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This paper presents a novel framework for analyzing the dynamics of transaction prices and
trading volumes in the commercial real estate (CRE) market. Departing from traditional
models, we emphasize the significance of buyer and seller identities in determining
property valuations and the likelihood of transactions. The model can be used to
understand and predict commercial property prices, and for counterfactual analyses.

Model Framework

We develop a micro-founded equilibrium model that accounts for the decentralized nature
of the CRE market. In this model, buyers and sellers have heterogeneous private valuations
for property characteristics such as size, location, and quality. The probability of a
transaction occurring depends on the probability of the seller listing the building, the
meeting likelihood between specific buyers and sellers, which is influenced by their
individual characteristics and those of the property, and the gains from trade between the
buyer and seller. This approach contrasts with traditional hedonic pricing models by
incorporating the identities of market participants into the valuation and transaction
process.

Empirical Analysis

Utilizing granular transaction-level data that include detailed information on buyers and
sellers, we estimate the model to assess the impact of investor identities on property
valuations and trading activity. Our findings indicate that the characteristics of investors
play a first-order role in both determining property prices and influencing the probability of
transactions. This effect persists and is even amplified when employing machine learning
techniques that allow for nonlinearities and interactions among variables.

Key Findings

- Investor Composition and Valuations: Changes in the composition of investors over time
significantly affect CRE price dynamics. For instance, the influx of foreign buyers into the
Manhattan office market between 2013 and 2021 led to approximately 5 percent higher
property valuations compared to a scenario without such investment flows.

- Limitations of Traditional Models: Standard hedonic pricing models and repeat-sales
indices fail to capture the dynamic nature of investor composition, leading to potential
misestimations of property values. Our model addresses this gap by integrating investor
identities into the valuation framework. The model provides a significant improvement over



traditional approaches in predicting transaction prices out of sample.
Implications and Extensions

The study's insights have broader implications beyond the CRE market. The methodology
can be extended to other private markets, including those for private equity, private credit,
and infrastructure, where investor heterogeneity and transaction dynamics play crucial
roles. By acknowledging the importance of buyer and seller identities, stakeholders can
better understand market behaviors and develop more accurate predictive models.

Conclusion

Our research underscores the critical role of investor identities in shaping the commercial
real estate landscape. By moving beyond traditional valuation models and incorporating the
heterogeneity of market participants, our framework offers a more nuanced understanding
of property valuations and transaction dynamics. This approach not only enhances
predictive accuracy but also provides valuable insights for policymakers, investors, and
other stakeholders in the CRE market.

For a comprehensive exploration of our methodology and findings, see the full paper on
SSRN: https://ssrn.com/abstract=5120847.
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