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The great unwind: real
assets acclimatise to new
liquidity environment

Central banks worldwide have started
the great liquidity unwind - from
ultra-accommodative monetary
policy to higher-for-longer interest
rates in most major markets. This
environment is mediated by global
regions and poses divergent re-
pricing risk for real assets.

Over the past 15 years, vast central
bank monetary stimulus became the
norm to support economies through
successive exogenous shocks - from
the global financial crisis, to the euro
crisis, Covid-19 and, most recently,
Russia’s invasion of Ukraine. The
blistering growth of central banks’
balance sheet growth is difficult to
reconcile with how normalised it
became to investors.

In the US, the Federal Reserve’s
balance sheet! ballooned 10-fold
in 14 years - from $880 billion in
January 2008, before peaking at a
whisker under $9 trillion in April
2022. Over the same period, the Bank
of England’s balance sheet2 expanded
12.8-fold from £77.7 billion at the end
0of 20073 to almost £1 trillion today,
while the European Central Bank’s
(ECB) balance sheet grew almost
six-fold from €1.51 trillion at the end
0of 2007 to €8.76 trillion at September
2022.4 In Japan, the Bank of Japan’s
balance sheet grew by more than
six-fold in 14.5 years from 111 to
701 trillion yen by the end of
August5 2022.

All this balance sheet expansion
financed the purchase of government
bonds, creating liquidity to cushioned
the impact of the crises and promote
a faster recovery. Monetary policy
was supported by ultra-low interest
rates and waves of fiscal stimulus

that protected businesses and
households. As a second-order effect,
this environment created a unique
goldilocks period that elevated risk
assets ahead of equities and bonds on
arelative value basis.

Central banks are now - at varying
speeds - shrinking balance sheets
at a time when 15 years of QE has
translated into persistent high
inflation. As financial conditions
tighten, high inflation and weakening
GDP may create stagflation which
pose risks to occupier markets,
capital flows and financing for real
assets. The outlook will be highly
divergent between regions, asset
classes and assets yield profile. We
expect a deeper bifurcation to emerge
where investment demand remains
supported for best-in-class assets
in sectors underpinned by secular
demand drivers (e.g., demographics,
urbanisation, technology and climate
change), and weakening demand for
everything else. The most significant
risk to real assets in a recessionary
environment with higher-for-longer
interest rates is to the re-pricing
risk for secondary assets which have
not kept pace with evolving tenants’
sector-specific requirements.

In the office market, amenity-
rich workspace that offers eclectic
utilisation options and meet
contemporary ESG expectations will
remain in high tenant demand, receive
ample financing liquidity options and
can effectively pass on inflationary
pressures to customers. By contrast,
commodity-style office space will be
less able to pass on inflation and may
be unattractive to occupiers even
where rent levels are lowered, while

refinancing risk will be higher.

In logistics, favourable occupier
supply-demand dynamics has
supported transmission of higher
building and operating costs (e.g.,
energy, labour, etc) into higher rents
for much of 2022. However, this trend
is underpinned by consumer demand
for which the outlook has worsened,
as high cost-of-living and energy
prices dampen disposable incomes
across several major markets. The
emerging environment will likely
to translate into a moderation
of landlords’ ability to pass on
inflation, rather than reverse the
trend. Logistics performance will be
resilient, if not spectacular as we have
come to expect in recent years.

“As financial conditions
tighten, high inflation
and weakening GDP
may create stagflation
which pose risks to
occupier markets, capital
flows and financing for
real assets.”

In retail markets, short and
long-term structural challenges
may worsen, although innovative
occupiers and landlords will
strengthen the drive to adapt and
thrive. Sales growth among retailers
will come under pressure in the
coming months, as lower disposable
incomes keep customers away. At
the same time, margins are squeezed
as fixed costs continue to rise
(e.g., energy, labour and logistics

costs). Itis a deadly combination
but disciplined business plans and
landlord-occupier coordination

can navigate the headwinds. Those
landlords and retailers that work
together to reposition retail space
with community-capturing events
and customer experiences as well

as focal points for last-mile logistics
will be among the cycle survivors.
Elsewhere, investment in digitalised
supply chains, end-to-end inventory,
fulfilment costs, and customer
experience metrics will help retailers
respond rapidly to dynamic inflation
pressures and sales trends.

CBRE Investment
Management has 50 years
of experience in managing
real assets investments.
Over five decades, we have
vast experience and reach
across the full real assets
landscape to manage our
clients’ capital through
economic downturns as well
as periods of high inflation
and rising interest rates.

To learn more about
real assets investment,
please visit cbreim.com
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