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G L O B A L  M A C R O E C O N O M I C  B A C K D R O P  

The consensus outlook for the global economy in 2018 has been nudged up a bit primarily for two 
reasons. First, Europe’s economy continues to broadly accelerate with the IMF now forecasting real 
GDP growth in the European Union of 2.3% for 2017 and 2.1% in 2018 versus 1.7% and 1.8%, 
respectively, in their October 2016 forecast. This upgraded outlook was even stronger in emerging and 
developing Europe as well as the Commonwealth of Independent States (led by Russia), with the latter 
really predicated on firmer growth in oil prices, a strengthening ruble, and a related fall in inflation and 
interest rates. Asia has benefited from stronger global growth with exports up nearly 13% over the past 
year compared to slight declines a year ago. As such, the IMF’s outlook for emerging and developing 
Asia was also adjusted upward, albeit more modestly, with growth still expected to be in the 
mid-6% range.  

There are a couple of notable exceptions to this improved outlook. First, the uncertainty of Brexit 
continues to weigh on the U.K. and growth is decelerating, albeit less significantly than was expected a 
year ago. In addition, U.S. growth for 2017 was downgraded slightly as expectations of a quick shot of 
fiscal stimulus in the aftermath of the 2016 election failed to materialize. That said, those expectations 
have been extended to the 2018 outlook where forecast growth has been bumped up 20 basis points to 
an average of 2.3% for the year. 

With Brazil and Russia emerging from 
their recessions in the past several 
quarters, each of the 33 major economies 
we track posted positive GDP growth in 
the second quarter of 2017 for the first 
time since the onset of the global financial 
crisis ten years ago. While there are many 
different economic narratives across the 
various regions and individual countries, 
this synchronized global growth has an 
opportunity to feed on itself, boosting 
broad economic performance across a 
large swath of economies, albeit with 
some constraints on the extent of 
the uptick. 

Financial markets have received the uptick 
in global growth with euphoria, and nearly 
all developed and emerging country stock 
markets have posted positive growth over 
the past year with most exhibiting positive 
upward momentum as well. While the U.S. 
Federal Reserve has begun the process of 
normalizing short-term interest rates and 
unwinding its bloated balance sheet, real 
10-year sovereign bond rates remain 
exceptionally low just about everywhere, 
averaging more than 150 basis points 
below their 17-year average in the 
countries highlighted in Exhibit 1 and 
more than twice that in some countries.  

EXHIBIT 1: REAL 10-YEAR GOVERNMENT BOND RATES 
RELATIVE TO THEIR AVERAGE SINCE 2000 

 
SOURCES: BANCO DE ESPAÑA; BANK OF CANADA; BANK OF ENGLAND; 

BANQUE DE FRANCE; CENTRAL BANK OF THE RUSSIAN 
FEDERATION; EUROPEAN CENTRAL BANK;  F INANCIAL TIMES;  
FRB;  NORGES BANK; OXFORD ECONOMICS;  RESERVE BANK OF 
AUSTRALIA;  REUTERS; TULLETT PREBON INFORMATION;  HAVER 
ANALYTICS;  AS OF THE 2017Q3;  
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Despite the improved growth environment, inflation largely remains subdued. Moderate growth is 
unlikely to put sudden upward pressure on inflation in 2018. However, inflation has been rising over the 
past year in most economies, and any sustained upward momentum in inflation would likely begin to 
nudge these ultra-low interest rates higher. 

The notable exceptions to the higher inflation trend are Brazil and Russia, where inflation has fallen 
fairly dramatically over the last couple of years. Indeed, each is emerging from stagflationary 
environments that were effectively stamped out by central bank authorities who raised rates 
aggressively in order to combat inflation and support their currencies even in the face of economic 
contraction. With inflation in each now below their central bank targets, the authorities are able to lower 
interest rates and aid in their nascent economic recoveries. 

In many developed countries, economic growth is 
bumping up against labor availability constraints. In 
the U.K., Canada, and the United States, the 
unemployment rate is close to its lowest level in 
nearly 40 years. In addition, each of these countries 
is experiencing weak growth in the working-age 
population (15-64 year-olds), and in the U.S. and 
the U.K., labor force growth is being additionally 
hindered by nationalist anti-immigration 
movements. While Spain, Brazil, Poland, Italy and 
France still have slack in their labor markets, poor 
growth in the working-age population is a longer-
term issue in many countries. Of course, intra-
country migration can boost labor force growth in 
individual cities, but overall employment growth will 
still be limited by demographic forces. 

