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Houston’s booming economy will generate an estimated 
117,000 new jobs in 2013, the most sizable gain since the 
early 1980s. While major oil companies remain a driving 
force behind growth, the local economy is becoming more 
diversified thanks to the metro’s active port and 
comparatively low costs of living and doing business. As of 
2012, Houston ranked at the top nationally for corporate 
relocations and expansions, spurring job creation in various 
employment sectors and driving apartment occupancy 
toward its pre-recession level. Another year of strong hiring 
in the professional and business services sectors, along with 
rising home prices, will maintain upward pressure on Class A 
demand, particularly in and around downtown, and 
throughout high-growth suburbs such as Katy, The 
Woodlands and Spring Branch/Champions. That said, the 
metro will record a sizable uptick in Class A completions, 

Houston Inventory Shortage Holds Cap Rates Near Record Lows 

hampering vacancy reductions. On a positive note, elevated 
development activity metrowide will fortify recovery of the 
previously hard-hit construction sector, which, along with other 
traditionally lower-paying industries, should lend further strength 
to renter demand for Class B/C units. 

Best-of-class assets in the most sought-after locations, such as the 
Galleria area, Energy Corridor or Westchase, will remain in 
particularly high demand among institutional investors and REITs, 
holding cap rates for these deals between 4 and 5 percent. In the 
suburbs, Class A+ properties will trade closer to 6.0 to 6.5 percent. 
Rising property prices and record-low cap rates have pushed most 
large regional investors into the Class B market. Competition has 
become especially strong for 1990s-vintage assets inside the loop, 
which can offer substantial rental upside through mostly cosmetic 
upgrades. First-year returns for these deals average in the mid- to 
high-7 percent range, while similar-quality properties outside the 
loop generally sell 50 to 75 basis points higher. The Class C 
market has also become crowded in recent quarters as private 
investors, including many from out of state, look to 1970s and 
1980s assets as an in-road to the metro. On average, Class C+ 
properties change hands at cap rates of 8.5 to 10 percent.  

Read More 

In this article we’re going to take a look at how real estate 
performs in various macro economic climates.  If you are following 
the news and the actions of not only the US government but most 
major governments in the world, then it is very reasonable, maybe 
a fore gone conclusion that we are headed for massive inflation in 
the not too distant future.  If things get even more out of control 
we could experience hyperinflation.  On the other hand, a case 
can be made for massive deflation, just like the Great Depression. 

It is out of the scope of this article to go into details on the factors 
leading to the two scenarios.  However, if you are a real estate 
investor, then it is important to understand how real estate 
investments perform in each of these two scenarios.  What 
happens in periods of high inflation?  The purchasing power of the 
dollar declines.  As a result, creditors are getting back in dollars 
that are worth less then they lent out and as a result they raise 
interest rates. Creditors like interest rates to be a few percentage 
points above inflation…As mortgages rates ...fewer people qualify 
for mortgages, rental demand increases and rents go up.  Rental 
property owners, especially those with fixed interest rate 
mortgages, receive higher rental income while their biggest 
expense stays fixed.  Thus their cash flow increases. 

How is appreciation affected by periods of  inflation? During times 
of high inflation, the cost of the raw materials needed for new 

construction increases, which also directly affects overall property 
prices. As the costs of materials, labor, and legal rise, prices of 
existing properties are positively impacted. But what if we're 
headed for another Great Depression? We certainly hope that is 
not the case, but let's take a look at how real estate performs in 
deflationary times. If residential real estate performs well in 
inflationary times then we might expect that it would not perform 
well as an investment in times of deflation but as we'll see that is 
not the case.  

In times of deflation, there isn't much money available to buy 
anything. This lack of money creates a lack of demand, and the 
lack of demand forces prices down and that includes real estate 
prices. How-ever real estate has just gone through a major 
deflationary period while other commodities such as gold , silver 
and oil have had major upswings. So real estate has less room to 
fall and less risk than other commodities. 

But here is the kicker, cash flow real estate has a huge advantage 
over other assets during inflation: the cash flow. 

Even if the value of a rental property drops during a period of 
deflation, the rent checks still give you a return on investment 
each month.  Other investments do not.  Read More 

By Lori Greymont          Summit Assets Group 
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