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1 Overview 
 
The 2018 outlook for U.S. real estate is bright, in our view.  The economy gathered substantial momentum in 2017, 
a trend that might accelerate with additional support from recently-enacted tax reform and improving global 
conditions.  Increased supply has neutralized some of the resulting impetus to real-estate fundamentals in some 
sectors and markets (e.g., apartments nationally and offices in some gateway cities), but with vacancy rates sitting 
near 15-year lows, rental growth should match or exceed inflation in most markets.1 
 

Capital-markets activity can be more volatile and difficult to predict, but early indicators are promising.  After a 20% 
run-up in U.S. stocks in 2017, it is quite likely, we believe, that many investors are under-allocated to real estate.  
Interest rates have stepped higher, but tightening credit spreads have preserved real-estate’s yield advantage 
relative to corporate bonds and kept a lid on mortgage rates.  Commercial Mortgage Backed Security (CMBS) 
issuance has picked up following a brief regulatory-driven pause early last year and refinancing needs are slated to 
fall sharply now that 10-year loans originated at the peak of the last cycle (2007) have matured.2  According to Federal 
Reserve surveys, banks’ lending appetite appears to be increasing.3  And a 20% deduction on pass-through income 
included in the tax reform package might attract additional inflows from taxable investors. 
 

If there is an imminent threat to property values, it is likely centered on interest rates.  After three hikes in 2017, the 
Federal Reserve’s December “dot plot” implied three more in both 2018 and 2019.  In theory, a rising cost of risk-
free capital is detrimental to all risk assets, including real estate.  In practice, the implications are less obvious: 
historically, real estate performance has, if anything, been positively correlated with interest rates.  To be sure, with 
cap rates at historic lows, we do not expect them to compress further; however, given the market’s strong 
fundamentals and capital-markets backdrop, we also do not expect them to rise materially, provided that interest-
rate increases are measured. 
 

The outlook is more uncertain beyond 2018, but we remain sanguine, for four reasons: First, leading indicators such 
as the yield curve suggest that the likelihood of a recession, which would undermine occupational demand, is low, at 
least for the next two years.4  Second, construction appears to be peaking amid increasing supply constraints.5  Third, 
although valuations are not inexpensive, they appear attractive relative to those of Treasuries and especially 
corporate bonds.6  Fourth, the industry is not saddled with unsustainable debts that could otherwise cause or 
exacerbate a downturn (as occurred, for example, during the early-1990s savings-and-loan and the 2008-09 financial 
crises).7  There are risks, stemming primarily from the political domain and financial markets.  Returns will eventually 
decelerate due to recession, overbuilding, rising interest rates, or some combination thereof.  Nevertheless, we 
believe that in a lower-return world, the medium-term outlook for real estate remains competitive on a relative basis. 
 

1.1 Sector Allocations 
 

We believe that fundamental drivers and risks favor the industrial sector and weigh against the apartment and office 
sectors, and to a lesser extent the retail sector. 
 

 Industrial (Overweight): While real estate returns have generally moderated, the industrial sector has proved 
resilient, sustaining total returns of 13.1% (trailing four quarters) in the fourth quarter of 2017. 8   Tight 
fundamentals, driven by broad industry expansion and substantial e-commerce related demand, generated 
net operating income (NOI) growth of 6.9% (year-over-year, four-quarter moving average), nearly matching its 
fastest pace in at least 36 years.9  We believe that the industrial sector’s outperformance will continue as e-
commerce gains further traction and investors increasingly strive to capitalize on the sector’s strong dynamics.  
Nevertheless, construction of large-bay warehouses in national distribution hubs (e.g., Atlanta, Chicago, 
Dallas, and the Inland Empire) has picked up.10 Given the enduring strength of demand, these markets should 
continue to perform adequately.  However, smaller, local distribution facilities likely offer superior investment 
prospects. 

                                                      
1 NCREIF and Deutsche Asset Management, as of December 2017. 
2 CRE Finance Council, as of December 2017. 
3 Federal Reserve Senior Loan Office Survey, as of December 2017. 
4 Federal Reserve, as of January 2018. 
5 Census Bureau (multifamily); Dodge Data & Analytics (commercial), as of December 2017. 
6 NCREIF (cap rates); Federal Reserve (bond yields), as of December 2017. 
7 Federal Reserve, as of September 2017. 
8 NCREIF, as of December 2017. 
9 NCREIF, as of December 2017. 
10 Source: CBRE-EA, as of December 2017 
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 Retail (Underweight): Total returns for retail property dipped below those of the NCREIF Property Index (NPI) 
in the second quarter of 2017 for the first time since 2012 on a trailing four-quarter basis and underperformed 
by 130 basis points (5.7%) in the fourth quarter.11  Closures among major department stores (e.g., Sears and 
J.C. Penney) and big-box retailers (Toys ‘R’ Us declared bankruptcy in September) testify to the challenges 
wrought by e-commerce to Class B malls and Power Centers.  Neighborhood and Community centers, with 
returns of 6.3% (trailing four quarters), outperformed both Offices and Apartments.12  We believe the daily 
needs provided by grocers and drug stores in addition to services such as dining, fitness, healthcare, and 
personal care are better positioned to endure e-commerce penetration as consumer spending accelerates and 
new construction remains all but absent.  However, given that these formats represent less than a third of the 
Retail sector in the NPI, we expect the sector as a whole to underperform. 
 

 Apartment (Underweight): Absorption has remained robust despite an uptick in homeownership rates over the 
past year.  However, a flood of new construction caused NOI growth to plummet from 11.4% in 2015 to 3.0% 
(year-over-year, four-quarter moving average) in the fourth quarter of 2017, dragging total returns down to 
6.2% (trailing four quarters).13  The sector’s weakness was concentrated in high-rise product in New York and 
San Francisco, where much of the new supply has been located.  In contrast, garden apartments were among 
the best performing subsectors of the NPI.  There are also flickers of light at the end of the tunnel: multifamily 
starts dropped about 10% in 201714, and tax reform, through its reduction of incentives for homeownership, 
might provide a fillip to demand.  Accordingly, while we remain underweight to the sector, our view has 
improved at the margin.  
 

 Office (Underweight): Historically a late-cycle performer, the office sector has failed to meet expectations in 
recent years.  Despite sturdy job growth, absorption has generally been lackluster, while pockets of supply 
have emerged in major cities including New York, Washington D.C., and San Francisco.  Sluggish 
fundamentals were reflected in total returns, which at 6.0% (trailing four quarters) in the fourth quarter were 
the second lowest among major sectors.15  It should be noted that some office markets, including Los Angeles 
and Boston, have performed well, a trend that we expect will continue.  Moreover, on a national basis, in place 
rents are about 12% below market levels, which could support NOI growth as leases roll over the next several 
years.16  The concern, however, is that with the unemployment rate already historically low and labor-force 
growth constrained by demographic factors, the scope for further job creation, and therefore office absorption, 
may be limited.   

 

1.2 Market Allocations 
 

From a strategic perspective, we continue to favor large, coastal, “gateway” markets (e.g., New York), which have 
produced stronger rent and price appreciation over time while providing superior liquidity.  Conversely, we are wary 
of smaller markets with poor demographic trends (e.g., Cleveland), which have generally underperformed over the 
long-term.  From a tactical perspective, however, we believe that several regional markets offer greater near-term 
potential. 
 

 Gateway Markets: Prices have risen substantially in several coastal markets, and while they are commonly 
viewed as supply constrained (given their density and stringent planning regimes), several have experienced 
a wave of new supply, particularly in the apartment and office sectors. Tax reform measures that limit the 
federal deductibility of state and local taxes and home mortgage interest, as well as a clampdown on 
immigration (both legal and illegal) might also exacerbate demographic challenges.  We remain favorable 
toward Los Angeles and Boston, where fundamentals are on a strong footing.  However, we are more cautious 
toward markets with weaker or riskier fundamentals, including San Francisco, New York, and Washington D.C. 
(albeit with important property-type exceptions, notably in the industrial sector). 
 

 Regional Markets: Our favored markets are generally smaller coastal cities that share some of the supply 
barriers of gateway markets but with yields that are somewhat higher, including Portland, Orange County, San 
Diego, Fort Lauderdale, and to a lesser extent, Seattle and Miami.  We are also amenable to several inland 
markets, including Austin, Charlotte, Dallas, Denver, and Nashville, as well as Houston, where construction 
has abated and prospects for the local energy industry have improved.  While we are mindful of supply risks 
in these markets, they also benefit from favorable demographic trends, which might accelerate with the advent 
of tax reform. 

                                                      
11 NCREIF, as of December 2017. 
12 NCREIF, as of December 2017. 
13 NCREIF, as of December 2017. 
14 Census Bureau, as of December 2017. 
15 NCREIF, as of December 2017. 
16 Altus, as of September 2017. 
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2 Special Feature: Tax Reform – Implications for U.S. Real 

Estate 
 
The passage of the Tax Cuts and Jobs Act in December of 2017 should be a modest positive for the broad 
commercial real estate market. While the impact across the various property types and market segments will vary, 
the general effects will be supportive of real estate due to higher discretionary income and after-tax corporate profits, 
an increase in the costs of homeownership, and a range of provisions that will provide tax relief to various real estate-
specific entities. 
 
The total cost of the tax cut over 10 years is estimated to be $1.5 trillion17 without accounting for additional revenue 
through higher economic growth. Projections call for increased growth of 0.3-0.4 percentage points in 2018, with the 
boost to growth trailing off thereafter.18 Forecasts are tempered by the degree to which this tax cut could increase 
inflation and deficits, resulting in higher interest rates. Any significant impact to the long end of the treasury curve is 
debatable; however, to the extent that the stimulus is a positive for economic growth, it increases the probability of 
additional Fed Funds rate hikes. 
 
