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Key Issues for 2011Key Issues for 2011

• The EconomyThe Economy
• Austerity
Chi• China

• Banking
• Commercial Real Estate
• Residential Real EstateResidential Real Estate
• Investment Environment



The EconomyThe Economy

• Non‐farm jobs increase by 297 000 inNon farm jobs increase by 297,000 in 
December, a big surprise

• Union Pacific has rehired 4000 of 5000 laid off• Union Pacific has rehired 4000 of 5000 laid off 
workers
Th A hi l Billi I d b 50• The Architectural Billing Index rose above 50 
for the first time since 2008.

• Small businesses added 91,000 jobs in 
November.



The EconomyThe Economy

• Household net worth increased to $54.9 trillion in $
3Q, up from $53.7T in 2Q.

• There is $1.93 trillion in cash on corporate 
balance sheetsbalance sheets. 

• Cash accounted for 7.4% of total assets, highest 
since 1947.since 1947.

• Winnebago says 2010 shipments doubled from 
2009; have rehired 350 workers

• Farm income will be the 4th highest ever in 2010, 
climbing 24% to $77.1 billion.



Texas Will Steal Market Share in 
the Coming Yearsthe Coming Years

COLLEGE STATION (R l E t t C t )COLLEGE STATION (Real Estate Center) –

Texas' economy gained 133,100 jobs from 
August 2009 to August 2010.

During the same period the U S economyDuring the same period, the U.S. economy 
added 278,000 jobs. 

Texas produced 48% of all the new jobs in 
the country in the past year.





Government AusterityGovernment Austerity

• “I don’t think anyone can look at the publicI don t think anyone can look at the public 
pension funds and not realize what an 
enormous tragedy it is I just hope they canenormous tragedy it is.  I just hope they can 
work through that situation in a way that is 
both sensitive and compassionate ”both sensitive and compassionate.
– Joshua Gotbaum,  
Director ofDirector of 
Pension Benefit Guaranty Corp



Government AusterityGovernment Austerity

• States may face a $140 billion shortfall in fiscalStates may face a $140 billion shortfall in fiscal 
2012 on top of a $160 billion shortfall for 2011.

• Investors started withdrawing money from• Investors started withdrawing money from 
municipal mutual funds in November.
BOA G ld Ci i M S l d JP• BOA, Goldman, Citi, Morgan Stanley and JP 
Morgan discussing standards for a CDS market 
f i i l b dfor municipal bonds.

iShares S&P National Municipal Bond



Government AusterityGovernment Austerity

• UK cuts defense budget by 8% SlashingUK cuts defense budget by 8%.  Slashing 
orders for Joint Strike Fighter from 138 to 40.

• Defense contractors will have to adjust to• Defense contractors will have to adjust to 
reduced federal spending.



Government AusterityGovernment Austerity

• The IMF warned that reducing budget deficitsThe IMF warned that reducing budget deficits 
is likely to cut growth and raise 
unemployment in the short termunemployment in the short term.

L ki f i l f• Looking for signals from 
Congress when the debt 
ceiling is increased in March.



Bang the Piñata

If you promise the voters more candy, they will 
re elect you Don’t worry that you have no wayre‐elect you.  Don t worry that you have no way 
to pay for your promises.



ExamplesExamples

• $43 Trillion unfunded liability for Social$43 Trillion unfunded liability for Social 
Security and Medicare

• Prosecuting wars in Iraq and Afghanistan off• Prosecuting wars in Iraq and Afghanistan off‐
budget
FRANNIE l l ff b d• FRANNIE losses are also off‐budget

• Health care plan supposed to “pay for itself” 
premised on the “doctor’s haircut”.

• States and cities with underfunded pensionsp



When the piñata breaks 
d h dand the candy is gone



The Short‐Term Pain of Living Within 
“ ”Our Means:  “Austerity”

So farSo far, 
this has been 
postponed by:

‐Foreclosure postponements
‐Foreclosure  moratorium,
‐Federal subsidies
to states and citiesto states and cities,
‐Extended unemployment 
benefits,
‐Tax credits to buy stuff.



Here Come the Adults !Here Come the Adults !

National Bipartisan Commission on Budget Reform and Fiscal Responsibility

Maybe our children and grandchildren have hope. 



ChinaChina
• We need China to buy something made by American 

workers.
• They have accumulated $2.6 trillion in foreign exchange 

reserves to peg their currency.
• Bank lending in China was 40% of GDP in 2009.
• China allows citizens to buy gold in Dec. 2010
• China imported 209 tons of gold in first 10 months of 2010• China imported 209 tons of gold in first 10 months of 2010, 

up 5x from last year.
• The Business Software Alliance estimated that 79% of the PC 

software installed in China last year was pirated down fromsoftware installed in China last year was pirated, down from 
86% in 2005.

• China controls 97% of the production of “rare earths”.



