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Three dynamic world regions attracting capital

O
ver the last decade rapid economic
and political developments in three
world regions have reshaped the

global economy and drawn the attention
and the investment capital of  the US, the
EU and Japan. China, India and Central
Europe – the most dynamic regions in the
world in the eyes of  many observers – are
building manufacturing and service plat-
forms that will be the most competitive glo-
bally, and have sustained progress in gov-
ernment and market based reforms that will
attract increasing shares of capital.

Companies in the US, EU and Japan
are becoming aware that their own
business strategies need to include a China
option, an India option or a Central Eu-
rope option for both manufacturing and
services. In addition, selling into these mar-
kets has great promise. The growth in these
three developing regions attracts capital to
the companies themselves as well as capital
for building infrastructure in each region.

As one example, on our first visit to
Shanghai in 1989 the tallest building was
26 stories. In January 2006 our delegation
of  business professors from US universi-
ties was told that today Shanghai has more
than 2000 buildings more than 40 stories.
A visit to Chengdu in the west of  China
provided evidence of  huge infrastructure
development in China’s interior as well. For
China, much of  the most visible dynamism is
associated with real estate.

Over the last 15 years China has moved
from drab, subsistence level public housing
to a new policy encouraging private owner-
ship of  housing (at least ownership in terms
of  long term renewable leases).  This shift in
conjunction with rapid economic develop-
ment has resulted in huge demand for pri-
vate housing.

For our Winter 2005-06 Global Forum
we addressed global real estate in several
sessions, heard from a former US Ambas-
sador on the rise of  India, learned from a
noted law professor about how our tradi-
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tional notions of  personal privacy are be-
ing invaded by digital technology, and were
brought up to date on economic issues by a
panel of  experts from our Global Advisory
Board.

David Stanford of  RealFoundations
briefed the Forum on the rise of  real estate
as a global asset class. He pointed to the
Asia Pacific Region as one of  great prom-
ise over the next 20-40 years with a market
size of $3.1 trillion.

Prof. Glenn Mueller addressed real es-
tate investment trusts, both domestically and
globally, as key investment vehicles adding
liquidity to this asset class.

Raj Bhandari and Tim Morris offered
two perspectives on globalization of  real
estate capital flows. Bhandari pointed out
that in 2005 new legislation in India relaxed
restrictions on foreign investments in real
estate and stimulated demand.

Morris, a pioneer in global real estate
investing,  presented his insights on a num-
ber of  global markets and the significant
increase in the free flow of  capital across
borders to finance real estate deals.

Kent Richey’s expertise is in advising
on complex real estate transactions globally
and he analyzed the components of suc-
cessful real estate deals.

As I write this, we are about to embark
on a journey to India for the India Global
Forum. We will visit companies, CEOs and
entrepreneurs who are making India a world
class business services hub in IT, business
process outsourcing, high tech and consult-
ing. In a week of  visits in Bangalore and
New Delhi we expect to see firsthand how
and why India has made sustained progress
since 1990. Our next Global Forum Report
will focus on these experiences.

Donald L. Stevens, PHD

Managing Director
Institute for International Business

Assistant Vice Chancellor
University of  Colorado at Denver and

Health Sciences Center
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JEFFREY ROSEN is  a professor of  law at
George Washington University and the legal af-
fairs editor of  The New Republic. His first book
was The Unwanted Gaze: The Destruction of
Privacy in America, which The New York Times
called “the definitive text on privacy perils in the
digital age.” His second book The Naked Crowd:
Reclaiming Security and Freedom in an Anxious
Age, was called “the most disturbing book of  the
year” by the London Guardian. Rosen is a gradu-
ate of  Harvard College, summa cum laude; Ox-
ford University, where he was a Marshall Scholar;
and Yale Law School. His essays and commen-
taries have appeared in the New York Times
Magazine, and Atlantic Monthly among others.
The Chicago Tribune named him one of  the ten
best magazine journalists in America.

W
ith the growth of  intrusive tech-
nologies, more and more privacy
issues will  likely come before the

Supreme Court in the next
several decades, said Jeffrey
Rosen in his address to the
Global Executive Forum.
“The Court’s challenge will
be to strike a balance be-
tween the constitutional
rights of citizens and press-
ing security needs of  the nation,” he said.

“But should the Supreme Court act
unilaterally in making decisions that will
profoundly affect the public in ways that
no one could have imagined when the Con-
stitution was drawn?”

Security and privacy were not on op-
posite sides of  the political spectrum when
the framers of the Constitution handwrote
the document in the glow of  oil lamps. In
today’s high-tech world, security and pri-
vacy issues look vastly different and the
question is: How do you have one without
impinging on the other?

Thus far, the public seems willing to
trade off  some privacy for increased secu-
rity. Rosen described a remarkable new tech-
nology that London, in the wake of  the re-
cent underground bombings, is preparing

to implement on a broad scale. He calls this
a “naked machine” because it digitally un-
dresses the person within its scope.

“It’s very effective in revealing what
might be hidden under the clothes but the
downside is that it shows us stark naked.”

There is an alternative to the naked machine,

Privacy perils in the digital age

“Shoehorning moral and political

intuitions into crisp legal arguments

is not so easy.”

Who should draw the line between national security and citizen rights?

a “blog” machine that is equally effective

but  can protect the individual’s privacy

while also protecting security. “It really is

possible to have both at the same time.”

However, there has been no public out-

cry for the blog machine in preference to

the naked machine even though the blog

technology is readily available and not much

more costly. In a test run of  the naked ma-

chine, people entering the underground had

the choice of  passing through this fast new

technology or submitting to the slightly

slower x-ray inspection.

“Lots of  people chose the former,”

said Rosen. “Many of  them expressed the

feeling that the new technology was a good

way to prove the trustworthiness of  them-

selves and fellow passengers. And if  they

had to be naked to accomplish this, they

didn’t care.”

Said Rosen, “We shouldn’t assume that

all of  us have the same intuitions about  pri-

vacy and security.”

A poll in the US about the constitu-

tionality of  the Patriot Act  bears this out.

“According to the poll, 50 percent of  the

public thinks the Patriot Act strikes the right

balance between privacy and security, 20

percent thinks it doesn’t go far enough, and

20 percent thinks it goes too far. The other

10 percent is undecided.”

Will these numbers turn upside down

in the future when increasingly intrusive

technologies impact citizens’ day-to-day lives?

fMRI (functional Magnetic Resonance

Imaging) brain scan technology is already

here and has many implications for secu-

rity purposes.

“The scan, when used as a high-tech

lie detector test, can see if  you’re telling the

truth about where you’ve been, places
you’ve visited. In this regard, it’s  like a blog
machine; it probes for guilty information
but doesn’t look more broadly into your
mental processes. However, the brain scan
could be devised in a way that looks much
more like the naked machine.”

Rosen laid out a scenario where brain
scans are used to identify parts of  the brain
that show a propensity to violence. “So
imagine a situation in the future where
there’s a terrorist attack. People are fearful;
citizens are stopped on the street and given
brain scans. If  their brains fire in a way that
suggests they have a propensity to violence,
they are detained indefinitely as enemy
combatants, likely to commit future crimes.

