
Fall 2019 Capital Market Webinar Transcript – November 11, 2019 
 

Linneman Associates Page 1 
 

The following transcript has been edited for clarity and ease of reading, without compromising 

the intended content of the webcast. 

Bruce Kirsch 

Good afternoon and welcome to the Fall 2019 Capital Market Webinar presented by Linneman 

Associates and Valuate Software, a product of Real Estate Financial Modeling. This is your host, 

Bruce Kirsch, founder and CEO of REFM, producer of Valuate Software and provider of financial 

analysis tools and training for the commercial real estate business. We are pleased to have an 

insightful program for you today presented by Dr. Peter Linneman, founder of Linneman 

Associates, a strategic investment analysis and advisory firm headquartered in Philadelphia. 

Without any further ado, Peter, over to you. 

Dr. Peter Linneman 

Thank you, Bruce. It is great to have everyone here. Let me start out with the first slide, which 

real GDP growth rate. This graph shows year-over-year percentage growth in real GDP. As a 

reminder, whenever I use real, it means that the data is adjusted for inflation. You can see that 

the growth rate was at about 3%, and now it is dimished to around 2%. This is on par with what 

it had run for a while in the recovery. The main reason the growth rate has fallen is that 

manufacturing, which accounts for about 10% of the economy, has slowed by around 10% due 

to all the recent trade-related interventions, or tariffs. If you think about tariffs, they are just 

regulatory intrusions into market behavior, and it is not a big surprise that major regulatory 

interventions drag down growth. The countries may ultimately end up with a better treaty as a 

result of tariffs – in particular better treatment of its intellectual property – but we do not know 

if it will end there or not. Not surprisingly, the beginning of the trade war had no impact, but as 

time has gone by, its impact has grown. Think about it as 10% of the economy growing 10% 

slower, or declining by 10%, and that is 100 basis points of GDP growth. Essentially, today’s 2% 

GDP growth rate would have otherwise been around 3%. This is very similar to the Obama years, 

when regulatory intrusions reduced growth from 3% down to 2.0-2.2%. Those were very different 

types of regulatory intrusions, but both show the kind of damage done to the economy by 

sustained regulatory intrusions. The question is whether they will continue or diminish. To show 

you why these intrusions are less damaging to the US economy today than in the past, we can 

take a look back at 1970 when the manufacturing sector was about 43% of the economy. Back 

then, a 10% shrinkage would have been 430 basis points of GDP. The same type of trade war we 

have today would have dragged the US economy into a fairly deep recession back in 1970. This 

is not only because the main part of our economy today is services, entertainment, health, and 

education. I expect the growth to continue because there are no big excesses and a lot of signs 

of strength. When I talk about signs of strength, think about what has happened in the last few 

months. The world lost 5% of its oil production capacity, and Saudi Arabia, the second largest 
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producer of oil, lost half of its capacity. The world did not go to war, and oil stock prices are lower 

today than the day that the strike on Saudi Arabia was being delivered. The world economy has 

largely shrugged off the event. The recent GM strike was the longest since 1970, and in 1970 it 

crippled the economy. Today, it was largely shlugged off. If this was a fundamentally weak 

economy, these types of events would have dragged the economy into recession. It is a different 

world and we are still going but not going as strong as we should, because of the regulatory 

interventions.  

Taking a look at the next chart, you will see actual vs real GDP trend. I showed the actual GDP in 

blue, and you can see that it is by far the highest we have ever achieved. This is the longest 

recovery in US history, but it is not the most robust in US history. In fact, if you compare this not 

in terms of time, but it terms of economic activity, it is only about 75-80% of where a normal 

recovery is at when it ends. And in terms of GDP growth, job growth, manufacturing activity, etc., 

all have rebounded but not anywhere near where they would normally be. There are sectors such 

as single family housing that are nowhere near normal, much less where they should be at this 

time in a recovery. The trend I am showing is from 1969 to 2007, before the crisis, but you could 

use the trend from 1800 and the chart would not look very different. That is to say we are growing 

but growing below trend. The gap would not be quite as large if you went back to 1800, but it 

would be notable. About half of that gap is related to the underproduction of single family 

housing. Normally, in a cyclical sense, this late in a recovery, single family housing is in over-

production.  Yet, we are at levels where single family housing is at 84% of its historic norm, still 

at basically recessionary levels. Therefore, there is not excess and the end is not in site in that 

regard.  

Let us go to the next chart and look at the labor market. The civilian unemployment rate for all 

workers is represented in blue with a line for its average. Teen unemployment is noted in red 

along with its average. You can see that both are at close to all-time lows and not rising. If 

anything, they are staying close to low or falling. I use the teen metric because this metric goes 

up and down faster. Any problems will appear here faster but so far, there are no signs of 

problems. The economy still looks good in the labor market. 

