
Bullish Outlook Continues

America is recovering in spite of 
poor leadership in Washington, DC



Texas Leading Index



Working Rigs In Texas
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Austin Business-Cycle Index



Dallas Business-Cycle Index



El Paso Business-Cycle Index



Fort Worth Business-Cycle Index



San Antonio Business-Cycle Index



Reduced Credit Lending Standards

•Credit cards for risky borrowers has come “roaring 
back.”
•Banks and other lenders issued 3.7 million credit 

cards to so-called subprime borrowers during 1Q14, 
up 39% from last year.
•About a third of all credit cards issued were to 

subprime borrowers.

• The average car loan term extended to 66 months in 
June.  For customers with the worst credit scores, it 
reached 71.4 months.  
• Experian says credit scores for new loans are lower 

than they were in 2008.



Mortgage Relief Coming
Early mortgage guidelines suggested 20% 

downpayment or banks would have to 
retain 5% of loans risk.

SEC revised regulations wouldn’t require 
a down payment and would offer broad 

exemption from retaining risk from 
mortgages originated.

Source:  WSJ 6/11



Apartments

•The average monthly rent rose to $1099 in 
2Q14, up .8% from the first quarter.

•Rent is 3.4% higher from a year ago.

•Rents have increased for 18 straight quarters.

•Greenstreet Advisors reports that apartment 
values are now 14% higher than peak values 
in 2007.



Apartment Occupancy Rates
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Austin Apartment Cap Rates
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The Office Market

• Employers have reoccupied about 52% of the 142 million 
square feet of office that went vacant during the 
downturn.
• 2.8 million square feet were absorbed in 2Q14 according 

to REIS.
• Vacancy rate was unchanged in 2Q at 16.8%, down slightly 

from 17.6% peak in 2010 and well above 12.5% in 2007.
• Rents have increased 7.2% from 2010 and are up .7% in 

2Q to an average of $29.49 per square foot
• The $774 million mortgage on the Willis Tower in Chicago 

was transferred to special servicing.  They have 
experienced heavy tenant improvements and were 83% 
occupied at the end of 2013.



Retail Real Estate

• Vacancy rates at strip centers 2Q14 continued to decline to 10.3%.
• Peak vacancy was about 11.3% in 3Q11.

• Vacancy rates at were stable in 2Q14 at 7.9%.
• Peak vacancy was about 9.4% in 3Q11.

• Rents at malls rose .4% in 2Q14 to $40.32 per square foot.

• Rents at strip centers rose .5% in 2Q14 to $19.51 per square foot.

• Costar predicts new retail completions to be 45.2 million s.f., increasing to 
71.5 million s.f. in 2015.

• A mall in Jacksonville, FL recently sold at a cap rate near 4 percent.  It was 
99% occupied and had sales between $650 and $700 per square foot.

• The average cap rate on mall sales has been 5.8%, down from 6.8% last year.

• Greenstreet Advisers estimates that in 2013, A++ malls produced $945 in 
sales per square foot.

• “For institutional property, the buyers are stacked up 10 or 20 deep.”
Dan Fasulo, Real Capital Analytics



Too Much Money Chasing Deals



Too Much Money Chasing Deals

S&P 500 companies  have parked $1.9 trillion of profits 
they have made outside the U.S.  

• There is a total of $2.6 trillion in US money market funds.

• A recent report from Bain said PE firms have more than $1 
trillion in unused cash at he end of 2013.

• Goldman Sachs has raised $2.4 billion for its second real estate 
debt fund.  With leverage, it will be able to buy $4.2 billion in 
commercial real estate loans that mature in coming months.

• Carlyle Group raised $5.5 billion in new equity capital in 
1Q2014, pushing total assets under management to $198 
billion.



Too Much Money Chasing Deals

•Global real estate funds now have a record 
$673 billion in assets under management at 
the end of 2013, according to a survey by 
Preqin.

•They have $206 billion in “dry powder” ready 
to deploy into real estate.



