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With the U.S. economy subject to economic martial 
law and our political leaders unable to achieve a 
consensus, one cannot expect growth faster than 
the current pace. A failure on the part of government 
to arrive at meaningful spending cuts has left an 
environment of uncertainty for global financial markets. 
Hence, alarmingly high unemployment and low real 
GDP growth will continue through the remainder of 
the year. Low interest rates and continued QE by 
the Federal Reserve has done nothing to spur the 
economy. In fact, it is harming the economy. While the 
Fed imposes its own economic martial law and the 
government continues its trend of reckless spending, 
it is common taxpayers (especially savers) who are left 
footing the bill.

The housing market is heating up from Antarctic 
colds. The current lack of supply and extremely low 
interest rates are spurring more families to venture 
back into home ownership. The year 2013 provides 
the opportunity for homeowners to lock in historically 
low interest rates for years to come. Despite the 
Fed’s attempts, interest rates will not remain at their 
current levels forever, and when the Fed relinquishes 
its hold on the markets, rates will rise quickly. The 
underproduction of homes combined with continued 
slow job growth will apply upward pressure on home 
prices. We expect to see a 6% rise in home prices this 
year. By early 2014, many potential home buyers will 
ask themselves, “Should I buy now before it’s too late?”

We expect housing induced growth to promote hiring 
throughout the nation. An increase in demand for 
houses will drive employment growth in the home 
building sector. This recovery will be most prominent 
in Middle America, where new housing construction 
will spur growth in building product and manufacturing. 
As a result, a broader cross-section of metropolitan 
areas will reverse their trend of lagging behind the job 
recovery of the Gateway markets (e.g. New York, San 
Francisco, Los Angeles, Boston, Washington, D.C.). 

Any new minimum wage laws will harm employment 
growth, particularly in low skilled and entry-level 
positions. Students or recent high graduates will 
also find it more difficult to secure jobs/internships. 
Nonetheless, job growth should exceed 2 million 
in 2013. However, this remains far below the level 
necessary for a booming economy, even as it will be 
the highest seen in nearly five years.  

We expect commercial real estate values to continue 
to rise as pension and private equity funds, banks, and 
asset management firms move capital into alternative 
investments in search of yield. The return spread 
between the “Gateway” and secondary markets 
provides an arbitrage opportunity for prime core and 
secondary assets. While cap rates should remain for 
the most part unchanged, we expect multifamily rates 
in most markets to experience some upward pressure. 
Specifically, cap rates for the best apartments in the 
Gateway markets will rise about 30-50 bps by the 
end of 2013. The recent increase in 10-year Treasury 
yields will spill over to prime apartment cap rates, which 
have recently been priced close to perfection due to 
extraordinarily low Treasury rates.

CMBS issuance will follow the flow of capital into 
secondary markets, reaching at least $70 billion in 
2013. Although this level is still well below the volume 
in 2006-07, CMBS issuance will be at its highest in five 
years. 

Increased investment activity in the real estate sector 
will extend into the REIT industry, where we can expect 
to see another mega-deal in 2013. The large M&A 
deals seen towards the end of 2012, such as the 
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When is the right time  
to buy or invest?

Avalon Bay/Equity Residential takeover of Archstone 
from Lehman Brothers, serves as a precursor to more 
consolidation in 2013. Should economic uncertainty be 
resolved, REITs will take advantage of low interest rates 
and relatively easy access to capital to execute mergers 
and to acquire private portfolios.

EUROPE

The Eurozone crisis will continue to hamper growth in 
Western Europe, as the European Central Bank, the 
International Monetary Fund, and a consortium led 
by Germany and France continue to plug holes in an 
increasingly leaky ship. Even in today’s artificially low 
interest rate environment, it is still unfathomable that 
Greece, Spain and the other nations grappling with 
debt will be able to pay off their liabilities. While the 
Euro will not collapse in the near future, the currency 
and current state of policy remains unsustainable. Only 
when the euro meets its demise will the region show 
resilience. Amid this uncertainty, real estate growth will 
remain sluggish (at best). Germany has recently seen a 
large run-up in property values attributable to an influx 
of both European and Asian investors seeking to park 
money in Europe. Should the Bundesbank employ 
measures to prevent a real estate pricing bubble, or if 
foreign capital flows begin to dry up, German property 
prices will experience downward pressure. 