We have already begun to see the impact of these 
constraints in the United States, particularly in high-
cost metros with poor migration trends. Over the 
past couple of years, there has been a high 
correlation between current employment growth and 
growth in the working-age population amongst the 
largest metropolitan areas in the U.S. Of course, 
this is not an unusual phenomenon as employment 
opportunities will attract in-migration, and in turn, a 
growing labor pool will attract company expansions 
and relocations. So there is a bit of a chicken and 
egg issue here. However, the correlation of 
employment growth and labor force growth across 
U.S. metropolitan areas is highly cyclical and does 
ebb and flow with the national unemployment rate. 
Since 1981, the correlation has averaged 0.7 but it 
hit 0.8 during the peak of the dot-com boom, fell to 
0.5 during the dot-com bust, rose to 0.9 at the peak 
of the housing boom, fell to 0.2 during the financial 
crisis, and has recently been back above 0.8. 

EXHIBIT 2: LABOR AVAILABILITY IS A LIMITING 
FACTOR IN MANY COUNTRIES 

 
SOURCES: AUSTRALIA BUREAU OF STATISTICS;  AUSTRALIAN 

BUREAU OF STATISTICS;  BLS;  CENSUS BUREAU;  
CENTRAAL BUREAU VOOR DE STATISTIEK;  CENTRAL 
STATISTICAL OFFICE,  POLAND; CENTRAL 
STATISTICS OFFICE IRELAND;  CHINA NATIONAL 
BUREAU OF STATISTICS;  DANMARKS STATISTIK;  
DEUTSCHE BUNDESBANK;  EUROSTAT;  FEDERAL 
STATE STATISTICS SERVICE;  HAVER ANALYTICS;  
INSTITUT NATIONAL DE LA STATISTIQUE ET DES 
ETUDES ECONOMIQUES; INSTITUTO BRASILEIRO DE 
GEOGRAFIA E ESTATÍSTICA;  INSTITUTO NACIONAL 
DE ESTADISTICA;  INSTITUTO NACIONAL DE 
ESTADÍSTICA GEOGRAFÍA E INFORMÁTICA;  OFFICE 
FOR NATIONAL STATISTICS;  OFFICE FOR NATIONAL 
STATISTICS MID-YEAR POPULATION ESTIMATES;  
OXFORD ECONOMICS CALCULATION; STATISTICAL 
OFFICE OF THE EUROPEAN COMMUNITIES;  
STATISTICS CANADA; STATISTISK SENTRALBYRA; 
W DI ONLINE;  AS OF THE 2017Q3 
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So, these constraints are very 
real and starting to impact the 
broader U.S. economy. In fact, 
as shown in Exhibit 3, job 
openings of nearly 6 million 
continue to hover near an all-
time high, but the number of new 
hires began trailing openings in 
2015 for the first time since the 
data started to be collected at 
the turn of the century and the 
gap has continued to widen as 
the unemployment rate has 
ticked lower. This issue is at 
least part of the reason that 
trailing annual job growth has 
fallen from a cyclical peak of 3.1 
million as of February 2015 to 
2.1 million as of November 2017 
as many businesses are simply 
having difficulty finding 
qualified labor. 

Even as the U.K. and U.S. economies slow, continental Europe is seeing accelerating economic activity. 
Annual job growth in the Eurozone surpassed both the United States and the United Kingdom in the first 
quarter of 2017. This was the first time the Eurozone was adding jobs faster than the U.S. since the 
financial crisis. While job growth in the Eurozone has historically trailed the U.K. by about 10% 
historically, it’s currently adding jobs at a rate more than 50% higher than the U.K. 

Within continental Europe, job growth rates over the past year have been highest in Greece, Spain, 
Portugal and Ireland, each with current annual employment growth in the mid-to-high 2% range. 
Structural reforms have been harder to come by in Italy, but it too is seeing an acceleration in job 
growth with average growth over the past four quarters on par with its pre-crisis pace. Meanwhile, 
Germany continues its stable and steady growth in the mid-1% range, and while France has lagged, 
Paris has been enjoying accelerating growth. Indeed Parisian annual employment growth of 0.8% in the 
latest quarter is the strongest since 2007, and the three-year average growth rate is at its highest level 
since 2003.  

