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We at Aegon Real Assets are catching our breath after the rollercoaster ride in financial markets during the last
weeks of 2018. The turmoil included the stock market downdraft and volatility, corporate bond spread widening,
a decline in the 10-year Treasury yield back below 3%, tightening monetary policy with a flattening yield curve,
decline in CEO confidence, and worries about global economic growth prospects. With this backdrop, it was difficult
to appreciate the twinkle of holiday lights. But, now we are looking ahead and assessing what all the turmoil might
mean for US real estate investors in the months ahead.
We take heart in the absence of commotion in US real
estate markets despite the turbulence in financial markets.
But, commercial real estate (CRE) typically responds to
macroeconomic and financial market factors with a lag. Leasesin-place cushion rental income and demand for additional space
reflects tenant long-term needs rather than short-term cycle
concerns. Property pricing is more vulnerable to financial market
gyrations but property and commercial mortgage investments are
less liquid than stocks and bonds, which impedes the rapid buying
and selling associated with the market timing trades that so roil
more liquid assets.
We believe US CRE market conditions are showing no signs of
imminent distress as 2019 begins. Investment performance is
holding in positive territory driven by property income, with cap
rates largely stable if not still shrinking a bit. Occupancy is at
or above long-term averages across property sectors and rents
are growing in line with inflation or better. New supply under
construction is modest in the aggregate with only a few metros
expecting sizeable deliveries (mostly apartments) in 2019.1 All
told, these metrics show that CRE is holding in a mature phase of
its cycle with minor vulnerabilities.

predicting recessions. Economic cycles do not have expiration
dates even though it is hard to ignore the record-breaking
longevity of the current cycle, which will be 10 years long in mid2019. There is no science that can tell whether the market is so
mature that a recession must occur soon, versus so mature that
it is super resilient to recession. Economic history does tell us
that recessions in modern times have been ignited by “shocks.” By
definition, shocks are not predictable.
On balance, we are confident that US CRE is well-poised to
maintain solid performance in 2019 and, if the macro economy
cooperates, into 2020. At the same time, macroeconomic
uncertainties are material. In response, we are weighing additions
of real estate risk carefully. We believe it prudent that our clients
do the same, bearing in mind that investment in commercial
property and commercial mortgages is best managed for the
long-haul.
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Yet investors are not without angst. Property transactions slowed
a bit in the fourth quarter but price indexes continued to rise,
up 7% in November from a year prior according to Real Capital
Analytics.2 With largely minor imbalances as the year starts,
we believe what comes next for US CRE will depend on forces
outside of the real estate sector. Most importantly, if economic
growth weakens significantly, the demand for space and rent
growth will suffer. The severity of the effect will depend on the
severity of the shortfall in economic growth. The 2008 recession
was intensely severe and hit property performance hard in 2009.
The 2001 recession was mild leaving property performance in
positive territory throughout.
Economists, including our own here at Aegon Asset Management,
are forecasting weaker but positive growth in 2019 and 2020.
The Blue Chip Survey of forecasters estimates a benign 24%
probability of a recession in 2019 rising to a 35% probability for
2020.3 However, forecasters have a poor record of accurately
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Disclosure
This material is to be used for institutional investors and not for any other purpose.
The information included in this document should not be construed as investment
advice or a recommendation for the purchase or sale of any security, loan, interest in
real estate, or other investment. This material contains general information only on
economic and investment matters; it should not be considered as a comprehensive
statement on any matter and should not be relied upon as such. The information
does not take into account any investor’s investment objectives, particular needs or
financial situation. The value of any investment may ﬂuctuate. This information has
been developed internally and may incorporate third party data, text, images and other
content deemed to be reliable; however, Aegon Real Assets US does not guarantee
the accuracy, adequacy, or completeness of such information. Any opinions, estimates
and projections included herein constitute the current judgement of the author as
of the date of this document. Aegon Real Assets US has no obligation to update,
modify or amend this document or to otherwise notify the reader in the event that any
matter stated herein, or if any opinion, projection, forecast or estimate set forth herein,
changes or subsequently becomes or is determined to be inaccurate.
This document contains “forward-looking statements” which are based on change
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to the firm’s beliefs, as well as on a number of assumptions concerning future
events based on information currently available. These statements involve certain
risks, uncertainties and assumptions which are difficult to predict. Consequently,
such statements cannot be guarantees of future performance and actual outcomes
and returns may diﬀer materially from statements set forth herein. In addition, this
material contains information regarding market outlook, rates of return, market
indicators and other statistical information that is not intended and should not
be considered an indication of the results of any Aegon Real Assets US-managed
portfolio.
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(“SEC”) and part of Aegon Asset Management, the global investment management
brand of Aegon Group. Recipient shall not distribute, publish, sell, license or otherwise
create derivative works using any of the content of this report without the prior written
consent of Aegon Real Assets US, 6300 C Street SW, Cedar Rapids, IA 52499.
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