The apartment market is poised to benefit from alterations in the tax code that will make homeownership more costly, 
particularly in high-tax locales. Among the key provisions impacting the housing market include a cap on deductions 
for state and local income and property taxes at $10,000, a doubling of the standard deduction, and a decrease in 
the mortgage value cap for interest deductibility to $750,000, down from $1 million. On the margins, each of these 
changes will benefit apartment demand by raising the cost of owning, though home prices will likely adjust over time 
to account for this fact. The brunt of that adjustment would be felt in high-tax locales where residents are more likely 
to itemize their returns and deduct state and local income and property taxes. It is in these areas, largely concentrated 
in high-tax metropolitan areas in New York, California and Washington, D.C., where apartment demand may receive 
a boost due to the rising costs of homeownership.  
 
While benefitting from this disruption to the housing market in the near-term, high-tax metros may experience outflows 
of high-income earners to metros with lower tax burdens. The likely candidates to capture this domestic migration 
are low-cost areas in the Southeast and Southwest, particularly metros in Florida and Texas, where the benefits of 
itemizing tax returns is significantly reduced. Any outflows will likely only be felt over a longer timeframe as relocation 
decisions either by residents or their employers involve significant planning and play out over longer stretches of 
time. However, this only serves to further reinforce migration trends we are already observing toward low-cost metros. 
 
Several other provisions will likely deliver tax relief to a range of taxable entities and potentially draw in additional 
capital to the broad real estate market, both on the public and private sides. REITs stand to benefit from the 20% 
deduction applied to income from pass-through entities, for which REITs qualify. Sections of the tax bill relating to 
expensing and depreciation of capital expenditures could encourage an increase in property improvements or 
business investment into real estate. Moreover, the decline in the corporate tax rate to 21% may spur investment in 
operations that fuel further demand for real estate space. For example, retail firms pay among the highest effective 
tax rates in the U.S. and stand to benefit more than most, potentially freeing up cash to invest in operations such as 
e-commerce. 
 

3 Commercial Real Estate Fundamentals 
 
Real estate fundamentals are sound.  Within the NPI, vacancies slipped to their lowest level in 16 years in the fourth 
quarter of 2017 (6.4%).19  Tight market conditions, healthy rent increases, and the rolling of leases to higher market 
rates generated NOI growth of 4.8% (year-over-year, four-quarter moving average); although this marked a 
slowdown from the recent cyclical high of 8.1% in 2015, it was on a par with the pace of the second and third quarters 
(see Exhibit 1).20 
  

                                                      
17 Oxford Economics, as of December 2017. 
18 Oxford Economics as of December 2017, Moody’s Analytics as of November 2017. 
19 NCREIF, as of December 2017. 
20 NCREIF, as of December 2017. 
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Source: NCREIF, as of December 2017. 

 
The economy, the principal driver of real estate demand, gathered significant momentum in the second and third 
quarters of 2017, recording back-to-back growth of 3% or more for the first time since 2014.21  Monthly ISM indices 
of manufacturing and services activity increased to their highest levels since January 2004. 22  Meanwhile, the 
unemployment rate fell to its lowest level (4.1%) in more than 16 years and job openings rose to their highest level 
on record.23  Against this backdrop, absorption remained solid through the third quarter (1%-2% of inventory, trailing 
four quarters), with some variation stemming from sector-specific structural factors.24 
 
The economy has entered its ninth year of expansion, the third longest on record, yet we remain confident that the 
cycle has further to run.  First, the economy does not appear to exhibit imbalances, such as inflation or asset bubbles, 
that have precipitated past downturns (inflation is running below the Federal Reserve’s 2% target, and while asset 
prices are elevated, valuations are not on a par with those of stocks in 2000 or housing in 2007).  Second, economic 
fundamentals, from corporate earnings to household balance sheets to the housing market, are healthy.  Third, 
historically reliable leading indicators, notably the yield curve, betray scant risk of recession (while the yield curve 
has flattened as the Federal Reserve has lifted short-term rates, it remains upward sloping).  Accordingly, we believe 
that economic conditions will continue to support a solid pace of absorption for at least another two years, barring an 
unexpected surprise on the political front (e.g., a military conflict or trade war) or in the capital markets (e.g., a severe 
stock market correction or emerging market debt crisis). 
 
To the extent that NOI growth has softened, it has largely been the result of a steady pickup in new deliveries.  This 
has been most pronounced in the apartment sector, where despite a robust pace of demand, vacancies increased 
and rents stalled in the third quarter; a few office markets have also succumbed to supply pressures (e.g., Washington 
D.C. and New York).  Yet construction peaked in the first quarter of 2017 and new starts have receded, particularly 
in the multifamily space.  Anecdotally, developers have reported that labor shortages have caused project delays 
and put upward pressure on construction costs.  Given hurricane rebuilding needs and a dwindling supply of 
immigrant workers (estimated to represent 25% of the construction labor force), not to mention the oft-touted (if so 
far elusive) prospect of a national infrastructure program, these shortages might only intensify.  Additional tariffs on 
steel imports, mooted by the Trump Administration, could also lift materials costs. 
 
With in-place rents sitting about 10% below market rates, even if market conditions were to stand still, the rolling of 
leases to market would produce NOI growth.25  Provided that a growing economy continues to absorb space and 
construction moderates, occupancy and rental rates should increase further.  Accordingly, we believe that NOI growth 
should remain quite strong over the next two years, averaging 4% annually on a national, cross-sector basis. 26 

                                                      
21 Bureau of Economic Analysis, as of September 2017. 
22 Institute of Supply Management, as of December 2017. 
23 Bureau of Labor Statistics, as of December 2017. 
24 CBRE-EA, as of September 2017. 
25 Altus, as of September 2017. 
26 Source: Moody’s Economy.com, Axiometrics, CoStar, and Deutsche Asset Management data as of December 2017 
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4 Commercial Real Estate Capital Markets 
 
Commercial real estate capital markets demonstrated stability throughout 2017 despite a slight fundamental 
deceleration from 2016 and the subtle rising rate environment.  Support for the sector was driven by the positive 
denominator effect via a run-up in general equities, while tight credit spreads driven by tax-reform and further investor 
anticipation of growth-friendly policy reforms made real estate look relatively more attractive, mitigating the upward 
pressure on commercial mortgage rates.  Within real estate, CMBS and listed REIT prices also moved higher, though 
foreign investment in US assets, albeit still robust relative to historical averages, weakened from 2016 to 2017.   
 
Looking ahead, we expect that financial conditions for commercial real estate will remain supportive for several 
reasons.  First, we believe that interest rates will increase very gradually as even lower rates overseas keep them 
range-bound.  Second, optimism in the broader capital markets (i.e., elevated stock prices and tight credit spreads) 
enhanced by recently passed tax reform could also increase capital flows both directly, if institutional investors 
rebalance portfolios into real estate, and indirectly, through its salutary effects on the CMBS and REIT markets.  
Third, an easing of regulatory policy around CMBS issuance and bank real-estate activities is likely to stimulate 
mortgage lending off of present levels.   
 

4.1 Public and Private Debt 
 
The commercial mortgage market finished 2017 just as it started, on a positive note.  Total returns to commercial 
mortgages accelerated in the third quarter to 2.7% from 1.6% in the second quarter as mortgage spreads tightened.27   
Although the Federal Reserve hiked its reference rate by a quarter point in March, June and December, long-term 
interest rates were broadly stable in 2017.   Commercial mortgage cash flows were healthy, reflecting the strength 
of underlying fundamentals.  While CMBS delinquencies remained elevated as loans originated in 2007 came due, 
delinquency rates on bank- and insurer-held commercial real estate loans (about two thirds of outstanding 
mortgages) were at or near their lowest levels on record in the third quarter.28  
 
Despite a favorable overall investment performance, mortgage lending remained somewhat constrained.  While bank 
and insurance lending was healthy and CMBS issuance picked up, elevated maturities caused commercial mortgage 
growth to decelerate to 5.8% year-over-year, its slowest rate since early 2015 (see Exhibit 2).29    
 

 
 

 
Source: Federal Reserve, as of September 2017. 

 
Interest rates will likely rise as the Federal Reserve lifts short-term rates and begins to slowly reduce its holding of 
longer-term securities, but any increase should be gradual, constrained by modest inflation and the persistence of 
low interest rates abroad.  Meanwhile, there is potential for a modest expansion of lending from traditional sources, 
particularly if regulatory enforcement eases.  Accordingly, we believe that healthy underlying real estate 
fundamentals and attractive lending spreads to risk-free rates continue to create attractive opportunities for 
mezzanine lenders. 

                                                      
27 Giliberto-Levy, as of September 2017. 
28 Moody’s (CMBS); Federal Reserve (banks) as of September 2017. 
29 Federal Reserve, as of September 2017. 
No assurance can be made forecasts will materialize.  
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4.2 Public and Private Equity 
 
Transaction volume slipped 6.7% in 2017 amid interest-rate volatility, continued deceleration of fundamentals in 
some markets, and a slowing in capital flows from cross-border investment.30   Despite the slowdown, foreign 
investors continue to be the largest net buyers of U.S. CRE, adding $27 billion to their holdings (see Exhibit 3).   The 
expansion was somewhat surprising given high currency-hedging costs for European investors and the Chinese 
government’s efforts to stem capital outflows, but no doubt reflected the relative attractiveness of U.S. real-estate 
yields and fundamentals.  REITs, which as a group had aggressively sold assets from mid-2015 to mid-2016, bought 
roughly as much as they sold in 2017 as stock valuations largely closed the gap to underlying net asset values. 
 

 
 

 
Source: Real Capital Analytics, as of December 2017. 

