought 10% cap-rates were the norm. I suppose they drew that
conclusion from reading appraisal reports over that time period. This thinking was a double-edged
sword. In one respect it may have been a reasonable generalization given the time period. However,
most appraisers knew it as an oversimplification and would lead to erroneous values if relied upon
by non appraisers. It goes to the old adage which states "a little knowledge can be dangerous." This
doesn't even consider the variation of cap-rates by different individuals who have different
philosophies on reserves and management fees.  Some brokers and investors don't consider
management and reserves as a stabilized expense. Thus, their cap-rates will be higher than most
appraisers who consider management and reserves as a stabilized expense. 
By using statistics, there are pertinent terms such as average, median, and mode. The average is
the result of taking the sum of the sample and dividing by the number in the sample. The median
represents the point in the sample in which 50% of the sample are above the median and 50% are
below the median. The mode is what specific number in the sample repeats itself most frequently.
Hypothetically, if the overall capitalization rate mode approximately 40 years ago was 10%, it may
be part of urban appraisal legend. However, even in the 1970s this was an over simplification. The
Ellwood formulation and the band of investment techniques were relied upon heavily to estimate
capitalization rates during that time period. So the hypothetical 10% cap-rate could be arrived at if
the sample were cap-rates of 8% and 12%; a variance of 50% from 8% and 33% from the 12%
prospective. That's a large variance. This is due to a combination of mixing different property types,
ages, lease status, quality, etc. Real estate investing was much simpler because there was not as
many complexities in the tax laws. There were less tax credits and other tax shelter avenues.  Also,
interest rates and alternative investment rates were not at some of the lowest points in modern times
as they are today. In the current market there is probably more variation and definitely lower
cap-rates compared to 40 years ago because of current tax shelter benefits and low interest rates.
To get a better perspective on this topic, I randomly selected 23 cap-rates which were used in
appraisals in 2014. There was wide variety of property types including office, retail, multifamily,
industrial, mixed use, etc. The "average" cap-rate was 8.29%; the "median" cap-rate 8.25% and the
"mode" cap-rate was 9%. Although the average and median were similar, the mode was not. A



sample size of 23 is probably too small to put together a proper bulk comparison. However, the
variation between the average/median and the mode shows that generalization of cap-rates in
today's market is misleading. Regardless, the 8.29% average, 8.25% median and 9% mode is low
relative to the hypothetical 10% general cap rate of 40 years ago. Currently, in Upstate New York
and parts of New England, cap-rates for class A office space has a predominant range of 7-8%.
Class B office space has a prominent average range of 8.5-9.25%. Community shopping centers
have a predominant range of 8-8.75%. Light industrial has a predominant cap average range of
8.25-9%. Existing suburban apartment projects have a predominant cap average range of 7-8% and
new apartment projects 6-7%.
In summary, 40 years ago hypothetical universal cap-rates of 10% were probably somewhat of an
"urban legend" even in the suburbs. Generalization of any property cap-rate is unsound; even 40
years ago when methodology was less complex. The same applies today because every property is
different. The joke will be on those comedians who use generalized capitalization rates.
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