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Historically, real estate markets have often 
experienced boom and bust periods, meaning that 
property markets have exhibited extended periods 
with building occupancy and rents rising followed by 
extended periods with occupancy and rents falling. 
In many commercial property markets, the total 
period of this real estate cycle (e.g. from peak to 
peak) has been in the region of 10 to 15 years, 
which is noticeably longer than the traditional 
macroeconomic business cycle in the decades after 
World War II. On a first sight, property prices or 
more specifically, market values in the real estate 
investment markets, along with liquidity and volume 
of sales transactions in such markets, do correlate 
to the ups and downs in the space market and 
appear to go also through extended periods of rise 
and fall. 

However, considering the volatility of property prices 
in the markets, it is more often the result of an 
increase in demand for real estate investment 
assets among investors in the capital markets. This 
means that investors are shifting their preferences, 
so that they are willing to pay higher price/earnings 
multiples for real estate assets than they previously 
would. Such a shift might occur because investors 
now perceive real estate to be less risky relative to 
other investment asset classes (such as stocks and 
bonds). Or perhaps because investors are generally 
less sensitive to the risk associated with real estate 
assets than they were before (e.g. their investment 
holdings are more diversified). It could also be that 
investors now tend to expect more future growth in 
real estate rents than they previously did, and thus 
becoming more flexible regarding the current return. 
Regardless of the reason, investors are now willing 
to pay more for real estate assets, per euro of 
current real estate rental income, than they were 
willing to pay before. 

Explaining the real estate cycle via endogenic 
parameters like the economic principles of supply 
and demand on the space market (cobweb-

theorem) would lead to a misinterpretation of the 
cycle. By using these basic principles, a potential 
market player would tend to adjust its supply to 
actual and given rental levels and demand on the 
property market and not to the upcoming demand in 
the future. Furthermore, assuming that a real estate 
cycle in general exists would make it possible to 
forecast the cycle and therefore allow the market 
players to act anti-cyclically with the result that the 
given volatility of the cycle is lower than it would be 
without anti-cyclical behaviour. 

However, the past real estate cycles have seen high 
volatility (significant increases and decreases) of 
market prices and market values and only less anti-
cyclical behaviour of the market players. As this 
effect cannot be explained by the known supply and 
demand functions on the real estate markets, it can 
only be explained by exogenous, macro-economic 
parameters, which have a significant influence on 
the real estate markets – or as mentioned before, on 
the market players acting on the real estate 
investment markets. Following this assumption, the 
known real estate cycle is a result of speculative 
bubbles which are caused by exogenous 
macroeconomic parameters and a subsequent price 
decline. Forecasting real estate cycles would 
therefore equal forecasting the respective 
macroeconomic parameters influencing the 
investment decisions on the capital markets. 

The focus of this research is to design a model to 
derive market adequate discount and capitalisation 
rates by reflecting various macroeconomic 
parameters besides the asset specific criteria such 
as e.g. location, tenant covenant and cash flow 
security. Calculating the value of a property by using 
transparent discount rates, which also reflect 
macroeconomic influence parameters leads to a 
precise risk-return adjusted value of the property. 

 