 
We expect that transactions markets will remain liquid in 2018 and 2019, though rising interest rates might deter 
levered investors.  Among sophisticated multi-asset investors, recent gains in stock and bond prices could prompt a 
rebalancing into real estate.  America’s strong real-estate fundamentals and reputation as a safe haven should also 
continue to attract foreign capital, especially if the dollar’s recent depreciation remains intact; commodity-financed 
sovereign wealth funds in particular might deploy more capital as energy prices rise.   
 

5 Commercial Real Estate Total Returns 
 
We believe that unlevered core real estate is positioned to sustain total returns of 6%-7% (annualized) in 2018.31.  
Occupational demand should remain buoyant as long as the economic expansion remains on track.  Construction 
starts appear to have peaked, constrained by labor shortages.  Tight market conditions, rising rents, and the rolling 
of leases to higher market rates should sustain solid NOI growth.  Interest rates are generally expected to increase, 
which could test valuations.  Yet cap rate spreads to Treasuries, and especially corporate bonds, appear wide enough 
to absorb modest interest rate hikes, provided that broader capital-market conditions — including lending activity, 
general stock-market performance, and REIT share prices — are supportive. 
 
There are risks to the outlook.  While economic prospects appear relatively secure, they could be thwarted by political 
events (e.g., a military conflict) or adverse policy measures (e.g., a trade war).  Construction could ramp up if lenders 
increased their appetite for development risk, labor shortages notwithstanding.  Interest rates could increase sharply, 
disproportionate to any improvement in the economy, as a result of tightening Federal Reserve policy, including 
short-term rate hikes and balance sheet reductions.  And capital market conditions could shift adversely (and 
suddenly) in response to any number of political or economic events, both global and domestic. 
 
The medium-term outlook for real estate returns is also positive, but more measured.  While recession risks appear 
low over the next two years, making this expansion the longest in U.S. history, a downturn in 2020 or beyond is 
certainly possible.  Moreover, we believe that cap rates (and yields across other asset classes) will eventually revert 
to higher levels, imposing a drag on capital appreciation.   

                                                      
30 Real Capital Analytics, as of December 2017. 
31 (Source: Moody’s Economy.com, NCREIF, CBRE-EA, Axiometrics, CoStar, and Deutsche Asset Management (Forecast), data as of December 2017 
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6 Industrial Outlook and Strategy 
 

6.1 Current Conditions 
 
The dynamics that have supported extraordinary U.S. industrial property market performance in this cycle remain 
solidly in-place. Despite moderating job growth in 2017, re-accelerating GDP and income growth, as well as broadly 
healthy retail sales, trade and industrial production trends, bode well for industrial space demand and continued 
fundamentals strength. Layering the positive impact from double-digit internet retail sales growth on to these 
traditional drivers is a key component of the sector’s top performance in this cycle and potentially into the foreseeable 
future. While e-commerce gets credit for providing much of the boost in performance in this cycle, it is prudent to 
recognize that industrial market demand drivers are well diversified. Exhibit 4 reflects the relative size and growth of 
U.S. Import categories year-to-date through November 2017 (imports grew 7% to $2.1 trillion). 32  It is a fair 
representation of the size and broadness of industrial and warehouse demand drivers. Nearly everything we wear, 
eat, work with or ride, has been inside a warehouse or industrial facility. While e-commerce is a dynamic new driver, 
it is important to consider that broad expansion of domestic industry still supports the majority of industrial space 
occupancy. 
 

Exhibit 4: Share and Growth of U.S. Imports of Goods by end-use Category and Commodity (year-to-date, November 2017) 
 

 

 

 
Source: U.S. Census Bureau and Deutsche Asset Management.  Data as of November 2017. Past performance is not indicative of future results. 

 
Strong property market fundamentals and intense investor demand continue to support exceptional investment 
performance, with one-year total returns of 13.1% in the fourth quarter of 2017, an impressive 610 basis points above 
the benchmark average. 33   The industrial sector has outperformed the NPI in each of the past seven years and 
future prospects continue to look good. Investor demand continued to compress going-in yields and expected total 
returns, but overall the sector has a favorable outlook due to relatively good (in-place) NOI growth prospects, as 
market rents today are approximately 25% higher than five years ago.34 
 
While near-term dynamics appear healthy, preliminary fourth quarter 2017 property market data indicate that the 
year ended with less space demand compared to recent years, and also lower than expected construction deliveries. 
We had forecasted a downshift in demand due to moderating growth in the first half of the year, but not to the extent 
indicated in the preliminary figures. Net absorption totaled just 177 million square feet in 2017, well below the 284 
million square-foot annual average during the previous four years.35  Construction completions surpassed new 
demand for the first time since 2009, totaling 197 million square feet for the year.36 It should be noted that the current 
supply pipeline is dynamic and difficult to track on a real time basis so preliminary data can be subject to large 
revisions.   Our internal forecasts suggest significantly higher levels of supply and demand, (generally in balance), 
which ultimately results in a stable vacancy trend for the year.  
  

                                                      
32 Deutsche Asset Management and US Census Bureau. Data as of November 2017. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models or analysis which may prove to be incorrect. No assurance can be given that any 
forecast or target will be achieved.  
33 NCREIF, as of December 2017. 
34 Deutsche Asset Management and CBRE-EA. Data as of December 2017. 
35 Deutsche Asset Management and CBRE-EA. Data as of December 2017. 
36 CBRE-EA, as of December 2017. 
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Market availability and rent fundamentals have held steady in 2017. The U.S. availability rate remained stable at 
7.4%, as did the national vacancy rate of 4.5%.  Market rent growth is estimated to be about 4% for the year. 
Fundamentals strength across markets has been almost uniformly good. Rent growth across the 32 markets we track 
has averaged 5.2% annually for the past five years, with only five posting annual growth below 3%.37 
 

6.2 Outlook and Strategy 
  
Industrial property market fundamentals in the U.S. should remain solid in 2018, but the pace of occupancy gains 
and rent growth are expected to moderate as the construction pipeline adds competition and separates performance 
between markets (see Exhibit 5). Our forecast for the overall industrial market calls for balanced construction 
deliveries and net absorption of about 205 million square feet per year through 2019, resulting in a stable availability 
rate of 7.5%. We believe that good performance is available over the next five years, especially relative to other 
sectors, but market and asset selection will have greater impact within the sector. This long-cycle view is supported 
by a favorable outlook for the economy, with broad industry growth, increased housing production, rising incomes, a 
stable international trade environment, and the continued rapid expansion of internet retail sales. These plusses 
should offset moderating employment growth, which is constrained by full employment and demographics. 
 

 
 

 
*Overall U.S. Industrial Markets 
Source: CBRE-EA (History) and Deutsche Asset Management (Forecast). Data as of December 2017. No assurance can be given that any 
forecast or target will be achieved.  

 
The U.S. economic outlook has some near-term upside with perhaps a more favorable business environment leading 
to stronger consumption. This should support strong industrial space demand although moderating growth later in 
the forecast period is expected to dampen demand trends. The e-commerce driven secular shift in retail is expected 
to put persistent pressure on retailers and logistics providers to accommodate rapid direct-to-consumer fulfilment in 
a growing number of U.S. markets and the result should continue to be additive to warehouse space demand.  
 
Based on the long-term historical relationship between U.S. GDP growth and the pace of warehouse space 
absorption, we believe that e-commerce and rapid fulfilment uses have comprised up to one-third of total new space 
demand during this expansion cycle or about 80 million square feet per year. That may change as traditional retailers 
adapt and become more efficient in the evolving environment, but in the near-term, they are investing in technology 
and logistics capacity to catch-up, in particular to Amazon.com.  
 
At the margin, the additional demand in this cycle has had a significant effect, especially in larger markets. Amazon’s 
share of new industrial space demand has been impressive, as they alone have built and occupied about 64 million 
square feet in the five years ended 2017.38  That makes their share of the 1.3 billion square feet of net absorption 
since 2013 about 4.8%. That said, there remains plenty of non-Internet-related action in the industrial sector. 
Amazon’s total U.S. footprint of about 104 million square feet in 2017, equates to only 0.007% of U.S. industrial 
stock.39 

                                                      
37 Deutsche Asset Management and CBRE-EA, Data as of December 2017. 
38 MWPVL International, Data as of October 2017. 
39 Deutsche Asset Management, CBRE-EA and MWPVL International, Data as of October 2017. 
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Rising development is integral for supply-chain reconfiguration, as it serves to accommodate the double-digit pace 
of internet retail sales growth, as well as replace obsolete stock for a wide variety of uses. The pace of change 
enabled by new development equates to about 1.5% per year of total stock in our forecast. This pace is sustainable 
as much of U.S. industrial stock is old (only 32% of existing industrial stock has been built since 1990 and only 20% 
since 2000). On a regional basis, the Northeast and California are the most underserved regions in terms of modern 
stock.40 
 
The industrial sector has healthy tailwinds, but there are regional variations and supply-side forces have begun to 
moderate occupancy gains, as well as rent growth in some markets. Varied growth prospects as well as supply 
constraints, or lack thereof, will cause future trends to be less uniformly good than in the recent past. Markets with 
higher land supply barriers should perform relatively well and those where the barriers are lower will be at a 
comparable disadvantage.  
 
With a national industrial base of 14.4 billion square feet, and expected new supply additions of about 1.5% of stock 
annually, the national availability rate will trend in a stable pattern during this mature growth cycle.41 But, individual 
metro supply and demand trends can be more volatile and we are beginning to see the impact of ramped up supply 
pipelines in some lower-barrier markets. The markets in the west and northeast continue to perform well (Oakland, 
Seattle, New York and Southern California), with the best near-term prospects, while some Midwest and South region 
markets (like Chicago and Dallas) experienced elevated supply in the past two years, giving rise to more competition 
and stalled rent growth.  
 
