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Welcome to 
America, Hawk!
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Dove: Welcome to the US. I think you are going to really like it over here. 

Hawk: I hope so. I’m shattered. That was a long flight...

Dove: Well, I guess you’re not flying first class like me! Did 
you see the World Cities report the guys from St Bride’s 
published earlier this year?

Hawk: I remember. They identified the safest city destinations for real estate 
investment, didn’t they?

Dove: Yes and six of the twenty cities are in the US; Boston, Chicago, Los 
Angeles, New York, San Francisco, and Washington D.C.

Hawk: I like the idea of city-based investment and I’m looking to diversify my 
portfolio geographically so these less risky centres will be a good place to 
start. But will I see a decent return?

Dove: You will. Apart from large and relatively safe real estate markets, the 
US will also offer performance. Its economy is - 

•	 vast and growing steadily again;
•	 diverse in its make-up; and
•	 well placed to focus on high value knowledge industries over the 

next cycle. 

Hawk: “Vast”, that’s a bit dramatic. Isn’t China the new superpower?

Dove: Well not yet! America’s economy is by far the world’s largest. It 
produces 23% of all global output compared to China’s 9%.

Hawk: But not for long, America isn’t growing is it? I keep reading poor data. 

Dove: On the contrary. Like most developed countries there are some short 
term issues to address but the IMF forecasts the US economy will grow by 
50% in the next 9 years. In real terms that’s huge; $23 trillion to be precise. 
On top of that its population is expected to grow by over 40 million in the next 
15 years. That level of projected growth from an already massive capital base 
will swell demand for space, particularly in the country’s most attractive and 
investable real estate markets. 

Hawk: And these markets are in our six cities?

Dove: Exactly, our six are the gateway cities to the US economy.

Hawk: OK, but what about industrial diversity? I thought 
America just made incomprehensible financial products and 
movies?

Dove: Oh dear Hawk, even I know you don’t believe that. There’s tangible 
wealth in the ground for a start. The US is a net exporter of food and there 
are still substantial energy reserves. But apart from that the US hosts world 
leading companies in technology, entertainment, financial and professional 
services, defence, fashion and consumer goods. Just look at any list of the 
most valuable global brands. Half of the top 100 are American and in a wide 
range of industries.

Hawk: Nine of the top ten are American too. I suppose a lot of companies are 
still pretty robust even after the recession. In fact I saw Apple now has more 
cash than the US government at the moment! So what do you mean by the 
knowledge-based economy and why is that important?

Dove: The companies that develop new ideas and technologies and those 
that sell them to consumers can earn much better margins than the product 
manufacturers who sit in the middle.

Hawk: Surely that knowledge could be based anywhere? 

Investments in the US are prerequisite for a worldwide institutional real estate portfolio. It is easy to invest there and 
now is the time. Dolly Dove and Harry Hawk flew over to the States recently to investigate for themselves.

Coming to America

1st London 11th Amsterdam

2nd Hong Kong 12th Berlin

3rd Singapore 13th Los Angeles

4th New York 14th Munich

5th Paris 15th Seoul

6th Geneva 16th Chicago

7th Tokyo 17th Washington D.C

8th Sydney 18th Boston

9th Stockholm 19th Melbourne

10th Toronto 20th San Francisco

St Bride’s World Cities

Six of the 20 most attractive world city destinations are in 
the US

Source: St Bride’s Managers

US Real Population Growth 2010-2025

Projected population increase in the US significantly 
outweighs other developed nations

Source: World Bank, St Bride's Managers
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Dove: The innovators in these fields gather in and around world class 
institutions with reputations for excellence. Top colleges across America 
attract the best minds and foster innovation, producing a workforce able to 
operate at the lucrative ends of the business value chain. Think MIT and 
Harvard in Boston, Stanford in San Francisco and Columbia in New York.

Hawk: I’ve heard of this clustering effect in business too. 