“Can people be imprisoned for their
violent thoughts even if  no subsequent
crime was committed?” Rosen asked. “No,”
said a guest. “The law provides for dealing
with people who break the law, not for
people who are prone to break the law.”
Another guest disagreed. “If  you  have
somebody who is set up to attack you and
take away your rights, it’s a function of  the
government to  protect citizens against that
threat.”

Rosen said he could
imagine both arguments be-
ing presented to the Su-
preme Court in 2025. But he
could not predict how the
Court would rule because
“constitutional doctrine
doesn’t clearly answer the

question. Shoehorning moral and political
intuitions into crisp legal arguments is not
so easy.

“Trying to figure out when and under
what circumstances the government can ac-
cess personal data, with whom the data can
be shared and for what crimes people can
be prosecuted based on their data makes
the mind reel,” said Rosen.

“In theory it is possible to strike a rea-
sonable balance between privacy and secu-
rity. But who would ensure that the archi-
tectures of  surveillance and security were
designed in ways that protected liberty and
privacy at the same time?”

Rosen does not believe this is some-
thing the Supreme Court can or should do
on its own. “Privacy laws in the United
States came about because the Court set
forth a broad framework for regulation and
Congress responded by filling in the details.

“Ultimately, the final balance between
privacy and security should be struck by
the Court in collaboration with Congress,
the President and the real people who will
define the lines: all of  us.” �
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Real estate as a global asset class

DAVID STANFORD is an executive man-
aging director of  RealFoundations which he founded
in 2000. Formerly a partner of  Ernst & Young’s
real estate practice in Dallas,  he  has more than
17 years experience in providing strategic  opera-
tional and process improvement services to clients
in the property and investment management in-
dustry. He provides large-scale operational and sys-
tems integration services to private and public own-
ers of  property portfolios and Fortune 500 corpo-
rate occupiers. His clients include the most respected
real estate organizations in the world including
Bank of  America, ING Real Estate, Westfield
Group, Hines Interests and Wal-Mart Realty.

I
n opening the sessions on real estate,
David Stanford  provided the Global
Executive Forum with an overview  of

real estate investment in the global market-
place, noting that the “high-return charac-
teristics and longevity of  this asset class are
driving more capital into the  market.”

Fueled by new capital flows, the real
estate marketplace, excluding the residen-
tial sector, “is truly becoming global” said
Stanford, with many companies planting
their flag far from home. As an example,
Stanford cited Australia-based Wesfield,
“probably the biggest real estate company
on the globe.” Westfield, a client of
Stanford’s company, operates in Asia Pa-
cific, North American and is now expand-
ing into Europe.

How big is this market and what is the
potential for institutional investors?

Estimates on the global market size for
high-quality investment retail vary widely,
said Stanford. “According to Prudential
Real Estate Investors, the rough number
is about $14 trillion of  investable real es-
tate, and the lion’s share of  that today is in

What’s in your portfolio?

Global Universe of Institutional Real Estate

       Real  Listed              Listed
        Estate  RE RE

RE (US          Weight  (US Weight
Countries  $Bn)         (%)               $Bn) (%)

  1. United States 4,997          34.42           359                  7.2
  2.  Japan 1,966           13.54     83    4.2
  3.  Germany 1,075            7.40       5     0.5
   4. United Kingdom 1,039            7.15     48     4.6
  5. France    791            5.45     27    3.5
  6. Italy    657            4.53       6                    0.9
  7. Canada                   396             2.72      30     7.5
  8. Spain    378             2.60      11     2.9
  9. Hong Kong/China    288             1.98      79   27.5
10. South Korea    237            1.63                 1                       0.4
11. Australia                  232            1.60     70   30.2
12. Other countries            2,464          16.98    102     4.1

Global Totals     14,520        100.00    821     5.7

Source: EPRA, RF Research

Why do it?
• Reflection of  the institutional property investment universe
• Competitive/higher risk-adjusted returns exist
• Enhanced absolute returns vs. US opportunities
• Portfolio correlation to public capital markets
• Expect lower core current yields in international markets

Where to do it?
• Start with large liquid economies: Western Europe, Asia

(Japan focus)
• Certain opportunities in Mexico

How to do it
• Private commingled funds provide manager expertise and

                      diversification
• Global property shares

When to do it
• In concert with formulation of  domestic strategy
• Current opportunities for core through opportunistic returns
   in most major markets around the world

North America and Europe.” However,
based on the economic growth in the Asia
Pacific region, “there is tremendous oppor-
tunity to employ investment strategies to
capitalize on the real estate opportunities
over the next 10-15 years as the growth of
that area of  the world continues.”

A large portion of  investment in this
sector is via direct investment in the prop-
erty although the listed or “securitized”
sector is starting to come on strong.  “The
amount held in  public securities is now a
little over US $800 billion globally and
growing rapidly,” said Stanford.

“The rise of  the tax efficient and trans-
parent REIT structure is making a global
march and continues to provide a new
range of  liquid investment structures to in-

stitutional investors.”
Stanford added that “despite all the

talk about how large the real estate market
is, it represents less than 2 percent of  the
global stock market equity. This, coupled
with low allocations of  real estate in many
fund managers’ portfolios, sets the stage
for continued growth in the sector espe-
cially as societies age and the demand for
stable income-producing dividends for
pension schemes increase.

“Real estate is a great match for insti-
tutional investors,” said Stanford. “And we
have seen evidence of  many pension play-
ers increasing their allocations both domes-
tically and globally as the market matures
and becomes more transparent and predict-
able.” �

          –David Stanford

Key questions on international investing
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Now more than 45 years old, REITs–Real
Estate Investment Trusts– “were ignored
as an investment vehicle in the 1970s and
1980s because a limited partnership was
the favored vehicle for real estate invest-
ments as they  provided tax shelters,” said
Glenn Mueller.

“Up until 1986, REITs were set up
as passively managed trusts requiring an
outside manager.  The Tax Act of  1986
allowed REITs for the first time to be ac-
tively managed. Then you could have
management inside of  the REIT and

managers could own stock in the company
and be part of  what was going on. I con-
sider that to be the start of  the new REIT
era in the United States. The Tax Act of
1986 also disallowed losses in one invest-
ment basket (active like real estate versus
passive like stocks) from being used to off-
set gains in another investment basket.
Thus, limited partnerships fell by the wayside.

“There are three types of  REITs: eq-
uity REITs that invest in properties, mort-
gage REITs that make loans and hybrid
REITs that do both. Today there are 172
REITs: 146 are equity and 26 are mortgage.

“In the 60s construction mortgage
REITs proliferated. A bank or savings and

Brief history of REITs

“Real estate is a local market invest-

ment ... and  you need to understand

what that local market is about.”

loan institution that had reached its legal
lending limit could form a REIT, gather
capital from the public markets and then
make more loans. So we had a lot of
banks making  indiscriminate loans to de-
velopers that got the buildings up but
never filled them. This led to the real es-
tate bubble and crash in the late 80s. And
REITs got a bad name as a result.

