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GDP growth and job growth lead to real estate returns and 
the current trend is up.
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Dove: Morning Harry, how was your flight? You were struggling to keep up.

Hawk: Just taking it easy Dolly, but it’s nice to be here in Boston away from 
all that turbulence in Europe. 

Dove: No doubt you’re pleased we found a perch in the rafters 
at Fenway for the Red Sox game! But it is great to be back 
in the US. The North East coast is my favourite part of the 
country; history, great sport, seasonal weather, culture…

Hawk: I have to agree, my favourite three cities in the US are Boston, New 
York and Washington D.C.

Dove: Unsurprisingly they are also amongst the 20 St Bride’s World Cities 
and I happen to think their real estate markets look pretty attractive at the 
moment. 

Hawk: I’ll let you talk me through those markets in a moment. 
But first, what about the fundamental drivers for returns from 
real estate? 

Dove: Well it’s worth reminding ourselves of the correlation between GDP 
growth, employment growth and real estate returns. Look at this chart 
showing how they have reacted over the last 30 years or so. 

The closest thing to a consensus view amongst the investment community at present is that of an uncertain future 
and acknowledgment that many of the structural insecurities of the global financial system, laid bare during the 
recession, still persist. Of principal concern are political inaction in the eurozone, low demand from the developed 
world hampering the growth of exporting economies and the fragility of the banking system. 

In such an environment, an investment strategy with a high returns to volatility ratio, a reliable and inflation protected 
income stream and diverse sources of returns looks extremely attractive. A meaningful allocation to the right real 
estate assets will help achieve just that. Dove and Hawk’s discussion in this paper will demonstrate:

•	 The	rationale	for	investing	in	US	real	estate;
•	 Why	Boston,	New	York	and	Washington	D.C.	are	good	places	to	invest;
•	 How	direct	investments	could	be	supplemented	by	real	estate	securities;	and	
•	 Why	now	is	a	good	time	to	put	that	allocation	to	work.	

Investing in American East Coast Real Estate



Even with low GDP growth in 2011, US citizens are getting 
richer relative to other countries

US Per Capita Real Growth - 2011

Sources: IMF, Federal Reserve, World Bank Statistics

Hawk: To be honest Dolly, I was convinced I should be 
investing in real estate last time we flew over. But why are we 
sticking to the East Coast now?

Dove: Let’s nip down the coast to New York for the afternoon. 
We can have a look around the Apple store in Soho and I’ll 
explain why a combined strategy for investing in Boston, New 
York and Washington D.C. makes a lot of sense right now.
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Real Estate is a good portfolio diversifier and offers solid 
current income.

Hawk: That’s understandable; more activity means more demand for space. 
But it looks like the real estate returns measured by NCREIF (the American 
equivalent of IPD) historically lag the GDP and job growth. 

Dove: That’s right, there is a lag, but it’s a consistent one so we can take 
advantage of it. The gradual pick up in GDP and jobs since we came out of 
recession has time to feed in to real estate investments. 

Hawk: “Gradual” is right! I don’t want to sound gloomy but I keep seeing 
GDP projections revised down, riskless assets are expensive, unemployment 
sitting stubbornly around 9% and I saw the Fed have had to commit to 
another round of asset purchases. The equity markets are all over the place 
too. No wonder the VIX Index (a measure of relative volatility) is at its highest 
since the 2008 crash. I’m convinced by the correlation but should I be 
convinced there’s actually growth going forward?

Dove: Well you’re right to be sceptical, 2011 has not seen the kind of 
recovery that was anticipated.

Hawk: I’m hoping there’s a “but”…

Dove: BUT – there is still a recovery underway, even amidst the gloomy set 
of indicators and the panic Greece’s imminent default is causing. America 
is by far the largest economy in the world so small rates of growth are still 
massive in real terms.

Hawk: And real estate is the asset class that will benefit?

Dove: A portfolio should of course be balanced, but a meaningful allocation 
to real estate is prudent as: 

•	 There is a low correlation with equity and fixed income so portfolio  
returns will be smoother;

•	 That means enhanced risk adjusted returns; and
•	 The income bias of real estate returns gives certainty of cash flow in 

what is an uncertain investment climate.



Commercial property yields in the 3 cities have tightened.
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In strategic terms the gateway cities on the East Coast are the most compelling destinations for institutional 
investment in the US.