Dove: Exactly, the brilliant financial minds cluster in Greenwich and Boston, 
technology developers and Web 2.0 innovators group together in Silicon 
Valley, think tanks and political animals in Washington D.C.

Hawk: Yes. And I have heard there are some brilliant minds in Stamford, 
Connecticut too. Richard Saunders and Frank Gallo come to mind.  

Dove: Hawk; behave. This is not a commercial for St Bride’s Managers!

Hawk: But Dove, is this the right time to invest in the US? I’m worried. 
Regardless of the diversification all these industries are subject to fiscal 
stability influenced at a federal level. Treasuries were just hours away from 
default when the budget deficit hit the ceiling. Won’t the cuts Obama was 
forced to agree to kill off growth? 

Dove: I agree the scrap over raising the debt ceiling was shameful but it was 
just political posturing. The deal Obama struck is unlikely to damage growth 
prospects. The $2.1 trillion in cuts sounds a lot but none will bite over the 
next 2 years and, spread over 10 years as they are, represent just 1-1.5% 
of GDP annually. If anything the deal might boost growth in H2 of this year. 
The possibility of a default was scary enough to cause businesses to delay 
decisions on investment and hiring that should now flow through.  

Hawk: All this debt has come at a cost though. The equity market has 
slumped as its QE1 and QE2 fuel runs out and purchasing power of the dollar 
has been eroded away. 

Dove: You’re right. The dollar has endured a nasty period but that’s a positive 
for overseas money coming into the US market – more real estate for your 
money. 

Hawk: Hmmmh! Unemployment at 9%, expensive energy 
imports, an expanding Fed balance sheet and disillusionment 
with government. I’m just concerned that I’ll go to all the 
effort of taking my money to the States and see it stagnate 
with their economy for the next few years.

Dove: But Hawk you’re thinking too short term. The US is in a tricky spot 
economically at the moment. But let’s face it they aren’t alone! Remember 
the US is the world’s richest country, it controls the world’s reserve currency 
and is very able to pay its public debt which is, in any case, smaller in relation 
to the size of the economy than in Germany, Britain or Japan. 

Its population is growing and space in the best city real estate markets will 
always be scarce. Committing to invest in the US over the next ten or fifteen 
years will cut through the short term volatility and generate stable returns in 
a stable currency within a stable legal and regulatory environment.

Hawk: Maybe I’m getting caught up a bit in short term noise. And I guess 
in any case I might find a better return than my other income investments. 

Dove: Exactly. Real estate will yield you a nice spread over Treasuries and 
when the economy does pick up you will see your rent roll increase and the 
capital value of your buildings shoot up too. And in the meantime you can rely 
on some accommodative monetary policy.

Hawk: What if base rates go up and I’m stuck on the same yield?

Dove: The Fed know that consumer spending drives the 
economy. As long as growth is thin, rates will be low.

Hawk: OK, OK – you’re really banging the drum. Let’s head over to Midtown 
for lunch and you can answer me this. If I do decide to invest, is it really 
do-able?QE has eroded the value of the dollar, making US assets 

less expensive for overseas investors 

Decline of the $ 

Real estate yield spread over Treasuries 

The yield spread of real estate over Treasuries is 
significant and will persistQE2

Source: Bloomberg

US Real Population Growth 2010-2025

Source: Jones Lang LaSalle, Moody’s Analytics, Real Capital Analytics

1.7
1.6
1.5
1.4
1.3
1.2
1.1
1.0
0.9
0.8
0.7

10%

9%

8%

7%

6%

5%

4%

3%

2%

20
03

 

20
04

20
05

20
08

20
07

20
08

20
09

20
10

20
11

Jan-09                          Jan-10                          Jan-11 

USD/CHF
USD/AUD
USD/CAD

QE1

US Dollars (vs) Haven FX

US Office Yield Cap Rate Ten - Yr Treasury



ST BRIDE’S MANAGERS | INVESTING IN US REAL ESTATE4

Some investors see the US as a difficult place to invest, citing tax leakage, asset size, regulation and set-up costs 
as barriers to entry. Dolly and Harry dispell these myths over lunch.