“In the 1990s REITs become a ma-
jor source of capital and securitization of
debt became very popular through commer-
cial mortgage backed securities (CMBS).

“Today people are doing not only pub-
lic REITs but private REITs because they
fit so well into a stock and bond portfolio.”

GLENN R. MUELLER is  a professor,
Loveland Commercial Endowed Chair of  Real
Estate, and the director of  the Everitt Real Es-
tate Center at Colorado State University. With
29 years of  real estate industry experience, he also
provides real estate market cycle research and in-
vestment strategy for Legg Mason’s real estate se-
curities, Real Estate Investors, Real Estate Pen-
sion Fund Advisors, and Real Estate Capital
Markets. He has 29 years of
real estate industry experience,
including 21 years of  research
in the areas of  real estate capi-
tal markets and real estate mar-
ket cycle analysis.  Mueller holds
a PhD in real estate from Geor-
gia State University, an MBA
from Babson College and a BSBA from the Uni-
versity of  Denver.

T
he growing popularity of  REITs as
a domestic and global investment
strategy is due to  consistently good

returns and tax benefits, said Glenn Mueller
in his address to the Global Executive Fo-
rum.

Formed by an act of  Congress in 1960,
REITs – Real Estate Investment Trusts –
can be public or private. “Public REITs  are
traded on major exchanges and are subject
to financial reporting and the same securi-
ties law that govern stocks and bonds. Pri-
vate REITs operate under a less restrictive
and less transparent set of  requirements,”
said Mueller.

Public REITs offer investors liquidity,
the ability to get in and out of  their invest-

ment with ease. Private REITs can be diffi-
cult to exit. Usually, new money has to come
in before cash is available for a payout.

Public REITs, said Mueller, “are a
much better vehicle from a liquidity stand-
point and for balancing a portfolio.”

Unless otherwise noted, Mueller’s com-
ments focused on public REITs.

REITs are governed by a strict set of

rules. “They must have a minimum of  75
percent of their income and assets in real
estate and distribute 90 percent of  dividend
income every year.” In return, the IRS re-
lieves them of  having to pay corporate taxes
on the federal level.

“Most REITs not only pay a quarterly
dividend but many of  them have a special
dividend at the end of  the year to make
sure they hit their 90 percent of taxable
income numbers. Because of  this, REITs
have been increasing their dividends at a
rate almost double that of  inflation since
1991,” said Mueller.

Institutional investors can put big
money into real estate directly but the small
investor also has an opportunity to invest
in high quality commercial real estate
through REITs, which are essentially a mu-
tual fund of  diverse real estate holdings.

“REIT stocks today average anywhere
from $10 to $60  a share,” said Mueller. “A
hundred shares is anywhere from $1000 to
$6000. What this means is the little guy can
get a piece of  the action and that has
changed the world.”

Unlike a direct investment in a prop-
erty, “when you buy a REIT, you buy a
package deal that includes the real estate,

management and capital
structure.”

REITs  invest in all the
different property types and
specialize in specific sectors.
There are office REITs, resi-
dential REITs, industrial
REITs, shopping center

REITs, health care REITs, etc.
The size and value of  REITs have been

steadily growing. “Back in 1991, 100 of  the
biggest REITs were under $100 million in
market capitalization,” said Mueller. “To-
day there are more than 60 REITs that
boast a minimum of  $1 billion in market
capitalization.

“The composition of  return in any in-
vestment is made up of  the income and
the capital appreciation. Over the past 25
years, the income return for REITs has av-
eraged 8.4 percent; the price appreciation
has averaged 6.4 percent and the earnings
growth has averaged 7.8 percent. There
have been a couple of  years when the price
appreciation was down, but overall REITs
have beaten stocks and bonds as an invest-
ment over a 25-year time frame.

Mueller asked, “Can you name any in-

Securitization of real estate and global growth

REITs rule in domestic and global real estate markets
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dustry any place in the world where there
has been positive earnings growth for 25
years in a row?” Not all years have seen
stellar performance but “there is no other
industry in the world that on average has
had positive earnings growth every year.”

It’s no wonder that more and  more
individuals and institutional investors are
adding real estate to their portfolios. Capi-
tal is flowing into the US in search of  solid
properties and the competition is fierce.
There is more money looking for real es-
tate acquisitions than there are available
properties.

“Right now, if  a high quality office
building in New York City were put up for
sale, there would be 10 pension fund advi-
sors, five international investors and five
REITs all trying to buy the same property
and bidding up the price in the process. It’s
called the ‘wall of  capital.’

“Capital, obviously, is a major compo-
nent in the real estate market. Historically,
it’s been from private sources. It wasn’t until
the 1990s in the US that REITs began to
enjoy access to public markets,” said
Mueller. “Cross-border investing started to
take off  in 2000, and the size and health
of  different markets drive their future.”

Global markets
When investors can’t find what they’re

looking for in the US, they turn to global
markets. “All the major REIT managers in
the US are starting to put together interna-
tional real estate funds,” said Mueller. But

it’s not that easy. Often, there’s a dearth of
available stock and it can take weeks for
shares to come on the market. So it’s a wait-
ing game.

Currency rates pose another problem.
“You could make 20 percent on an invest-
ment and lose 20 percent just through the
fluctuations in the currency exchange rate.
So that is an additional variable that we have
to worry about as we make investments in-
ternationally.”

But markets with high returns will con-
tinue to attract capital. According to
Mueller . . .

� Real estate returns in the Americas,
including Canada and Mexico, are totally
dominated by US markets.

� In Europe the best returns are out
of  Ireland and Norway. Other major mar-
kets include Switzerland, Sweden, the UK,
France, Germany and the Netherlands.

� In Asia, Hong Kong has mellowed
out but is still viable.

“A lot of   people are trying to go to
Asia because they believe there is a strong
potential in places like China and India. As
these economies grow, the value of  their
real estate is going to explode,” said Mueller.

Although the global real estate market
is an appealing buffet of  investment op-

portunities, Mueller cautioned: “I believe
real estate still is a very local market invest-
ment, and you need to be very careful.

“Whether you’re making the invest-
ment directly or whether you’re investing
in a securities form such as a REIT, you
need to understand what that local market
is about.”

Things to know when investing in an-
other country: “The size of  that market and
how much is being traded. Liquidity im-
pacts return. The more liquidity, the better
the return is going to be.”

It’s essential to have a local partner
when dealing in international real estate or
even in an unfamiliar domestic market.
“Every market is unique and you need to
understand the characteristics that set it
apart,” Mueller advised.

“We will never invest anyplace with-
out having a local partner because we will
lose. Real estate is so localized that you have
to be a specialist in the area.”

The success of  the US REIT market
has inspired other countries to set up simi-
lar vehicles, said Mueller. Not all of  them
will succeed at the same level.

“If  countries aren’t willing to adopt the
tax laws and structures that make this work,
they will never have a REIT market.”  �

Capital is flowing into the US in search of solid

properties and the competition is fierce. There are

not enough available properties to meet demand.