Too Much Money Chasing Deals

• Non-traded REITS raised a record $19.6 billion last year.

• In the first quarter of 2014, they raised $4.2 billion.  A 5% YOY increase.

• Chinese investors have been buying heavily in San Francisco and Los 
Angeles.  But this could come to an end.  China’s major banks had a 
temporary program that allowed some Chinese customers to send 
unlimited funds abroad.  The program is now over and Chinese are 
limited to sending no more than $50,000 a year out of the country.

• Private pension funds in Japan moving money overseas to higher yielding 
bonds and real estate.



Too Much Money Chasing Deals

• LaSalle Investment Management has raised $1 billion to invest in real 
estate assets in Asia.

• Commercial real estate yields in Asia are the lowest in the world.  CBD 
office buildings yield 2.2% in Taipei, 2.8% in Hong Kong, 3.5% in Tokyo 
and Singapore.    CBRE

• By contrast, CBD office yields in New York are 4.7% and are 3.8% in 
London.  CBRE



Too Much Money Chasing Deals

• REIT stocks are up 18% in the first seven months of 2014.

• Kimco hasn’t done a secondary offering since 2009, because they don’t 
need the funds.  “Competition is exceptionally fierce right now, and 
prices are very high for the high-quality assets in the best markets.” –
David Henry, Kimco CEO

• “There are plenty of properties out there for sale at lower pries, but they 
are in second-tier cities, and that’s not where the public REITs want to 
be.”

David Henry, Kimco CEO



Too Much Money Chasing Deals:
Miami Condo Market

• The Miami condo market is white hot again.

• Cash buyers have flocked to the market from Russia, Canada, Latin 
America and Europe.

• Prices for condos built during the 2003-08 boom have increased about 
75% in the past two years.  Prices typically cost $450 to $550 per s.f.

• There are now 14 towers with more than 4,000 units under construction.

• Another 44 towers with about 13,500 units have been proposed.

• Less risk this time, because many buyers required to put down at least 
50% before closing.



Too Much Money Chasing Deals
German Housing Market

•German finance minister cited what he called 
dangerous developments in the German 
property makret amid liquidity levels that are 
too high and long-term interest rates that are 
too low in the euro zone.  (June 20)



The 10-Year Treasury Rate:
European Rates Much Lower

• European bond rates tumbled in late July.

• German 10-year fell to 1.12%, lowest on record.

• French 10-year fell to 1.41%.

• These rates are lower than two years ago when the 
European debt crisis threatened to spiral out of control.

• The U.S. 10-year was 2.46%

• The spread between US and German 10-year bonds hit 
1.34%, the widest level since 1999. On August 13, the German 

10-year fell to record low of 1.028%



The 10-Year Treasury Rate:
Japanese Rates Much Lower

• The yield on the Japanese 10-year sovereign debt bond fell 
to .53% in July, close to a record low.

• Sluggish loan demand is pushing banks to buy more JGBs.

• Bank of Japan has been buying bonds to push the banks to 
be more aggressive lenders.

• The Bank of Japan will loan money to banks at .1% for up to 
four years.  They can then use the funds to buy 4-year JGB 
and make a guaranteed profit.

• The Nikkei stock market is still down 60% from its peak in 
1989 and has fallen 5.5% this year making it one of the 
world’s worst performers.



Too Much Money Chasing Deals
Fine Art

•Claude Monet’s 1906 “Water Lilies” sold at 
Sotheby’s in June for $54 million, the second-
highest ever paid at auction for a Monet.

•The highest price ever paid for a Monet 
“Lily)”is $80.4 million was in 2008 at 
Christie’s.

•A 2-foot varnished wood sculpture by Picasso 
was expected to sell for $597,000.  The final 
price at gavel was $3,000,0000.



Too Much Money Chasing Deals
Direct Foreign Investment

•A.T. Kearny survey of senior executives 
regarding most attractive destination for 
foreign investment:
•United States of America
•China
•Canada
•Britain
•Brazil

India was number 7.

