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Today marks a significant shift in the “status quo” with the unexpected win of Donald Trump in the U.S. Presidential election. As 

compared to the UK vote to leave the European Union in June, the surprise U.S. election vote is likely to be viewed as having far more 

significant global repercussions.  As a result, most of the attention in the next few weeks will be focused on the likely volatility in 

financial markets.    

However, as we also learned from the UK “Brexit” vote, this volatility may provide little or no usable information about what happens 

next, particularly with regards to commercial real estate markets. While we will be mindful of this volatility when making near-term 

investment decisions, we are mostly focused on the longer-term impacts of the likely policy shifts under a Trump administration. 

For the United States, in addition to new policy uncertainty, the same constraints that have weighed on real estate investment decisions 

for at least the past year remain. These include low wage growth despite near-full employment, historically meagre business 

investment, concerns that Fed policy may be ineffective in a low interest rate environment, and the potential for a China hard landing to 

disrupt the global financial system. These economic constraints and risks are no smaller than they were at the beginning of this year. 

However, real estate markets have performed well so far this year despite these and other considerable headwinds, providing 

momentum that we expect to continue into 2017. 

The outlook for Latin America, in particular Mexico, is less ambiguous, with anticipated restrictions on both trade and U.S. immigration 

presenting new constraints on real estate markets. Mexico has benefitted from more open trade and immigration for over 20 years. 

While we do not expect a wholesale reversal, the marginal impact of higher barriers to both would be negative. The Mexico economy 

may well slip into recession over the near term. However, we will not overreact to this short-term setback, even though financial and 

real estate investment markets may well do so. 

Four Adjustments to the Status Quo 

The main policy priorities of the Trump campaign, if they are embodied in new legislation, are likely to have a net negative impact on 

U.S. commercial real estate tenant and investor demand. The most notable negatives are more restrictive trade and immigration 

policies: 

■ Trade: There is a potential for at least partial rollbacks of existing free trade agreements, and almost no chance for approval of new 

large scale ones (notably including the Trans Pacific Partnership). Most credible research shows that freer trade has been a positive 

and significant growth driver globally in the United States and in much of Latin America, particularly Mexico, over the past two 

decades. Therefore, the converse would suggest that a shift away from free trade would likely have widely distributed negative 

economic and real estate impacts, with some concentrated (but much smaller) positive ones. On the margin, this is negative for 

major logistics markets in the United States, and may also compel us revisit our bullish position on long-term manufacturing growth 

in Mexico. 

■ Immigration: The likelihood of an initiative to reduce legal immigration, and a potential increase in deportation of illegal immigration, 

will weigh on consumption growth, and potentially create labor shortages in industries including construction and manufacturing. 

While the U.S. Census projects population growth of 0.75% from 2015 to 2030, high by comparison with most developed 

economies, that projection assumes net immigration accounts for more than half of that growth. Holding other factors constant, 

those estimates may now be too high. The U.S. apartment and retail sectors are most likely to be harmed by this shift, particularly in 

the Sunbelt and in other large cities. Mexico’s retail and housing sectors may be hurt even more, as remittances from Mexicans 

living in the United States may decline. 

Partially mitigating these constraints, at least over the short term, are a potential increase in infrastructure spending, as well as 

stimulative effects from lower tax rates.  
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■ Infrastructure: There is a likelihood of a large infrastructure package, perhaps as part of a compromise with Democrats to pass tax 

cuts. With a Republican Congress, this is likely to skew more towards investments in highways and bridges rather than in public 

transport and center cities, which may bolster real estate demand in suburban locations, particularly in non-gateway markets. 

However, given the long approval processes required to get these projects underway, most of the benefits are likely to be years 

rather than months away. 

■ Taxes and Spending: The Trump platform calls for large tax cuts, particularly for high earners, without many spending cuts to offset 

them. That is likely to provide some economic stimulus, at least for the short term, and the effect would be larger should the 

administration and Congress choose to extend the tax cuts to lower income households with the highest propensity to spend. Over 

the longer term however, lower taxes may curb future growth if revenues lag behind spending, since this would require future tax 

hikes or large spending cuts that could more than offset the initial stimulus. A sharp rise in interest rates cannot be ruled out if deficit 

concerns spook Treasury investors. 

While some of these policy shifts may be significant, it is unclear how strong Trump’s mandate is, and perhaps more importantly 

whether some of his policy priorities are shared with Congressional leaders in his party. This may prolong the policy uncertainty period 

well into next year and potentially longer, and possibly result in legislation that is mostly incremental rather than abrupt. 