Globalization of Real Estate Capital Flows
Raj Bhandari and Tim Morris provided
the Global Executive Forum with funda-
mentals on the growth of  the public real
estate market in India and globally.

RAJ BHANDARI is principal at West
University Capital. He has 20 years of  real
estate experience in the areas of  principal in-
vestment, development and management includ-
ing with Hines and Bakers Trust. Bhandari is
actively evaluating several investment and de-
velopment opportunities in India. Bhandari has
been instrumental in the formation of  SUN-
Apollo Indian Real Estate Fund, which is cur-
rently raising $300 million in equity. Previously
he represented Hines and its real estate fund in
India. Bhandari has a BSc from the University
of  Bombay and an MBA from Kellogg Gradu-
ate School of Management.

India’s real estate market: On
the radar screen at last

Not so long ago, real estate in India
failed to arouse much interest from global
or domestic investors, said Raj Bhandari.
“Indian banks and Indian pension funds
were largely not allowed to invest in real
estate in India. It was almost completely
financed by entrepreneurs and end users.
If  one wanted to buy a house or apartment
a few years ago the odds were that they paid
the entire purchase price in cash. Mortgages
were generally too expensive. Add to that
the fact that real estate in India was expen-
sive and one of  its cities (Mumbai) was
ranked as one of  the most expensive in the
world.

“As to my personal experience in In-
dia, in 1996-97, I was the only person in
India representing an institutional real es-

tate investment firm when I represented
Hines’ real estate fund with Morgan Stanley
and TCW.” After India conducted under-
ground nuclear tests in early 1998, the Fund
withdrew from the Indian market. Two
years ago, Bhandari once again returned to
India to explore opportunities in real es-
tate. “People like Morgan Stanley and Hines
basically said, ‘Thanks, but no thanks. In-
dia is not on the radar.’ ” Likewise, a year-
and-a-half  ago, at one of  the largest real
estate trade shows in the world, “there was
not a single desk or representative from
India.” Fast forward to 2005 and you find
“almost every major real estate conference
listing an Indian panel,” said Bhandari.

“Approximately 15 firms at present in-
cluding some of  the largest real estate firms
in the world are currently seeking to set up
shops in India, including Morgan Stanley,
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India’s middle class is increasingly becoming urban

and consumption oriented, and their purchasing

power is the real driver of the country’s economy.

Blackstone and Apollo.”
Bhandari attributes this newfound in-

terest to a piece of Indian legislation en-
acted in February 2005 which relaxed gov-
ernment restrictions on foreign direct in-
vestment in real estate. The new FDI guide-
lines “opened the floodgates” of  foreign
investment into all sectors of  India’s real
estate market.

But Bhandari noted, “It’s still a very,
very, young and emerging market, similar
to what you may have seen in the US in the
1930s or 40s. India’s real estate market has
not matured to the level where one can get
accurate and reliable numbers on market
size, etc.; the information just doesn’t ex-
ist. Information for a subset, which includes
newer developments in larger metros, there
are more reliable numbers – on rental rates,
market size, cap rates, etc. But this subset
is a small portion of  the total market.”

The mortgage market is fueling real
estate investment domestically. “The mort-
gage market as a percent of  GDP in India
is one of  the lowest, partly because histori-
cally the interest rates have been higher in
India and tax benefits have been lagging.
But that has changed,” said Bhandari,
pointing to the greater availability of  mort-
gages along with a lowering of  interest
rates. “In 10 years the interest rates have
gone from approximately 15 percent to
about the current 8 percent.”

10th largest GDP

“The fact that India is the tenth larg-
est economy by GDP can be misleading,”
said Bhandari. “The numbers - more than
a billion people – are what make it the 10th
largest economy.  The average income of
an Indian, meanwhile, is comparable to
some of  the poorest countries in the world:
around $650, $700 per year.”

However, the average annual income
doesn’t tell the whole story. According to
Bhandari, the purchasing power of  India’s
middle class, which numbers 200 million,
is the real driver “Incomes of  middle class
Indians are growing by approximately 15
percent a year. The middle class is  increas-
ingly becoming urban and consumption
oriented.” As an example of  how consumer
patterns have changed, Bhandari offered
these statistics: “In 1991, 150,000 cars were
sold. The sales at present are around a mil-
lion.”

Reforms have stimulated growth in
other areas. “In 1991, there was only one
airline company in India; today there are
eight domestic carriers. And India has be-
come the world’s second largest market for

aircraft manufacturers, a vast change in just
the last 10 years.

 “Organized retail outlets are also
growing. One example is malls, projected to
grow from 30 in 2005 to around 300 in 2008.”

India’s highly educated, lower-cost
workforce, which is drawing foreign com-
panies to outsource various business pro-
cesses to its shores, will continue to fuel
growth in the country and ramp up demand
for real estate, said Bhandari.

Obstacles?
“Infrastructure is a big problem.

People sometimes are building Class A of-
fice buildings before there is a road to get
to them. Highways are being planned and
built rapidly but it’s going to take time for
the country to put in place an infrastruc-
ture that one expects from an economy of
its size. For example, trains, the preferred
form of  transportation for most Indians,
require large infrastructure upgrades. Three
or four major airports are being privatized
and Bangalore, one of  the fastest growing
metros and one everyone hears about as
being the Silicon Valley of  India, will only
now have an international airport.”

A guest remarked, “India is still a coun-
try with enormous poverty and little infra-
structure. But for what they have, they have
really produced outstanding results.”�

J. TIMOTHY MORRIS is a managing di-
rector of  Morgan Stanley, serves as the global chief
financial officer of  Morgan Stanley’s real estate
investing business, is the global chief  investment
officer of  the Morgan Stanley Real Estate Special
Situations Fund II and is an investment commit-
tee member of  the Morgan Stanley Real Estate
Funds. He previously served as the co-head of
Morgan Stanley’s European real estate investing
business in London and spent the previous 13 years
in New York and Hong Kong assisting real estate
clients in accessing the international debt and eq-
uity capital markets. He received his BS in fi-
nance from Indiana University.

Global investing:
Competition for capital
creates opportunities

“Morgan Stanley has been investing in
real estate since 1990,” said Tim Morris.
“We have invested in 17 markets around

World Development Indicators database

World Bank, 15 July 2005

a. Data include the French overseas departments of French Guiana,
Guadeloupe, Martinique, and Réunion.

Top 20 countries

10           India         691,876
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“Capital doesn’t matter anymore; everybody’s got

capital. If you’ve got access to deals, that’s the most

precious commodity in these markets today.”

the world ranging from western Europe to
Japan, China, Hong Kong, Taiwan,
Singapore, Thailand and Brazil.” About 50
percent of  Morgan Stanley’s $40 billion of
real estate holdings is in the United States, 25
percent in Europe and 25 percent in Asia.

