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NATIONAL ECONOMY
This month has been a tough one for investors, with hawkish comments 

from the Fed in response to February’s hot inflation print and retail earnings 

showing a shift in consumer spending. Despite slipping consumer confidence 

and continued contraction in manufacturing, there have been some bright 

spots in the housing market, with mortgage rates falling and home prices 

declining. Regardless of this encouraging development, evidence still 

indicates a tough road head with a tight labor market and 10-year treasury 

yields climbing above 4% for the first time in months, leading to the steepest 

yield curve inversion in 42 years.

The central theme this year has been rates, and investors are feeling the 

pressure. Equities have suffered a terrible February, with a huge uptick in 

interest rates driven by strong economic data, particularly in the jobs report 

and retail sales. The Fed increased rates by 25 bps at the end of March and 

Jerome Powell has indicated that one additional rate hike is planned for this 

year, although the timing and extent of the increase remains uncertain. As 

yields continue to rise, concerns grow that there may be a bumpy landing 

for the broader economy, and the risks of downward pressure on commercial 

real estate valuations and sales activity are significant.

The collapse of two banks, Silicon Valley Bank (SVB) and Signature Bank, has led the U.S. Federal Deposit 

Insurance Corporation (FDIC) to take drastic action, including transferring all deposits of SVB to a newly 

created bridge bank. The action, which includes guaranteeing all deposits for these two banks and setting up 

a federal lending facility, could affect interest rate acceleration. Professor Douglas Diamond of the University 

of Chicago, who was awarded the Nobel Prize last year for his research into how banks fail, suggests that the 

Federal Reserve’s and Treasury’s actions should stop any further bank failures from occurring, which should 

slow down or stop any effect on interest rates. Regardless of the federal backstop, this was not a good month 
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NATIONAL ECONOMY
Barry Vs Jamie

• Jamie Dimon, CEO and Chairman of JPMorgan Chase, and Barry Sternlicht, 

CEO and Chairman of Starwood Capital Group, recently offered opposing 

views on the US economy and the likelihood of a recession in the near future.

• Dimon warned of storm clouds ahead in his annual shareholder letter, 

citing quantitative tightening, higher inflation for longer, and the ongoing 

war in Ukraine as concerns. He believes that while the recent banking crisis 

with SVB, Signature, and Credit Suisse has added weight to the scale, it 

is not definitive and won’t necessarily cause a recession as drastic as the 

2008 financial crisis. Dimon has an optimistic view on the U.S. financial 

system, stating that the current situation is nothing like the 2008 recession, 

and although there may be a mild recession in the future, the strength 

of America’s human capital and transparent capital markets system will 

ensure that the country is much better off in 10 years. He does, however, 

think that inflation will be stickier than the Fed anticipates, which will lead 

to higher interest rates in the future.

• In contrast, Sternlicht thinks a serious recession is on the horizon. He 

disagrees with Dimon, who also thinks a recession is likely, but for different 

reasons. Sternlicht believes that inflation will drop hard due to the rent 

component of CPI and food already dropping. He points to the graph shown below, where The blue line is 

actual rents and the orange line is what the government is reporting. The rent component of CPI is one-

third of CPI, and if the FED corrects the reporting of rental data from +10% to +4%, it will take headline 

inflation from 4.3% to 2.6%, which will be seen in late summer into the first month of fall. He points to 

other indicators, such as PPI and wage growth slowing, to support his view that inflation is going down. 

He thinks that the government’s survey of households to obtain rental data is outdated and archaic, and 

that they should go online to websites like apartments.com to obtain real-time rental data.
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NATIONAL ECONOMY
We have all heard the cliche CRE is a great hedge against inflation, but how true is that statement? 

Mckinsey & Co the worlds #1 consulting firm offers us insight. According to McKinsey’s analysis of high 

inflationary periods since 1980, “CRE outperformed inflation, its own historical average, and other asset 

classes (including stocks, bonds, and gold) during most of the last seven periods of elevated inflation. 

However, there’s a wrinkle in the data that contradicts accepted wisdom: CRE performed this way despite 

rents generally not keeping up with inflation.” How is this possible? Cap rate compression has had an 

outsized impact of CRE’s hedge against the macro monetary policy. In the graph below you will see, from 

1980 - 2022 on average, CRE delivers a return at 11.7%. This outperforms inflation, gold, CRE’s own historical 

average, the S&P 500 & BBB corporate bonds, in the majority of the last 7 inflationary periods.
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Economic Tug of War
NATIONAL ECONOMY
Analyzing the Current Economic Landscape: Surge and Uncertainty

US stocks are on a remarkable surge, bringing optimism to investors. Many believe in the “soft landing 

narrative,” which suggests that the economy will continue growing at a moderate pace. However, amidst 

the positivity, there are contrasting views, with HSBC predicting a US recession by the end of the year.

Inflation is resting at 3%, marking the lowest level observed in over two years. This is good news for 

consumers as it indicates that prices are not rising too rapidly. Additionally, the unemployment rate for June 

impressively stands at just 3.6%, reflecting a incredibly tight labor market.