Exhibit 6 highlights the prospects for landlords to drive NOI growth via market rent increases over the past several 
years and the next few. On average, US industrial market rents will be about 25% higher in 2018 through 2020, 
compared the previous five years. The prospects for individual markets range from near zero in Houston to as much 
as 40%+ in Oakland and San Jose. The markets in the right half of this chart should experience stronger income 
growth as a result.42 
 

 
 

 
Source: CBRE-EA (History) and Deutsche Asset Management (Forecast).  Data as of December 2017. No assurance can be given that any 
forecast or target will be achieved. 

 

Functional infill warehouse facilities, particularly in larger densely populated markets stand to benefit not only from 
future economic growth but also from supply chain reconfiguration. Revived urban development has given new life 
to demand for close-in distribution facilities, despite higher occupancy costs. Real estate costs tend to rank low 
compared to other logistics costs, significantly less than transportation, inventory carry and labor. Markets where 
demand support has been strongest, those that serve the large east and west coast population centers, should 
outperform, as land constraints serve to limit new competition.  
  

                                                      
40 CBRE-EA, Data as of December 2017. 
For illustrative purposes only. Not meant as a recommendation for the purchase of sale of any security.  
41 Deutsche Asset Management and CBRE-EA, Data as of December 2017. 
42 Deutsche Asset Management and CBRE-EA, Data as of December 2017. 
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The central themes that are shaping our industrial strategy include: 
 

 Gateway Markets: These markets, including the Los Angeles and New York regions, as well as Seattle and 

Oakland, should continue to perform well in the near-term. Although construction deliveries did surpass demand 

in 2017, we expect that with market vacancy rates averaging just 2.8%, there was little space left to absorb and 

that the new supply will be absorbed in 2018 and at record rents. Future construction will also likely get more 

expensive due to increasing land and labor costs. 

 

 National Distribution Hubs: The major national distribution hubs are performing well compared to historical 

averages and there is still room for robust lease rate roll-up, but new supply competition will serve to dampen 

future occupancy gain and rent growth. Atlanta is the lone market weight choice in this group as demand is still 

outpacing new supply. We would recommend more disciplined investing in this group, limited to new Class A 

assets in top-tier submarkets. Larger warehouses outside of core locations are expected to underperform. 

 

 Regional Hubs: We have added the Central Pennsylvania markets of Allentown and Harrisburg to our Investment 
Market universe. These markets performed well early in this cycle and continue to do so, showing fundamentals 
strength, (both with sub-5% vacancy rates). They benefit from high demand and a dearth of modern logistics 
facilities in the Northeast and mid-Atlantic regions. We expect that these regional linkages will continue to benefit 
these markets, providing for stable market-return performance. 

 

 Local Markets: There is a broad array of fundamentals health and investment performance across our group of 
local markets. Many have strong local economies with important high tech drivers and healthy housing markets. 
In this group we prefer Portland, San Diego, Denver, San Jose/San Francisco, Austin and Miami/Fort Lauderdale 
as targets. Most recently we have added Charlotte and Orlando as key southeast regional locations. They offer 
strong economic growth prospects and in Orlando’s case, room for above average future rent growth. 

 

 Class A Bulk Warehouse: Pricing for large stabilized Class A bulk warehouse properties have increased 
markedly in recent years, in some cases surpassing replacement cost. These assets, leased long-term to credit 
tenants, can provide stable cash flow, but are generally underwritten to lower total returns. Target Class A assets 
in core submarkets where in-place rents are below current market levels. 

 

 Leasing-up / Development: In the context of healthy fundamentals, build-to-core should provide solid returns and 
offers a way to access scarce modern assets. Supply risks have risen in Chicago, Denver, Dallas, and Atlanta, 
but conditions are more favorable in New York/New Jersey, South Florida, Southern California, San Francisco 
Bay Area, Austin, Seattle and Portland. 

 

 Underperforming Markets: An increasing development pipeline will make the national hubs more challenging. 
Additionally, we would generally avoid markets where local demand drivers are impaired and vacancy rates are 
high, specifically in Baltimore and Washington D.C. Houston appears to be stabilizing, but market pricing remains 
comparable to other markets and on a relative rent/NOI growth basis, it remains at a disadvantage for core 
investment. 

 

 Small-Bay and Non-Warehouse: Prospects are very good for smaller multi-tenant warehouse properties, 
particularly in the Gateways and strong local markets, as supply has been limited and vacancy rates are at all-
time lows for this segment. However, we maintain an underweight to high-finish industrial property, including light 
industrial/flex, office/service and manufacturing as well as small multi-tenant business parks. Conditions stand 
to improve further in this growth cycle, but over the longer term, they are tied to weaker segments of the economy 
and tend to be more expensive to lease and maintain than warehouses. We are highly selective in targeting 
research and development (R&D)/Office in only a few high-barrier markets that have good growth dynamics 
and/or tech drivers, such as San Jose, San Francisco, Oakland, Seattle, and Orange County. 
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7 Retail Outlook and Strategy 
 

7.1 Current Conditions 
 
As the retail sector continues to find a new equilibrium, closures and realignment of store portfolios are beginning to 
impact fundamentals, and will continue to reshape the retail landscape. During the second half of 2018, the availability 
rate at the nation’s neighborhood and community centers began to increase as net absorption slowed, according to 
CBRE-EA in their survey of 63 U.S. markets.43 This is likely signaling an inflection point in the cycle. Slowing 
momentum of store expansions, down-sizing demand from big box and junior boxes to smaller users that occupy in-
line shop space, and announced store closures may be marking the shift in the balance of supply and demand 
dynamics. 
 
The availability rate at Neighborhood and Community centers across Deutsche AM’s 28 Investable Markets 
(“Investable Markets”)44 ended the third quarter at 9.3%, marking a measured decline of 10 bps from year-end 2016, 
according to data from CBRE-EA (see Exhibit 7).45 The average currently sits 146 bps below its 10-year average and 
282 bps below its post-recession peak of 12.1%. Net absorption remained positive, recording 7.3 million square feet 
through the third quarter of 2017, and continued to outpace a subdued construction pipeline totaling 6.9 million square 
feet. Large markets, such as Houston, Atlanta, Phoenix, Miami and Chicago, are seeing the most new construction 
in 2017. However, it is important to note a majority of new projects are predominantly pre-leased. As a result of 
subdued tenant demand compared to previous cycles, year-to-date rent growth for the Investible Markets averaged 
2.6%.46 However, Class A and the most productive centers have outpaced the average in terms of occupancy and 
rent growth. 
 

 
 

  
*DeAM’s 28 Retail Investable Markets. 
Source: CBRE-EA (History) and Deutsche Asset Management (Forecast). Data as of September 2017.  
No assurance can be given that any forecast or target will be achieved.  

 
The restructuring of the retail industry has led to moderating total returns for all retail property subtypes in the NCREIF 
Property Index (see Exhibit 8). As of the fourth quarter of 2017, total returns for retail were 5.7%, and underperformed 
the benchmark by 130 basis points as sector returns declined for the eight consecutive quarter. Regional malls, which 
are absorbing the brunt of retailer bankruptcies and store closings, exhibited the sharpest deceleration of sector 
returns over the last year. Neighborhood and Community centers returned 6.3% year-over-year, outperforming the 
other retail property types. At 5.2%, Power Center returns trailed the NPI, due to negative appreciation despite 
elevated income returns. Houston, markets on the West Coast (Los Angeles and San Francisco) and Denver were 
top performers. Meanwhile, the global tourism markets of New York, Orlando, and Chicago, underperformed the 
benchmark, and had the most negative influence on sector returns.47 

                                                      
43 CBRE-EA, as of September 30, 2017. 
44 Deutsche Asset Management: Retail Investable Markets include 28 major metros in the U.S.   
45 CBRE-EA. Data as of September 30, 2017. 
46 CBRE-EA. Data as of September 30, 2017. 
47 NCREIF. Data as of December 31, 2017. 
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Source: NCREIF and Deutsche Asset Management. Data as of December 2017. Past performance is not indicative of future results.  
 

7.2 Outlook and Strategy 
 

Our forecast calls for the retail market to move into a more mature phase of the real estate cycle. Steady economic 
fundamentals should drive gains in retail sales over the near-term, but tenant demand is expected to moderate. The 
outlook for rent growth across the Investable Markets averages 3.0% at its midpoint annually through the 2018-2022 
forecast period. We expect the availability rate to remain in the 9-10% range in the near term and then begin to trend 
towards its 10-year average of 10.8% through the midterm of the forecast. During this transition period, we expect 
tenant demand to moderate further as the cycle matures. New supply should remain relatively constrained through 
the forecast, however, rising vacancy rates will be mainly driven by receding demand and longer down time to fill 
vacancies.48  
 

Despite continued pressure from elevated competition, rising e-commerce penetration, and operational challenges 
for retailers, retail property markets have exhibited slow but steady improvement since 2011. Our view of the sector 
had called for a more measured recovery and growth cycle compared to previous real estate cycles due to the secular 
shift occurring in retail – changing consumer tastes and growing spend on experiential categories. However, the 
headwinds facing the retail industry are converging and the fall out has created the winners and losers of the retail 
game. Overhanging debt from private equity buyouts, over-sized store fleets and footprints, and diminishing brands 
caused 21 retailers to file for bankruptcy protection during the year (see Exhibit 9).49 As a result, store closures hit 
record highs, which is unique outside of economic downturn years. Radio Shack, Payless Shoesource, Rue21, 
Ascena Retail, and Sears Holdings represented approximately 30% of dark storefronts. Fung Global Retail and 
Technology estimated the closure of approximately 7,000 stores50, which could have an impact 97 MSF of shopping 
center space across the U.S.51 Approximately 60% of retailer bankruptcies, were in the apparel category.52 
   

 
 

 
Source: Company 10K filings, Alix Partners, CNBC, and Deutsche Asset Management. Data as of December 31, 2017. 