Much of the disparity between current growth rates and broader economic momentum between 
continental Europe and other developed countries like the U.S. and the U.K. is born from the fact that 
Europe endured a double-dip recession in 2012-13 as the U.S. and U.K. crawled out of the financial 
crisis. As such, Europe’s business cycle is simply less mature. There is not only more pent-up demand 
in continental Europe but also more capacity for European growth relative to other developed countries 
via higher unemployment and more labor availability. In the U.S., for example, depressed auto sales 
during the financial crisis created pent-up demand during the recovery and auto sales trended upward 
from a low of less than 10 million at the height of the crisis to a cyclical peak of 18 million in 2015. But 
over the last 12-18 months, U.S. auto sales have begun to trend downward on “spent-up” demand 
despite the recent hurricane-related uptick. In comparison, Western Europe has also seen a large 
bounce in auto sales, but the recovery didn’t start until 2013, and current levels are still below their  
pre-crisis peaks.  

EXHIBIT 3: U.S. HIRING NOT KEEPING UP WITH JOB OPENINGS  

 
SOURCES: BUREAU OF LABOR STATISTICS;  AS OF OCTOBER 2017 
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Over the past year, Asia enjoyed an 
acceleration in exports largely driven 
by stronger European and overall 
global growth as well as a strong global 
tech cycle. Across major Asian 
economies1, average export growth 
was actually negative for much of the 
2015-16 period which resulted in weak 
average GDP growth as shown in 
Exhibit 4. But over the past year, 
export growth has accelerated strongly, 
rising to 12.8% as of the latest quarter 
which was its strongest reading since 
2011. China accounts for nearly 32% of 
the exports in this analysis as 
measured in U.S. dollars, and Chinese 
exports were up 7.5% over the past 
year; however, many of the smaller 
Asian countries as well as Japan 
recorded even stronger growth rates 
and collectively were more responsible 
for the improvement in regional growth.  

With China’s One Belt and One Road initiative, inter-regional ties between China, Asia and Eurasia are 
likely to strengthen, and China’s influence on global growth will increase, particularly as U.S. policy 
becomes somewhat more isolationist. Financial risks in China remain elevated and though the central 
bank recently highlighted the country’s potentially “hidden, complex, sudden, contagious and hazardous” 
risks due to its elevated debt loads, it also noted that the overall health of the financial system remains 
sound. Should those risks materialize, the Chinese authorities have ample firepower to support their 
economy with reserves now rising once again and totaling $3.1 trillion. Regional and even global 
contagion, however, may be far greater than currently understood, much akin to the U.S. housing 
market’s collapse in 2009 which had broader implications than originally understood. 

In totality, the global macroeconomic backdrop remains fairly strong. Fiscal stimulus in the U.S. should 
boost growth over the next 12-24 months but likely at the cost of slower growth amidst higher debt 
burdens in the next decade. Europe’s upward trajectory should continue in the near-term and add broad 
support for both developed and emerging trading partners. Asia will go as China does, but the 
consensus is that it should continue to do just fine. Risks are somewhat balanced. U.S. trade policy and 
Chinese financial stability are two of the larger wild cards, while an unanticipated bout of inflation could 
cause the Fed to raise rates and engage in quantitative tightening in a more aggressive fashion serving 
to offset the anticipated fiscal bounce. With many major elections now in the rear view mirror, political 
risk is perhaps lower now than it was 12-18 months ago, but there are still more questions than answers 
regarding Brexit. As we will see in the next section, these economic trends are certainly having an 
impact on real estate fundamentals. 

                                                           
1 Countries in this analysis include China, Japan, South Korea, Singapore, Hong Kong, India, Taiwan, 
Australia, Thailand, Malaysia, Indonesia, Phillippines, and New Zealand 

EXHIBIT 4: STRONGER GLOBAL GROWTH BOOSTING 
ASIAN EXPORTS 

 
SOURCES: BANK OF KOREA; DEPARTMENT OF STATISTICS;  DIRECTORATE-

GENERAL OF BUDGET,  ACCOUNTING AND STATISTICS;  HAVER 
ANALYTICS;  NATIONAL ECONOMIC AND SOCIAL DEVELOPMENT BOARD;  
NATIONAL STATISTICAL CO-ORDINATION BOARD; AS OF 2017Q3 
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C O M M E R C I A L  R E A L  E S T A T E  F U N D A M E N T A L S  

Unlike the synchronization of global economic growth, real estate fundamentals are in various states 
around the world. Exhibit 5 depicts the average state of market fundamentals over the past two quarters 
on the horizontal axis and the average change in those fundamentals over the past year as well on the 
vertical axis utilizing a composite index of vacancy rates, rent growth, and absorption on a scale of 0-
100 with 50 representing the long-term average. By way of example, Dublin’s commercial real estate 
markets are amongst the strongest in the world with healthy tenant demand for office space being 
buoyed by a vibrant economy, trailing average annual rent growth of 6.4% across its office, retail and 
warehouse markets, and single-digit office vacancy rates that are at a 17-year low. As such, Ireland’s 
fundamental health score registers a strong 66 (70 and above is excellent, while a score below 30 is 
poor). But, the market has actually been cooling as recent demand and rent growth is about half of its 
unsustainable pace of a year ago. So as indicated by the vertical axis, the fundamentals health score 
has slipped about four points over the past year.  