A Two-Pronged Approach 

In this environment, we plan to take a two-pronged approach to managing our portfolios and making investment decisions: 

The first prong is not making any significant changes to our long-term investment strategies in response to near-term volatility. Most 

likely, we will slow down our acquisitions and development activity, as well as our planned asset sales. While certain assumptions 

supporting our investment theses will need to be re-evaluated in light of likely policy shifts, we expect most of them to remain intact. 

Briefly summarized, our view on commercial real estate markets headed into 2017 is for: 

■ Balanced equity capital flows into U.S. real estate, with some investors moderately decreasing their real estate exposure and others 

(particularly non-U.S. investors) increasing it; 

■ Steady tenant demand, aided by limited construction activity, driving continued improvement in occupancies and rent growth in the 

U.S., and, albeit now with less certainty, Mexico; 

■ And a continued “de-risking” of U.S. commercial real estate debt markets, which will keep financing flowing to safe, stabilized 

assets, but constrain funding for construction and assets requiring leasing or capital expenditures. 

The second prong is to seek out extraordinary opportunities that may arise due to overreactions to market volatility.  These 

opportunities may arise in two forms:  

■ Real estate assets with favorable long-term fundamentals that motivated owners need to sell quickly. These may include larger 

assets that most investors cannot absorb, and properties with near-term capital needs. We may find these opportunities in both 

large and smaller U.S. markets, and particularly in Mexico.  

■ Sub-equity positions in capital stacks, since the returns from debt may be competitive with or even superior to equity on a risk-

adjusted basis. We have already begun seeing an increase in attractively-priced debt investments, and expect more in the coming 

period of economic and policy uncertainty. 
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Important Information 

PGIM is the primary asset management business of Prudential Financial, Inc (PFI). PGIM Real Estate is PGIM’s real estate investment advisory 

business and operates through PGIM, Inc., a registered investment advisor.   PGIM, their respective logos as well as the Rock symbol are service 

marks of PFI and its related entities, registered in many jurisdictions worldwide. In the United Kingdom, information is presented by PGIM Real 

Estate which is affiliated to PGIM Limited. PGIM Limited is authorized and regulated by the Financial Conduct Authority ('FCA') of the United 

Kingdom (registration number 193418) and duly passported in various jurisdictions in the European Economic Area.  These materials are being 

issued by PGIM Limited to persons who are professional clients or eligible counterparties for the purposes of the Financial Conduct Authority’s 

Conduct of Business Sourcebook. PFI of the United States is not affiliated in any manner with Prudential plc, a company incorporated in the United 

Kingdom. The information provided in the document is presented by PGIM (Singapore) Pte. Ltd.), a Singapore investment manager that is registered 

with, and licensed by the Monetary Authority of Singapore. In PGIM (Hong Kong) Limited, this material is distributed by representatives of  PGIM 

Asia Fund Management Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to professional investors as defined in 

Part 1 of Schedule 1 of the Securities and Futures Ordinance. 

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities, 

issuers or financial instruments referenced herein.   Distribution of this information to any person other than the person to whom it was originally 

delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the 

contents hereof, without prior consent of PGIM Real Estate is prohibited.  Certain information contained herein has been obtained from sources that 

PGIM Real Estate believes to be reliable as of the date presented; however, PGIM Real Estate cannot guarantee the accuracy of such information, 

assure its completeness, or warrant such information will not be changed.  The information contained herein is current as of the date of issuance (or 

such earlier date as referenced herein) and is subject to change without notice. PGIM Real Estate has no obligation to update any or all of such 

information; nor do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for 

errors.  These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or 

any investment management services and should not be used as the basis for any investment decision.  Past performance is no guarantee or 

reliable indicator of future results.  No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any 

use of the information contained in or derived from this report.  PGIM Real Estate and its affiliates may make investment decisions that are 

inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates. 

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 

recommendations of particular securities, financial instruments or strategies to particular clients or prospects.  No determination has been made 

regarding the suitability of any securities, financial instruments or strategies for particular clients or prospects.  For any securities or financial 

instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.   

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product investment 

committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may receive incentive 

compensation based upon the overall performance of the organization itself and certain investment funds or products. At the date of issue, PGIM 

Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including publicly traded real estate securities.  

PGIM Real Estate affiliates may develop and publish research that is independent of, and different than, the recommendations contained herein.  

PGIM Real Estate personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or written market 

commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary investment ideas that differ from the views expressed herein.  

Additional information regarding actual and potential conflicts of interest is available in Part 2 of PGIM’s Form ADV. 

 