According to Peter Linneman, Big Medical and Big Government collectively make up 53% of the US 

economy. What’s interesting is that neither industry is significantly affected by changes in interest rates, 

adding to their stability, and likely having an effect on the low unemployment numbers.

Despite significant tech layoffs, the labor market remains very tight. This tightness is one of the reasons the 

Fed decided to increase the Fed Funds rate by 25 bps last Wednesday. They are expected to keep interest 

rates elevated for at least another 12 months. The disconnect between the economy and the Fed’s decision 

making is disappointing for many of us in the real estate market

The housing market is experiencing a dip in mortgage demand, with applications for home purchases 

21% lower YoY. Moreover, the level of home inventory is at its lowest in 14 years. Homeowners who bought 

homes at favorable rates are hesitant to sell and move to higher interest rates, contributing to the current 

market conditions.

A regional banking crisis seems to have favored big banks. For instance, JP Morgan Chase’s net income is 

up by 67% YoY and deposits increased 0.9% QoQ. Big banks are expected to capitalize on struggling regional 

banks and may start acquiring banks where they can enter at attractive basis.
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Quarterly Earnings Recap – Effects on CRE
NATIONAL ECONOMY
In this Newsletter, we are going to review the Q2 2023 earnings calls of 8 Fortune 500 companies in 8 major 

industries (Retail, Tech, Energy, Finance, Commercial Real Estate, Transportation, Finance & Airlines) and 

what their impact is on commercial real estate and the broader economy. We read them so you don’t have 

to.

| Retail | $133.42 Up 55.48% YTD

Amazon.com, Inc. announced its Q2 2023 financial 

results, revealing an 11% rise in net sales to $134.4 

billion, compared to $121.2 billion in Q2 2022. The 

North America segment witnessed a sales increase 

of 11% to $82.5 billion, while International and AWS 

segments recorded sales growths of 10% to $29.7 

billion and 12% to $22.1 billion respectively. The 

operating income surged to $7.7 billion from $3.3 

billion in Q2 2022, and the net income stood at $6.7 

billion or $0.65 per share, a turnaround from the $2 

billion net loss in the same period last year. This net 

income also accounted for a pre-tax valuation gain 

from its Rivian Automotive, Inc. stock investment. 

Cash flows saw significant improvements, with 

the operating cash flow increasing by 74% to $61.8 

billion. CEO Andy Jassy highlighted the quarter’s 

achievements, including advancements in AWS and 

growth in their advertising services. Additionally, Q3 

2023 guidance anticipates net sales between $138.0 

billion and $143.0 billion, representing a growth of 

9% to 13% from Q3 2022.

Impacts on CRE and Economy

Amazon’s rapid growth has increased demand 

for distribution centers, warehouses, and other 

logistical spaces, significantly impacting the 

commercial real estate (CRE) market.

With advancements in AWS and its advertising 

services, there’s potential for further expansion in 

data centers, offices, and hubs, leading to a rise in 

property values in select areas.

The success of Amazon and the shift to online 

shopping has directly led to a decline in demand for 

traditional brick and mortar retail spaces as can be 

seen with recent closures like Bed Bath and Beyond, 

David’s Bridal, Tuesday Morning, Buy Buy Baby, Foot 

Locker, and Walgreens. Who’s next?
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Sharks are circling, is the boat sinking?
NATIONAL ECONOMY
Quite a rollercoaster of a market right now? Misleading data and confusing leading indicators have 

shrouded the market in a cloak of uncertainty. The sharks are circling a boat that may or may not be 

sinking, but they are certainly hungry.

We’ve been hearing about all this liquidity in the market. Besides it being all with Blackstone (Blackstone 

has further increased its liquidity by securing a $3.1 billion all-cash deal for opportunistic industrial 

properties from Prologis on June 26th), the prevailing belief that a substantial amount of money remains 

on the sidelines is simply not accurate. Not to mention these investors are looking for opportunities with 

significant returns. The expectation of a GFC like correction appears to be waning with the passage of time. 

In additon, the prospect of falling interest rates following 2023/24 is expected to drive price increases and 

deal velocity in the future. Let us explain:

In the past two decades, an average of 450 Private Equity Real Estate Funds closed each year. However, 

in 2023, the pace has slowed down significantly, with only 200 funds projected to close, according 

to Pitchbook. Despite billions of dollars in previously committed capital waiting to be allocated, the 

capital intended for recycling remains tied up in deals and funds that had anticipated exits in 2022/23. 

Unfortunately, these planned exits vanished due to the challenges posed by the current environment.

Take a pension fund who typically aims for a 7% return to match their liabilities. Now, they have to weigh 

the risks associated with allocating dollars to value add and opportunistic equity opportunities, offering 

leveraged returns of 15%, but come with a significant amount of uncertainty. Versus allocating their 

investments to one-month rolling T-bills, which offer a 5.5% return, and making up the 1.5% difference in the 

private credit market, with substantially less risk.

At the end of the day, nobody has a crystal ball and these issues take a lot of time to work through the 

system. Only time will tell.
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