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Biden presidency 
Real estate 
braces for a 
‘hands-on’ 
administration

L
ast month, Joe Biden 
was sworn in as the 46th 
President of the United 
States, ascending to the 
office after a tumultuous 
transition. Though he  

will preside over a divided populace, 
a unified legislature is poised to 
advance much of his agenda without 
obstruction, writes Kyle Campbell. 

With control of both houses of 
Congress and the White House, 
Democrats have the power to make 
good on campaign promises that 
could reshape private real estate. 

Biden’s tax plan includes three 
measures that threaten longstanding 
advantages for real estate: taxing 

long-term capital gains as regular 
income – doubling the rate from 
20 percent to nearly 40 percent 
for top earners; eliminating 1,031 
exchanges; and ending the step-up 
in basis for properties after death.

Such reforms would stifle 
transactions and property values, 
David Rosen, a partner and real 
estate specialist at the Maryland-
based accounting firm Rosen, 
Sapperstein & Friedlander, tells 
PERE. “If you had a doubling of tax 
rates, it is possible that many of the 
real estate transactions that closed 
in the last several years would never 
have happened,” he says, citing 
untenable after-tax yields.
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Yet REITs and other stocks rallied 
after Biden’s election and again after 
his victory was confirmed on January 
6, even as rioters sacked the Capitol. 

Part of that optimism is tied to 
the surety of additional stimulus 
for businesses and individuals. 
Biden’s $1.9 trillion relief proposal is 
expected to be greenlit.

Private market groups are similarly 
sanguine. A unified government 
means more predictability and 
fewer partisan battles, Jake Fingert, 
a former policy advisor to President 
Barack Obama’s administration,  
tells PERE.  

“With the new administration, 
one thing I’m expecting is political 
stability,” says Fingert, now partner 
at Washington, DC-based proptech 
venture capital firm Camber Creek. 
“Real estate markets, like all markets, 
favor stability.”

How we got here
Heading into the November 
contests, the industry feared a ‘blue 
wave’ would carry Democrats to 
majorities in both the House and 
Senate and deliver Biden a strong, 
progressive mandate.

Initially, that scenario seemed to 
have been avoided. Republicans 
controlled 50 of the 100 Senate 
seats after election day, meaning 
they needed to win just one of 
two run-off races in traditionally 
conservative Georgia to hold the 
chamber. 

However, Democratic upsets on 
January 5 resulted in a 50-50 split, 
and Vice-President Kamala Harris will 
now cast the decisive vote.

“With control of both houses, the 
proposals put forth by President 
Biden in his initial tax plan will 
become top priorities,” Craig 
Bernstein, chief investment officer 
of Washington, DC-based OPZ 
Bernstein, tells PERE. “So at this point 
there is probably minimal opposition 
to passing significant tax reform. 

[The Democrats] can do whatever 
they want at this point.” 

Biden’s covid-19 relief package 
is merely the first item on a wish list 
that includes investment in green 
infrastructure and an expansion of 
the social safety net. It also includes 
provisions that could benefit parts 
of the real estate industry, including 
$10 billion of additional funding for 
Low-Income Housing Tax Credit, 
a crucial mechanism for financing 
multifamily investment. 

Daryl Carter, chief executive 
of California-based Avanath 
Capital Management, a manager 
specializing in affordable housing, 
says he was encouraged by Biden’s 
commitment to meaningfully 
increase the number of housing 
vouchers the federal government 
offers to subsidize rents for low-
income households. 

“When people think about 
affordability, a lot think about 
affordable units. But it’s also income,” 
Carter says. “The fact is, we have a 
bifurcated economy with haves and 

have-nots, and a game changer for 
the have-nots is a housing voucher, 
so we always lobby for more of 
them.”

Silver linings
With strong ties to politicians on 
both sides of the aisle, Rosen said 
his clients – many of them large 
developers – do not expect major 
tax reforms to pass without getting 
a chance to weigh in. Also, the 
Democrats’ narrow majority in 
the Senate means they will need 
unanimous support among their 
ranks, which is its own check on 
runaway tax hikes. “There are a 
couple of [Democratic] senators, 
based on their particular voting 
blocs, that would be hard-pressed to 
get behind a tax bill that was seen as 
too progressive,” he says.