The ability to allocate capital to mul-
tiple markets equates to better risk adjusted
returns. “Our total returns have been 21
percent back to investors over a 15-year
period of  time.” Japan is Morgan Stanley’s
largest and best performing market, with a
workforce of  120 people. “We started in-
vesting in Japan in 1997 and the return has
been about 37 percent,” said Morris.

“All real estate is local. So we now have
19 offices around the world including Lon-
don, New York, Milan, Beijing, Shanghai,
Mumbai, Tokyo and Hong Kong. The
other aspect of  international real estate in-
vesting is to have good local partners; you
can’t do it by yourself.” Identifying those
partners takes a lot of  time, he added.

 Morgan Stanley has “close to 200 op-
erating partners around the world.” In
China, the challenge has been to figure out
who has what it takes to qualify for part-
ner. “The prospective partners are all
young, strong companies that are ambitious
but they need a lot of  help from us to get
to the level where they can deal with inter-
national institutional investors,” said Morris.

In the international marketplace,
“there’s a big transformation of  real estate
taking place,” he said. “It’s going from non-
traditional real estate owners and moving
in bulk to organizations like Morgan Stanley
Real Estate Funds. We manage the proper-
ties for a couple of  years, stabilize them,
improve them and start to show a positive
story. Then we sell them out on the retail
side. That wholesale-to-retail trade has been
a big market for us.”

Typically the buyers in these transac-
tions are local investors.

Western-style properties have set the
standard worldwide; consequently, “the ar-
chitecture has become very homogeneous,”
said Morris. “It would be very sad if  one
day you wake up and can’t tell whether
you’re in Hong Kong, Mumbai or Shang-
hai. But that’s kind of  where it’s going.”

Market highlights
Morris identified what he called “in-

teresting markets and opportunities.
� “Japan’s JREITs, which started about

five years ago, are now a $20 billion mar-
ket. We think it’s probably going to $60 bil-
lion over the next five years. The dividend

yield of  the JREITs, many of  which are
portfolios of  Class A office buildings, is at
about 3.5 percent. It’s going to make a lot
of  sense for a lot of  capital to find its way
into JREITs.

� “In Russia, Moscow is a city of  12
million people and there is a huge need for
housing just as there is in India. There is
no lack of  capital in Moscow today but
clever real estate groups don’t want to be
associated with some of that capital be-
cause it comes with a lot of  baggage.

� “China is a very under-retailed mar-
ket. Wal-Mart has extremely ambitious
growth plans in the country.  They want to
have 400 stores there in 10 years. You can’t
own land as a private investor but  you can
get a 70 year lease. In other situations like
Hong Kong, there are fairly well-established
ways to renew that lease when it expires
and investors don’t seem to be deterred by
this restriction.

� “India’s poor infrastructure is go-
ing to be one of  the big challenges. Mor-
gan Stanley is starting to look at real estate
investments there. Eighteen months ago
the rules were such that the only thing we
could invest in were 200 acre master
planned communities, which contain so
much risk we would never do it.

� “Mexico has a housing shortage of
five million housing units; they’re building
about 350,000 a year. The demographics
spell opportunity for investors: 700,000
new household formations a year; 60 per-
cent of  the population under the age of
30; a median age of  24.

� “Turkey is a phenomenal market.
Istanbul with 12 million people does not
have a Western covered shopping center
anywhere. The new mortgage law that  went
into effect Nov. 1 is going to change the
way people spend the small and precious
capital they have because the first thing
they’ll want is a nice place to live. So you’re
going to see a lot of  investments there.
Turkey is definitely a market that is up and
coming and getting a lot of  interest.

� “Spain is a great call in the  devel-
oped markets. It’s got higher growth and
the interest rates are low for what’s going
on in that market. So capital is going to
continue to flow into Spain as long as that
growth continues and interest rates are

where they are. I think you’re going to see
it in all the European Union ascension
countries.

� “Europe is a very exciting place to
be an investor. The various countries are
still competing with each other for capital
and capital competition among these gov-
ernments creates opportunity. One govern-
ment does something that turns out well
and other governments copy it and  try to
do it better. The competition continues to
create good investment opportunities.”

A pan-European environment would
be a turnoff  for investors. “In Europe we
want Europe-specific opportunities and
country specific opportunities because the
cycles in these countries differ from one
another. A pan-European block would flat-
ten everything out and make it less inter-
esting to us as professional investors.” So-
cial issues at the local level will keep this
from happening, he added.

Capital is flowing freely across borders
in search of  opportunities. That makes
capital less of  a prize. “What we say to
people right now is that your competitive
advantage in landing a good investment is
not capital; everybody’s got capital. If
you’ve got access to deals, that’s the most
precious commodity in these markets today.”

To illustrate this point, Morris referred
to a transaction involving a publicly traded
company that Morgan Stanley took private
a year ago. The company was Canary
Wharf, a $10 billion office estate in Lon-
don. “It took us only six phone calls to raise
the capital based on our ability to control
the deal internationally and then go into
syndication.”

Billions of  dollars in capital earnings
are piling up in the oil producing countries.
“At $60 a barrel, the oil countries are flush
with cash and they have a hard time figur-
ing out how to get that money invested.

“So we are benefiting tremendously
from people coming to us –- as I’m sure all
the international managers are – wanting
to write checks for $200 million to $400
million a pop and asking how soon we can
get it invested,” said Morris.

“We’re seeing a lot of  that capital and
the deals that we’re pursuing are big and
complicated and must be worked out. We’re
not just buying an office building.” �
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Managing global property investments

KENT RICHEY, a partner at Jones Day, is
involved with complex real estate investments, joint
ventures, real estate acquisitions and dispositions,
and real estate finance. He regularly represents real
estate funds as well as investment banks, private
real estate companies and other      institutional
investors with real estate matters. He has more
than a decade’s experience in the real estate indus-
try including as general counsel to the Peabody
Funds, private real estate funds, and to Allegro
Resorts, an owner/operator of  all-inclusive resort
hotels controlled by Westbrook Real Estate Part-
ners. Much of  his work involves advising on real
estate M&A and portfolio transactions and prop-
erty-based financings in the US, Europe, Latin
America and Asia.

W
hat makes a foreign market at-
tractive to a US investor?
“Growth” tops the list, Kent

Richey said in his address to the Global
Executive Forum.

“China and India have phenomenal
growth rates,” he said. “They are very at-
tractive” from that perspective.

Other contributing factors ...
� Distress. When markets tumble and

people are forced to sell assets, opportuni-
ties result and investors jump in. Richey re-
ferred to the RTC (Resolution Trust Corp.),
a quasi-government organization created by
Congress in 1989 to deal with the after-
math of  the savings & loan failure. Dis-
tress doesn’t always open opportunity. “Af-
ter the first Asian crisis in the 90s, even
though there was huge distress in the mar-
kets, nobody was forced to sell. The banks
wouldn’t foreclose on the ruling families
that owned the properties and so it was very
difficult to find opportunities that made
sense in that environment.”

� Market inefficiency. Markets are in-
efficient when investors can make excess
returns. “Spain and Italy were examples of
market inefficiency when cap rates stood
at 15 percent and the cost of  debt was 3
percent.”