                                                      
48 Deutsche Asset Management Forecast as of December 2017. 
49 Bloomberg and Company Filings as of December 2017. 
50 Fung Global Retail and Technology Store Openings and Closing Tracker. Data as of December 2017.  
51 Deutsche Asset Management. Data as of December 2017. 
52 Bloomberg and Company Data as of December 2017. 
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Meanwhile, the closures of department stores and apparel tenants will continue to permeate through the rent rolls of 
lower-quality Class B and C malls. Mall operators are looking to alternative retail uses and are seeking fresh retail 
concepts to absorb vacancies and reinvigorate traffic. Despite this disruption, Mall REITs continue to capture positive 
releasing spreads and are realizing mark-to-market opportunities. Simon Property Group, General Growth 
Properties, and Macerich (our proxy for Class A malls most closely representative of malls in the NCREIF property 
index) reported releasing spreads in the 10%-15%53 range, and have maintained mall occupancy rates in the mid-
90% range54 as of the third quarter of 2017. The necessary transformation of lower-quality assets will not be without 
risk and come at a cost of longer downtime and elevated capital expenditure, however, there is light at the end of the 
tunnel for well positioned assets. The outlook for Class B or C properties, is more uncertain due to weaker traffic, 
coupled with store closures and pressure from more dominant retail centers in the regional trade area. 
 
Other big-box retailers ranging from HH Greg, Gander Mountain, and Toys ‘R’ Us, testify to the challenges wrought 
by e-commerce to power centers. Fundamentals for this property type will likely remain under pressure, however, 
there is a case building for retailers to transform these locations into a new “Retail Hybrid” which could include 
customer experience centers, showrooms, or even as last-mile distribution points. Given the challenges, costs, speed 
of delivery and pressure on logistics networks, this strategy may help improve retailer operating margins, especially 
given the variable costs of shipping and the high return rate of items purchased online. Walmart may be in the process 
of exploring and innovating this strategy with recently closed Sam’s Club stores. At the same time, Amazon is 
outperforming on the merger of customer data and logistics to build-out its physical store network.        
 
We remain firm on our conviction of the importance of physical real estate in an omnichannel world, particularly for 
its support of online sales growth, branding, and customer service. If anything, Amazon’s purchase of Whole Foods 
affirms the advantages of well-located centers in strategic locations near its core customer base. The types of 
dynamic locations will be better positioned to adapt as digital innovation progresses and reshapes retail where the 
online world and the physical store merge into one experience that allows consumers to shop however they prefer. 
Our investment thesis is rooted in our view of the longevity and reach of Class A and high-quality retail centers 
located in dominate locations where demographics are supportive. We seek to create retail environments that offer 
unique experiences or services that stand out from the competition, and fulfil customer needs.  
 
The central themes that are shaping our retail strategy include: 
 

 Grocery-Anchored Retail: Our forecasts indicate this retail subsector will likely outperform the other retail property 
types, and can offer the highest risk-adjusted returns over the next three-to-five years due to its demand 
fundamentals and insulation from ecommerce penetration. Accordingly, we believe that this retail sector is 
positioned to deliver solid returns over the medium-term, although location, asset, and tenant selection are 
critical. A shift in demand to smaller stores and growth in off-price, discount, dollar stores, fast casual restaurants, 
grocery, convenience, and personal-service tenants will continue to benefit Neighborhood and Community 
centers. We believe that the daily needs retail categories provided by grocers and drug stores in addition to 
entertainment, dining, fitness, healthcare, and personal care are better positioned to endure e-commerce 
penetration. Going forward, there may be disintermediation in the grocery space as a higher share of grocery 
sales migrate online. However, click-and-collect models or other strategies that leverage a local outpost are likely 
the most feasible and economic means to deliver groceries to the end consumer for now.  

 

 Malls: Currently at the forefront of apparel store closures and department store disruption, NPI returns for malls 
are continuing to decelerate. Store closures in the apparel and department categories will be the most impactful 
to this property type. With tenants firmly in the driver’s seat, it may take time to reposition malls assets. However, 
Class A and Fortress malls are in a better position to attract and update tenancy. While lower-quality Class B 
and C assets may take longer to reap the benefit of change, which may come through repositioning or reduction 
of traditional retail space into entertainment or mixed-uses such as medical office or residential. 

 

 Urban and High Street Retail: Our high street retail strategy remains focused on the collection of top assets in 
prime international gateway markets located in dominant shopping districts. We believe these types of locations 
can offer compelling retail experiences that cannot easily be replicated online. Focus on areas where rents have 
stabilized, and on strong credit tenants with sales that can support higher occupancy costs compared to 
traditional shopping centers.  

 

                                                      
53 Bloomberg and Company Data as of September 2017. 
54 Bloomberg and Company Data as of September 2017. 
Note: For illustrative purposes only. Not meant as a recommendation for the purchase or sale of any security.  
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 Power Centers: Continue to underweight this property type, as performance continues to wane and lag the other 
retail sub-property types of the NPI benchmark. Disruption in this segment seems to be the most imminent due 
to the tenancy, merchandising, and layout of these centers. Additionally, erosion of fundamentals are most at 
risk in the near term, as a drawback in big-box leasing and store rationalization is the most imminent headwind 
alongside growing e-commerce sales of general merchandise. Power Centers located adjacent to top-performing 
malls may have more longevity only if mall vacancy remains incredibly tight and larger anchors remain in place. 
Class B malls looking to reinvent themselves will likely look to high-performing, big-box retailers to reinvent 
themselves and diversify rent rolls. 

 
Note:  Forecasts are based on assumptions, estimates, opinions and hypothetical models or analysis which may prove to be incorrect. No 
assurance can be given that any forecast or target will be achieved. Additionally, any securities mentioned are intended for illustrative purposes 
only and not meant as a recommendation for the purchase or sale of any security.  

 

8 Apartment Outlook and Strategy 
 

8.1 Current Conditions 
 
While the Apartment market remains healthy, the cycle is shifting into the mature phase of the real estate cycle. As 
of the third quarter of 2017, the nation’s vacancy rate remains tight at 4.6%55, buttressed by strong renter demand; 
but this could very well be the floor given the elevated levels of supply coming through the pipeline (see Exhibit 10). 
The overall U.S. vacancy rate was up 10 basis points from a year ago, marking six consecutive quarters with year-
over-year increases. Prior to the second quarter of 2016, year-over-year vacancy changes had been flat or declining 
for 25 consecutive quarters. Multi-family permit levels for the country are still high at just under 400,000 units56 
through November 2017; though starts are starting to level off, as higher construction costs, project delays, and 
lenders becoming more conservative are all starting to bring needed discipline to the market.  
 

 
 

 
*DeAM’s 29 Apartment Investable Markets 
Sources: CBRE-EA (History); Deutsche Asset Management (Forecast). Data as of September 2017.  
No assurance can be given that any forecast or target will be achieved. 

 
Given the development pipeline, 2017 was projected to be the peak year for completions during the current 
construction cycle, but project delays driven by skilled labor shortages and high construction costs have pushed more 
deliveries into 2018. The average length of time to complete projects of 50 units or more is now up to 22 months57, 
an increase of about five-and-a-half months since its low point in the third quarter of 2013. There is however an 
upside to the slowdown in completions, as this should allow for a more manageable rise in vacancy rates as shown 
in our baseline forecast for DeAM’s 29 Investable Markets (“Investable Markets”).58 Through the first three quarters 
of 2017, net absorption for the Investable Markets was approaching 160,000 units, roughly 33,000 units higher than 
the long-term annual average, thus reflecting the continued healthy demand for apartments. Renter demand is 

                                                      
55 CBRE-EA. Data as of 3Q 2017. 
56 Axiometrics. Data as of November 2017. 
57 Yardi Matrix. Data as of December 2017. 
58 Deutsche Asset Management: Apartment Investable Markets include 29 major metros in the U.S.  

0%

1%

2%

3%

4%

5%

6%

7%

8%

-1%

0%

1%

2%

3%

4%

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

V
a
c
a
n
c
y
 R

a
te

 (
%

)

C
o
m

p
le

ti
o

n
s
 a

n
d
 N

e
t 
A

b
s
o
rp

ti
o

n
 

(%
 o

f 
In

v
e
n
to

ry
)

Completions (000) Net Absorption (000) Vacancy % Vacancy (20-Year Average)

Exhibit 10: Apartment Net Absorption and Completions as % of Inventory and Vacancy Rate (1998-2022)* 

Forecast 



 

17    U.S. Real Estate Strategic Outlook | February 2018     

expected to gradually decline over the forecast while job growth moderates as the current economic expansion 
matures. We expect the overall vacancy rate for the Investable Markets to climb towards its long-term average of 
5.4% by the middle of the forecast before recovering as construction recedes. 
 
Overall U.S. effective rent growth was 2.5%59 across all asset classes in 2017. While this annual growth in rents 
tracks the sector’s long-term average, it is also the smallest annual increase since 2010. The apartment sector has 
averaged 3.3% growth per year over that time period, peaking at 5.4% in 2015.  While rent growth is moderating for 
the Class B and C segments, the Class A segment is showing signs of resilience as rent growth increased from 1.9% 
for 2016 to 2.7% for 2017, surpassing the other two segments for the first time since 2012 (see Exhibit 11). 
 

 
 

 
Sources: Axiometrics and Deutsche Asset Management. Data as of December 2017.  Past performance is not indicative of future results.  
 