Changes are coming to private 
real estate under the administration. 
Some will help and others will 
hurt, but one thing is clear: the 
industry will not enjoy the hands-off 
treatment it was expecting last fall. n

Five implications of a Biden presidency

n Taxes: A litany of hikes have been proposed to offset greater 
spending. But Biden will need full support from his party to get 
them through.

n Housing: Plans for addressing the housing crisis include more 
tax credits for developers, vouchers for low-income households 
and rebates for first-time home buyers.

n Covid: Containing the coronavirus and its economic impacts are 
Biden’s chief concern, and cost is no object.

n Environment: Tighter emissions regulations are guaranteed. 
But it remains to be seen what kind of government subsidies those 
mandates will, or will not, come with. 

n Opportunity zones: The program enjoys bipartisan support, 
so it is not going away. But greater reporting standards and 
restrictions on certain property types – luxury hotels, self-storage 
facilities – are expected. 



Insight

4    PERE    •    February 2021

The UK Dual headwinds  
split investor opinion

T
he newly signed 
Brexit deal with the 
EU and the surge of 
a highly contagious 
coronavirus variant 
have kept the UK in 

global headlines in recent months. 
The impact has been felt on the 
country’s property markets, writes 
Evelyn Lee.

“The two things that everybody is 
going to remember about 2020 are 
covid and Brexit,” says Alex Price, 
chief executive of the UK business of 
Canadian manager Fiera Real Estate. 
“Those are the two major, immediate 
things that affected the UK market in 
the last year.” 

The new virus strain has been 
blamed for a spike in new covid-19 
infections, which topped 60,000 a 
day by early January, prompting the 
UK government to enforce a third 
national lockdown. The shutdown 
was understood to be a major factor 
in Dallas-based manager Lone 
Star Funds pulling the £3 billion 
($4.1 billion; €3.1 billion) sale of 
UK residential property company 

Quintain after it was due to receive 
formal bids last month.

“The third lockdown will affect 
sentiment in the UK market; the fact 
that Lone Star pulled the Quintain 
sale reflects this,” Price says. “We 
can see why Quintain may have 
struggled to attract a premium bid, 
given the physical constraints from 
a lockdown and its very focused 
London portfolio.”

Other sellers also halted sales, 
particularly in central London, 
where the market is more reliant 
on overseas buyers, observes Chris 
Brett, head of EMEA capital markets 
at brokerage CBRE. “They want to 
wait to see that the travel restrictions 
are eased,” he explains. “To ensure 
success for a sales process targeted 
at global capital, open borders will 
add confidence to a marketing 
campaign.”

Some investors, however, are 
unfazed by the latest lockdown. 
Peter Ballon, global head of real 
estate at Canada Pension Plan 
Investment Board, saw UK deals stall 
in the early days of the pandemic, 

including the sale of the pension 
plan’s 50 percent ownership interest 
in the first phase of Nova Victoria, a 
mixed-use development in London. 
The deal, which was under contract 
pre-covid, subsequently collapsed, 
although the interest was later sold 
to Singapore’s Suntec Real Estate 
Investment Trust at pricing similar to 
pre-covid levels, Ballon notes.

“We had a two- or three-month 
pause in new investments,” he says 
of the early pandemic days. “After 
that, we have continued as business 
as usual and so have our partners.” 

Indeed, Ballon remarks that the 
pension plan’s current quarterly 
real estate investment activity in 
the UK – which is the fifth largest 
market in CPPIB’s property portfolio, 
accounting for more than 10 percent 
of its real estate holdings – has 
returned to its pre-covid pace.

The post-Brexit world
Meanwhile, Brexit remains a cause 
for concern in that the EU has yet to 
decide whether UK financial services 
firms will be granted ‘equivalence’ 
over the medium term and therefore 
the ability to continue to operate in 
Europe.

If UK firms are not granted 
equivalence, Price would be 
concerned about how the London 
financial services sector, and 
consequently the London City office 
market, would perform. “But I think it 
would be wrong to write off the UK 
office market,” he says. “Although 
at the moment, because we’re not 
sure about financial services, if we 
are looking at offices, we’re more 
regionally focused.”