Further evidence to the strength of the economy can be seen in the next chart. Weekly Initial 

Unemployment Insurance Claims. This report comes out every Thursday showing what happened 

the previous week. It is not a survey nor a sample. It is people who go to collect their checks. This 

is expressed in a percent of the labor force and you can see that we are at a dramatic all-time 

low. Not only is it not drifting up, it is drifting around the bottom. You can see spikes previously 

and they tended to be around recessions with a couple of false positives. Look out though when 

this moves rapidly upward for a couple of months. This is important to note because GDP and 

many other data, come out with about a quarter lag so is not so quickly telling as this data. I think 
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economic weakening will be seen here before it is seen anywhere else. I do not know why the 

Fed pay more attention to this instead of a lot of the other nonsense they do focus on. This is a 

very dramatic indicator of strength and weakness and in this case, it is clear why consumers feel 

good. 

Let us look at the next chart, also about the labor market. The ratio of employee to the working 

age population. You can see that number continuing to rise as people are being pulled back in to 

work. It is not at previous cylical highs and there is still room for it to rise. People are being 

dragged back to work, if you will, by adding more jobs than the growth of the labor pool simply 

based on population. This shortfall vs. previous cylical highs is a big reason why there is real wage 

and compensation growth, including benefits for workers. But we do not see a higher spike 

because even though the unemployment rate is low, it is not like everybody has been pulled back 

in to the labor force. Remember that there are about 1 million people, not represented here, 

who are disabled because of opiods. That is a staggering number when you realize we have only 

about 150 million people working. 1 million is a big number in terms of pulling this down and 

accounts for about 70 bp of it being below previous highs.  

We look at consumer confidence in the next chart. The level is not surprising if unemployement 

is low and wages benefits are rising in real terms. Jobs are plentiful with few people on 

unemployment. There are more people trying to hire than people trying to find jobs. Usually 

when consumer confidence is high, people buy a seond home or additional car, but that is not 

occurring. Those are areas of excess that seed future recessions but as of now, we do not see 

them. This high confidence without the excesses is one of the reasons I think the economy 

continues to recover for at least another year.  

The next chart represents small business optimism. You can see it spiked three years ago, post 

presidential election. It has gone down but stayed high and above average. You will not the 

average with the red line. You can see though that it has been pulled down notabley. Some in 

the manufacturing sector, less so in healthcare or education. There is not doubt that business 

optimism is down, but still above average.  Trade is a big issue in that regard and I think all of the 

election uncertainties is a reason for that. However, you notice from the previous chart, we may 

not fell very optimistic while at work, but we go home and we feel good so it is a bifurcated 

economy that way. 

Let  us move on to single family housing starts and auto sales. I have normalized these to 100 so 

that I can get them on the same scale. You can see that they are both highly cyclical and volatile 

with most of the time, housing being a bit more volatile than auto. That is because it is a bigger 

ticket item that takes more money and confidence and takes a bit more of a stronger recovery. I 

have taken this back to 1976 and you can see from there unitl about 2008 they run about the 

same and are more or less on top of one another. They both drop and housing drops massively 
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more dramatically than does auto. Auto quickly rebounds while single family housing stays on 

the bottom for three years and stays very muted. As a result, these indicators that historically 

have laid on top of each other, have separated dramatically and I think this is about down 

payment. You do not need much down payment for auto so it rebounded more quickly. However 

you need a lot of down payment for single family homes. And for a variety of reasons, not the 

least of which is very low short-term interest rates have robbed safe savers from income on their 

savings. The ability to transfer money inter generationally has greatly been reduced and the gap 

has appeared. You will notice in both trend lines that I have circled the last three years. Auto 

shows flat, not keeping the goal up or that is to say, there is no notable excess in auto. High and 

in reasonable control, making up for the big drop in 2009-11. However, while single family 

housing is up, year over year, it is only up about 3%. This is a pretty flat line up and far below 

anything like normal. Normal is about 100 on this chart and it is running about 85. That is the 85% 

I was talking about in terms of the recovery. Not only is it low, it is staying low. And so there are 

no excesses in the economy in sectors where you would think there would be.  

Let us look at the corporate sector with the next slide showing real corporate profits. Remember 

if real corporate profits are flat, it means that profits are rising at about 2-3% a year. What you 

see is that after tax profits are up and down a bit, but mostly flat, at a very high level,  over the 

last seven years. Which is to say that most of the benfits of productivity over that same time 

period, are not so much going to corporations but much more to workers. You can see that 

undistributed profits, in real terms, have fallen from their crisis peak to right around average or 

maybe still slightly above average. But in general, corporations are making and distributing 

profits.  