Investing in the US

Hawk: Nobody brings money from overseas into US real estate. Maybe 
there’s a good reason for that. 

Dove: Rubbish. In the first half of 2011 $49 billion was invested by overseas 
investors into US commercial real estate. That’s a 56% increase on the same 
period last year. People are starting to see that the easing financial terms and 
appealing rental yields are actually very accessible. 

Hawk: What about the regulatory burden? This Dodd Frank Act sounds 
scary…

Dove: It’s not scary, in fact it’s there to address the 
weakness of controls that are believed to have led to the 
financial meltdown in 2008. The new Act aims to promote 
financial stability by improving accountability and increasing 
oversight and transparency in the financial system. 

Hawk: That’s all very well but what does it actually mean for my fund 
manager?

Dove: You will probably find your fund manager is SEC regulated, but smaller 
fund managers with less than $100 million under management will be able 
to register with their state at the property level. Either way your fund manager 
will arrange all of the necessary filings. 

Hawk: And what about tax? Will this nice yield I can get my hands on all leak 
away in tax? I know overseas investors, including tax exempt funds, are taxed 
in the US on both income and capital regardless of tax status domestically. 

Dove: That’s right but you can mitigate that liability substantially. Different 
countries have different tax treaties with the US but there are tried and 
tested investment structures for each which legitimately reduce withholding 
tax payable. Principally this is done by i) deducting interest on debt and ii) 
depreciating properties on a straight line basis (39 years for commercial and 
27.5 for residential). 

Hawk: And what will these structures look like?

Dove: There may be a  number of different ways to structure the fund vehicle 
one of which involves an LLC owning the real estate asset which is funded 
by two limited partnerships. The investor will make two investments into, 
respectively, the equity limited partnership and the debt limited partnership. 
This investment may be made directly or through a feeder fund. The 
percentages in each LP will reflect the risk profile and underlying portfolio 
debt assumptions of the investor.

Your fund manager will establish the entities and bank accounts 
for you and make all filings and tax returns

Hawk: What about asset size? I’m picturing sky-scrapers 
that will be too expensive for me and my club of investors.

Dove: In reality there are many investments in all asset classes that can 
be acquired in the range of say $20 to $75 million in the central business 
districts of the large cities. So don’t worry about that.

Popularity of countries for real estate 
acquisitions: 2010 execution and 2011 plans

Source: AFIRE

AFIRE members claim to be eager to invest in US real estate 
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Hawk: Could you outline an example of how the structure works and the 
impact it has on my returns?

Dove: Of course. Let’s imagine a property is acquired for $1 million at a 6.1% 
yield. The building is bought with 50% gearing so there is debt of $500,000 
at an annual interest rate of 6%. The Equity LP acquires the property in an 
Asset Owning Entity, a Limited Liability Company (the LLC is important as it is 
transparent and won’t pay tax at federal level). 

Hawk: OK I understand the shape of the deal. Show me how the cash will 
flow. 

Dove: Depreciation of the property is based on $780,000 
after the land value of $220,000 is deducted. Straight-
lined over 39 years, the depreciation deduction is equal 
to $20,000 each year. In practice, depreciation can be 
accelerated by segregating the various building elements 
which have different depreciation periods. 

Income Tax is assessed at the LLC level in our example at 40% on the 
difference between the income of $61,000 and the deductions. A schedule 
K-1 for $4,400 will be received by the Equity LP from the LLC.

Income Tax is due at Federal, State and City levels and so the total liability 
varies from State to State. It can be higher or lower than the 40% aggregate 
rate used in this example. 

Equity LP borrows 50% of the $500,000 from Debt LP on an arm’s length 
loan transaction at an annual interest rate of 7%. The cost of the annual 
interest, which is $17,500, will offset the $4,400 tax liability. 

Typically, withholding tax is payable at a federal level depending on whether 
the income is fixed and determinable or “effectively connected with the US”. 
In the example I have used a figure of $1,550 to represent the withholding 
tax. 