Boston, New York and Washington D.C.

Hawk: So what has the East Coast got going for it?

Dove: Here’s a list off the top of my head for starters:

 1  Economic Clout: The highest per capita GDP and among the 
highest GDP growth in the country.

 2  Jobs: Unemployment levels are well below the national average. 

 3  Prospects: A focus on the growth industries of Professional 
Services, Technology and Healthcare (over 50% of jobs); Boston 
alone has picked up $2.7 billion of venture capital in the technology 
space in the last year, second only to San Francisco. 

 4  Expansion: Non-immigrant population growth in these centres 
outstrips other developed US cities. 

 5  Great Education: Mid-career salaries of East Coast graduates are 
roughly $40k more than those of other colleges. 

 6  Culture: The history, culture and attractions of Boston, 
Washington D.C. and New York attract over 40% of all tourist visitors 
to the US. 

Hawk: An impressive list. So how does that translate to the real estate 
markets?

Dove: Real estate yields have fallen to reflect both the low returns across 
all asset classes and the cost of borrowing. Yields (or ‘cap rates’ as the 
Americans call them) have tightened in these three cities reflecting the 
relative attractiveness of the markets there. I now see little room for further 
cap rate compression.

Hawk: So over the next 5 years the emphasis will be on rental growth as the 
key component of total returns?

Dove: Yes, and to see rental growth you need a healthy 
combination of i) job creation, ii) space absorption, iii) low and 
falling vacancy and iv) limited construction. 

Hawk: Do our 3 cities deliver that?

Dove: They do. The development pipeline is constrained by prohibitive 
costs and geographic boundaries. Unemployment across the 3 cities is 
consistently lower than the national average and vacancy in the very best 
locations is consistently tight. 

Look at the chart below. It shows the relationship between vacancy and 
asking rents across the 3 cities. You can see not only are the asking rent 
rates well correlated but across the three markets the inflection point for 
vacancy that leads to rental growth is between 7% and 9% (New York 
is closer to 9%, Washington D.C. 7% and Boston in between).  It’s also 
interesting to look at how much more volatile New York is – get your timing 
right there and you can see a really healthy return.

Hawk: Given the population is expanding so fast, what do you 
think about residential investment? It might be smart to invest 
in some apartment blocks in the three cities?

Dove: I completely agree Harry. The main beneficiary of the housing crisis 
has been the apartment market. The decline in home ownership has driven 

See charts on opposite page



Jobs in the 3 cities focus on growth sectors such as 
Professional Services, Health and Education.

Jobs in the 3 cities

Sources: Moody’s Analytics, REIS
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East-Coasters are the wealthiest in the US.

Residents of the three cities are more likely to find work.
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developed nation states.
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rental growth, with every 1% decline in home ownership translating to about 
1 million new renters. In addition between now and 2015 the age group 20-
34 (the prime years for renting), will grow to some 67 million people. They 
will be seeking jobs in the major gateway cities in growing sectors placing 
more demand on the existing stock in the 3 cities. 

Hawk: What about timing? How do the three cities sit in the cycle at present?

Dove: All three are recovering fast relative to the rest of the country. In a way 
that’s unsurprising as they are the engines of growth industries in the States 
and were not associated so much with the housing crisis that precipitated 
the financial collapse. But amongst them New York has led the way with 
Boston close behind. Washington D.C. has been affected by the Federal 
Government cut backs but there are still interesting opportunities to look 
at in the best locations where there is scope for active management and 
leasing strategies. 

Hawk: How correlated are the returns in these markets? 
There seems little point investing across the three if they each 
hedge out the returns of the other.

Dove: Rental growth trends in the three markets are positively correlated 

though historically one can observe rental growth in Boston and Washington 
D.C. lagging that of New York. 

Hawk: So they respond to the same drivers in similar cycles but if one were 
to invest across all three returns would be smoother as a result of the lag 
in pick up?

Dove: That’s right and smoother returns mean better risk 
adjusted performance and a better chance of matching 
liabilities consistently.

Hawk: I suppose it’s also a nice luxury to be able to pick and choose the best 
deals across all three markets; that’s over 1 billion square feet of investable 
stock throwing up opportunities. 

Dove: Exactly – we can buy right across “New Boston D.C.”

Hawk: New Boston D.C. I like it! Imagining it as one market makes things 
simpler.