Industrial output on the next chart shows a continuous rise. We do more and more with less and 

less labor. The gap between them, as shown on the chart, is productivity. You can see how 

manufacturing has grown but it is just not an important sector. You can also see where I circled 

where the trade war began, that it has gone more or less flat and down a bit. That little bit matters 

because here is a sector that “should and could” be growing but for the regulatory intrusions.  

Next, real net worth per household relative to its trend. I think it is useful to give a sense that 

when this is way above trend, it tends to mean that people are getting giddy in the valuation of 

assets, and when below trend, that people are being pessimistic. You can see that there are 

periods when the pricing is well above trend. In some cases 15-20% above trend and other 

periods below trend. Right now, we are about 4-5% above trend which shows a bit of evidence 

of over pricicing but not wildly yet. I do monitor this but is there a bubble sort of excess here? 

Not really but this might be the beginning of the signs of some excess.  

Next let us take a look at household debt. Household debt service is seen in the blue. This 

represents consumer debt, including student loans, as a percent of income is showing pretty 
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average or if anything, a little lower than average. Remember this is a ratio so it is adjusting for 

the income people have. And the red, mortgage debt, is down notably so that the total stack is 

really at its low. The consumer debt burden is quite low. Part of that is that debt is about average 

and interest rates are below average. The debt that people have, including student loans, is 

locked in and long, low rates so that the debt burden is not crushing people. To the contrary. It 

is why the student loan burden is not as large as people say, because that is household debt.  

The next consumer balance sheet reflects delinquencies on consumer loans. That is credit cards 

and all consumer debt. You see that the delinquency rate is up since it bottomed in 2015/16 but 

it is still at pretty low standards vs. historical norms. This is to say it is not early in cycle but also 

not late in cycle and this has not fallen apart. You can see that when it rose, it rose dramatically. 

We are not in a period of dramatic, rising credit issues with consumers.  

Let us look at treasury yields next. I put the 30-day, the 10-year and it changes day to day. This is 

a week old simply because of when we had to prepare the chart. The real answer is we normally 

have the long rate notably higher than the short rate in a period when it is basically flat. People 

make a big deal about it being negative. The most interesting thing is that the last time we had a 

negative or flat yield curve was back in 2005-08. This was because the rates were high, near 5% 

both on the long and short. This was well above inflation which at the time was 2-3%. Today, 

inflation is still 2-3% but rates are basically 2% and it shows a big difference in that regard. The 

yield curve is flat but I do not think it sends much economic information rather, it sends 

information about what the central banks of the world are doing. Remember about 1/3 of the 

debt out on the market these days, carries negative interest rates. That is, you have to pay people 

to borrow from you, which makes no sense. What has happened is that debt has become super 

cheap and we happen to have been benefited by that as a debt intensive industry. When the 

yield curve gets flat or negative, not only are they giving money away, they are especially giving 

it away long. So use more of it long rather than short. Whatever you would have normally done 

long and short, do even moreso. The situation is that this is abnormally low with negative real 

rates.  

The next chart shows inflation in several different measures: Core CPI, CPI for Services, and CPI 

for everything. I like CPI for Services the best because our economy is mostly services, and CPI 

for Services is less prone to excesses and shows real phenomena in the economy. It is running 

about 2.5 - 3%. However you measure it, inflation is running about 2 - 3%, and we have got 

interest rates down below that. This makes no sense, but it is.  

Let us switch over to retail. Our next chart, shows real annual sales through “brick” stores as best 

as I can estimate them. There is real growth of about 2% a year. This is not as high as previous 

cycles, but it is growth. Not only is it nominal growth, it is real growth. Does this mean every 
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“brick” has growing sales? No, there are a lot of “bricks” that should not be out there. Is it a tough 

businesses? Absolutely! But, there is still “brick” growth.  

Going to the next slide for a capital market read. This chart shows multifamily and commercial 

mortgage debt outstanding, divided by the size of the economy. When this is rising, capital is 

flowing faster into commercial real estate, including multifamily, than the growth of those 

industruies. It is rising, you see that I have circled the last few years, but it is not rising very 

rapidbly. Year-over-year it has grown about 1.5%, and over the last two years it has grown by 

about 3%. There is plenty of capital out there, but there does not appear to be capital excesses 

in that regard.  

Looking at the next chart, we see a quick snapshot of what is happening with acquisitions and 

dispositions of commercial real estate. Unlike during the crisis, where back in 2001 both 

acquisitions and dispositions were very rare, it is a pretty liquid market. It is not as hot in real 

terms as it was back in 2006, 2007, and 2008, but is is a relatively active market and has been 

active for about six years. There is good liquity but not crazy liquity for buyers and sellers.  