This is What Chinese Currency 
M i l ti L k LikManipulation Looks Like



Does it matter if 
GE builds a million  
turbines in Chinaturbines in China 
that are designed, 

i d dengineered and 
manufactured in 

China?

Who does that 
help in America?



Bank Lending for CREBank Lending for CRE

• Federal regulators warning Texas bankersFederal regulators warning Texas bankers 
about exceeding their commercial real estate 
loan limitsloan limits.

• Federal regulators telling our Texas bankers 
that they are concerned about excess liquiditythat they are concerned about excess liquidity 
and that “it’s OK to buy Treasuries until we get 
out of this thing”out of this thing .



Commercial Real Estate

• US occupancy of office space increased 
for the first time in three years in 4Q10.  
Rents rose for the first time since 2008.

• Mall vacancy rates declined slightly over the past 
two quarters.

• Apartment vacancy fell below 7% in 4Q, first time 
since 2008.



Commercial Real Estate

• Pending sales of condos in 
Miami are up 40% in December 
compared to a year ago.compared to a year ago.

• The high bid prices in NYC , SF and DC are 
“leaking” into smaller marketsleaking  into smaller markets.

• KBS recently paid $115 million for National City 
T i L i ill Th b ildi l t ld fTower in Louisville.  The building last sold for 
$95 million in 2005.



Commercial Real EstateCommercial Real Estate

• Double bubble in “gateway cities” in the U.S.
• Cap rates are falling again
• Apartments, hotels and industrial are leading



Commercial Real EstateCommercial Real Estate

• Mortgage rates falling and LTV ratios  
increasing from life insurance companiesincreasing from life insurance companies

• CMBS financing is coming back.  Troubled 
l b i k d d/ d dloans are being worked out and/or extended.

• But bank loans for CRE virtually non‐existent
• How will Texas finance future growth needs 
without bank financing?g



Commercial Real EstateCommercial Real Estate
• CALSTERS backs off $2.5 billion allocation to 
commodities.

• TIAA‐CREF has about $2 billion invested inTIAA CREF has about $2 billion invested in 
farm land.

• Hong Kong placed a tax on all real estate• Hong Kong placed a tax on all real estate 
resold within 2 years, to clamp down on 
speculationspeculation.



Residential Real EstateResidential Real Estate

• Currently at the bottom of the cycleCurrently at the bottom of the cycle
• Will start to show improvement in late summer

h i f ) j b d 2) i d• Buyer hesitance from 1) jobs and 2) price trends
• Shadow inventory scaring off buyers
• Foreclosure delays are extending the bottom
• Tight underwriting at FRANNIE and FHATight underwriting at FRANNIE and FHA
• We need a tax policy to encourage investors



InvestmentInvestment

• Stock market volume is off about 20%
• Private market “dark pools” make up
33% of total stock market volume.

• Between 50‐80% of volume is high‐frequency 
tradingtrading

• Money has been flowing out of US stock 
mutual funds since the flash crash last Maymutual funds since the flash crash last May



InvestmentInvestment

• Almost all mutual fund flow is into bonds for 
the past two years.

• Now some money leaking out of bonds into 
foreign stocks.foreign stocks.

• Corporate pensions had 70% in stocks in mid‐
2000’s now down to 45% in 20102000 s, now down to 45% in 2010.

• Goldman sold 50‐year bond at 6.125%, and 
ll b tt f b d i ldcalls bottom of bond yields.



InvestmentInvestment

• Commodity speculation rampant
O d 80 90% f h• One trader owns 80‐90% of the LME copper.

• One trader owns 90% of the LME aluminum.
• Chinese hoarding cotton at $1.50 per pound.



Chinese Farmers Hoarding CottonChinese Farmers Hoarding Cotton



U.S. Bank Hoarding CopperU.S. Bank Hoarding Copper

• Large U S bank owned 50% of all copper inLarge U.S. bank owned 50% of all copper in 
the warehouses of the London Mercantile 
ExchangeExchange.



The Good Scenario
• Small businesses and investors get the ‘go signal’ from 

Congress
• A positive surprise on new job creation for two consecutiveA positive surprise on new job creation for two consecutive 

months
• Stock prices jump substantially

I t t t i d b d i f ll• Interest rates rise and bond prices fall
• Massive move out of cash into stocks
• Massive move out of bonds into stocks
• Wealth effect increases consumer confidence
• Increase in spending results in more hiring
• Maybe China would buy something made by US workers• Maybe China would buy something made by US workers.



The Bad Scenario
• Congress continues to scare business owners
• States and municipalities fail to balance budgets
• More ‘stimulus’ to states, cities and counties
• New tax credits continue to distort the markets
• Continued “uncertainty” from Washington• Continued  uncertainty  from Washington
• China continues to manipulate their currency and not 
buy anything made by Americans

• Business/investors continue to hoard more cash
• 10‐year treasury rate falls toward 2%
• Repeat of 2010 for 2011• Repeat of 2010 for 2011