Renting versus homeownership continues to favor apartments as the country’s home prices continue to appreciate 
at a faster rate than rental rates. Home prices have grown 45-50% cumulatively over the past five-and-a-half years, 
putting homeownership out of reach for many young renters (especially those with student loan debt). The lack of 
affordability, the loss of appetite for homeownership as an investment following the bursting of the housing bubble, 
and new legislation that diminishes the coveted tax shield of owning a home should help support apartment demand 
in the near-term. 
 
Owning a home and raising a family in a suburban community has defined the baby boomer generation. However, 
this group now finds itself facing retirement in a large empty house, paying high maintenance costs and property 
taxes. While capturing young millennial families in lifestyle transition should remain an integral part of our suburban 
investment strategy, there should also be a focus on suburban properties outside of gateway markets being overrun 
by baby boomers downsizing. Over the period of 2009 to 2015, 2.5 million baby boomer households60 joined the 
renter cohort nationwide. This sizeable shift in lifestyle is being driven by the desire to lower living expenses, increase 
flexibility, move closer to children, and have less responsibility in retirement overall. This shift from homeownership 
to renting is being seen in both suburban and urban areas, with rental household growth rates of 39% and 21%61, 
respectively over that same time period. Los Angeles and New York City are showing the largest growth in baby 
boomer rental households out of all US metros. Research has shown that baby boomers desire many of the same 
apartment features and community amenities as millennials, but rental communities catering to retirees have yet to 
take off, making this an underserved segment. 
 
Many of the apartment markets that experienced the strongest rent growth coming out of the Great Recession are 
now posting some of the weakest. These metros are also some of the largest, and have therefore had an outsized 
effect on the national rent growth rate. In 2017, this included metros such as Chicago, San Francisco, Austin, 
Washington DC, and New York. On the other hand, top performers in 2017 included Orlando, Riverside, Houston, 
Phoenix, and San Diego.  
  

                                                      
59 Axiometrics. Data as of Fourth Quarter 2017. 
60 RentCafe. Data as of 3Q 2017. 
61 RentCafe. Data as of 3Q 2017. 
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Softening fundamentals in downtown submarkets have not deterred investors who continue to seek trophy properties 
in urban core markets. We estimate that the average going in cap rate for Class A urban core product is in the low-
4% range for our Investable Markets, with many prime stabilized assets trading under 4%. Average apartment cap 
rates across the quality spectrum have remained relatively stable around 5%62 for the last five years. Low cap rates, 
coupled with decelerating NOI growth has resulted in total returns ranging from 5.75% to 6.25% for Class A properties 
in prime locations. 
 
Annual NPI total returns for the apartment sector slowed to 6.2%63 in the fourth quarter of 2017 – a drop of 110 basis 
points from a year earlier. Western and Southeastern metros have been the primary outperformers: Riverside, 
Nashville, Orlando, Phoenix, Seattle, Tampa, Orange County, Charlotte, Denver, and San Diego all produced total 
returns of 8% or more over the past year. In contrast, several slower growth Midwest and East Coast markets, such 
as Chicago, New York, Baltimore, and Washington DC, along with Houston and San Francisco, exhibited total returns 
of less than 5%. Among apartment property subtypes, garden apartments were the top performers, returning 8.9% 
as of the fourth quarter of 2017. Despite their popularity with investors, high-rise properties lagged behind, returning 
4.7% over the same time period, well below the subtype’s five-year average annualized return. High-rise properties 
will likely underperform again in 2018 as significant supply gets delivered to the urban core. 
 

8.2 Outlook and Strategy 
 
While favorable macro trends should continue to sustain healthy renter demand, it is unlikely to offset the expected 
surge of new supply. Despite permitting leveling off, construction already underway is expected to push vacancy 
rates modestly higher. New deliveries to the Investable Markets are projected to average 216,000 units per year in 
2018 and 2019, significantly above their long-term average of 115,000 units per year. Upward pressure on vacancy 
is expected to cause rent growth to continue to moderate, though we still project rent growth for investable markets 
to average 2.5% per year over the near term. New supply is expected to recede in the outer years of the forecast, 
which should place demand and supply fundamentals in balance, resulting in vacancy rates and rent growth to move 
towards their long-term historic averages of 5.4% and 2.6%, respectively. 
 
As many large coastal markets are exhibiting decelerating rent growth, it will be the late-recovery Sunbelt and smaller 
West Coast markets that should bolster national rent growth over the next several years (see Exhibit 12). Metros 
such as Riverside, Orlando, Phoenix, and San Diego are expected to outperform based on strong job growth and 
favorable demographics driving occupancy rates and rent growth higher. Also, given improving fundamentals and 
discipline in the construction pipeline, we believe an early foothold should be established in Houston during its 
recovery. 
 

 
 

 
Sources: Axiometrics and Deutsche Asset Management. Data as of December 2017.  
Past performance is not indicative of future results. 
Early-Recovery Metros include: Austin, Boston, Dallas, Denver, Houston, Oakland, San Francisco, San Jose, Seattle. 
Regional Metros include: Atlanta, Charlotte, Fort Lauderdale, Miami, Minneapolis, Nashville, Orange County, Orlando, Phoenix, Portland, San 
Diego, Tampa.  

 

                                                      
62 Real Capital Analytics. Data as of 4Q 2017. 
63 NCREIF. Data as of 3Q 2017. 
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Slowing rent growth and rising vacancy, combined with very low yields, will likely limit the apartment sector’s ability 
to produce strong total returns relative to the other main property types. Given that many prime apartment markets 
are fully valued, attractive investment opportunities have become more limited. With the construction cycle moving 
closer toward peak deliveries, investors need to be more patient and selective when acquiring apartment assets in 
the current low-yield and slowing NOI growth environment. Although we believe the prime markets should be viewed 
as strategic long-term performers, elevated pricing in these locations will likely constrain total returns in the near 
term.  
 
The central themes that are shaping our apartment strategy include: 
 

 Maintain Discipline in the Urban Core: Given the unprecedented surge of new luxury product into prime urban 
core areas, it will be important to exercise discipline where, while urban infill is still in play, oversupply remains a 
concern, rent growth is flat or negative, and yields remain low. Only the best located properties with unique 
amenities should be considered. Proximity to grocers, parks, trails, and town centers may help distinguish a 
property from the plethora of competitors. Moreover, the flood of high-end product being delivered has 
implications for rent levels, where downtown markets are already experiencing an adjustment period. Properties 
once considered Class A have had to compete for renters further down the income scale. This is evident in 
gateway markets where one to two months of free rent are being offered to lease vacant units. Still, forecasts 
indicate 2018 will likely be the peak year for deliveries. With that in mind, there may be opportunities to acquire 
prime assets should capital markets adjust to the slowing fundamentals in the urban core. 

 

 Renovation Strategy is Flashing Caution: The window to execute a successful renovation strategy in order to 
achieve higher yields appears to be closing. The attractive premium over Class A product has greatly diminished 
as cap rates have compressed, while rent growth for Class B and C product has slowed. Also, renovating during 
a period of rising construction costs requires diligent planning; the ability to manage the large capital expenditures 
necessary for upgrading these properties will be critical to the success of these strategies. 

 

 Evaluate Urban Nodes Outside of the CBD: With an unprecedented amount of high-end supply being delivered 
into the urban core, greater opportunities may instead exist in “urban nodes” located outside of central business 
districts (CBDs). We consider “urban nodes” to be amenitized and transit-oriented areas, with a nearby 
employment base, that exist in inner-ring suburbs. Many of these areas provide investors a yield premium over 
prime urban core product and are still supported by the demand trend of living in more urbanized locations. 
These neighborhoods also benefit from “affordability migration” out of core urban locations, as many people are 
being priced out of CBDs due to several years of high rent growth and new supply being concentrated in the 
luxury space of the market.  

 

 Seek Opportunities in the Suburbs: Recent demographic data clearly shows a sizeable population shift from 
urban core areas to inner-ring suburbs. This has been driven largely by ageing millennials gradually moving out 
of cities to raise young families while continuing to pay down student debt and save for down payments on 
homes. Recently, suburbs near Washington DC, Tampa, and Phoenix have seen the largest increase in rental 
households with children. While millennials may be moving to suburban areas, their jobs will likely remain in the 
urban core, and thus the desire for a shorter commute, both to work and to urban lifestyle options, remains most 
desirable for this renter cohort. Given these trends, properties in the suburbs should continue to meet very 
specific criteria, foremost being that they should be in good school systems and exhibit strong population growth. 
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9 Office Outlook and Strategy 
 

9.1 Current Conditions 
 
Now in its longest expansion cycle since the late 1990s, the office sector has not been able to fulfill its long-standing 
reputation as a late-cycle performer.  While steady economic growth continues to support office demand, overall net 
absorption remains relatively subdued when compared to previous growth cycles. The U.S. economy added two 
million jobs in 2017, another solid year of gains.64 Labor markets in most major metros were in full expansion with 
national employment exceeding its pre-recessionary peak by 10%.65 However, the search for qualified workers is 
becoming increasingly difficult and hiring is expected to slow as labor markets become extremely tight. Metros such 
as Austin, Dallas, Houston and Portland are expected to lead in office-using job growth over the next five years, while 
growth in the early recovery gateway markets such as New York, San Francisco, Los Angeles, Washington D.C. and 
Chicago is expected to moderate.66 
 
Although differences among metros exist, overall office fundamentals remain healthy with vacancy rates close to 
historical lows and rents surpassing last cycle’s peaks in most markets (see Exhibit 13). The vacancy rate across 
DeAM’s 21 Investable Markets (Investable Markets)67 has stayed virtually flat over the past few years, and net 
absorption, which slowed sharply in 2016, regained some momentum in 2017. Tech firms once again were the 
primary contributors to office net absorption, leasing almost 30 million square feet in 2017.68 Annual net absorption 
was expected to average 1.5% of stock by the end of 2017, compared to 1.0% of stock in 2016.69 
 

 
 

 
*DeAM’s 21 Office Investable Markets 
Sources: CBRE-EA (History) and Deutsche Asset Management (Forecast). Data as of December 2017.  
No assurance can be given that any forecast or target will be achieved.  