EXHIBIT 5: STATE OF FUNDAMENTALS VARIES SIGNIFICANTLY ACROSS THE WORLD 

 
SOURCES: COSTAR;  CBRE; JLL ;  PMA;  MSCI ;  HINES RESEARCH;  AS OF 2017Q3 
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and Brisbane are further boosting the country’s average. Fundamentals have skyrocketed in 
Amsterdam’s office market, with rent growth jumping from 2% to 11% over the past year on tenant 
demand that has more than tripled. Conditions in the U.S. generally remain healthy, but rent growth has 
slowed significantly in many office markets as slower job growth has negatively impacted absorption and 
vacancy rates have begun to tick up in some markets as well. In Germany, Poland and France, 
fundamentals remain near average but have slipped a bit over the past year according to this metric. 
With continental European economic growth accelerating, it is likely that this slippage is temporary. The 
U.K., however, could see further deterioration if its growth continues to slow.

By property type across the major regions, conditions remain exceptionally favorable in industrial 
markets, with North American industrial recording a world-leading average score of 74 as e-commerce 
demand continues to outpace new supply. Meanwhile, retail fundamentals remain good but they are 
generally going in the other direction across most U.S. markets. U.S. office fundamentals are decent but 
deteriorating, while European office fundamentals are slightly below average but improving. Of course 
there are many different trends apparent in the individual markets that make up these averages, 
particularly in the less centralized countries. For a complete look at individual markets, please see 
Appendix A.  

Looking ahead, fundamental trends are likely to continue their recent trajectories over the next year. 
Barring a significant pick up in U.S. job growth, office absorption will continue to slow. Apartment 
demand should remain sound and even receive a boost from tax law changes, but record levels of 
construction activity are likely to put downward pressure on rents, particularly for higher-end product. 
Both apartment and office starts have begun to slow, however, so any type of rent correction should be 
short lived barring an unforeseen negative shock to demand. Warehouse demand should remain strong 
but will be met with growing amounts of new supply leading to slower, though still healthy, rent growth. 
Retail will continue to face some stress from online competition, particularly for weaker centers. 
European fundamentals should remain sound with perhaps the exception of the U.K. which may face a 
bit more weakening in market conditions. Rent growth may slow a bit but remain healthy in most 
continental European office markets, while retail and industrial will face similar pressures as the U.S. did 
in 2017. Asia is more of a mixed bag. There may be a bit of a rotation within Australia with slightly 
cooling conditions in red hot Sydney and Melbourne offset by continued improvements in Brisbane and 
Perth. A bit of oversupply in parts of China could cause further cooling, while better economic growth in 
India should boost its fundamentals over the next year.  
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L I Q U I D I T Y  

Global liquidity for commercial real estate assets remains high, although transaction volume has been 
falling in many markets. Through the third quarter of 2017, the volume of income producing properties 
traded was off 3% globally according to Real Capital Analytics (RCA), primarily due to a 7% decline in the 
Americas. In the United States, volume fell 39% in New York, 13% in San Francisco and 25% in Chicago. 
Rich pricing expectations on the part of sellers have been met with more conservative valuations from 
buyers as the reality of declining rent growth and absorption in many markets has resulted in more 
conservative pro forma assumptions. Coupled with firmer expectations of higher interest rates and cap 
rates upon exit in 5-7 years, this bid-ask gap has been persistent now for close to two years. Dry powder 
remains plentiful and the pricing data continue to show modest, albeit declining, price growth. As a result, 
some would-be sellers in the U.S. are seeking liquidity via refinancing. Indeed, of the U.S. loans RCA 
tracked in 2017, 60% of them were for the purpose of refinancing. That was the highest percentage 
since 2012.  

In Europe, Germany remains hot, but volume in Paris was off 44% through the first three quarters of the 
year. London rebounded with volume up 18% year-to-date through the third quarter, mostly as a result of 
offshore Asian buyers, but liquidity has declined dramatically in many of the smaller regional U.K. markets. 
On the contrary, many secondary markets in continental Europe saw significant increases in volume in 
2017 including the office markets of Rome, Prague, Amsterdam, Budapest, Oslo and Stuttgart as investors 
sought out higher yields.  