Hawk: I didn’t realise the leakage would be as low as that. I guess I’ll have to 
pay capital gains tax when investments are sold though?

Dove: Yes, there are three levels of CGT: i) Long term capital gains on assets 
held for more than a year are taxed at 15%, ii) any gain due to recapture of 
straight line depreciation is taxed at 25% and iii) CGT at a State level which 
varies between about 5-7%. 

Hawk: So what’s the bottom line?

Dove: Tax leakage might be between 10 and 13% of your total return. Not a 
deal buster by any means. 

Hawk: Good to know. Let’s get over to SoHo – I know a great place we can 
have some dinner and talk about these 6 cities.

Asset value of $1 million Investment Yr 1

Equity on 50% investment 500,000.00

Rent (6.1% return) 61,000

Interest on 50% debt (30,000)

Depreciation (20,000)

Income Tax 4,400

Return on Tax at Invest Entity (4,400)

Withholding Tax 1,550

Cash Flow 500,000.00 29,450

Annual Distribution 5.90%

The end result of the structure on the cash flow is the 
difference between 6.1% and 5.9% just 20 basis points

Quick fire twitter:

Are the new regulatory changes helpful? Yes... you can feel entirely comfortable.

Can I find the stock to buy? Yes... and it is in your price bracket.

Will my investment structure be expensive to set up and complicated? No... and you will 
have seen the format before. 

Will I get a distribution from my investments? Yes... quarterly.

Will my distribution be taxed? Yes... but it can be largely sheltered.

Will I have to pay capital gains tax? Yes... but it can be deferred.

What will be the annual impact on tax leakage? Give or take...0.20% on the income yield.

Is it a good time to be buying now? Yes, but selectively.

Example
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The six American cities identified by the St Bride’s World Cities Model are not only safe places to invest but will 
benefit most from America’s growth over the next 10 to 15 years. Dolly and Harry discuss why over dinner.

Six cities

Hawk: So the US is a good place to invest and it is possible to invest here 
but why is it Boston, Chicago, Los Angeles New York, San Francisco and 
Washington D.C. that will benefit most over the next cycle?

Dove: The St Bride’s World Cities model shows the risk score associated with 
each city. As it happens they probably offer some of the best prospects for 
performance too.

Hawk: I’ve heard all about how varied the US economy is 
and to be honest it wasn’t that reassuring in 2008 when 
every industry was going down!

Dove: True but in normal economic circumstances it’s good not to be overly 
dependent on any one sector. Each of our cities has specialities and focuses 
and their diversity allows them to survive the bad times and prosper in the 
good.

Hawk: So you can express a view on one sector of the economy by focussing 
on a particular city?

Dove: In a broad sense yes. For example, we are a currently seeing a massive 
boom in the new technology space with companies like Google, Facebook 
and Twitter expanding rapidly. These types of companies like to cluster in San 
Francisco and Silicon Valley. That demand will push rents up so investing in 
the best real estate in that area is a way of being ‘long’ the tech space by way 
of a stable, income producing real estate investment. 

Hawk: I suppose the sheer size of New York’s economy and population 
means it doesn’t have as narrow a focus?

Dove: That’s true, but direct investments in the areas of 
Manhattan that house say the finance players (Midtown) or 
high-end retail (5th Avenue/Soho/Meatpacking district) can 
offer a level of industry specificity. 

Hawk: Talk to me about demand. Where’s it coming from and why in these 
cities?

Dove: The six cities will outpace others in the US because their populations 
and economies are growing fast and workers and corporate occupiers will 
cluster together in these markets as they have done in the past.

Hawk: Says who?

Dove: Well PriceWaterhouseCoopers and the World Bank have published 
GDP and population growth projections up to 2025. 

Have a look at this chart. It shows a blend of the projected growth across our 
six US cities and compares it with the projections for the next 6 largest cities 
in the US by GDP; Atlanta, Dallas, Houston, Miami, Philadelphia and Seattle. 
It also shows an average of those respective cities’ risk scores generated by 
the St Bride’s World Cities Model. 

