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The big picture
• Economic growth and capital markets factors drive the
performance of commercial real estate (CRE) by affecting the
demand and supply of space as well as property investments.
• The US economy delivered above-trend growth at a 3.5% pace in
the third quarter of 2018. Consumer spending growth remained
strong despite a drop off in vehicle sales and weakening in home
sales and residential construction. A material pop in inventory
accumulation provided a positive offset.
• Job creation during the fourth quarter of 2018 was strong with
an average pace of 254,000 per month. With the unemployment
rate at 3.9%, the Federal Reserve (Fed) Beige Book survey is
reporting widespread difficulty among employers looking to hire.
Labor market tightness will contribute to an expected slowing in
economic growth in 2019.
• Inflation remains tame and near the Fed’s 2% target. Nonetheless,
the Fed increased the funds rate by 25 basis points in December,
the fourth such increase in 2018. Longer-term Treasury yields
have displayed volatility as of late, with the 10-year Treasury rate
peaking at 3.24% in the fourth quarter before falling to 2.69% by
year-end.
• US BBB corporate bonds have widened since the beginning of the
year implying that investors are re-evaluating their appetite for
risk. BBB’s are the lowest investment grade category.
• US CRE performance reflected this macroeconomic strength.
Focusing on real as opposed to financial performance, net
operating income growth reported for the benchmark NCREIF
Property Index totaled 3.6% for the four quarters ending
September, in line with its performance since the end of the
recession. Vacancy rates among NCREIF properties averaged
5.8% in the third quarter of 2018, the lowest yet since the fourth
quarter of 2000.
• Turning to financial performance, CRE investor’s sustained
appetite for US properties with NCREIF transactions cap rates
very slightly below the low posted just prior to the recession. At
the same time, total return performance of the NCREIF Property
Index has been easing to the 7% range, down from double digits
as recently as 2016.1

Setting the stage for 2019
• Macroeconomic forecasters, including ours at Aegon Asset
Management, expect slower US economic growth in 2019 as
the deficit spending boost, labor constraints, and rising interest
rates take hold. To date, we believe the stage is set for weakening
exacerbated by intensifying uncertainty. The US stock market
is correcting, the 10-year Treasury yield is again below 3% with
the yield curve nearly flat, there is labor market tightness, and
concerns about tariffs and Brexit are pervasive.
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• Since CRE responds to growth with a lag, it is reasonable to
assume that 2018’s strong growth will sustain demand for space
through 2019. New supply coming to market in 2019 is known
and of modest proportion. Together these forces should support
occupancy across property sectors.
• Property pricing and investor appetite for US CRE is less
predictable because it responds to capital markets conditions
quickly. To date, investors remain hungry for US CRE as
demonstrated in the 17% increase in transactions volume during
the third quarter year-over-year accompanied by a 7.2% increase in
prices, according to Real Capital Analytics.
• With this backdrop, the Pension Real Estate Association (PREA)
consensus survey shows a 5.7% total return predicted for 2019,
the weakest since the last recession. Forecasts range from 4.3%
for the most pessimistic to 7.0% for the most optimistic. Aegon
Asset Management’s macroeconomic outlook and assessment of
CRE conditions support the consensus PREA forecast.

Sector prospects mixed1
• Apartments: Delivered the third highest total return among the
four major property sectors; the national vacancy rate is below the
long-term average despite very strong flow of new supply; and
solid job growth is absorbing demand by maturing millennials plus
ongoing constraints on homeownership are positive forces along
with diminishing delivery of new units after 2019.
• Industrial: Posted the highest total return among the four
major sectors; vacancy rates were below the long-term average
nationally; and pockets of strong construction activity in several
metros have been driven by demand from the e-commerce.
• Office: Had the second highest total return; the national vacancy
rate was below the long-term average; and substantial new
construction is to be delivered next year in several markets where
rent growth is weakening. Overall, the structural evolution in office
space demand is roughly balanced by modest construction.
• Retail: Delivered the lowest total return just under 4% reflecting
the ongoing process of reconciling physical space with evolving
demand; and the shift in consumer behavior toward online
purchasing is one source of turmoil but more important is the
weak pace of wage growth, enormous income inequality and
geographic concentration of economic vigor on the east and west
coasts. But, there is little new space in these regions.
As of September 30, 2018
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Aegon Asset Management US Economic
Forecasts
2016

2017

2018*

2019*

2020*

GDP (Real %, YoY)

1.60

2.30

2.90

2.25

1.80

Unemployment (%)

4.90

4.40

3.80

3.60

3.90

Core PCE

1.70

1.50

1.90

2.00

1.90

Fed Funds (Upper Bound, %)

0.75

1.50

2.50

2.75

1.75

Tsy10 (%)

2.45

2.41

3.10

3.00

2.50

Source: Aegon AM US as of 12/31/18. Includes historical data sources from Bureau of Economic Analysis, Congressional Budget Office, Haver Analytics. *Estimated

Property Sector Outlook
Under
Construction as %
of Inventory

3Q18 Vacancy
Rate**

4.43%

5.96%

Apartment

Top 50 Metros*
Metros With
3Q17 Vacancy
Rising Vacancy
Rate**
Rate
6.56%

5

3Q18 Yearon-Year Rent
Growth**

3Q17 Yearon-Year Rent
Growth**
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3.52%

2.53%

Neutral

Industrial

1.53%

4.56%

4.86%

20

5.77%

5.85%

Favorable

Office

1.72%

8.96%

9.11%

20

3.12%

3.34%

Neutral

Retail

0.71%

4.42%

4.59%

15

2.22%

3.03%

Cautious

*Top 50 by metro areas by population; CoStar Realty Information, Inc., Aegon Real Assets US; as of September 30, 2018
**Equal weighted average
Sources: Aegon Real Assets US, Aegon Asset Management US, Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve Board of Governors (US), CoStar Realty
Information, Department of the Treasury, National Council of Real Estate Investment Fiduciaries (NCREIF), Pension Real Estate Association (PREA)
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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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