If you go to the next chart, you will see both the sale and purchasing activity of foreign buyers in 

real terms. You can see that it is high, somewhat near an all time high, but it is not quite as high 

as it was when the Chinese came in 2014 and 2015. Regardless, there is still a lot of foreign money 

flowing in. When you take a look at the world, it makes sense that foreign money is flowing into 

the US because there is a lot of risk outside of the US. For example, an attack that destroys half 

of Saudi Arabia’s oil capacity is bound to send people looking for a safer haven for their money 

than Saudi Arabia. Our real estate is that haven, and there is money out there from from foreign 

buyers.  

Moving on to the next slide, these numbers are for real estate private equity funds. You can see 

that there is almost 350 billion in dry powder. Not all of this will go to the US, but proably 70% of 

it is US-focused. There is a lot of dry powder and a lot capability. This means that when 

opportunities arise, there will not be a shortage of capital for these opportunities. There may be 

a shortage of courage and conviction, but there will not be a shortage of capital. If you think 

about what is necessary to take advantage of opportunities when they arise, you need three 

things: capital, courage, and conviction. The capital part will not be a problem, however the 

courage and conviction could pose a problem, so you could still see values go down if people lose 

conviction. But, there is a lot of capital.  

The next chart shows commercial construction activity in millions of square feet. I included blue 

marker lines to indictate the low and the high, and the red line shows the average. You can see 

that we have come up from the bottom and have reached the average. In the past, when we rose 

from the bottom and reached the average, it had kept on rising and became a source of excess 
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in the economy. However, this time, the combination of rising construction costs and tighter 

banking regulations on development lending has actually kept commercial construction right 

around average. That is not to say there is no commercial development – there is actually a fair 

amount. But, it is average by historical standards, and we are not peaking. If you look back at the 

80’s, 90’s, or early 2000’s, we saw peaks. You must remember those were on smaller economies, 

so one hundred million square feet meant more 50 years ago than it does today. Thus, if we are 

average in square footage today, we are actually less than average in a longer term sense. So, 

decent discipline still holds.  

Let us move on to the capital market pricing of real estate. Shown here are the implied cap rates 

over the 10-year treasury for office, multifamily, and industrial. I use REITs because they are 

transparent. As you can see on the far right, cap rate spreads relative to the 10-year treasury 

have all risen. What happened was that cap rates more or less stayed the same and treasury 

yields plundged. So, the spreads went up and cap rates were unaffected. We have previously 

talked about why cap rates are not responsive to interest rates, long or short. The most 

comforting thing is that, in late 2005, 2006, 2007, and early 2008 (where I circled the cap rate 

spread on the left of the chart), those spreads were basically zero, whereas today’s spreads are 

300-450 basis points. This means that compared to the past, there is a much greater cushion and 

things are not priced to perfection and beyond. This spread also means that you can borrow 

normal levels of capital, and instead of having 1.05 coverage on interest, you can have 1.4, 1.5, 

or 1.6 coverage because of the spread on your borrowing costs. If you go back to 2006 and 2007, 

there was no spread. Given there was no spread, you actually had many loans at normal leverage. 

Forget high leverage, many loans at low and normal leverage, 70% leverage that had sub-one 

interest coverage. You had to have growth occur for several years just to get interest coverage. 

This would be a very different world, even if a downturn occurred tomorrow. Even if it was a 

substantial downturn, if you were getting 1.5, 1.6, or 1.7 times coverage, you can take a 10-20% 

drop in income and still be able to cover without shorting on capex. That is a very different 

opportunity creator than the world where you had 0.95 to 1.1 coverage. I think this spread is very 

important in terms of potential opportunities arising.  

Going to the next chart, the same thing is shown for regional malls and shopping centers. Spreads 

are up around 400-500 versus about 100. Again, remember that is 100 over treasury. Say the loan 

you got is 150 basis point premium on top of that and you borrow 70%. You would have had no 

coverage back in the 2006, 2007, 2008 era, as opposed to today where you have a lot of coverage. 

It is a very different world today in that regard.  

Dr. Peter Linneman 

On the next slide there is construction cost indices – Turner is in red, ours is in blue. One is not 

better or worse than the other. Turner’s is more developed to pick up high rise construction, 
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whereas mine is more developed to pick up non-high rise construction. On this chart you can see 

high rise construction in real terms, and it is at an all time high and still rising.  

If you go to non high-rise, it is quite high, but has moderated a bit over the last year.  There is no 

doubt that construction costs are high, but they will not rise to the sky like everyone thinks.  Both 

of these grow at about 80 basis points a year in real terms over a long-term trend.  