Dove: Now let’s catch the tail wind down to Washington. I haven’t caught up 
with Barack and Michelle for a while, we can pop in for tea. 



Blended portfolios show more consistent returns.

City Offices Retail Residential
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Direct purchases will make up a large portion of an investor’s exposure to real estate in the US but the REIT market 
is huge, liquid and well established in Boston, New York and Washington D.C. and should be utilised. Dolly and Harry 
also look at whether now is an opportune moment to be entering the market. 

How and when to invest

Dove: This Boston, New York and Washington D.C. message 
is persuasive. I’m sure we’ll want to make a number of direct 
purchases. Here’s where I think we should buy across the 
sectors.

Hawk: That tallies with our discussion in New York. While you have been 
having fun looking at the direct market, I have been investigating the listed 
securities market. I’m pretty sure that real estate securities should have a 
role to play in an East Coast strategy. What do you think?

Dove: The REITs can act as a proxy for direct investment in each of the three 
cities. They are regulated such that they have to distribute 90% of their 
earnings as a dividend and there are companies that are suitably specific as 
to where they invest that you can focus on the 3 cities. 

Hawk: So by investing in the likes of SL Green (New York), 
Boston Properties (Boston, New York) and Washington REIT 
(Washington D.C.) I would get immediate and liquid exposure 
to those property markets? Interesting, but should we get this 
signed off by an equity manager? 

Dove: No, it’s real estate guys who should manage them. REITs are only 
correlated to the equity market in the short term. Their forced commitment 
to distribution means buying the equity is simply the medium for investing 
in the underlying revenues, which are exclusively derived from property 
investments. Over a long term hold period the correlation to equity markets 
is just under 0.4 (less than 0.6 is generally recognised as a good threshold 
for a diversifier).

Dove: The chart here shows you that a blended portfolio will perform better. 
Looking at 5 year rolling investment periods a blended portfolio will give you 
an annual return of 0-10% 41% of the time and between 10 and 20% 59% 
of the time.

The flexibility to invest in securities will mean immediate exposure to a pick 
up in real estate fundamentals whilst direct investments are sourced.

Hawk: So REITs will:

•	 Show competitive total returns linked to the same drivers as direct 
investment;

•	 Generate current income;
•	 Show low correlation to equity and fixed income investments; and
•	 Boost the Sharpe ratio of a real estate portfolio.

Is that a fair summary?

Dove: Spot on! 



Real estate is still under valued relative to fixed income.

Yield Spread Over 10-Year Treasury

Source: Clarion Partners

Direct property returns are trending up

Sources: Green Street Advisors; Cohen & Steers

The real estate recovery is underway, get in now.

Conclusions:

 1  Over long term hold periods real estate investments 
enhance a portfolio by bringing down volatility and 
taking up returns. 

 2  Income should be cherished at the moment. Real 
estate gives it to you without sacrificing growth 
opportunity.

 3  Diversification is precious; real estate returns show low 
correlation with equity and fixed income. 

 4  Within the real estate allocation the use of 
securities further enhances risk adjusted 
performance.

 5  Well chosen assets and stocks in Boston, New York 
and Washington D.C. are the best place to be at the 
moment. 
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Why now is the time to invest

Hawk: I can see the sense of a meaningful allocation to real estate but is 
now the right time to put it to work?

Dove: Some people are suggesting the markets we have highlighted in 
Boston, New York and Washington D.C. look expensive at the moment. Whilst 
yields have compressed significantly in the last year there is still value to be 
obtained primarily through rental growth over the next cycle. That cycle has, 
admittedly, got off to a slower start than anticipated, but it is the markets 
we’ve talked about in Boston, New York and Washington D.C. that will grow 
fastest and deepest.

Hawk: So we can invest now and wait to reap the rewards?

Dove: Exactly – you cast your net in barren waters then sail through well-
stocked seas when the boat picks up speed.

Hawk: And I don’t want to be the one with my nets on deck. I get it –dicey 
metaphor Dolly but fair enough. Demand will push rents up and we need to 
be invested in the assets when it does.

Dove: So we buy quality now, enjoy the yield in the near term and look 
forward to rental growth over the next 5 years?

Hawk: Exactly right. For the next few years the income is key. The Fed have 
admitted riskless rates will be on the floor until at least 2013 so buying stable 
yield at 5% looks extremely attractive while long bonds are so expensive. 
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