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AS THE TITLE INDICATES, this book
focuses primarily on the opportuni-
ties and potential risks of investing
in what are projected to become the
three of the four largest economies
in the world, along with the United
States, by 2050. As of 2008, China
was the third largest economy and
Brazil was the eighth largest. India

was not on the list of the top 10 largest world economies
as of 2008. Russia was excluded from the authors’ analysis
because of a much older demographic profile, a shrinking
population, less diverse economy, and continued signifi-
cant corruption.

The authors’ approach uses what they refer to as the LCG
Framework. The framework posits that the desirability of
direct real estate investment in emerging markets is a
function of three variables: locational factors; competitive
environment factors; and growth factors.

Locational factors include geographic location, natural
features, and institutional/legal factors such as natural
endowments (i.e. in labor, raw materials). It can also mean
controlling or owning specific locations within an urban
market that confer special advantages (i.e. local monopo-
lies). Real estate tends to be very site- and market-specific.

Competitive factors include core competencies of specific
firms. Firms with advantages relative to domestic competi-
tors may achieve higher returns or lower costs, thus leading
to more total profit. These factors may include greatest
access to investment capital, better practices and processes,
better management, and superior technology. Branding
and brand equity are also factors in this category.

Growth factors are related to locational factors, but are
considered separately in the book. All other things being
equal, local, regional and national markets that are
characterized by sustainable growth are typically
preferred over those with minimal or diminishing
growth. In many mature countries, long-term growth
prospects in terms of the economy and real estate markets
appear to be limited.

According to the authors, China, India and Brazil encom-
pass a significant percentage of the world’s land, 30
percent of the world’s population, and amount to a
combined GDP of U.S. $12.4 trillion.

In selecting these economies as some of the most
promising for real estate investment, the authors started
with an examination of growth factors.
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Those factors include very large populations (numbers of
people), generally young workforce, rapid urbanization,
and rising per capita and household incomes. Although
China is expected to experience some difficulties with an
aging population, the sheer size of China’s population
and other factors are expected to override this
demographic component. Both India and Brazil have
significant and growing youth populations, each of
which is expected to support its country’s economic
development for many years.

China already is the world’s manufacturing powerhouse
and is expected to continue to hold this status, although
in order to sustain and secure its future, the authors
believe that China will need to transition from such a
significant exporter to more domestic-driven demand.

India already has reaped some of the rewards of its
burgeoning IT sector, which is expected to continue to
experience significant growth. India graduates some
seven million college graduates annually including
350,000 engineers and IT professionals. Its human capital
pool offers both quantity and quality.

Brazil is currently the world’s fifth largest economy in
terms of area and population. The country has consider-
able wealth in terms of its natural resources, and its ability
to harness these resources for the benefit of its own
population and for other world markets is expected to
propel this country forward. In 2007 and 2008, oil
accumulations were found in several exploratory blocks
in the Santos Basin off the southeast coastline. The large
oil fields found in this area could have as much as eight
billion barrels of recoverable oil equivalent, according to
Petrobras. The U.S. Energy Administration forecasts that
Brazilian fuel production will grow steadily for the next
two decades.

CHINA

China offers a multitude of opportunities, primarily in
the largest markets of Beijing, Shanghai and
Guangzhou/Shenzhen, although growth is also occurring
in several secondary markets. China’s consumer class is
growing rapidly. According to the authors, there are
currently 64 million households earning more than the
equivalent of U.S. $5,000 per year. This is the level at
which discretionary consumption begins to grow.
Underlying this growth is an increase in real income
driven by new financial products and a change in
consumer behavior.

Office, industrial and retail sectors in most of the primary
markets have been booming. Although there has been
significant supply added to the market recently, the signifi-
cant growth projections suggest that the primary markets
of Bejing, Shanghai and Guangzhou/Shenzhen will remain
strong. Secondary markets, however, are not to be
overlooked as they are significant in size, have not had the
run up in price escalation of the primary markets and are
experiencing strong growth from movement out of the
primary markets to some of these secondary markets.
Cities to watch include Chengdu, Wuhan and Dalian.

China’s government is also closely managing the currency.
Although there has been much discussion, especially with
the U.S., about China keeping its currency artificially low,
the authors expect that as China’s economy moves
forward and continues to strengthen, the government will
permit the currency to become more widely used interna-
tionally and will pursue gradual liberalization of the
capital account.

Downside risks include issues with property tenure,
unpredictable government actions, a weak and ever-
changing legal/regulatory framework, low transparency
and high corruption. A recent law, however, now allows
diverse pension funds to invest in real estate. This could
mean billions of dollars of investment into the Chinese
real estate sector.

INDIA

India’s property market differs significantly from many
other markets in the world. It is very large, diverse,
complex, fragmented, and experiencing rapid growth.
The economy is growing rapidly, and demand for many
types of real estate is strong, even though concentrated in
only a few large cities.

There are relatively few major foreign players in the
office, retail, hospitality, IT/business parks, and industrial
sectors. There is also limited foreign presence in for-sale
residential real estate. The fundamental growth factors
driving demand are strong, including GDP growth,
exports, foreign direct investment, urban growth, popula-
tion growth, income growth (primarily the middle class),
and increasing disposable incomes.

Markets have been artificially constrained because of
significant regulatory barriers, although these have
recently been significantly reduced or removed. There is
estimated to be significant pent-up demand in several real
estate sectors that resulted from the previous barriers.
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The market is growing rapidly in all sectors, particularly
residential and retail. There continues to be significant
migration from the rural areas to the larger cities.