Then let us make a trip around the world of real estate, all U.S. We will do office, industrial, and 

so forth; then we will show you vacancy, rents, and values to get a real quick read.  The first is 

the office sector. In slide 27, you can see the vacancy rates.  The NCREIF index is for higher quality 

assets than the C&W index. Vacancy is quite low by historic standards, and it continues to fall. 

We are getting more demand than supply, even as supply is increasing. This could be healthier; 

some markets still are not healthy, but things are not terrible. 

If you go to the next chart, real office values are quite volatile month-to-month and quarter-to-

quarter because of what was sold. So it is better to look at the pattern, the high, the low, and the 

mean, which is in red.  You can see that we are a bit above the mean in real office pricing.  This 

is being driven by improved NOIs and improved cap rates. I think this last little jump is one of 

those that will revert, but pricing in office is a little high.  

In the next chart, slide 28, is vacancy for industrial. In either the higher-quality or general index, 

you see quite good vacancy rates that are at an all-time low. The market remains quite robust. 

Cannabis companies are absorbing really bad space in markets where it is illegal, it is a good place 

to grow because you do not have to worry about clear heights. Online distribution is absorbing 

some old, not-great, but functional space for last-mile distribution. And the online and a lot of 

strength in the economy is absorbing general industrial space, things are quite solid. The indices 

have flattened out a bit over the last year but have done so at strong levels. The big risk here is if 

online retail ever were to slow or weaken, there would be a lot of softness in industrial. This is 

because online retail uses about three times as much space as a traditional box does. You can 

think about it as the same space for the traditional box and two times that space to handle, 

procure, and deal with logistics of online sales. If that sector slows, you will have a lot of people 

who built two times as much space onto their building than there are boxes and procurement. 

And suddenly, that procurement space just becomes box storage space. So it is a sector that is 

healthy, but one you must watch.  

If you go to the next chart, real industrial rents are approaching a cyclical high. It has gone through 

the average and looks solid. The numbers are not crazy or a multiple of its average, so it is a sector 

which remains strong with good absorption. 

If you go to the next chart though, we show industrial valuations. What you have happening is 

above-average real rents and below-average vacancy. It is a darling sector that capital wants to 
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be in right now, and values have spiked. It is a little bit of a sector where you have to be careful 

you do not start betting that trees grow to the sky. This is a sector where it does not take rocket 

science to build, and there is a lot of it that can be built. Everyone wants to build the last-mile, 

though most of what is being built is not the last-mile.  

Going on to the next chart, we show multifamily vacancy rates.  NCREIF is for higher quality 

product, while the U.S. Census vacancy survey picks up everything. Both are low by historical 

standards, and both have ticked up a little bit and come back down. The small spurt of 

overbuilding that happened has begun to diminish. What this chart says is that it is a good market 

for Class A, B, and C in terms of occupancy by historical standards. The most notable weakness is 

in urban core high-rise. Too much of that product came online versus traditional suburban office. 

It is not that there is no demand for it, it is just that there is not as much demand as people 

thought. 

Go to the next chart, what does the typical Class B apartment rent look like? This is the rent for 

the 40th percentile renter in the U.S. So you are talking about a solid Class B apartment here. It is 

at an all-time high in real terms and about $100, or 12% higher in real terms than normal. There 

are affordability issues that are happening.  That is where the rent control pushback is coming 

from. In a nutshell, the rent control pushback is coming from this chart, which illustrates that real 

people are saying, “I have never seen rents this high,” and they are right. It is partly a result of 

single-family housing underproduction and low interest rates not allowing people to move into 

single-family homes. And it is partly because of an underproduction of multifamily. This will not 

continue forever. It is a dangerous period because it is not wrong to say that rents are at an all-

time high, and people look for a “quick fix” rather than a real fix. And as you have seen, rent 

controls are the “quick fix.” Suddenly, landlords got greedy. And you know that is nonsense. 

Someone made the comment “I wish it was greed because then I could go to Timbuktu and just 

raise the rents to whatever I wanted to if it was that simple.” But it is politically dangerous.  

Go to the next chart, real values for multifamily are also at an all-time high. You have all-time 

high rents, good vacancy, and not surprisingly, you have strong capital values and good interest 

coverage if you are a levered buyer. This is always something you have to be a little nervous 

about, as trees do not grow to the sky. Part of the higher values reflect higher-quality multifamily 

than we used to have; probably 15-20% reflects the higher quality, but not all of it.  

Coming around the home stretch, the retail vacancy rate (on page 34) is right about average by 

historic standards. Everyone talks about how high the retail vacancy rate is, but NCREIF reflects 

pretty good quality retail, and you can see that it is right about average.  So yes, retail is a hard 

sector, you are certainly nowhere near a cyclical high or low. People would like to be at a cyclical 

low right now. The danger is you are only at average at a reasonably strong part of the cycle, so 

that does create some caution.  
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Go to the next chart, values in real terms are right about average. You are not at a cyclical high 

or low. You are right about average in terms of decent retail values.  