Exhibit 6 illustrates liquidity trends across countries similarly to the framework in which Exhibit 5 
illustrated fundamentals. The horizontal axis represents trailing annual volume on a scale of 0-100 relative 
to each country’s own history while the vertical axis shows the change in that score of the past year. 
Although there are some exceptions, many markets have scores well in excess of 70, meaning that the 
volume of properties traded over the past year is in the top 30% of the markets’ history and many European 
countries are posting scores in excess of 90 which means that the markets have almost never been 
more liquid.  

EXHIBIT 6: STATE OF FUNDAMENTALS VARIES SIGNIFICANTLY ACROSS THE WORLD 

 
SOURCES: REAL CAPITAL ANALYTICS;  HINES RESEARCH;  AS OF 2017Q3 
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Changes in liquidity are usually 
indicative of changes in price, i.e., 
markets with rising transaction 
volume are usually experiencing 
rising price growth and markets with 
falling volume are usually enduring 
price losses. This isn’t always true, 
and volume can be a particularly 
bad indicator of price growth in 
smaller markets that tend to get 
lumpier capital flows. However, in 
the United States, the historical 
correlation between the average 
annual change in volume and the 
price score of U.S. markets – the 
latter of which measures how 
expensive a market is relative to its 
own intrinsic value as well as other 
yield-producing assets such as 
treasury bonds – is 0.67. As is 
evident in Exhibit 7, the recent softening in transaction volume has indeed corresponded with much 
slower price growth. For a complete look at individual market liquidity including the differential between 
trailing annual volume and the three-year average (which is also strongly related to changes in price), 
please see Appendix B. 

Declines in transaction volume shouldn’t be misconstrued as the market being illiquid. Indeed, despite 
the falling volume in many markets, most markets still have above-average levels of liquidity. Both 
equity and debt markets remain robust. While capital raising has slowed quite a bit over the past year, it 
has a lot to do with the fact that many LPs are already sitting on a large amount of committed but un-
invested capital that they are waiting to be deployed. That then leads to questions about the ability of 
managers to put further commitments to work and achieve expected returns in what is perceived as a 
fairly pricey environment. But estimates of dry powder remain high, and in the debt markets, a 
resurgence in CMBS lending as well as a proliferation of new private debt funds has increased 
competition for deals.  

Handicapping volume in 2018 is a tricky endeavor and will most likely be driven by changes in rent and 
demand growth expectations. If fundamentals continue to soften in the U.S., sellers are more likely to 
capitulate and prices could begin to soften a bit. If there is a resurgence in fundamentals, buyers will be 
more likely to step up their growth assumptions, thereby helping to pare the gap with seller expectations. 
Of course interest rate changes and expectations will also cloud the outlook. The pivot towards 
continental Europe that began a couple of years ago should persist. With much higher prices in 2018 
than there were in 2015, the relative appeal of Europe could wane, particularly if prices begin to visibly 
soften in the U.S. in which case investors may want to reserve capital to exploit any opportunities that 
could arise. In addition, the opportunistic capital that kick-started Europe’s price recovery may turn more 
towards emerging markets if they begin to more broadly participate in the global growth story. Trade 
policy uncertainty may keep Mexico out of that narrative for the time being, but other parts of Latin 
America, as well as Eastern Europe, and emerging Asia could garner a greater share of capital flows. 

EXHIBIT 7: CHANGES IN TRANSACTION VOLUME USUALLY 
INDICATIVE OF A CHANGING PRICE ENVIRONMENT 

 
SOURCES: REAL CAPITAL ANALYTICS;  HINES RESEARCH;  AS OF 2017Q3 
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P R I C I N G  

While all of the above will be important 
determinants of the operating and 
capital market’s environment in 2018, 
nothing in our opinion is more 
predictive of total returns over the next 
five years as current pricing. Exhibit 8 
illustrates the average price score of 
the markets in each of the three major 
global regions. These scores are 
primarily determined by two factors: 
prices relative to their long-term trend 
and cap rate spreads relative to risk-
free rates. With increased capital 
intensity in Europe, it’s relative value 
proposition vis-à-vis North America 
has dissipated over the past year as 
its price score rose 23% versus a 
more modest 4% average rise in the 
U.S. and Canada. Within North 
America, the price score rose 20% in 
Canada but only 3.6% in the United States. 