Brett asserts that investor demand 
for UK real estate has risen rather 
than fallen in 2021 post-Brexit: “If 
you’re looking at core and durable 
income streams in office, logistics, 
multifamily and probably central 
London retail, the bidder pool is 
deeper today than it was in October, 

Quintain: the UK’s 
third national 
lockdown was 
understood to be a 
major factor in Lone 
Star Funds pulling 
its sale of the UK 
residential property 
company
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November. The bidder pool is more 
diverse in its geographical origin. 
It is more comfortable to transact 
in the post-Brexit world than it was 
pre-Brexit.” 

Total investment in UK real 
estate across property sectors had 
plummeted from £14 billion in Q1 
2020 to £4.4 billion in Q2 – the first 
full quarter to be impacted by covid 
lockdowns – but had rebounded 
to £16 billion by Q4, according to 
CBRE data. Brett expects investment 
from both domestic and overseas 
groups to continue to increase 
in 2021, given the greater clarity 
around Brexit. 

“For durable income streams 
with strong covenants in the most 
desirable sectors, pricing has been 
less affected due to Brexit or covid,” 
he says. “If anything, pricing for 
real estate with these qualities is 
becoming stronger due to global 
investor demand.”

From Ballon’s perspective, “Brexit 
has a potentially longer-term 
impact on real estate and that has 
yet to play out.” Although Brexit 
has created greater uncertainty in 
the UK office sector, that would not 
preclude the pension plan from 
investing in the property type. 
“For us, it’s all about being paid 
appropriate risk-adjusted returns,” 
he says. “So, if the uncertainty 

caused by Brexit is reflected in the 
returns, then we would continue to 
be an investor.”

Isabelle Scemama, global head 
of AXA IM Alts, says the French 
insurer has been historically under-
allocated to UK real estate, which 
she attributes in part to “a degree 
of cautiousness related to the Brexit 
backdrop.” Nevertheless, AXA 
IM – which manages €5.3 billion in 
real estate equity in the UK – has 
continued to execute transactions 
in the country, including last year’s 
acquisition of London’s Dolphin 
Square, the single-largest private 
residential complex in the UK. “We 
remain open and the UK continues 
to be a key territory for us,” she says.

Turning away from the UK
The challenges with Brexit and  
covid have led some institutions to 
turn away from the UK, however. 
Alberto Agazzi, chief executive 
officer and general manager for 
Generali Real Estate, remarked at  
an INREV event last month: “It has 
now become difficult to invest in  
the UK given Brexit and covid. 
But on the other hand, European 
markets in a shift to core have 
become safer.”

Others, however, are looking past 
covid and Brexit. “In the long run, 
we continue to believe in London,” 
says Scemama. “We are now in a 
situation of being under-allocated 
and have the capability to seize on 
opportunities, rather than be in the 
situation where we have to manage 
challenging situations.” Such was the 
case with the Dolphin Square deal, 
which was signed during the first UK 
lockdown, when few other assets 
were trading.

“In some situations, the best 
investment opportunities happen 
when there is uncertainty in the 
market,” Ballon agrees. “The UK 
is a very popular market to invest 
in, so when there’s less capital 
pursuing those markets, that 
sometimes creates the best buying 
opportunities for us.” n

Nova Victoria: 
CPPIB’s sale of its 
ownership stake in 
the London mixed-
used development 
stalled during the 
early days of the 
pandemic

With the exception of North American investors, deployment from domestic and overseas groups 
in the UK had rebounded by year-end in 2020 (£bn)
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Brookfield’s privatization The move 
is seen as a better way to monetize 
core assetsW

ith its  
$5.9 billion 
take-private 
offer, 
Brookfield 
Asset 

Management is calling it quits on a 
public market that never embraced 
its flagship real estate vehicle, writes 
Kyle Campbell.

The Toronto-based firm has 
offered to buy all externally owned 
shares of its flagship property 
business, Brookfield Property 
Partners – nearly 40 percent of the 
issued units – at $16.50 per share. 
The offer represents a roughly 14 
percent premium on the company’s 
year-end trading value.