Finally, let us go to hotels, RevPar in real terms on page 36 is at an all-time peak, but has been 

there for almost 4 years. What has happened, however, is that NOI is not at a peak. You have run 

into a situation where your costs are rising in real terms, your revenue is flat in real terms, and 

NOI is being squeezed. Simply put, you have a lot of labor, with wages rising 2% faster than 

inflation and RevPar flat relative to inflation. So now, for about the last 4 years, the margin on 

labor is 2-3% a year compounded, eating into the margin.   

Next chart, slide 37, hotel values are about average in real terms. There is nothing special, you 

certainly are not at a cyclical high or low. Nothing is cheap but things are about average.  

Let me end with the canary analysis on slide 38. I have just gone through a lot of quantitative 

analysis.  The economy looks pretty good, it has legs and no excesses. Things can continue. As I 

have described in the past, the canaries are qualitative metrics I have come up with, not 

quantitative. They are qualitative assesments of two things: more money than brains, and people 

believing trees grow to the sky. Everytime people believe trees grow to the sky, and people 

demonstrate that they have a lot more money than brains, the canaries die. And what you have 

is about half the canaries dead, which has been true for about the last two years.  We have had 

one canary, net, die over that time period. This is certainly not early-in-the-cycle behavior, but it 

is consistent with the notion that we are at about 75% of normal recovery economic activity. We 

are probably at about 75% of the canaries that can be alive and still have a decent economy and 

capital market. The best thing that happened in terms of this chart was that, and no judgment on 

We, We was unable to do an IPO even at $8 billion, or $15 billion, much less $30, $50, or $70 

billion. If they had, this would have shown more money than brains, and belief that trees grow 

to the sky, which are classic indicators of the end of a recovery period. Had We (the company) 

succeeded in getting its IPO out, you would have had a lot more people following in the “more 

money than brains” and “trees grow to the sky,” mindset, along with more economically 

detrimental behavior in its wake. Instead what you have had was: “Oh my god.  There is not more 

money than brains, or at least not a lot more”, and a limited belief in trees growing to the sky.  

People are reevaluating Lyft, Uber, Spotify, and Netflix. Therefore many of the sets of behavior 

that would have developed have not developed. The WeWork failure to go public was good for 

the office sector, and you would have had a lot of excess happen there very quickly. But also in 

capital markets and in other sectors, the failed IPO showed discipline, and that is good to keep 

an economy going. It showed roughly some sense of money commensurate to brains and a belief 

in realistic growth. I am not banging on We, I am just saying systemically. 

The worst thing I have seen in the last month or two is a syndicator out there trying to raise 

money to buy office, industrial, and apartment buildings at $50-$100 per investment, in a “mom-
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and-pop America.”  If I read two months from now that they raised $8-$10 billion, you will see 

canaries dying, in the same way canaries would have died if We had gone public at those crazy 

valuations.  I do not think they will succeed, but it is the kind of stuff you watch for in terms of 

these qualitative measures. 

Quantitatively, the economy still looks okay with a runway to work with. And qualitatively, you 

have sort of the same feeling with a sense of “phew, we just dodged a bullet,” in terms of We 

triggering excess behavior. With that, Bruce, I will turn it over to you.   

Bruce Kirsch (48:40) 

Great thank you so much Peter. Just a reminder to folks to send your questions through and make 

sure to hit the send button.  We have a lot of questions that are coming in with the theme of: “It 

has been good for so long,” and we have been saying this for the past 5-6 quarters.  It is almost 

as if people would feel better if something bad happened soon.   

Peter Linneman 

Schadenfreude! Schadenfreude! It is the German phrase “you cannot bear being happy.”  There 

is a lot of schadenfreude out there and on top of that, a lot of that is politically driven, wishful-

thinking driven as well. So it is partly what you say: “Gee it is almost good if it was behind us,” 

but it is also driven by, let’s face it, if you were a Democrat, you would love to see the economy 

fall apart and be able to say, “See we told you so, it was all a house of cards and you need us to 

save you.”  It is interesting to see how the Republican side does not claim as much success as it 

should, and it keeps talking up how bad it is.  You do not have to look farther than the trade. 

Trump keeps talking about how bad the manufacturing sector is even though manufacturing is 

at an all-time high.  So a very bad situation of schadenfreude is out there, you are no doubt right.  

Bruce Kirsch 

Several others have written in about interest rates. We have seen some examples of interest 

rates going negative around the world.  What are some of the controls we have that are still at 

our disposal that could prevent that.  

