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The domestic labor market, along with economic activity, continued
to exhibit strength through the third quarter of 2018. Additionally,
core inflation remains near the Federal Open Market Committee
(FOMC) target of 2%. Overall, the macroeconomic backdrop
continues to remain favorable in regard to real estate demand.
Coupled with a relatively tame supply cycle, real estate sector
fundamentals that drive income returns remain largely balanced.
Based on the inflation and labor market realizations mentioned
previously and the FOMC’s expectations, the committee increased
the target range for the federal funds rate in the September meeting
from 2% to 2.25%. Further out on the yield curve, the 10-year
Treasury rate began the fourth quarter at its highest level since 2011
and is up roughly 25 basis points from a quarter prior. The spread
between real estate capitalization rates and interest rates remains
well above historical lows, but we continue to expect interest rates to
have a moderating influence on capital returns within the real estate
sector as they cool economic growth.
While real estate performance has largely been unaffected by trade
concerns to date, news of the completion of a new North American
trade pact is an added reason for optimism as trade uncertainty
has diminished. However, hurdles remain with regard to trade
policy involving China. These outstanding policy items coupled with
continued reduction of the FOMC’s balance sheet bring into question
the appropriate pace of monetary policy tightening which may have
broader market implications.
Demographically, the heart of the influential and populous millennial
generation is now approaching the age of 30 and it is important
for investors to pay attention. This urban-inclined generation has
helped to push employers back downtown, is quick to adapt to new
technologies, and has historically had a strong tenancy to rent. This
generation has also delayed life relative to prior generations. The
median age of marriage in 2017 was 29.5 for men and 27.4 for
women, roughly two years later than just a decade ago and roughly
five years later than the baby boomer generation. Life events are
known to change the financial dynamics of a household and change
consumption behavior for goods, services and housing. Real estate
investors will need to balance these historical tenancies against the
economic hurdles that await them.
While there has been variability in homeownership rates for each
age cohort, it still holds true that homeownership increases with
age. With growth in the 20-29-year-old age cohort slowing and
growth in the 30-39-year-old cohort beginning to accelerate, it is
reasonable to assume that the desire for homeownership among
this generation will begin to increase as well. However, potential
buyers are faced with many economic challenges that will impede
their ability to transition to homeownership even if the desire exists.
Single family housing construction since 2010 is well off the pace
of any decade going back to World War II and is contributing to
inventory constraints. Student loan debt, increasing interest rates,
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tight mortgage underwriting standards, and increasing construction
costs are additional barriers. We believe these barriers will help to
counteract adverse sector outcomes relating to an aging millennial
generation but these factors should be closely considered market-bymarket and asset-by-asset.
The firm considers office fundamentals to be near equilibrium and
our investment outlook for the office sector remains neutral from a
quarter ago. However, construction activity within the sector and a
tight labor market are signals for moderating rent growth prospects.
San Francisco, Austin, Raleigh, Seattle, and Charlotte currently have
the largest construction pipelines relative to existing inventory. New
York is another market that has seen elevated construction levels
this cycle. Demand growth has largely been concentrated toward the
high-end of the quality spectrum within the sector. Our expectations
are for this trend to continue as employers look to attract and retain
talent in an increasingly competitive labor market.
The industrial sector continues to exhibit strong performance, and
historically low vacancy rates suggest this trend will continue over
the near-term. Functional space near major population centers is
particularly scarce as supply chains continue to seek quicker access
to e-commerce customers. Millennials and the generation behind
them have shown higher preferences to shop online and should
continue to drive e-commerce related demand growth in the years to
come. Construction of industrial space is responding to demand as it
has become more economical to build than buy in many markets. But,
the availability rate in projects under construction has spiked relative
to a year prior and is one of the reasons we believe outsized rent
growth will begin to gradually moderate. As the trade fog begins to
clear with Mexico and Canada, top North America trade markets may
stand to benefit from renewed investment. These markets include
Laredo, Detroit, El Paso, San Diego, Buffalo, and Chicago.
Headlines have referenced the end of brick and mortar retail;
however, sector fundamentals are telling a less draconian story. With
a relatively light supply cycle, retail vacancy rates are near historical
lows and net absorption remains positive despite store closure
announcements. However, e-commerce has changed space dynamics
and siting decision for many retailers. Though opportunities in the
market remain, we expect the sector to continue to evolve which is
why we remain cautious in our sector outlook.
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Aegon Real Assets’ view is derived by the Applied Research Group and is based on
both forward and backward looking measures.
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Economic Forecasts
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GDP (Real %, Year-over-Year)

2.6

1.6

2.3

2.75

2.2

1.8

1.0

Unemployment (%)

5.3

4.9

4.4

3.9

3.7

4.1

4.8

Core PCE

1.3

1.7

1.5

1.9

2.0

1.8

1.7

Fed Funds (%)

0.5

0.8

1.5

2.3

2.5

1.8

1.8

10-year US Treasury (%)

2.3

2.5

2.4

3.1

3.2

2.5

2.1
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Aegon Real Assets’ Applied Research Group utilizes primary and secondary research to monitor commercial real estate property fundamentals, capital markets,
and macroeconomic conditions. Our platform applies both qualitative and quantitative techniques in its contribution to an investment outlook.

Disclosures
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
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,
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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.
Aegon Real Assets US, an indirect wholly owned subsidiary of Aegon N.V., is a USbased investment adviser registered with the Securities and Exchange Commission
(“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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