However, Brookfield’s chief 
executive of real estate, Brian 
Kingston, says the offer is still well 
below book value for the portfolio, 
which his group pegs at $27 per 
share. But that is par for the course 
for the vehicle, which is listed 
under the ticker BPY. It has traded 
at a discount to its net asset value 
“almost since day one,” he says, 
limiting its ability to issue new equity. 
With the company’s stock still below 
pre-pandemic levels, the firm wants 
to capitalize on its own depressed 
valuation to move in a new direction.

“We’ve been at this for seven 
years,” Kingston tells PERE. “We’ve 
done everything we feel we can, and 
it seems unlikely that we’ll be trading 
at NAV anytime soon. At the same 
time, we have all our private fund 
investors saying their biggest issue 
for 2021 is putting capital to work. 
They’re looking for ways to do it and 
all of them are explicitly saying they 
want to do it at NAV.”

Kingston says several investors 
have inquired about investing in 
BPY’s assets – either through funds, 
co-investments or other structures 
– once they are in private hands. 
This speaks to Brookfield’s growing 
influence with global institutions, Development risk: projects such as 1 Manhattan West hurt BPY’s public market appeal
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“ We were a bit of 
a size 13 shoe. It has 
never really attracted 
the right investor 
base in the public 
markets to make 
sure it traded fairly ”
Brian Kingston, Brookfield

particularly Middle Eastern 
sovereign wealth funds, one capital 
raiser tells PERE: “Five years ago, 
they didn’t have the relationships to 
call up Qatar and present them with 
the opportunity to take these assets 
private for $6 billion. Now they have 
relationships and firepower where 
they didn’t before.”

Puzzling structure
In 2013, the Toronto-based manager 
rolled up its core balance sheet 
properties and its interests in the 
private real estate funds it managed 
into a single vehicle and floated it as 
BPY. The mandate then was twofold: 
to grow Brookfield’s real estate 
platform by tapping public capital 
and increase management fees.

It achieved the latter goal by 
structuring BPY as a master limited 
partnership, essentially a publicly 
traded partnership that owns a 
perpetual life fund. Brookfield 
serves as the manager of the 
partnership, so it can collect fees in 
a manner akin to its private funds. 
The MLP model is common among 
listed infrastructure and energy 
companies, making it a natural fit 
for Brookfield Infrastructure Partners 
and Brookfield Renewable Partners. 

However, the MLP format is rare in 
the listed real estate world. Investors 
are more familiar with REITs, 
which have different distribution 
requirements and are typically 
managed internally. This disconnect 
is thought to have contributed 
to BPY’s limited appeal to public 
capital, a fund formation lawyer 
familiar with the platform told PERE: 
“It’s a bit of a puzzle, and analysts 
don’t like puzzles.”

Also, because of the unique 
structure and Brookfield’s contract 
to manage the platform, a take-
private by the parent company was 
one of the few viable options for 
restructuring, a capital advisor told 
PERE: “Who else could come in 

and buy it? It’s a controlled entity, 
externally advised.” 

Growth stunted
As for its other ambition, growing 
Brookfield’s real estate platform 
globally, BPY had a limited runway 
of success. The listed platform 
acquired all the outstanding shares 
of Brookfield Office Partners in 
2014, Brookfield Canada Office 
in 2017 and General Growth 
Properties in 2018, issuing BPY 
shares for all three transactions. 

Although these acquisitions 
expanded the firm’s equity, 
Brookfield already had 
ownership stakes in each of the 
entities beforehand. Now that 
it has exhausted those types of 
opportunities and it is unable to 
raise fresh equity at a fair market 
rate, Kingston says the prospects 

for BPY had become limited. “When 
you look at the next five years, the 
ability to grow the platform seems 
much more challenging than it has 
been over the last seven years.” he 
says.

BPY’s underlying composition 
also clashes with public market 
preferences. The top 10 REITs by 
market cap are all sector-specific, 
and the ones that performed best 
through the pandemic are focused 
on resilient properties such as cell 
towers, data centers, self-storage 
and logistics. Meanwhile, much of 
BPY’s diversified $88 billion portfolio 
consists of US malls and prime 
office towers, both of which face 
market skepticism amid pandemic 
concerns.