� Stable government. “This is the main
reason why I believe investors are interested
in China. It’s not particularly democratic
but it’s very stable and there’s no fear that
a power struggle will upset the way you do
business there.”

� Currency. “If  you’re going to take a
currency risk, you do it in China where the

Understanding local laws and bureaucracy key to profits

only way the yuan is apt to move is in your
favor. You’re not going to have a devalua-
tion of  the Chinese yuan against the dollar
in the near term. Or you do it in Mexico
where the currency has been so closely
aligned with the US dollar that it makes
sense to take that risk. Same case with In-
dia where the balance of trade with the US
supports the value of  the Indian rupee.”

� Rule of  law.  “China’s legal system
is civil law which means they have a code;
whereas the American and British systems
are based on common law. We have codes
too, but any sort of  code  always has some
ambiguity, and as that ambiguity gets filled
in with court cases you get to better under-
stand how things are going to be decided;
thus the system becomes more predictable.

“One of  the disadvantages of  civil law
is that it’s not as easy to know what the law
is because there’s not a lot of  case law to
fill in the gaps. In Chinese law there is a lot
of  law but it isn’t publicly available. So you
could violate a law without knowing it and
be thrown in jail. I think they’re taking steps
in the right direction to correct this but it’s
still an opaque process in places.”

A guest asked, “In markets that don’t
have a clear rule of  law, how do you pro-
tect clients’ interests?”

“Most investors in China don’t rely on
the Chinese courts to settle disputes,” said
Richey. Instead, a provision is inserted into
the contract which calls for commercial
arbitration. “The Chinese government has
made it clear that they do want to honor
these arbitration arrangements.”

� Taxes. “Real estate  generally can’t
bear two layers of  tax at the corporate and
investor levels. REITs eliminate the double
taxation for US investments, but invest-
ments in a foreign country are subject to
some local tax most of  the time. “Even US
tax-exempt investors, such as pension funds
and university endowments which gener-
ally are not taxed on their US real estate
investments, find that they will bear some
taxes on their foreign real estate invest-
ments.

“One way to reduce local taxes is to
establish a lending corporation in some
offshore tax haven where the taxes are very
low.  That corporation then lends money
to the onshore company which then pays
interest on the loan in addition to expenses.

This reduces its local net income and re-
sults in less income tax in the local juris-
diction.

� Repatriating funds. “Taking funds
out of  a country is not an issue in most
jurisdictions today but it is in China. There
is a quirk in the Chinese system requiring
that when you set up your company you
specify exactly how much debt and equity
you’re going to have in the company. ”You
have to register the debt, register the
amount of the equity – when it comes in
and when it goes out. That way, if  you put
in more equity than you were supposed to,
you can’t take it out.

“It’s important to pay attention to de-
tails when entering into contracts or part-
nership agreements. China is a market
economy but it still has a very strong so-
cialist approach toward things. If  you’re a
foreign investor, just about everything you
do in China has to be approved by the gov-
ernment.”

The rules relating to Chinese partners
come with their own set of  caveats. If  you
don’t deal with them on the front end, said
Richey, they can affect your ability to sell a
property and claim the profits due you.

Investment destinations
China and India, with two of  the larg-

est consumer markets in the world, are at-
tractive destinations for foreign direct in-
vestment. “China has a huge amount of
FDI, $61 billion in 2004,” said Richey. “In
India, where rules for foreign investment
have only recently been liberalized, the FDI
is substantially lower, about $5 billion in
2004, equivalent to one month of  China’s
FDI.”

How do China and India compare in
terms of  facilitating development?

“India is messier but more amenable
to getting stuff  done. But there are also
times when you think you have something
lined up and it falls apart. Recently, the pri-
vate sector had plans to develop former mill
sites in India but the Supreme Court ruled
against development for private use saying
the land had to be held for public use.”

Said Richey, “I don’t think that would
happen in China because once the central
government has made a decision in favor
of  development and foreign direct invest-
ment, it will generally stick with it.” �
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Y2K and the rise of India as a global player

RICHARD F. CELESTE is president of
Colorado College. Prior to that he was US Am-
bassador to India and prior to that served two terms
as governor of  Ohio, one term as lieutenant gover-
nor of  Ohio, and in between was director of  the
Peace Corps.  He was also a managing partner of
Celeste and Sabety Ltd., an economic development
consultancy. A Rhodes Scholar and Yale gradu-
ate, he taught urban economics at John Carroll
University and was a visiting fellow in public policy
at Case Western University. He is chair of  the
board of  trustees of  the Health Effects Institute,
Boston; an advisory board member of  Stonebridge
International; a member of  the Council on For-
eign Relations, and a lifetime National Associate
of  the National Academies.

R
ichard Celeste took the Global Ex-
ecutive Forum back in time, to the
period prior to 2000 and what was

thought to be an impending Y2K crisis.
He called this “a single phenomenon”
that launched India as a serious player in
the world economy.

“There was a huge demand for soft-
ware engineers and programmers to fix
Y2K glitches that threatened to disrupt
flights on the eve of  the millennium and
send vital computer data into the dark
reaches of  cyber space,” said Celeste. The
supply of  local professionals fell short of
meeting the demand and Indian talent
rushed in to fill the void. As it turned out,
“there was no crisis and the reason was
probably because people anticipated there
might be a crisis and real work got done.”

Y2K served as “an extended audition
for Indian software capabilities and allowed
companies like TCS and Wipro to intro-
duce themselves to major American firms.
Indian companies realized there were other
services they could sell in the US market.”

According to Celeste, “In 1997 Indian
exports in software were $125 million. By
2001 exports were $2 billion; $13 billion is
what they anticipate in 2006. Fifty percent
of  India’s exports are in the service sector.
It’s a stunning phenomenon and it will only
grow” aided by public policy reforms that
have been unfolding since 1991.

The rise of  India can be attributed to
factors “beyond liberalization and Y2K,”
said Celeste. “The Indian diaspora – the
dispersion of Indians into the US – has
been the single most important driver in

India’s commitment to education important to its growth

expanding the US-India relationship.” He
pointed to the “extraordinary  way in which
the migration of  talent from India to the
US has grown. Most return to India but
those who stay have become major con-
tributors in virtually every field: engineer-
ing, medicine, academic faculties, business
and the investment community plus others.

“By 2001 India had surpassed China
in the number of  students coming to study
in this country. In 2004, 80,000 students
from India came to the US; 62,000 from
China.”

The best and brightest are flocking to
US universities but will new immigration
restrictions reverse the flow?

“I think it’s a serious concern,” said
Celeste. “We have foreign students who
have to wait three months before they get
an interview to be granted a visa and they’re
going to miss the first months of  class here.
The result is that thousands of  young
people are discouraged from coming here.”

US-India relationship
Celeste cited the results of a yearlong

study conducted by the Pacific Council on
International Policy in conjunction with the
Observer Research Foundation. The study,
launched in March 2004, looked at the re-
lationship between the United States and
India and the direction in which it’s headed.