As shown in Exhibit 9, most 
countries, though not all, remain 
in the conundrum of high prices 
when compared to their long-
term trend but low prices relative 
to risk-free rates. This 
phenomenon is in the bottom 
right-hand quadrant of Exhibit 9.  

This condition is largely the result of 
ultra-low interest rates and 
aggressive central bank policy, 
particularly in Europe and the United 
States. Asset values are low in 
Russia though cap rates never fully 
responded to the central bank 
tightening that had been ongoing 
until recently. With the bank now 
cutting rates, Russian real estate is 
poised to look extremely attractive 
from a valuation point of view in 
upcoming quarters. Canada looks 

relatively attractive on average but that is largely concentrated in its secondary markets as well as Calgary. 
Most of Europe and the United States are enjoying attractive spreads that make it possible to financially 
engineer returns via leverage even though prices are fairly high on a per square foot or square meter basis. 
As a result, interest rate risk and the impact of higher rates on exit valuations is elevated. 

EXHIBIT 8: REAL ESTATE PRICED TO PERFECTION IN  
THE U.S. AND EUROPE 

 
SOURCES: NCREIF;  PMA;  COSTAR;  CBRE; JLL ;  MSCI;  HINES RESEARCH;  

AS OF 2017Q3 

EXHIBIT 9: RELATIVELY HIGH PRICES BUT ATTRACTIVE SPREADS 

 
Sources: NCREIF; PMA; CoStar; CBRE; JLL; MSCI; Hines Research; Oxford Economics; as of 2017Q3 
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Exhibit 10 shows both the 
balance sheets of the ECB and 
the Fed as well as the trend in  
10-year sovereign bond yields 
over the past ten years. One can 
argue what the ultimate impact on 
rates has been from this 
expansion of the balance sheets 
with one U.S. study pegging the 
impact at a minimal 10-20 basis 
points. But since the Fed stopped 
expanding its balance sheet, 10-
year yields have basically been 
going sideways. In Europe, not 
only is the ECB continuing to 
expand its balance sheet – and in 
dollar terms, it’s actually larger 
than the Fed’s balance sheet at 
this point – but it also instituted a 
negative interest rate on deposits 
in mid-2014 that caused a further downshift in rates. Rates have risen over the past year as inflation has 
picked up, but they still remain excessively low in Europe. 

Interest rates are not expected to spike anytime soon, but we can begin to think about the impact on cap 
rates should they begin to inch higher. Comparing current real interest rates and the commercial real 
estate risk premium to their averages since 2000 provides some insight into markets that are more 
exposed to interest rate increases than others. Exhibit 11 shows the net impact to current valuations via 
cap rate moves if real interest rates and the commercial real estate risk premium were to return to their 
averages since 2000 as well as the impact of each component. While there’s nothing magical about the 
average since 2000, this does provide some interesting perspective across markets and going back further 
than 2000 would fail to account for the secular downshift in both real and nominal GDP growth as well as 
the lower inflationary environment that has persisted in this century despite aggressive monetary policy. 

EXHIBIT 11: IMPACT ON CURRENT VALUES IF CAP RATE COMPONENTS RETURN TO AVERAGES SINCE 2000 

 
SOURCES: NCREIF;  PMA;  COSTAR;  CBRE; JLL ;  MSCI;  HINES RESEARCH; AS OF 2017Q3 
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EXHIBIT 10: CENTRAL BANK BALANCE SHEETS AND 10-YEAR YIELDS 

 
SOURCES: FEDERAL RESERVE BANK OF ST.  LOUIS;  AS OF NOVEMBER 2017 
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Parts of Europe and Japan are the most exposed according to this analysis, and the U.K. and Germany 
would suffer disproportionate hits to value on the order of roughly 20% if interest rate conditions were to 
normalize. Surprisingly, the U.S. has ample cushion in its risk premium to offset an increase in interest 
rates with the net impact only equating to about a 6% decline in values. Russian asset values would 
benefit immensely from a return to the lower interest rates it enjoyed over the last 17 years. Though 
those low rates are unlikely to return as their average is the lowest of the countries examined, a fall to a 
more normal 2% level would still provide a 20% uplift in real estate prices. Ireland, and Australia would 
benefit more from a reduction in their risk premiums than they would lose by rising interest rates as each 
of their risk premiums is more than double their long-term averages. Of course, market differences in 
cap rates and average risk premiums do exist within countries. For a complete look at market pricing, 
please see Appendices C & D. 

