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Liquidity is a good defense and offense in volatile markets
September 10, 2015 - Appraisal & Consulting

Turmoil, downturn or collapse...just some more jiggles, bigger than before. As China moves to
restore its economy, the global trading community prepares to participate in the new global order.
Our FED prepares to increase rates in an orderly manner, respecting the data on the domestic
economy, including the ripples from the China troubles. Commercial real estate is dependent on job
gains and a stable, growing economy. Trailing fundamentals stateside are persistently positive.
Anecdotal indications of marginal economic erosion from global woes will make the FED decision
and data analyses more complicated than anticipated just days ago before the market turmoil.
Everyone is sitting at this table and the volatility is painful.
The FED meets on September 15-16 to discuss the data and the rates. Boston FED president Eric
Rosengren, a nonvoting member of the Federal Open Markets Committee, assured us that the FED
action will be gradual in an interview with the Boston Globe on September 1. Rosengren said policy
makers are watching the movement and impact of the global stock markets to determine whether
the recent turmoil signals a long-term downturn or a temporary slip as investors to changing
economic conditions. Rosengren told the Forecasters Club of New York that (We) don't have a great
explanation of why the stock markets are down around the world and it makes Rosengren want to
gather more information. On September 2, Boston Globe staffers Megan Woodhouse and Beth
Healy respectively covered Rosengren/FED and China/FED including the wide ranging complexities
of the turmoil's and impacts on the domestic economy. Uncertainty dominated the macroeconomic
commentary in the Boston Globe, and most commentators were at a pause. Domestic commercial
real estate markets will be impacted in some way depending on micro market conditions.
Investment advisors are generally holding tight; some are selling and some are buying and some
are losing. To reduce the risk of exposure to the market volatility, California State Teachers'
Retirement System, CALSTRS, is considering shifting $20 billion away from stocks and bonds, a
risk mitigation strategy. The CALSTRS board will consider this substantial reduction in allocation at
year end meeting and will also be analyzing ongoing increases in beneficiary payouts. Commercial
real estate allocation is not expected to decrease or increase in CALSTRS in risk mitigation strategy.
David Mazza, head of exchange traded fund (ETF) research at State Street Global Advisors, said
ETF's have represented 40% of trading volume in recent days. All data points contribute to a better
understanding of what will be next.
Liquidity is a good defense and offense in volatile markets. The European Central Bank (ECB) will
be considering further quantitative easing at the next ECB meeting. Be nimble, be alert. Stay
engaged. Fed will act on rates soon and the action will be based on sustainable economy.
David Kirk, CRE, MAI, FRICS, is principal and founder of Kirk & Company, Real Estate Counselors,
Boston.
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