While growth in Western Europe will be limited this 
year, Central and Eastern European countries present 
an opportunity for investors. Poland, in particular, is the 
bright spot and is one of the few countries in the region 

with solid GDP growth. Currently, there is a lack of 
quality (institutional grade) real estate assets in Eastern 
Europe, presenting an opportunity for an investor or 
developer to enter the market. Over the next few years, 
we expect more capital to be invested in this region.

ASIA

While it is easy to point to Asia as the growth center 
of the world, investors should remain wary of China. 
While it has shown incredible GDP growth over the 
last decade, this is fueled by excessive credit creation. 
Building empty cities and manipulating currencies does 
not constitute real growth. In time, the piper will need 
to be paid. While overall Chinese growth is subject to 
controversy, demand for real estate in Shanghai and 
Beijing is still strong. Do not expect to see property 
values rise as they have over the last decade, but at 
least in the short term, prices will be stable. In Hong 
Kong, government officials have taken steps to curb 
the seemingly unnatural rise in real estate prices. While 
such a strategy may work in the short term, the Hong 
Kong currency is pegged to the weak U.S. dollar. As 
long as buyers continue to take advantage of artificially 
low interest rates, robust capital flows into Hong Kong 
will continue. Only when economic martial law ends 
and interest rates rise in the U.S., will we see a cooling 
of property values in Hong Kong. 

The Indian economy continues to move forward based 
on long-term positive demographics. However, the 
political climate and corruption unearthed over the past 
two years have made it everyone’s favorite whipping 
child. The government has instituted a series of reform 
measures intended to attract foreign capital, and put 
forth a recent budget focused on controlling spending, 
loosening entitlements, and increasing taxes, with a 
view toward shrinking the country’s deficit. While many 
argue that such measures do not do enough, they 
are steps in the right direction. The picture will remain 
muddled until after the elections which are likely to take 
place later this year or next (or beyond, if the result is 
again a coalition government). But, the overall picture 
remains growth trending up to the 6-7% range (from 
a near-10-year low of 5% last year), with more stable 
inflation and lower interest rates.
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Where would a nationality-
blind consumer (or investor) 
choose to live (or invest)?
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The Indian real estate sector has been a mixed bag, 
having had issues with capital supply in the past 
24 months. This seems to be correcting, but the 
opportunities must be viewed on a market-by-market 
basis. In Mumbai, luxury residential properties seem 
to be in over supply, while the same cannot be said of 
Delhi. In general, there are longer term opportunities 
in areas such as industrial and warehousing, as the 
country (and companies) need to vastly upgrade their 
infrastructure to keep up with general growth.

Singapore has emerged as the new growth capital in 
Asia. Singaporean REITs were some of the globe’s 
best performing stocks in 2012, a trend that should 
continue in 2013. A low corporate tax rate has driven 
both companies and individuals such as Facebook 
co-founder Eduardo Saverin, to move to Singapore. 
Because the Singaporean government keeps tight 
restrictions on real estate development, there appears 
to be little risk of supply outstripping demand. Demand 
for office and industrial space should continue, while 

the prices of apartments will continue their current run 
of consecutive annual increase.

LATIN AMERICA

In recent years, Brazil’s strong GDP growth rate has 
earned it a spot among the overly-hyped  BRIC nations 
(along with Russia, India, and China) as a great place 
to invest. However, it is important to keep in mind that 
the BRIC economies are growing from a smaller base 
than the U.S. In fact, U.S. growth in dollars exceeded 
that of all the BRIC countries in 2010 and again in 2011 
(except for Russia). But growth for the sake of growth is 
useless; the real reason a country grows is to improve 
the standard of living of its population. From a purely 
economic perspective, where would a nationality-blind 
consumer (or investor) choose to live (invest)? Would 
this consumer choose Brazil, Russia, India, China, or 
the U.S.? If given the option, most choose America. 
At the end of the day, the U.S. is a better place to put 
dollars to work in spite of high BRIC growth rates.
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