 
Construction activity remains elevated but is expected to slow with 2017 projected to be the peak year for new supply 
in the past decade. Approximately 58 million square feet of new office space (1.9% of stock) was expected to be 
delivered by the end of 201770 across the Investable Markets. Average vacancy rates are projected to level off in the 
low-to-mid 11% during the near-term before edging higher as the office sector shifts into the mature phase of the real 
estate cycle. 
  

                                                      
64 Bureau of Labor Statistics, as of December 2017. 
65 Moody’s Analytics, as of 3Q17. 
66 Moody’s Analytics, as of 3Q17. 
67 Deutsche Asset Management: Office Investable Markets include 21 major metros in the U.S. 
68 JLL, as of January 2018. 
69 Deutsche Asset Management, as of December 2017. 
67 CBRE-EA, Deutsche Asset Management, as of December 2017. 
68 CBRE-EA, Deutsche Asset Management, as of December 2017. 
 

7%

8%

9%

10%

11%

12%

13%

14%

15%

16%

-2%

-1%

0%

1%

2%

3%

4%

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

V
a
c
a
n
c
y
 R

a
te

 (
%

)

C
o
m

p
le

ti
o

n
s
 a

n
d
 N

e
t 
A

b
s
o
rp

ti
o

n
 

(%
 o

f 
In

v
e
n
to

ry
)

Completions (000) Net Absorption (000) Vacancy % Vacancy (20-Year Average)

Exhibit 13: Office Net Absorption and Completions as % of Inventory and Vacancy Rate (1998-2022)* 

Forecast 



 

21    U.S. Real Estate Strategic Outlook | February 2018     

With the overall vacancy rate projected to level off over the next several years, the strongest years of rent growth are 
now likely behind us (see Exhibit 14). Office rent growth is expected to slow from the 4-6% range (2012 to 2015) to 
2-3% range over the near term (2018-2020).71  Despite the projected slowdown in rent growth going forward, 
prospects for healthy Net Operating Income (NOI) gains remain. With the office sector going into its eighth year of 
growth, leases that were signed 5-7 years ago are now expiring, creating the opportunity for landlords to roll these 
leases up to today’s much higher market rental rates. Firms are increasingly using their physical office space as a 
marketing tool to retain and attract talent and are willing to pay up for higher quality assets in better, transit oriented 
locations. 
 

 
 

 
Sources: CBRE-EA (History); Deutsche Asset Management (Forecast). Data as of September 2017.  
Early-Recovery (Tech) Metros include: Austin, Boston, Dallas, Denver, San Francisco, San Jose, Oakland, Seattle 
Regional Metros include: Atlanta, Charlotte, Fort Lauderdale, Miami, Orange County, Phoenix, San Diego, Portland  

 
We believe that effective rents, which have grown over 22% in an uneven expansion since 201072, will see growth 
branch out as the “early-recovery” markets cool. Along with Dallas, tech hubs such as Austin, Boston, Denver, the 
San Francisco Bay Area, and Seattle were all stellar performers coming out of the last recession – producing a 
collective rent growth average of 6.5% per year from 2012 to 2016 (see Exhibit 14). Developers responded to these 
outperformers with a surge of new supply while job growth slowed and net absorption decelerated. As a result, rent 
growth in these markets slipped behind that of prime regional markets, including Atlanta, Charlotte, South Florida, 
Orange County, Phoenix, San Diego, and Portland, where new construction has been restrained. These prime 
regional markets are forecast to grow rents by a collective 3.9% per year from 2018 to 2020, surpassing the early-
recovery market average of 2.5% per year during the same three-year period.73 
 

9.2 Outlook and Strategy 
 
After several more years of modest growth, the office sector is expected to move closer towards the mature phase 
of the estate cycle.  Office fundamentals are likely to remain solid in the near-term, though rent growth is expected 
to slow by the middle of the forecast. The impact of active new construction may cause vacancies to rise in select 
markets, yet remain healthy compared to historical levels. Despite the expected tax stimulus aimed at boosting 
growth among U.S. corporations, most major gateway metros are reaching their peaks as it relates to labor markets 
and space demand. Persistently low yields across U.S. gateway markets and major CBDs create risk and return 
imbalances, with future returns highly sensitive to changes in NOI. Space preferences are evolving with tenants 
favouring buildings with a wide range of amenities aimed at supporting employee wellbeing and an activity based 
workplace.  
  

                                                      
 
72 CBRE-EA, Deutsche Asset Management, as of December 2017. 
73 CBRE-EA, Deutsche Asset Management, as of December 2017. 
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The central themes that are shaping our office strategy include: 
 

 High Density Inner Suburbs: Inner suburbs include suburban locations with ample transit connections, lively 
neighbourhoods offering a wide range of amenities, adjacent to major CBDs and hosting a high concentration of 
well-educated workers. Current office rents in the CBD are more than 75% higher than in the suburbs, a spread 
much wider than the historical norms (vs. 50%).74 This spread widened significantly since the recession as a 
result of company relocations into the CBDs from the suburbs as well as the growing preference of today’s 
workforce to be in urbanized, accessible areas. However, low housing affordability in gateway markets may limit 
this urban demographic growth, which will likely look for housing in the inner suburbs that offer both affordability 
and access to an urban living style.  

 

 Office Space Focused on Well-being: Tenants are increasingly viewing their office space as a tool to retain and 
hire talent. While the degree of office densification has likely reached a plateau, tenants are increasingly investing 
in more amenities. While building quality, location and space efficiency are still paramount, wireless office 
lounges, huddle rooms, gyms, cafés as well as walking distance access to amenities are becoming a staple. The 
traditional workspace is becoming an activity-based venue and landlords and developers accommodating the 
trend.  

 

 Supply Constrained Regional Metros: High rent growth across tech and early recovery markets is cooling off, 
with regional metros, particularly in the high-growth Sunbelt markets, starting to outperform. These are metros 
with strong demographic and office-using employment prospects as well as affordable business costs and 
housing. Over a long period, oversupply could be a challenge in these markets, but given the near-term supply 
and demand balance, we think that there could be opportunities in markets such as Phoenix, Miami, Fort 
Lauderdale and Orange County where rent growth is likely to outperform the Investable Markets average75 (see 
Exhibit 15).  

 

 
 

  
Sources: CBRE-EA (History) and Deutsche Asset Management (Forecast), as of December 2017.  
No assurance can be given that any forecast or target will be achieved. 

 
  

                                                      
74 CBRE-EA and Deutsche Asset Management, as of December 2017. 
No assurance can be made forecasts will materialize.  
75 Deutsche Asset Management, as of December 2017. 
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Appendix 1: U.S. House Portfolio 
 
The Deutsche Asset Management House Portfolio presents the allocation by property sector for core portfolios in the 
United States which we believe would outperform the NPI.  We develop the House Portfolio as an unlevered portfolio 
of properties for a U.S. investor without regard to tax consequences.  The House Portfolio is formulated using both 
quantitative and qualitative modeling, integrated with our House View.  The resulting weights, we believe, aid in 
providing long-term risk-adjusted outperformance to our portfolios versus the market as a whole and against relevant 
benchmarks and indices.  The analysis focuses on the four major property sectors and excludes hotels.  The following 
table summarizes our conclusions on weightings in comparison with the NPI.  The analysis results in an active 
overweight to the industrial sector and an underweight to the apartment sector, office sector, and retail sector. 
 

House Portfolio Construction – Sector Allocation 

Sector 
NPI 

Weights 
ODCE 

Weights 
Research Perspective 

House 
Portfolio 

Active Bet 

(vs NPI) 

Recommended 
Range 

Apartment 24% 22% 

 Economic expansion fueling household formation. 

 Decline in homeownership may not continue. 

 Higher construction causing vacancy rates to rise, NOI 
growth to fall. 

 Cap rates lowest among sectors 

20% (4%) 15% - 25% 

Industrial 15% 13% 

 Benefits from expanding U.S. population and job gains 
as well as e-commerce, housing production, and trade. 

 Speculative construction is rising but demand should 
still outpace. Good environment for build-to-core. 

 Solid rent  and NOI growth expected in near term 

 Smaller & mid-sized warehouses poised to outperform. 

 Flex/R&D is recovering, but limited to the west region.  

25% +10% 20% - 30% 

Office 37% 41% 

 Job growth will continue to increase office space 
demand, but some uncertainty near-term could work 
against absorption. 

 Flat vacancy resulting in anemic rent growth in CBDs, 
but more growth expected as vacancy remains under 
the long-term average through 2020. 

 Rent recovery has extended to suburban markets, 
supported by increased absorption and critical new 
supply. 

33% (4%) 28% - 38% 

Retail 24% 23% 

 E-commerce restraining store openings, but 
convenience and service (health, fitness, dining) retail 
expanding. 

 Lack of new supply contributing to improving 
fundamentals. 

 Rent growth becoming more broad-based. 

 Long duration leases provide stable income. 

22% (2%) 17% - 27% 

Hotel 1%  N/A 0% (1%) 0% 

Source: NCREIF Property Index (“NPI”) and Deutsche Asset Management. As of January 2018. 
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Appendix 2: Real Estate Target Markets 
 
Investible Metros: We screened top U.S. metros, which represent 86% of the NCREIF Property Index, and identified 
the investment markets for each property sector that we believe have the best prospects for superior performance 
during the market cycle or a portion of it. This metro selection is based on property market size, liquidity, growth 
characteristics, income, historical returns and other factors indicative of future performance. The list of these metros 
remains generally static, although some metros may be added or subtracted over time due to structural market 
changes. 
 
