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• BOC and ECB cut rates. 

• US economy firm but slowing. 

• Inflation still cooling.  

• Fed set to hold.  

• Global CRE markets could diverge.
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After last week’s broader international perspective, we are doing something similar once again. 
This week we focus on central banking given some noteworthy events from last week. The world 
has finally arrived at the point where monetary policy is shifting as central banks begin to cut 
rates and ease monetary conditions. But key central banks are not moving at the same time or 
the same pace. What does that mean for their respective economies and commercial real estate 
(CRE) markets? 

International Inferences 

Last week brought the long-awaited commencement of monetary easing among the group that 
(arguably) constitutes the world’s most important central banks. The group of seven (G7) – the 
US, Germany, Japan, the UK, France, Italy, and Canada - represent the 7 largest developed 
economies in the world.  Their respective central banks – the US Federal Reserve (Fed), the 
European Central Bank (ECB), the Bank of Japan (BOJ), the Bank of England (BOE), and the 
Bank of Canada (BOC) – together largely dictate what could be called global monetary policy. 
Their combined share of currency reserves equals roughly 92% of the global total. Most, if not 
all, of the members of this group will ease policy rates over the next 12 months. The BOC and 
the ECB took the lead here, cutting rates on consecutive days last week, both by 25 basis points 
(bps). And with the large drop in inflation in the UK in April (down 90 bps on a yearly basis), the 
BOE looks set to cut as soon as its next meeting on June 20. The BOJ will likely remain an outlier 
among this group with the potential to raise rates later this year because inflation is still running 
a bit hot, at least by Japanese standards. But what about Fed policy against such a global 
backdrop? 

Domestic Developments 

The domestic economic situation is clouding the Fed’s decision making, even though we have 
long argued that it shouldn’t. Last week’s data, predominantly from the labor market, showed 
that while the US economic expansion remains rather durable, it is slowing. The data last week 
came in decidedly mixed – job growth exceeded expectations, but the unemployment rate 
ticked up again, wage pressures remained firm, and open jobs declined to their lowest level in 
roughly 3 years. Meanwhile, supporting data from the ISM services and manufacturing indexes 
showed the economy continued to expand but at the same uneven pace of recent quarters. But 
if we step back and take a broader perspective, economic slowing becomes clearer. The 
unemployment rate has increased by 60 bps since last year and real wage growth, while positive, 
isn’t meaningfully accelerating any longer. Net job gains predominantly stem from immigration, 
which remains tenuous at the best of times. And GDP growth and consumer spending have 
clearly downshifted this year.   

This week we will get the bulk of May’s inflation data, which remains paramount for Fed policy. 
We anticipate deceleration in the consumer price index (CPI), producer price index (PPI), and 
import prices, largely due to the pullback in energy prices. Core inflation could still see some 
lingering pressure from shelter costs. And the preliminary reading on consumer sentiment for 
June seems likely to have increased following some tepid readings in recent months. 
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Fed Fumblings 

Yet none of this data should be enough to move the Fed yet. Even with other major central banks 
shifting into an easing stance, we anticipate that the Fed will leave rates unchanged when it 
meets this week. Why? Because as we have vociferously argued, the Fed remains fixated on 
inflation measures that are lagged at best and incorrect at worst. This stems from the outsized 
share of rent in US inflation indexes, relative to those of other G7 nations, specifically because 
of the inclusion of owned-housing “rent.” No other G7 nation uses such a metric, even when 
they attempt to measure the cost of owning a home. Housing remains expensive almost 
everywhere in the developed world because of an acute housing shortage. In some G7 
countries housing is more expensive and is appreciating faster than in the US. Yet, only in the 
US is expensive housing skewing inflation data.  

We need not relitigate our case against including such a measure in this weekly – previous 
publications of ours have already done so thoroughly. But the Fed is increasingly risking a 
downturn in the economy by leaving rates too high for too long because of this issue. In the US, 
inflation excluding shelter sits near Fed target. Or alternatively, the harmonized CPI, which 
effectively replicates the Eurozone’s CPI basket, also rests very near Fed target. Both 
demonstrate that the Fed could currently possess the same rationale to cut rates as other major 
G7 central banks. While our modeling still suggests that the Fed could cut later this year, it does 
not have infinite time on its hands, especially as we see more evidence of slowing in the US 
economy. But letting other central banks cut first affords it the ability to watch and see what 
happens, which could provide it with more evidence and greater confidence to cut rates later 
this year.  

 

CRE Implications 

While one or two rate cuts have little direct impact on CRE markets, they indirectly can contribute 
notably. How? First, ceteris paribus, interest rate cuts help to stimulate the economy, support 
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space market fundamentals, and consequently boost income returns and valuations. Second, 
while limited rate cuts have little impact on CRE discount rates and cap rates via the reduction 
in the risk-free-rate (RFR) proxy, they historically have a much larger impact on the pure risk 
premia embedded in CRE discount and cap rates. As central banks start cutting interest rates, 
CRE valuations and appreciation returns increase, rather rapidly, as investors adjust their risk-
reward preferences. Therefore, in the short run, CRE markets with declining interest rates 
(namely Canada, the UK, and the Eurozone) could see a quicker boost to returns as investor 
sentiment shifts. The US market will likely lag while waiting for the Fed.  

Thought Of The Week 

World leaders, including the pope, will meet at the G7 summit in Italy beginning on Thursday. 
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About BGO 

BentallGreenOak (“BGO” or “BentallGreenOak”) includes BentallGreenOak (Canada) Limited 
Partnership, BentallGreenOak (U.S.) Limited Partnership (“BGO U.S.”), their worldwide 
subsidiaries, and the real estate and commercial mortgage investment groups of certain of their 
affiliates, all of which comprise a team of real estate professionals spanning multiple legal 
entities.  

This document is for informational purposes only and does not constitute an offer to sell or 
solicitation of an offer to buy units in any BentallGreenOak fund (a “BGO Fund”, “Fund”, or, 
collectively, “BGO Funds” or “Funds”). Prospective investors must not construe the contents of 
this document as legal, tax, financial, accounting, investment or other advice, and each 
prospective investor is urged to consult with its own advisers with respect to legal, tax, financial, 
accounting, investment and other consequences of investing in a BGO Fund, the suitability of a 
BGO Fund for such investor and other relevant matters concerning an investment in a BGO 
Fund. A decision as to an investment in any Fund must be made solely by the investor and in 
consultation with its own advisers.  

Statements in this document that are not historical facts are based on current expectations, 
estimates, projections, opinions and beliefs and are subject to change. Such statements are 
subject to known and unknown risks, uncertainties and other factors. Moreover, this document 
contains statements, estimates and projections as well as certain forward-looking statements, 
which can be identified by the use of forward-looking terminology such as “may”, “will”, “would”, 
“should”, “expect”, “project”, “intend”, “target” or “believe” or the negatives thereof or other 
variations thereon or comparable terminology (together, the “Projections”). Economic outcomes 
may differ materially from those reflected in or contemplated by such forward-looking 
statements, and undue reliance should not be placed thereon.  The market analysis presented 
in this document represents the subjective views of BGO. 
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