O U T L O O K  A N D  I M P L I C A T I O N S  

2018 is shaping up to be another year of status quo with steady economic growth. However, it is also 
likely to be a bit of a transitional year as economic fundamentals peak in just about all three regions and 
by year-end, if growth isn’t already slowing, there will be growing consensus that it will slow in 2019. 
U.S. spending may support stronger growth in 2018, but the difficulty of hiring will prove to be a more 
important constraint as the year progresses.  

While a peak in growth rates does not have grave consequences for real estate fundamentals or pricing 
in 2018, it may begin to impact market sentiment and transaction volume more significantly. That could 
lead to a continued slowdown in the U.S., and a renewed decline in capital flows to London. Higher 
prices in Europe may cause investment to rotate to Asia and perhaps Canada, though the latter’s 
smaller size will limit that trend. Should that begin to occur more visibly, it will be a strong sign that 
investors are looking past the peak and beginning to price in a slow decline.  

Capital flows to various strategies will be telling in 2018. A renewed focus on core would be a sign that 
1) investors are growing wary of the cycle’s length and 2) investors believe interest rate risk is low. A 
shift to more value-add strategies would signal stronger convictions of growth and perhaps higher 
interest rate risk as the market turns to higher NOI growth strategies. Given the decline in transaction 
volume, the shift towards core seems to be the more likely scenario. If the latter takes hold and risk 
appetites do grow, subdued construction activity to date would also likely increase. That would perhaps 
lead to a longer cycle but also a harder landing. 

In either scenario, cap rate compression is likely to slow to a crawl and returns on core real estate will 
largely be constrained to current yields and a bit of NOI growth. As such, core unlevered returns are 
likely to slip into the 3-7% range globally.  

Risks are fairly balanced. U.S. tax cuts could stoke growth, driving the unemployment rate towards 3%, 
boosting wages and spending and causing a reacceleration in real estate fundamentals. Coupled with 
renewed optimism in Europe and a softer Brexit, global demand could surprise to the upside. However, 
the tax cuts could prove to be less of a boost to an economy already operating at full capacity. Coupled 
with more restrictive monetary policy and the potential for NAFTA to collapse and the U.S. to kick off a 
global trade war, global growth could quickly decelerate thereby squelching already tepid rent growth in 
many markets. The ensuing impact on the outlook for NOI growth would put downward pressure on 
prices and transaction volume. The end result for 2018 is likely to lie somewhere along that broad 
spectrum but given asset values that are close to perfection, risk-adjusted returns are on the lower side 
given this wide range of economic possibilities. As such, 2018 may feel like more of the same but it is 
likely to deliver lower returns than the last several years on both an absolute and risk-adjusted basis. 
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A P P E N D I X  A :  C U R R E N T  S T A T E  O F  F U N D A M E N T A L S  A N D  
C H A N G E  O V E R  T H E  P A S T  Y E A R  

REGION COUNTRY MARKET 
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APPENDIX A: CURRENT STATE OF FUNDAMENTALS AND CHANGE OVER THE PAST YEAR (continued) 
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APPENDIX A: CURRENT STATE OF FUNDAMENTALS AND CHANGE OVER THE PAST YEAR (continued) 
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APPENDIX A: CURRENT STATE OF FUNDAMENTALS AND CHANGE OVER THE PAST YEAR (continued) 

REGION COUNTRY MARKET 

 

Sources: NCREIF; PMA; CoStar; CBRE; JLL; MSCI; Hines Research (as of 2017Q3) 
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A P P E N D I X  B :  T R A N S A C T I O N  V O L U M E  A N D  C H A N G E  O V E R  
P A S T  Y E A R  

REGION COUNTRY MARKET 
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APPENDIX B: TRANSACTION VOLUME AND CHANGE OVER PAST YEAR (continued) 
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APPENDIX B: TRANSACTION VOLUME AND CHANGE OVER PAST YEAR (continued) 
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APPENDIX B: TRANSACTION VOLUME AND CHANGE OVER PAST YEAR (continued) 

REGION COUNTRY MARKET 

 
Sources: Real Capital Analytics; Hines Research (as of 2017Q3) 
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A P P E N D I X  C :  C U R R E N T  P R I C I N G  
REGION COUNTRY MARKET 
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APPENDIX C: CURRENT PRICING (continued) 
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APPENDIX C: CURRENT PRICING (continued) 
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APPENDIX C: CURRENT PRICING (continued) 

