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Flight to the Familiar: US Recovery Anticipated

Continued from page 1

In 2008, foreign investment plunged to 2003—-2004
levels (Chart 1 below). Australian investors, for several
years one of the largest investor groups, dropped out
of sight in 2008. German open-ended funds suffered
massive withdrawals and many were subsequently
frozen and, thus, prevented from investing. Middle
Eastern investors, the largest foreign source in 2008,
were reeling from the rapid decline in oil prices and a
meltdown in their own domestic real estate markets.
Thus far in 2009, investment into the US has been
minimal. The majority of what little has actually taken

place has been by German investors.

The 2008 Survey

Yet, in the AFIRE survey released in January 2009,
foreign investors ranked the US as the best place

for capital appreciation, increasing their scoring
significantly over the past several years. China’s
ranking in this assessment had risen to challenge the

US recently and was widely predicted to outrank the
US, however, both China and India fell sharply in the
rankings in the last survey. In a surprise move, Brazil
was named the second-ranked country for capital
appreciation, the first time Brazil had appeared in the
top 10 countries. Washington, DC, was named the
top global city for real estate and five of the top 10
were in the US.

As a non-profit association, AFIRE is guided
by the dictates and interests of its international
investor members. For many years, increasing global
diversification and allocations have broadened AFIRE
members’ focus on emerging markets. However, based
upon the 2008 foreign investment survey and other
anecdotal evidence, it appeared that international
investors were turning their attention back to US real
estate. Much like the previous flight to US treasuries
in the aftermath of the September 2008 meltdown,
real estate investors sense both safety and impending

Chart 1 — Foreign Acquisitions of US Real Estate
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value. The elimination of many domestic US investors,

especially the private equity funds, offers foreign
investors the opportunity to buy choice assets not
previously available to them.

2009 Mid-Year Survey Results

In the latest survey, three-quarters of those surveyed had
not yet invested in 2009. However, two-thirds of them
planned to invest some debt or equity in US real estate
before the end of the year. Equity investors expect to
place seven times more equity in the remainder of 2009.
Debt investors expect to place three times more debt.
While these are significant increases, the current level of
investment is quite low.

Thirty-one percent of respondents said they were
more optimistic than they were at the beginning of the
year; 16% were more pessimistic; and 53% said they
felt about the same.

Washington, DC, was named the top US city
again, but that lead was greatly extended in the most
recent poll with twice as many respondents selecting
Washington as their city of choice over second-place
New York. At the end of the 2008, these two cities were

almost tied for first place.

Offices were picked as the product-type of choice,
moving ahead of multi-family housing that had
garnered the number one spot in 2008. The return to
offices continues an increased interest in US offices
begun many years ago. Offices have been the product
of choice for foreign investors for years, making
up approximately one-half of their global and US
portfolios. It could be argued that foreign investors
may be returning to their historic preference because
better office investment opportunities are again more
readily available. Certainly, Washington, DC, is a
predominantly office market.

In a look to the future, a majority of AFIRE
members surveyed said they expect to see a recovery
in the US real estate market by the end of the second
quarter of 2010 (Chart 2 below).

The familiar landscape of US real estate appears
to be attracting the attention of international investors
again. There is a sense that the US, along with London,
will lead the economic recovery. Only time will tell if
their plans and strategies will turn into action. %

Chart 2 — Expected Timing of Recovery of US Real Estate Markets
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