Also, because of the focus on 
development and the inclusion of 
private fund stakes, Kingston says 
BPY’s earnings tend to be “lumpier” 
than those of groups that simply 
focus on collecting rents and paying 
a steady dividend. “We were a bit of 
a size 13 shoe,” he says. “It has never 
really attracted the right investor 
base in the public markets to make 
sure it traded fairly.”

Meanwhile, Brookfield’s chief 
competitor, Blackstone, has thrived 
in the retail capital world with its 
Real Estate Income Trust. It used 
the platform to execute some of 
the biggest transactions of 2020, 
including the acquisitions of Las 
Vegas casino resorts, a self-storage 
portfolio and a stake in a sound 
stage portfolio in Hollywood. But 
unlike BPY, BREIT is not traded on 
a public exchange, meaning it is 
not subject to market volatility or 
skepticism. 

It remains to be seen if Brookfield 
will take another run at the public 
markets with a different strategy. 
For now, the firm is focused on the 
best way to monetize its core assets, 
a route that leads back to private 
ownership. n
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Fundraising Starwood nears a final 
close for Fund XII

The biggest private equity 
real estate fund in the market 
is nearing a final closing, 

Evelyn Lee reports. Starwood 
Capital Group has amassed $6.5 
billion in the first close for its 12th 
opportunistic fund, Starwood 
Distressed Opportunity Fund XII 
Global.

With the initial close representing 
87 percent of the vehicle’s $7.5 
billion target, the Miami-based 
private investment firm is on track to 
raise a total of $9 billion-$10 billion 
by the end of the second quarter for 
the vehicle, which has a $10 billion 
hard-cap.

The first close for Fund XII is 
the largest ever for Starwood and 
more than double the size of its 
predecessor, Starwood Opportunity 
Fund XI Global, which attracted $2.7 
billion in its initial closing in 2016. 

That fund ultimately collected $7.6 
billion in 2018.

Fund XII is currently the largest 
commingled real estate fund in 
market by target size, according 
to PERE data. The next largest, CIM 
Group’s CIM Opportunity Zone Fund, 
has a $5 billion target.

Starwood declined to comment, 
but PERE understands that the firm 
began marketing Fund XII at end of 
the second quarter and raised all 
the capital in the first close remotely. 
Returning investors included 
the Teachers’ Retirement System of 
the State of Illinois, which agreed 
to invest $300 million; Teacher 
Retirement System of Texas, which 
committed $200 million; Texas 
County and District Retirement 
System, which pledged $175 million; 
and Illinois Municipal Retirement 
System, which designated $100 

million, according to PERE data.
Limited partners in the fund will 

pay a base management fee of 1.25 
percent on committed and invested 
capital and an asset management 
fee of 0.25 percent on the gross 
asset cost, according to documents 
from the Oklahoma City Employee 
Retirement System. Investors that 
participate in the first close will 
receive a five-month management 
fee waiver, the documents stated.

Distress focus
Fund XII will have a heavier focus 
on distress than its predecessors. 
Distressed investment opportunities 
will include buying non-performing 
loan pools, public-to-private 
investments, buying assets 
from public companies, doing 
recapitalizations and providing 
rescue capital. To date, $500 million 
of equity from the fund has been 
earmarked across four deals.

Fund XII’s target allocation by 
geography will be 40-60 percent 
Europe, 40-60 percent US and 0-15 
percent Asia and Australia, according 
to a source familiar with the fund. 
Target allocations by sector will 
be 20-30 percent multifamily and 
affordable housing, 20-30 percent 
hospitality, 20-30 percent office, 
15-20 percent industrial and 0-10 
percent other investments, which 
can include land and niche sectors 
such as student housing or senior 
housing.

