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THE OUTLOOK FOR THE ECONOMY 

 The economy began to rebound last fall 

 Home sales, car sales and retail sales rebound 

 Real estate construction is underway 

  Residential housing markets stabilizing 

 More people working 

 Five years of pent up demand 

 Americans have credit capacity again 



THE OUTLOOK FOR THE ECONOMY 

 Economy going “on hold” until the election 

 “Fiscal cliff” would cause a recession in 2013 

 More drama about debt ceilings 

 Warnings about European debt crisis/recession 

 China slowing down and Aussie goes with them 

 Current slowdown is a pause, rather than a move 

into a new recession. 



THE OUTLOOK FOR THE ECONOMY 

 Look for Congress to extend all tax cuts 

 Look for Congress to extend the debt ceiling 

 Look for Fed to keep interest rates low and talk 

about more QE 

 Two outlooks: 

 If Congress begins to balance the budget 

 If Congress fails again in 2013 



PRICES INCREASING ACROSS THE SPECTRUM 

OF COMMERCIAL REAL ESTATE 

 RCA Commercial Property Price Index is up 
10.3% from June, 2011 to June, 2012 

 

 Price changes in past 12 months 

CBD Office (fastest) 

Retail 

Apartment 

 Industrial 

 Suburban Office  (slowest) 

Source:  Real Capital Analytics 



LOOKING FOR VALUE OPPORTUNITIES: 

PROPERTIES WITH LEAST PRICE RECOVERY 

 Virtually all property types in “non-major” 

markets have yet to rebound in price 

 In major markets 

 Suburban office (least recovered) 

Retail 

 Industrial 

CBD Office 

Apartments (most recovered from trough) 

 



THE OFFICE MARKET 

 1Q12 volume was 518 deals valued at $11.1 trillion. 

 Average price was $195 per square foot. 

 Cap rates averaged 7.74 percent. 

 Recent sales in NYC, Boston and San Francisco with 
cap rates of 4.4%, 4.3% and 5.0%. 

 Currently 59 million sq.ft. under construction in U.S. 

 Class A rental rates have been inching up for each of 
the past three quarters. 

 100 Federal Street in Boston sold in March for $471 
per square foot and a cap rate of 4.40 percent. 

 

 Sources:  CoStar 



WHY REAL ESTATE LOOKS ATTRACTIVE: 

THREE SIMPLE QUESTIONS 

 Where would the DOW be if the Fed didn’t 

constantly threaten additional QE? 

 Where would bond values be if the Fed didn’t 

constantly threaten additional QE? 

 Where would gold be if the Fed didn’t constantly 

threatened additional QE? 



THE HOUSING MARKET  

HAS TURNED THE CORNER 

 More housing starts in 2013 

 Limited by labor shortage 

 Limited by mortgage loan underwriting 

 Construction costs could increase further 

 Increase in demand for warehouse space 

 Increase in demand for flex space 

 Increase in demand for suburban office 

 Demand for smaller spaces  



Source: The Conference Board 

 

 
CONSUMER CONFIDENCE INDEX 
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HOUSEHOLD NET WORTH RECOVERING 

AFTER STOCK MARKET RALLY 



HOUSEHOLDS HAVE LOST ALMOST $8 

TRILLION IN REAL ESTATE EQUITY 



CONSUMERS PAYING DOWN DEBT 

FOR FIRST TIME IN 50 YEARS 



HOUSEHOLDS REDUCING MORTGAGE 

DEBT 



PERSONAL CONSUMPTION EXPENDITURES  



GENERAL MERCHANDISE RETAIL SALES 
SAME STORE SALES % CHANGE FROM YEAR EARLIER 
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Source:  Redbook Instinet Research 



INTERNET SALES EXPLODING 

Amazon had $12.8 billion sales in recent quarter. 

Translates to $51.2 billion in sales per year. 

If retail store sales are $400 per square foot. 

Then Amazon has replaced 128 million square feet. 

This could be about 128 regional malls. 



LIGHT WEIGHT VEHICLE SALES:  
AUTOS & LIGHT TRUCKS  



HOUSEHOLD DEBT SERVICE PAYMENTS  
AS A PERCENT OF DISPOSABLE PERSONAL INCOME  



THE BUSINESS SECTOR 



CORPORATE PROFITS 
 (WITH INVENTORY VALUATION ADJUSTMENT & CAPITAL CONSUMPTION ADJUSTMENT) 
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National Federation of Independent Business 

SMALL BUSINESS OUTLOOK 
“PLANNING TO HIRE PEOPLE IN THE NEXT THREE MONTHS” 
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Q2-12 Q1-12 Q4-11 Q3-11

More Jobs 36% 42% 35% 36%

Less Jobs 20% 16% 24% 24%

Corporate Hiring Plans: 

Next 6 Months 



CAPACITY UTILIZATION: MANUFACTURING  



THE GOVERNMENT SECTOR 



GOVERNMENT SECTOR: 

UNFATHOMABLE BUDGET DEFICITS 



STATE GOVERNMENT EMPLOYMENT 



LOCAL GOVERNMENT EMPLOYMENT 



INFLATION OUTLOOK 



THE ECONOMY: 

WAGE RATES INCREASE SLOWLY 



MONEY SUPPLY AND VELOCITY: 

HUGE MONETARY BASE COULD FUEL 

INFLATION 



MONEY SUPPLY AND VELOCITY: 

VELOCITY AT HISTORIC LOW LEVELS 



MONEY SUPPLY AND VELOCITY: 

MONEY SUPPLY BARELY INCREASING 



INFLATION RATE: 

CPI REMAINS LOW DESPITE FOOD/FUEL 



WHY INTEREST RATES CAN’T RISE 

 Federal budget eaten up with interest payments 

 Underwater, performing CRE loans stop 
performing 

 FDIC interest costs on securitized CRE causes 
budget problems for them 

 Fannie, Freddie and Federal Reserve would 
incur huge paper losses on mortgages they own. 

 All homeowners with ARM loans lose spending 
power 







 

Where Does the Money Go? 



 

Where Does the Money 

Come From? 





 



HOW THE FEDERAL GOVERNMENT 

PROPOSES TO PAY ITS BILLS 



 
Income taxes increase 75% by 2017. 

Corporate income taxes  more than 

double by 2014. 



 

Estate taxes quadruple by 2017. 



 

Deficit never less that half a trillion dollars. 