Target Investible Metros: These are a subset of the universe of investible metros and include markets expected to 
outperform or market perform during the next three to five years. 
 

Investible and Target Markets 

 
  Overweight   Underweight   Market Weight 

Market Apartments Industrial Office Retail 

Atlanta     

Austin     

Baltimore     

Boston     

Charlotte     

Chicago     

Dallas     

Denver     

Fort Lauderdale     

Houston     

Los Angeles     

Miami     

Minneapolis     

Nashville     

New York     

Oakland / East Bay     

Orange County     

Orlando     

Philadelphia / 
Central PA  

    

Phoenix     

Portland     

Raleigh     

Riverside     

San Diego     

San Francisco     

San Jose     

Seattle     

Tampa     

Washington DC     

West Palm Beach     

Source:  Deutsche Asset Management.  Data as of January 2018. 
 
The comments, opinions and estimates presented above are based on or derived from sources that we believe to be reliable. We do not 
guarantee their accuracy. This material is for informational purposes only and the underlying assumptions and views are subject to change 
without notice.  
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Important Information 
 
Deutsche Asset Management represents the asset management activities conducted by Deutsche Bank AG or any of its subsidiaries. In the U.S., 
Deutsche Asset Management relates to the asset management activities of RREEF America L.L.C.; in Germany: RREEF Investment GmbH, 
RREEF Management GmbH, and RREEF Spezial Invest GmbH; in Australia: Deutsche Investments Australia Limited (ABN 52 074 599 401) an 
Australian financial services incense holder; in Japan: Deutsche Securities Inc. (For DSI, financial advisory (not investment advisory) and 
distribution services only); in Hong Kong: Deutsche Bank Aktiengesellschaft, Hong Kong Branch (for direct real estate business), and Deutsche 
Asset Management (Hong Kong) Limited (for real estate securities business); in Singapore: Deutsche Asset Management (Asia) Limited 
(Company Reg. No. 198701485N); in the United Kingdom: Deutsche Alternative Asset Management (UK) Limited, Deutsche Alternative Asset 
Management (Global) Limited and Deutsche Asset Management (UK) Limited; and in Denmark, Finland, Norway and Sweden: Deutsche 
Alternative Asset Management (UK) Limited and Deutsche Alternative Asset Management (Global) Limited; in addition to other regional entities 
in the Deutsche Bank Group. 
 
For purposes of ERISA and the Department of Labor's fiduciary rule, we are relying on the sophisticated fiduciary exception in marketing our 
services and products, and nothing herein is intended as fiduciary or impartial investment advice unless it is provided under an existing mandate. 
 
Key Deutsche Asset Management research personnel are voting members of various investment committees. Members of the investment 
committees vote with respect to underlying investments and/or transactions and certain other matters subjected to a vote of such investment 
committee. The views expressed in this document have been approved by the responsible portfolio management team and Real Estate investment 
committee and may not necessarily be the views of any other division within Deutsche Asset Management. 
 
This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is 
intended for informational purposes only. It does not constitute investment advice, a recommendation, an offer, solicitation, the basis for any 
contract to purchase or sell any security or other instrument, or for Deutsche Bank AG or its affiliates to enter into or arrange any type of transaction 
as a consequence of any information contained herein. Neither Deutsche Bank AG nor any of its affiliates gives any warranty as to the accuracy, 
reliability or completeness of information which is contained in this document. Except insofar as liability under any statute cannot be excluded, no 
member of the Deutsche Bank Group, the Issuer or any office, employee or associate of them accepts any liability (whether arising in contract, in 
tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequential 
or otherwise suffered by the recipient of this document or any other person. 
 
The views expressed in this document constitute Deutsche Bank AG or its affiliates’ judgment at the time of issue and are subject to change. This 
document is only for professional investors. This document was prepared without regard to the specific objectives, financial situation or needs of 
any particular person who may receive it. No further distribution is allowed without prior written consent of the Issuer. 
 
Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss of income and principal 
invested. 
 
The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time. 
 
Investment in real estate may be or become nonperforming after acquisition for a wide variety of reasons. Nonperforming real estate investment 
may require substantial workout negotiations and/ or restructuring. Environmental liabilities may pose a risk such that the owner or operator of 
real property may become liable for the costs of removal or remediation of certain hazardous substances released on, about, under, or in its 
property. Additionally, to the extent real estate investments are made in foreign countries, such countries may prove to be politically or 
economically unstable. Finally, exposure to fluctuations in currency exchange rates may affect the value of a real estate investment. 
 
Investments in Real Estate are subject to various risks, including but not limited to the following: 
 
— Adverse changes in economic conditions including changes in the financial conditions of tenants, buyer and sellers, changes in the 

availability of debt financing, changes in interest rates, real estate tax rates and other operating expenses; 
— Adverse changes in law and regulation including environmental laws and regulations, zoning laws and other governmental rules and fiscal 

policies; 
— Environmental claims arising in respect of real estate acquired with undisclosed or unknown environmental problems or as to which 

inadequate reserves have been established; 
— Changes in the relative popularity of property types and locations; 
— Risks and operating problems arising out of the presence of certain construction materials; and 
— Currency / exchange rate risks where the investments are denominated in a currency other than the investor’s home currency. 
 
An investment in real estate involves a high degree of risk, including possible loss of principal amount invested, and is suitable only for 
sophisticated investors who can bear such losses. The value of shares/ units and their derived income may fall or rise.  
 
Any forecasts provided herein are based upon Deutsche Asset Management’s opinion of the market at this date and are subject to change 
dependent on the market. Past performance or any prediction, projection or forecast on the economy or markets is not indicative of future 
performance.  
 
In Australia: Issued by Deutsche Investments Australia Limited (ABN 52 074 599 401), holder of an Australian Financial Services License (AFSL 
499 640). This information is only available to persons who are professional, sophisticated, or wholesale investors as defined under section 761 
G of the Corporations Act 2001 (Cth). The information provided is not to be construed as investment, legal or tax advice and any recipient should 
take their own investment, legal and tax advice before investing. An investment with Deutsche Asset Management is not a deposit with or any 
other type of liability of Deutsche Bank AG ARBN 064 165 162, Deutsche Investments Australia Limited or any other member of the Deutsche 
Bank AG Group. The capital value of and performance of an investment  is not in any way guaranteed by Deutsche Bank AG, Deutsche 
Investments Australia Limited or any other member of the Deutsche Bank Group. Any forecasts provided herein are based upon our opinion of 
the market as at this date and are subject to change, dependent on future changes in the market. Any prediction, projection or forecast on the 
economy, stock market, bond market or the economic trends of the markets is not necessarily indicative of the future or likely performance. 
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Investments are subject to investment risk, including possible delays in repayment and loss of income and principal invested. Deutsche 
Investments Australia Limited is not an Authorised Deposit-taking Institution under the Banking Act 1959 nor regulated by APRA 
 
Dubai International Financial Centre: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by the 
Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services activities that fall within the scope 
of its existing DFSA license. Principal place of business in the DIFC: Dubai International Fi-nancial Centre, The Gate Village, Building 5, PO Box 
504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank AG. Related financial products or services are only available to 
Professional Clients, as defined by the Dubai Financial Services Authority. 
 
Notice to prospective Investors in Japan: This document is distributed in Japan by DeAMJ. Please contact the responsible employee of DeAMJ 
in case you have any question on this document because DeAMJ serves as contacts for the product or service described in this document. This 
document is for distribution to Professional Investors only under the Financial Instruments and Exchange Law. 
 
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the Capital Market 
Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall within the scope of its existing CMA 
license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 
Riyadh, Saudi Arabia. 
 
Notice to prospective Investors in Japan: This document is distributed in Japan by DeAMJ. Please contact the responsible employee of DeAMJ 
in case you have any question on this document because DeAMJ serves as contacts for the product or service described in this document. This 
document is for distribution to Professional Investors only under the Financial Instruments and Exchange Law. 
 
For Investors in Switzerland: This material is intended for information purposes only and does not constitute investment advice or a personal 
recommendation. This document should not be construed as an offer to sell any investment or service. Furthermore, this document does not 
constitute the solicitation of an offer to purchase or subscribe for any investment or service in any jurisdiction where, or from any person in respect 
of whom, such a solicitation of an offer is unlawful. Neither Deutsche Bank AG nor any of its affiliates, gives any warranty as to the accuracy, 
reliability or completeness of information which is contained in this document. Past performance or any prediction or forecast is not indicative of 
future results. 
 
The views expressed in this document constitute Deutsche Bank AG or its affiliates’ judgment at the time of issue and are sub ject to change. 
Deutsche Bank has no obligation to update, modify or amend this letter or to otherwise notify a reader thereof in the event that any matter stated 
herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject 
company is withdrawn.  Prices and availability of financial instruments also are subject to change without notice. 
 
The information provided in this document is addressed solely to Qualified Investors pursuant to Article 10 paragraph 3 of the Swiss Federal Act 
on Collective Investment Schemes (CISA) and Article 6 of the Ordinance on Collective Investment Schemes. This document is not a prospectus 
within the meaning of Articles 1156 and 652a of the Swiss Code of Obligations and may not comply with the information standards required 
thereunder. This document may not be copied, reproduced, distributed or passed on to others without the prior written consent of Deutsche Bank 
AG or its affiliates. 
 
For investors in the United Kingdom: Marketing Material. This document is a ‘non-retail’ communication within the meaning of the FCA’s rules 
and is directed only at persons satisfying. This document is not intended for and should not be relied upon by a retail client. DB SPECIFICALLY 
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