“The study made a series of  recom-
mendations relating to barriers in the gov-
ernment-to-government relationship, par-
ticularly the constraints on nuclear technol-
ogy instituted by the US in 1998 following
India’s testing of  nuclear weapons. Presi-
dent Bush in July 2005 reversed these con-
straints,” said Celeste, clearing the way for
the transfer of  civilian nuclear reactors to
India to meet its energy needs as a grow-
ing economic power.

Celeste predicted that “the dynamism
of  the intellectual ties between our two
countries and the 24/7 nature of the col-
laborative work that goes on” will help the
relationship flourish. He referred to India’s
software development programs and the
growing research capabilities in the coun-
try. A GE research center in Bangalore had
52 patent applications pending in the US
even before it was officially dedicated.  The
center is tied in to all GE research facilities
around the world.

“I think there are opportunities for col-
laborative research between our two coun-
tries and people are going to be investing
in them. Biochemistry and stem cell re-
search will benefit. More and more of  this
research is going to be migrating from the
US to Japan, Korea, the UK and also to
India where researchers will have a major
capacity to undertake it.

“There’s an agreement in India to con-
duct collaborative pharmaceutical tests for
new medicines that will accelerate the test-
ing schedule and lead to earlier FDA ap-
provals,” said Celeste. “Indian researchers
are involved in everything from
nanotechnology to energy alternatives.”

With so much data being communi-
cated via the Internet, information secu-
rity has become very critical. “The Pacific
Council report identified this category as a
great opportunity for business investment.
US companies interested in doing this kind
of  work should be investing deeply with
Indian talent.”

Celeste noted that in India there is no
problem in repatriating funds. “You can in-
vest a lot of  money and you can take it out.
That’s the reason why more and more
people are paying attention to India. Last week
the Indian government opened telecommu-
nications firms to Foreign Direct Investment
of  up to 74 percent.”

What sets India apart from countries
like China, Japan, the US and most Euro-
pean countries is that more than 50 per-
cent of  its population is under the age of
25, said Celeste. “And out of  a population
of  more than a billion people, 630 million
are gainfully employed. Some of  them may
not be making more than a dollar or two a
day but all of  them are working and work-
ing hard at whatever they get and looking for
opportunities to get more. So you have a tre-
mendously young and ambitious population.”

The ambition is fueled by the value In-
dians place on education. “Indians have a
commitment to education that drives vir-
tually every family, every village, every part
of  India today,” said Celeste. “It’s one rea-
son why it’s important that in the US we
take education – from preschool through
college –  very seriously because the edu-
cation system and especially higher educa-
tion has been one of  the few clear-cut com-
parative advantages we’ve had globally.” �
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Richard Bard and Peter Widmer provided
the Global Executive Forum with insights
into the US and European economies and
observations on where China, India and
Russia go from here.

RICHARD BARD is founder and manager

of  Bard Capital, LLC,  a private investment com-
pany. He is also chairman and CEO of   pri-
vately owned WG Global, Inc., the leading global
provider of  surface preparation solutions and equip-
ment to the automotive, aerospace and foundry in-
dustries. He has served as chairman of  the board
of  the Federal Reserve Bank of  Kansas City. Bard
has an MBA in finance from Bernard M. Baruch
College at the City University of  New York and
a BS in civil engineering from Pennsylvania State
University. In 2001, Bard was selected by the CU
Board of  Regents to receive the degree of  Doctor
of  Humane Letters.

B
en Bernanke, the nominee for Chair-
man of  the Board of  the Federal
Reserve System, will have “a big

challenge” when he steps into the large
footprints left by retiring Chair Alan
Greenspan, said Richard Bard in his address
to the Global Executive Forum.

“To some degree Bernanke’s hands will
be tied because the world is going to be
watching every move he makes in his first
two or three Fed meetings to see whether
he’s soft on inflation or if  he’s carrying for-
ward the Greenspan era of  gradual in-
creases in rates,” said Bard.

“The Fed has been raising rates since
June 2004 and in large part the tightening
has not resulted in any real costs to the
economy. But one can certainly make the
argument now that we ought to stop.”

The fear of  inflation drives interest rate
decisions. “The Federal Reserve people are
just inflation fighters. They hate inflation
and our role as the Fed is to create a stable
economy along with long-term economic
growth (see sidebar). At the other end of
the spectrum is the fear of  deflation. Even
as the Fed was lowering interest rates to
spark the economy, there was a fear that
deflation could be an unintended result.

“It was a real concern when the Fed
funds rate was down to 1 percent. When
there’s no more room to lower rates, you
can’t spur the economy,” said Bard. “At 1
percent we were seriously worried about

The global economy: US and EU perspectives

not having this important tool to impact
the economy.”

As the economy started to pick up,
“the issue became how to get back to neu-
tral – a fund rate neither too high nor too
low – without upsetting the recovery. We’re
right at the cusp now and rates are starting
to creep up a little bit. So far the recovery
is pretty soft because of  things like the cost
of  fuel, commodities, and the natural di-
sasters that have hurt tourism.

Demand-driven inflation
Bard doesn’t see the necessity for in-

creasing interest rates in this economy. “The
only reason the Fed raises rates is to put a
damper on demand. But what is the de-
mand today that needs to be dampened? Is
it new car sales? Is the auto industry taking
off ? I don’t think it’s housing anymore
which has gone through it’s own cycle.
Manufacturing isn’t robust and booming al-
though it’s doing okay for once in a long time.

“So what is so robust about the
economy that we have to keep raising rates?
I understand the notion that we need to
get back to neutral but I think we’re about
there.

“Arguably, I think the pressure is go-
ing to be on Ben Bernanke to raise rates.”

China and India
Bard referred to his own global busi-

ness operations in making observations
about foreign markets.

“I have two manufacturing businesses
that have facilities and sales offices through-

The Federal Reserve System
The Federal Reserve System is the

central bank of  the United States, founded
by Congress in 1913 to provide the na-
tion with a safer, more flexible, more
stable monetary and financial system.
Over the years, its role in banking and the
economy has expanded.

Today, the Federal Reserve’s duties fall
into four general areas:

• conducting the nation’s monetary
policy by influencing the monetary and
credit conditions in the economy;

• supervising and regulating banking
institutions to ensure the safety and
soundness of  the nation’s banking and fi-

nancial system and to protect the credit
rights of consumers;

·• maintaining the stability of the fi-
nancial system and containing systemic
risk that may arise in financial markets;

·• providing financial services to de-
pository institutions, the U.S. government,
and foreign official institutions, including
playing a major role in operating the
nation’s payments system.

“It’s a quasi-government agency
owned not by the government but by the
12 federal reserve banks that make up the
system,” said Richard Bard.

–Federal Reserve Web site; Richard Bard

out Europe and Asia. In India we have dis-
tributors and we’re looking at doing a joint
venture in Mumbai.

“The growth in China is slowing and
the demand for basic materials – copper,
manganese, steel, petrochemicals – is not
on an upward curve anymore. Even so,
there are still huge opportunities in China.
Forty-one nuclear energy plants are being
built in China today and the forecast when
they are done and operational is that they
will supply only 2 percent of  the energy
for the country.