First-tier markets that are growing the most rapidly
include: Mumbai, Kolkata, Delhi, Chennai, Bangalore,
and Hyderabad. Bangalore, Chennai and Hyderabad are
key IT destinations. Mumbai is the financial capital,
headquarters of the media/entertainment industry and
many corporate headquarters. Delhi is the political capital
and a key tourist center.

Mumbai recorded the highest level of absorption of office
space among all the Indian cities over the past several
years. Developers are constructing a large supply of
commercial space, catering to the needs of IT and
computer companies. The IT and ITES and technology
sectors have been the main drivers of demand for office
space in Mumbai, especially in the secondary business
districts of Malad and Powai.

Bangalore is the undisputed leader in software exports.
The boom in the Indian IT industry has resulted in
Bangalore being designated as the “Silicon Valley” of the
Indian IT industry. Bangalore is one of the leading cities
for high-paying, high-quality jobs. Despite significant
supply of Class A office space in this city, rental values
have remained stable and developers remain optimistic
regarding growth.

In Delhi, established retail districts within the city are
experiencing increased competition from shopping malls
being constructed on the city’s outskirts. The develop-
ment authorities have taken a number of positive steps to
develop large-format organized retailing areas. This has
resulted in a number of malls being constructed in parts
of the west and east of Delhi.

Downside risks include somewhat weak fiscal position,
weather (monsoons still affect GDP), significant varia-
tions countrywide in terms of economic growth,
economic policy, population, and human development.
Other issues include low transparency, corruption and
bureaucratic laws and governance.

BRAZIL

Brazil is a much stronger economy relative to other
South American countries and emerging countries
elsewhere given its favorable rankings on all major
indices of market attractiveness, such as market capital-
ization, economic size and growth rates, level of urban-
ization, and market risk.

Brazil has an estimated 191 million people, and 86
percent of Brazilians live in cities, a proportion that rose
from 75 percent in 1990. Brazil has the fourth largest
urban population in the world.

Brazil’s real estate stock has not kept pace with the quality
and quantity required by businesses and households given
the rapid pace of economic growth, job expansion and
significant consumer demand. According to the authors,
there is significant demand for new housing, especially in
the growth cities.

For a time, Brazil’s currency remained unstable and there
had been several periods of rampant inflation. With this
recent government, the currency now has stabilized, and
the real strengthened considerably against the dollar from
2007 through August 2008. The authors project that the
real will remain stable or strengthen modestly against the
dollar.

Major economies in Brazil are located in the state of Sao
Paulo in the southeast and in Rio de Janeiro, although
several other smaller cities also are growing rapidly,
including Belo Horizonte, Curitiba and Porto Alegre.
Brasilia is the nation’s capital and home to significant
public sector employment, as well as financial services
employment. Suburban areas around Sao Paulo such as
Barueri, Guarulhos, Sao Bernardo do Campo, and Osasco
are all growing rapidly. Sao Paulo contributes one-third of
the country’s GDP.

Sao Paulo and Rio also are experiencing significant
growth in industrial and office rents. The logistics
industry is growing rapidly as well. Retail confidence and
sales are strong and more robust in Brazil than in other
South American markets.

Sao Paulo is the largest office market in Latin America
with 8 million rentable square meters of office inventory,
of which approximately 2.2 million square meters, or just
about one-third, is defined as Class A/AA. Approximately
40 percent of the market is considered Class B, and the
remainder is Class C. New stock continues to be devel-
oped at sustainable levels. Sao Paulo remains affordable by
global standards with rents at about one-third of the most
expensive rents in the world (found in Tokyo).

The office sector is expected to experience favorable
conditions in several key submarkets of Sao Paulo and
Rio de Janeiro in the medium and long terms. Value-
added opportunities are expected to arise for the retrofit
of lesser grade assets in low-vacancy submarkets.
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In Brazil, foreign investment has entered the residential
sector in joint venture with local developers/construction
companies. There is the potential to finance homebuilders
active in larger cities. The primary focus is on housing for
the middle class since this segment possesses sufficient
disposable income, is an expanding class and its income
level is rising. Despite the recent slowdown, income levels
are growing and the housing deficit is large in Brazil, so
the downturn is not expected to change prospects for the
housing sector in the medium and longer terms.

As with some of the other growing economies, Brazil is
experiencing a significant shortage of housing, most acute
in lower income groups, but there is also a significant
need for owner-occupied housing.

Although the middle class in Brazil is growing rapidly,
income inequality remains one of Brazil’s most endemic
economic issues.

Downside risks are limited. There is significant opportu-
nity across all property sectors in many areas of the

country. While periods of steep inflation in the past have
hampered economic growth, the current government
appears to have this under control. Infrastructure invest-
ments have increased.

SUMMARY

Investing in emerging markets can be daunting. The
authors have provided a strong and intelligent framework
for examining the foreign investment potential of three of
the most significant growth markets in the world. Their
approach, focused on examining growth and develop-
ment factors, along with the overall economic and polit-
ical environments, and then applying these segments to
various property sectors, provides a solid base from
which to more fully explore the opportunities that exist.

While this book is directed toward real estate investors,
I found that much of the information is pertinent to any
investor desiring to capitalize on the growth potential of
these three significant economies. �
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