Peter Linneman 

The interest rate world has been taken over by the government. It is a simple statement. What 

used to largely be determined by market players, investors, and capital providers has been taken 

over by the central banks and sovereign funds of the world.  And they are investing for political 

reasons. By the way, when the Federal Reserve buys U.S. bonds- when Draghi bought bonds of 

the European governments, he was not buying those as an investment.  He was very obvious. He 

was not buying those bonds the same way you or I might decide, “Should I buy a bond from Italy 
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or Germany?”  He was buying it so that Italy could continue to afford their interest payments. 

That is not what bond prices traditionally tell you. Traditionally, bond prices are telling you what 

people believe. This is not about what people believe; this is about what governments are doing. 

And that is a radical change in the Untied States, more so in Europe, China, and Japan than we 

have ever had in history. And therefore I do not think that the bond market is talking the same 

language as it used to.  It is almost like a change from the analog to the digital. It still looks the 

same, perhaps, but it is totally different.  It may look the same in that it still is a Treasury yield, 

but it is a Treasury yield determined by governments rather than investors.  

So I am increasingly dismissive of interest rates as an economic signal. It is relevant to you only 

as a borrower in terms of valuation, and it is relevant to you as an investor because it says, “Are 

you willing to try to outbid a non-economic bidder?” Think about in Europe, if you are a German 

insurance company, you have to try to outbid the European Central Bank for bonds.  And the 

European Central Bank is not doing it to make money.  They are doing it to keep Italy and Greece 

inside the Euro.  It is a totally different objective from the norm, and it is not surprising that they 

are going to have very different investment objectives. All the insurance company can do is 

decide, “Am I going to invest or not invest? I cannot change because those banks are gone.”  It is 

a very different world.  

Bruce Kirsch 

We have had several write in about the sectors after we had gone through the food groups 

there.  It was pretty clear that hotel and multifamily on a relative basis were hot, as opposed to 

some of the other property types in terms of values.  

Peter Linneman 

I would say industrial and multifamily. 

Bruce Kirsch 

Okay, what is your thought in terms of continued demand for industrial?  

Peter Linneman 

Look, as long as the economy continues to grow, we need boxes! It is that simple. Everytime 

someone wants to buy a TV or a shirt, you need boxes. You cannot immediately go from a 

manufacturer directly into a home or a company, and therefore you need transition space- boxes. 

Boxes have to be stored and broken down. The only difference with bricks is you have a 

warehouse which breaks boxes from pallets down to boxes to ship to stores, whereas with online, 

you are breaking pallets down to little boxes to be sent to our homes. But in either case, as long 

as the economy stays strong and retail grows, industrial demand is going to grow because we 

need more boxes. And the logistics space requires about three times as much space because they 
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are not using the retail space or the store to do it in.  They are using the logistics space and trying 

to arbitrage off of that value. But basically the person working in the logistics shop is about the 

same cost as the person working in the retail store. That is not a big arbitrage. The arbitrage they 

are trying to end up with then, is retail footage versus industrial footage, being on Madison Ave 

versus being in suburban New Jersey, somewhere. That is the arbitrage, it is not even the labor. 

So as long as we have growth, you are going to have demand for boxes. Online sales are growing 

faster than brick sales, therefore industrial demand grows faster because there is the box storage 

part, the retailing part, and the procurement part. As long as box demand grows, and online 

grows faster, that dynamic is going to continue. It does not mean though, that we cannot outbuild 

it. Historically, we have found a way to outbuild everything, which is a risk. So far, high 

construction costs and limited lending have kept that under control.  

Bruce Kirsch 

We have had a couple of inquiries about opportunity zones, and we have had some 

conversations about this in the past. Do you think opportunity zones, when we take a look back, 

are going to be a major driver of positive change in the business? It is possible that they may 

not be around much longer in the grand scheme of things. What is your thought on that?  

Peter Linneman 

I think they are an important, niche capital source for projects that would otherwise have a 

difficult time finding equity, because so much of the equity that is out there in today’s world is 

from private equity funds that shun development to a large extent. And even when they do 

develop, they are looking for 3-5 year exits. But a 3-5 year exit on the types of locations that 

opportunity zone properties are located in is just a little short. These are properties that probably 

need 8-12 year horizons to comfortably feel that they will grow into themselves. And as a result 

of private equity funds being a source of a lot of financing, and they are constrained to being 

safer and shorter in terms of not developing, I do think that what opportunity zone financing 

brings is 10-12 year money to projects that need 10-12 years worth of patience in many cases, 

and will get decent returns. But it is very niche-y, very limited, and I think it is an important but 

limited tool that will do good by bringing forward communities getting redeveloped on their 

edges 3-10 years sooner than they otherwise would. This will create better and stronger 

communities as a result of getting that process started. But in terms of “commercial” real estate, 

I think it is very small.  