The fund is targeting a 14-16 
percent net internal rate of return or 
an 18-20 percent gross return and a 
1.6-1.7x net multiple, according to 
OCERS documents. As of June 30, 
Fund XI was generating a 1.08x net 
multiple, compared with a 1.29x top-
quartile multiple and 1.21x median 
multiple in OCERS’ real estate 
benchmark, and a 19.2 percent IRR, 
compared with a 13.5 percent top-
quartile return and an 8.7 percent 
median return. n

Starwood Distressed Opportunity Fund XII is currently the largest commingled fund by target

Fund Manager Target 
size 

($bn)

Fund strategy Region

Starwood Distressed 
Opportunity Fund XII Global

Starwood Capital Group 7.50 Opportunistic Multi-
regional

CIM Opportunity Zone Fund CIM Group 5.00 Opportunistic North 
America

Oaktree Real Estate 
Opportunities Fund VIII 

Oaktree Capital 
Management

3.50 Opportunistic Multi-
regional

Fortress Credit Opportunities 
Fund V Expansion

Fortress Investment 
Group

3.00 Opportunistic Multi-
regional

KKR Real Estate Partners 
Americas III

KKR 3.00 Opportunistic North 
America

PIMCO Corporate 
Opportunities Fund III

Pacific Investment 
Management Co

3.00 Debt North 
America

Oaktree Real Estate Debt 
Fund III

Oaktree Capital 
Management

2.75 Debt Multi-
regional

CIM Fund IX CIM Group 2.50 Opportunistic North 
America

AIG US Real Estate Fund III AIG Global Real Estate 2.00 Value-add North 
America

AllianceBernstein 
Commercial Real Estate Debt 
Fund IV

AllianceBernstein 2.00 Mezzanine / 
Debt 

North 
America

Source: PERE
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The big numbers
Dented 2020 fundraising and Blackstone’s big life 

sciences bet featured in last month’s headlines 

➔

➔

“We saw in 2020 
a record year of 
leasing within 

our business and, 
it’s fair to say, 
we anticipate 

that will stay for 
the foreseeable 
future. We don’t 
expect people 

to change 
their behavior” 

Ralf Wessel, 
managing 

director, fund 
management at 
GLP, tells CNBC

“Clearly there are 
differing views 

about real estate 
securities. Some 

people think 
people won’t go 
back to the office 
and that retail will 
be done online” 
Bruce Flatt, chief 

executive at 
Brookfield Asset 

Management, 
to the Financial 

Times in 
discussing the 

firm’s privatization 
of its real estate 

business

Fundraising 
Patron’s 
Breslauer: ‘It’s 
back to basics’ 

Expect the €844 million raised 
for pan-European opportunity 
fund manager Patron Capital’s 

latest fund to be deployed using 
simple investing principles, Jonathan 
Brasse writes.

That is how founder Keith 
Breslauer explained the deployment 
thesis to PERE last month, days after 
the London-based firm announced 
the final closing of Patron Capital VI, 
the sixth in its fund series. 

“We’re back to basics,” he said at 
the time. Pointing to two recent UK 
deals, he illustrated: “We bought 
an existing office building. We’ll be 
adding two floors. There’s excess 
land where we can build residential. 
So, we’ll forward sell the residential 
and redevelop the office to make our 
money. That’s conventional. Similarly, 
we bought an office where a major 
tenant just left. We’ll refurbish it into 
light industrial. Simple, basic stuff.

 “The idea of buying a 12 percent 
position in a piece of debt and taking 
control of it in a CMBS deal just 
doesn’t exist in Europe. Things will 
be much more conventional here.”

Patron has been slow to deploy 
capital amid the pandemic-driven 
uncertainty, having invested 
3 percent of Fund VI’s capital 
before last March when the first 
lockdowns hit Europe. At press time, 
approximately 25 percent of the 
capital had either been committed 
or drawn. Breslauer confirmed the 
fund was 14 months into its four-year 
investment period.