“In a lot of  ways China is a terrible
model. They are sucking up natural re-
sources – fuel, oil, steel, etc. – to feed their
growth. It’s a model that’s quite expensive
to maintain. Imagine trying to become the
biggest entity in the world based on mak-
ing things cheap. You build a plant that
makes little widgets that don’t have a lot
of  value but you’ve got to build a plant
which requires costly energy.

Compare that to the model for India
which is based on low-cost technology and
some smart people. India is a very elegant
model.”

Bard offered some comparative figures
generated by the Fed relating to the cur-
rent per capita GDP of  the US, India and
China: “US $35,000; India $450; China
$860. By 2050, the Fed forecasts a rise in
the per capita GDP of all three countries:
US $72,000; China $8000; India $4800.”

(Don Stevens noted that the GDP per
capita in Shanghai is close to $5000 “so
they’re doing a lot better than the country

Interest rates in the US and EU expansion issues to watch
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“(In 2005) France and the Netherlands rejected the

EU constitution and this rejection paralyzed the EU

and its workings for most of the summer.”

as a whole. The story of  these countries is
going to be how many people join the main-
stream.”)

As for Europe, Bard’s long-term view
is very positive. “Russia represents the great
opportunity for Europe. Everybody is
opening offices in Moscow and other parts
of  Russia. The need for European tech-
nology and machinery is huge in the re-
structuring of  the Russian economy.

“I think it’s only a matter of  time that
Europe will shed some of the malaise that
has been there for the last several years. I
think it’s going to be a good place to do
business over time.

PETER WIDMER is financial advisor to a
small number of  wealthy European families. He
previously was chairman of  Julius Baer Invest-
ment Management Inc. and Member of the Ex-
ecutive Board of  Julius Baer Holding in Zurich,
responsible for the company’s institutional invest-
ment activities outside Switzerland. Prior to work-
ing for Julius Baer, Widmer was with Swiss Bank
Corporation and London & Dominion Trust and
Thomson-Schwab & Co. He holds the Commer-

cial Diploma from the Swiss Business Association.

T
he summer of  2005 will not go
down in history as one of  Europe’s
brightest,  said Peter Widmer in his

address to the Global Executive Forum.
“France and the Netherlands rejected

the European Union constitution and this
rejection paralyzed the EU and its work-
ings throughout most of  the summer.”

Also during the summer, there were
political stalemates in key member coun-
tries: “In Germany, Chancellor Gerhard
Schroeder resigned; in France President
Jacques Chirac suffered heart problems,
probably more serious than people realized;
in the U.K. Prime Minister Tony Blair won
a third mandate but without a majority,
which weakens him; in Italy, Silvio
Berlusconi was and is unpredictable.”

On the upside, “I think fresh blood
and thinking are needed at the level of
Europe’s heads of  state and hopefully we
will get it over the next couple of  years.”

In the meantime, the EU has embarked
on a cleanup project to throw out 1500
pieces of  obscure legislation over the next
few months. There will also be a modern-
ization of land use policies and the creation
of  uniform regulations to allow cross-bor-
der expansion. “All this is in recognition
that current regulations hinder productiv-
ity,” said Widmer. “I think the momentum
is gathering; business confidence actually

has improved tremendously in Europe.
“The stock market is probably the best

indication of  this improved confidence.
Year-to-date, stocks are up about 15 per-
cent in local currency terms with their lead-
ing performers over 30 percent. The slow
markets have been the U.K. with about 13
percent and Italy with less than 10 percent.

Smooth integration
Central Europe is the star of the con-

tinent, with a pattern of  solid growth. “Fol-
lowing 2004’s growth rate of  7 percent,
2005 is expected to come in at 5 percent,
the seventh year of  growth in this ex-com-
munist block,” said Widmer. Despite the
slowdown, he added, the growth is still
good within the framework of  Europe.

“But inflation has become a problem
among the 10 new EU countries of Cen-
tral Europe: Cyprus (Greek part), Czech
Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, Poland, Slovakia and
Slovenia. Several of  the EU 10 will prob-
ably not qualify for the euro, Europe’s single
currency, as early as they had hoped, some-
time between 2007 and 2009.

Relatively low labor and production
costs have drawn manufacturers to the re-
gion; “20 percent of cars produced in Eu-
rope are produced in these new countries,
mostly in Slovakia. Capital investments are
estimated to reach about $45 billion to $50
billion in 2005. And increasingly, the per-
centage of  profits made there are being re-
tained and reinvested.

“Slovenia is the wealthiest state with
80 percent of  EU purchasing power. Po-
land is one of  the weaker ones with only
45 percent. It’s a good area for investment.

Widmer agreed with Richard Bard that
the potential in Russia was good. “How-
ever, these new countries are scared. Rus-
sia is unpredictable under Putin. The po-
litical and economic future creates insecu-
rity for investment. The free economy con-
cept is in some danger, much more than it
was a few years ago.”

Investors are doing well with stocks.
“Stock markets in these Central European
countries have been strong until recently
when rising interest rates and inflation put
a damper on stock prices. But Hungary is
still up 42 percent this year. Russia is up

over 60 percent. Currencies have been
stable against the dollar. Hungary however
had a setback because of  severe balance-
of- payment issues.

Of  all the foreign investors in these
Central European countries, “the Austrian
banks are most active in trying to partici-
pate in development projects. Erste Bank
Austria now generates two-thirds of  its
business and profits outside of  Austria.

“Bulgaria and Romania are on the
chart for EU ascension in 2007. They’ll
probably miss that date  by at least one
year,” said Widmer. “The EU considers
their progress insufficient in tackling cor-
ruption and organized crime, improving the
protection of  intellectual property rights
and establishing cultural safety standards.”

Turkey’s EU candidacy
Negotiations with Turkey have started

and “they will probably take the better part
of  10 years,” said Widmer. There are a lot
of  conditions Turkey must meet before the
EU opens its doors.

“The EU is already applying pressure
on Turkey to achieve reforms. Turkey now
has two years to totally abolish torture in
its prisons, guarantee religious freedoms to
minorities and improve conditions for these
minorities

“And Turkey must come to terms with
recognizing Cyprus, a EU member which
is half  Greek half  Turkish. It’s a compli-
cated issue.

EU and Turkish officials are eager to
proceed with negotiations. “The EU is
Turkey’s largest trading partner, absorbing
more than 50 percent of  Turkish exports,”
said Widmer. But resistance to some of  the
conditions that have been laid down is com-
ing from Turkey’s state agencies. “They
don’t like all this movement toward entre-
preneurship.”

The profile of  Turkey differs sharply
from that of  other EU members. “Never
before has the EU taken in a new member
whose economic status was so out of  line
with that of  other members,” said Widmer.
And Turkey’s large population is also a new
challenge; currently the population is 90
million; projected to be more than 100 mil-
lion by the time Turkey is accepted for
membership. �
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