Bruce Kirsch 

Thank you so much Peter. Unfortunately we are not going to be able to address everything that 

came through today, but I do want to make everyone aware that what we talked about today 

here is a digest of what is presented in much greater detail in The Linneman Letter, which is a 
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quarterly subscription from Linneman Associates. More information on that can be found on 

the Linneman Associates website, https://www.linnemanassociates.com/ as well as our free 50-

part audio interview series with Peter and myself on real estate business and capital markets 

and a link to a video interview series that Peter did with BisNow media. The website address is 

linnemanassociates.com and for REFM, it is getrefm.com . Thank you again, everyone, for 

joining today and we hope to see you back again next quarter.  

 

https://www.linnemanassociates.com/
https://www.linnemanassociates.com/
https://www.getrefm.com/
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Real GDP Growth Rate:

Slower Growth

Data points through Q3 2019
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Actual vs. Trend Real GDP:
All Time High But Big Gap
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Civilian Unemployment Rate: 

All Time Lows
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Data points through September 2019
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Weekly Initial Unemployment Insurance 
Claims as a Percent of Labor Force: 

All Time Low

Data points through Oct, 5 2019
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Employment-to-Population Ratio: 

People Being Pulled Back To Work
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Data points through September 2019
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Consumer Confidence Index: 
Still Quite High
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Small Business Optimism Index: 
Down But Still Above Average
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Housing Starts and Auto Sales: No Excesses
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Data points through August 2019 for housing starts and September 2019 for Auto Sales
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Real Corporate Profits:
High But Flat

Data points through Q2 2019
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Industrial Production & Manufacturing 
Employment Indices: Tariff Dip

Data points through September 2019
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Real Net Worth Per Household
Gap Above Trend: About 5% High

Data points through Q2 2019
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Household Debt Service Ratio: 
Consumer Debt Burden Is Low
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Data points through June 2019
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Consumer Loan Delinquencies:

Very Low But Up A Bit

Data points through Q2 2019
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Treasury Yields: Very Flat Yield Curve

Data points through September 2019
15

0

1

2

3

4

5

6

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019

P
e

rc
e

n
t

30-Day T-Bill 10-Year Treasury



Consumer Price Inflation:
Running 2-3%

Data points through September 2019
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Data points through September 2019

Real Annual "Brick" Sales Growth:
Contrary To Headline Fear
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Linneman Real Estate Index: 
Capital Flowing About The Same As Growth

Data points through Q2 2019
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Domestic Real Investment in CRE: 
Down But Active
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Data points through Q1 2019
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Net buyers 
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Closed-End Private Real Estate Funds:
Lots of Dry Powder
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Data points through May 2019
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Commercial & Industrial Construction Contracts: 
Restrained Due To Regs And Construction Costs
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Data points through July 2019
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REIT Implied Cap Rate Spread over 
10-Year Treasury: Much Higher Than 2006-2008

Data points through September 2019 23
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REIT Implied Cap Rate Spread over 
10-Year Treasury: High

Data points through September 2019
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Real Construction Cost Indices:

High For High Rise

Data points through September 2019
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Office Vacancy Rates:

Getting Healthy
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Data points through Q3 2019
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Real RCA Office Private Real Estate 

Values: Above Average
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Data points through September 2019
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Industrial Vacancy Rates:

Healthy In Spite Of Robust Supply
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Data points through Q3 2019
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Real Industrial Rent:

Above Average
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Data points through Q3 2019
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Real RCA Industrial Private Real Estate 

Values: Well Above Average

30
Data points through September 2019
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Multifamily Vacancy Rates: Healthy

Data points through Q3 2019
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40th Percentile Apartment Real Rent: 
All Time High

Data points through 2019
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Real RCA Multifamily Private Real 

Estate Values: Near All Time Highs
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NCREIF Retail Vacancy Rate: About Average

34
Data points through Q3 2019
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Real RCA Retail Private Real Estate 

Values: About Average
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Data points through September 2019
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Real Hotel RevPar: At Peak

Data points through September 2019
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Real RCA Hotel Private Real Estate 

Values: About Average
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Data points through September 2019
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Canaries Count: About Half Are Happily Chirping

• PIK Debt 

• Massive mortgage growth 

• Spec development boom

• First replaces mezz

• Mezz replaces equity

• Narrow spreads and rising LTVs

• Record buyout deals 

• Empty space worth more than full space
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Q & A



Thank you for participating in the live webinar.

The recording will be auto forward later today to all registrants. 

If you have any questions, or to find out more about 

Dr. Linneman’s and Mr. Kirsch’s work, visit: 

LinnemanAssociates.com

GetREFM.com

Q & A
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