REGION COUNTRY MARKET 

 
Sources: NCREIF; PMA; CoStar; CBRE; JLL; MSCI; Hines Research (as of 2017Q3) 
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A P P E N D I X  D :  IM P ACT T O VAL UE S  IF  R ISK  P RE M IUM S  AND  R EAL 
IN T ERES T  RATE S  WER E  TO  R ET URN  T O 
A VE RAG E S  S IN CE  2 00 0  

REGION COUNTRY MARKET 
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APPENDIX D: IMPACT TO VALUES IF RISK PREMIUMS AND REAL INTEREST RATES WERE TO RETURN TO AVERAGES  
SINCE 2000 (continued) 
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APPENDIX D: IMPACT TO VALUES IF RISK PREMIUMS AND REAL INTEREST RATES WERE TO RETURN TO AVERAGES 
SINCE 2000 (continued) 

REGION COUNTRY MARKET 
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APPENDIX D: IMPACT TO VALUES IF RISK PREMIUMS AND REAL INTEREST RATES WERE TO RETURN TO AVERAGES 
SINCE 2000 (continued) 

REGION COUNTRY MARKET 
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APPENDIX D: IMPACT TO VALUES IF RISK PREMIUMS AND REAL INTEREST RATES WERE TO RETURN TO AVERAGES 
SINCE 2000 (continued) 

REGION COUNTRY MARKET 

 
Sources: NCREIF; PMA; CoStar; CBRE; JLL; MSCI; Hines Research (as of 2017Q3) 
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D I S C L A I M E R  
Past performance is no guarantee of future results. Investing involves risks, including possible 
loss of principal. The opinions presented herein cannot be viewed as an indicator of future 
performance. 

Confidential Information  
This document is intended only for the recipient to whom it has been furnished by Hines. The reproduction of this 
document in whole or in part is prohibited. You are not permitted to make this document or the information 
contained herein and/or the information provided to you available to any third parties.  

Preliminary Selective Information 
This document is being provided to you on a confidential basis for the sole purpose of providing you with initial and 
general information at your own responsibility. The information herein is not intended to be comprehensive. This 
document is not suitable to inform you of the legal and factual circumstances necessary to make an informed 
judgment about any prospective investment. Prospective investors are requested to inform themselves 
comprehensively and, in particular, to verify the contractual documentation that will be provided in the future. 

Not an Offer 
This document does not constitute an offer to acquire or subscribe for securities, interests, units or other 
participation rights. The distribution of this document may be restricted in certain jurisdictions. It is the 
responsibility of the recipient of this document to comply with all relevant laws and regulations.  

Third Party Information  
This document contains information in the form of charts, graphs and/or statements that Hines indicates were 
obtained by it from published sources or provided to it by independent third parties, some of whom Hines pays fees 
for such information. Hines considers such sources to be reliable. It is possible that data and assumptions 
underlying such third-party information may have changed materially since the date referenced. You should not 
rely on such third-party information as predictions of future results. None of Hines, its affiliates or any third-party 
source undertakes to update any such information contained herein. Further, none of Hines, its affiliates or any 
third-party source purports that such information is comprehensive, and, while it is believed to be accurate, it is not 
guaranteed to be free from error, omission or misstatement. Hines and its affiliates have not undertaken any 
independent verification of such information. Finally, you should not construe such third-party information as 
investment, tax, accounting or legal advice, and neither Hines nor any of its affiliates nor any of their respective 
partners, officers, affiliates, employees, agents or advisors has verified or assumes any responsibility for the 
accuracy, reliability or completeness of such information. 

Forward Looking Statements 
This material contains projected results, forecasts, estimates, targets and other “forward-looking statements” 
concerning proposed and existing portfolio investments, investment funds and other vehicles. Due to the numerous 
risks and uncertainties inherent in real estate investments, actual events or results, or the actual performance of 
any of the funds or investment vehicles described, may differ materially from those reflected or contemplated in 
such forward-looking statements. Accordingly, forward-looking statements cannot be viewed as statements of fact. 
The projections presented are illustrations of the types of results that could be achieved in the given circumstances 
if the assumptions underlying them are met, but cannot be relied on as accurate predictions of the actual 
performance of any existing or proposed investment vehicle.  

Disclaimer 
The statements in this document may constitute opinion and are based on information which we consider to be 
reliable. This document does not, however, purport to be comprehensive or free from error, omission or 
misstatement. We reserve the right to alter any opinion or evaluation expressed herein without notice. Statements 
herein concerning investment opportunities may not be applicable to all investors. Liability for all statements and 
information contained in this document is, to the extent permissible by law, disclaimed or excluded.  
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