Russia not in the top 25.



Quotes

“In the US, there’s not much distress (in CRE) and I would say 
it’s just declining further and prices are high.”
– Hamilton James, president of Blackstone Group

“We are surprised at how ebullient credit markets have been 
in 2014.  The world continues to be awash in liquidity, and 
investors are chasing yield seemingly regardless of credit 
quality and risk.”
- William Conway, Carlyle Group cofounder and co-CEO



Big Dogs Selling?

In the past 18 months, Blackstone has picked up sales of properties, taking 
advantage of high prices investors are willing to pay for well-located CRE.

Last year, Blackstone sold $9 billion in office properties, up from $1.8 
billion in 2012.  Urban office building prices in 1Q14 were 11.3 percent 
above their 2007 peak levels.

Apollo Global Management is “selling everything that is not nailed down.”  
“Even I didn’t foresee the massive pace of sales.”  -Leon Black CEO

Winthrop Realty Trust is liquidating the company.   They were a firm 
buying/selling distressed deals.  “I don’t see real relative investment value 
in the real estate space.  Margins have compressed. – Michael Ashner, CEO

Carlyle Group sold $3.1 billion in assets in Q12014 and purchased $1.1 
billion in new deals.



Stocks

Retirement investors are putting more money into stocks than 
they have since the market got slammed in 2008.

Stocks accounted for 67 percent of employee’s new 
contributions into retirement portfolios in March.  That’s the 
highest since March 2008 and compares with 56 percent in 
March 2009, when the market hit bottom.

In March, stocks made up 66 percent of assets in 401-k, up 
from 48% in February, 2009.



Stocks

Investors are piling into “penny stocks” at the fastest clip on 
record, in search of investments that promise outsized 
returns.  Penny stocks are not listed on major exchanges.  
Volume at OTC Markets Group for these shares has increased 
40 percent this year to a record $23.5 billion.  

The penny stock market has been referred to as the “pink 
sheets”, because of the color of paper used to record the 
prices for unlisted stocks.





Margin Debt
Debit Balances at Broker/Dealers

100000

150000

200000

250000

300000

350000

400000

450000

500000

Jan
-9

8

Jan
-9

9

Jan
-0

0

Jan
-0

1

Jan
-0

2

Jan
-0

3

Jan
-0

4

Jan
-0

5

Jan
-0

6

Jan
-0

7

Jan
-0

8

Jan
-0

9

Jan
-1

0

Jan
-1

1

Jan
-1

2

Jan
-1

3

Jan
-1

4

M
ill

io
n

s

Source:  Standard and Poor’s

Mar 2000  Dow 11,234

Mar 2001   Dow  9,106
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Jul 2008   Dow 10,827

Jul 2009   Dow   8,087
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Some Markets in Decline
Gold

•Gold has moved below $1,300 again.  Gold moved up 
heavily in 2011 when real interest rates turned 
negative in early 2011.  When this happens, the cost 
of holding gold is nothing.  Real rates snapped back in 
summer 2013 after the “taper” talk pushed rates up.  
This caused a large correction in gold.  Real rates and 
gold prices are virtually a mirror image.

• Investors are selling junk bonds heavily in July, pulling 
$4 billion out of funds and ETFs in two weeks.  The 
junk bond market cap is $1.6 trillion.



Some Markets in Decline
Junk Bonds

• Investors added $5.4 billion into junk in the first four months of 
2014, up from 3.4 billion for all of 2013.  
• Average yield is 5.1%, flirting with the record low just below 5% 

in May, 2013.
• The spread over Treasuries is down to 3.4%, still well above the 

record low of 2.32% in 2007.
• Average junk bond yields hit an all-time low of 4.8% in June.
• The spread between investment grade corporate bonds and 

Treasuries dropped below 1% for the first time since 2007.

• Investors are selling junk bonds heavily in July, pulling $4 billion 
out of funds and ETFs in two weeks.  The junk bond market cap is 
$1.6 trillion.