Hawk: So not only are the six cities expected to grow faster but demand will 
come with less risk than other US destinations. 

Boston
Financial Services

Biotech

Chicago
Finance
Trade

Los Angeles
Industrial Trade
Entertainment

New York
Financial Services

International Business

San Francisco
Technology
Health Care

Washington D.C.
Government

Professional Services

Local strengths

Source: PWC, World Bank and St Bride’s Managers

Source: St Bride’s Managers

Population / GDP Growth

Timing investment in each city will depend on the cycle of 
its industry specialisations

More people and more wealth equals more jobs and more 
demand for space

Average GDP Growth
(2008 - 2025)

Real Population 
Growth 

(2010 - 2025)

Average St Bride’s 
Risk Score

St Bride’s 6 Cities The Next 6 US 
100

94
100

59

100
96

Normalised to 6 cities
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Dove: And think about demand driven by desirability. People are drawn to 
attractive, vibrant, safe and temperate places to put down roots, establish 
their careers and raise families. These centres have the pick of the crop in 
terms of labour force talent.

Hawk: That sounds sensible. I saw the six cities scored highly on the quality 
of life index used in the World Cities Model. 

Hawk: Well, I’m coming round to the idea of focussing on these six cities but 
is it actually possible to invest there?

Dove: The six cities host the largest investable real estate markets in the US. 
There is stock to buy from niche properties trading for around $15m dollars 
at one end to the largest high rises in Midtown Manhattan at the other. Last 
year Google bought a building on Eighth St for $1.8 billion. 

Hawk: And what about supply? If I buy offices on Wall St, I 
don’t want a new block put up round the corner as soon as 
the rents come in my favour?

Dove: Most of these markets constrain development in terms of planning 
restrictions and geography (not least because most are surrounded by water). 
But on top of that the cost and risk of development mean it is just not viable 
at present. Look at what is in the pipeline for the next 5 years.  Not a lot...

Dove: So can you see that investing in the US now is 
a good move for global players. It is not just a prudent 
diversification play but will offer good returns and it is 
simple to execute.

Hawk: It sounds like I better get on with it and bring some money out 
here next time. Right, do we have time to catch the Yankees game 
this evening?

Dove: You promised we’d see Billy Elliot on Broadway.

Hawk: Awh! Come on. We’ll do Billy Elliot next time!

Rank in US City Score

1 San Francisco 93.44

2 Boston 92.19

3 Los Angeles 92.00

4 Washington D.C. 91.56

5 New York 90.88

6 Chicago 90.81

(For Ref) Philadelphia 90.06

(For Ref) Miami 89.44

(For Ref) Shanghai 64.31

(For Ref) Mumbai 55.81

Quality of Life

Development Pipeline

At the end of the day

Source: Jones Lang LaSalle

Source: Mastercard Centres of Commerce Index

Source: CBRE

Nearly half of all US commercial real estate is in the 6 St 
Bride’s cities

Investable real estate in US

High calibre workers are attracted to the most ‘livable’ cities
The development pipeline in the six US cities is dry
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Please note that none of the taxation mitigation strategies in this paper are suggested with the intention of avoiding penalties in the United States. 
Tax Law is constantly changing. Investors should always consult with a tax advisor before investing. 

St Bride’s Managers is a limited liability partnership registered in England and Wales, registration number OC350592,registered office 5 St Bride 
Street London  EC4A 4AS. St Bride’s Managers LLP is regulated and authorised by the Financial Services Authority. This document is only made 
available to professional clients and eligible counterparties, as defined by the FSA.

Disclaimer: Detailed specialist advice should be obtained before taking action as a result of comments made in this document which are intended 
as a brief introduction to a particular subject.
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St Bride’s Managers LLC
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CT 060902, USA

t: +1 203 905 6724
www.stbridesmanagers.com

richard.saunders@stbridesmanagersus.com