Post-financial crisis, Patron has 
seen a 20 percent gross internal rate 
of return and 1.75x equity multiple, 
according to company literature. n

Ups 
&

downs

➔

➔

-32%
 Year-on-year decrease in the capital raised for private real estate funds 

in 2020, according to PERE data

£3bn 
UK lending volume targeted by Oaktree Capital Management in the next 
six years after hiring executives from Octopus Real Estate and Man Group

60%
Share of Asian investors expected to purchase more real 

estate in 2021, the highest since 2016, according to broker 
CBRE’s 2021 Asia Pacific Investor Intentions Survey

$5.9bn
Price Brookfield Asset Management is prepared to pay 
for the shares it does not own in its flagship property 

platform, Brookfield Property Partners

2.3m sq ft 
Life science office space acquired by Blackstone from Brookfield 

Asset Management for $3.45bn at the end of December

€64.6bn
Capital expected to be deployed 
into global real estate in 2021 by 

institutional investors, including funds 
of funds, as per associations INREV, 
ANREV and PREA’s annual Investor 

Intentions Survey

-28%
 Year-on-year decrease in 

global real estate investment to 
November 2020, according to 
broker Savills’ Impacts research

87%
Share of the target $7.5 billion of equity Starwood Capital 

has raised for its Fund XII opportunity fund
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India logistics Sophisticated investors are entering  
an evolving market

Singapore’s GIC is one of the 
latest investors betting big on 
India’s logistics real estate and 

the country’s long-term potential, 
Christie Ou reports. In December, 
GIC entered a $750 million joint 
venture with Hong Kong-based 
logistics manager ESR.

Subject to regulatory approval, the 
$100 billion-plus sovereign wealth 
fund and the logistics specialist 
agreed to an 80:20 strategic 
partnership to develop and acquire 
institutional-grade industrial and 
logistics facilities in India’s tier 1 
and tier 2 cities. The vehicle will be 
seeded with a 2.2 million-square-foot 
build-to-core development project 
near Mumbai.

Kishore Gotety, GIC’s co-head of 
real estate in Asia-ex China, says the 
“continued e-commerce growth in 
India over the long term, reinforced 
by rising internet penetration, is 
expected to drive strong demand 
for industrial and logistics assets.” 
His beliefs are underscored by the 
increasing volume of online retail 
corporate investment activity seen 
in the country. Indeed, consultant 
firm Alvarez & Marsal India noted in 
a 2020 report that, in terms of M&A 
and private equity deals, the market 
for the online retail market in India is 

expected to grow from $30 billion in 
2019 to $100 billion by 2024. Gotety 
believes the JV will bring the much 
needed “institutional-grade” assets 
into the market to service this growth.

But not every investor is ready to 
enter the country’s logistics sector 
just yet, according to Jai Mirpuri, 
country head of ESR India. He 
believes more sophisticated 
investors with experience across 
different asset classes in India will 
have more interest in investing in the 
country’s logistics space directly than 
those that are newer to the market.

International logistics specialists 
have only established a presence in 
the country over the past few years, 
according to Mirpuri. ESR itself 
made its India debut in 2017, 
while Sydney-based LOGOS also 
established its first Indian venture 
in the same year. In 2018, logistics 
powerhouse GLP entered the 
country through a strategic joint 
venture with IndoSpace, India’s 
largest logistics owner and 
developer.

The warehousing and logistics 
sector in India has become more 
institutionalized in recent years, Trent 
Iliffe, managing director and co-CEO 
at LOGOS, tells PERE. The change 
is partly due to India’s introduction 

of a goods and services tax in 2017. 
The tax supported the warehousing 
business by creating a level playing 
field for organized players and 
equitable development across the 
country.

Far from saturation
Iliffe pointed out that in some ways, 
India is now at a similar stage to 
where China was in the earlier 
years of its own goods and services 
tax. In the 1990s, the country also 
saw the growing need for larger 
regional distribution centers and 
more efficient supply chains. “India 
is approximately two years into the 
evolution of building its logistics 
infrastructure to cater to the needs 
of the market for today and into the 
future,” he says.

Although the logistics property 
market in India lags China in its stage 
of development, it is also far from 
being saturated, which means more 
opportunities are expected to unfold 
in the next few years, according 
to Anshuman Magazine, CBRE’s 
divisional president for India, South-
East Asia and MENAT.

Magazine says: “Over time, major 
institutional investors will have a 
certain level of allocation in India 
because it’s a large economy.” n

Industrial: only 
becoming 
institutionalized in 
recent years, with the 
goods and services 
tax a likely boost
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Life sciences What Blackstone’s 
$3.45bn deal says about pricingA

fter orchestrating 
the biggest 
transaction 
of 2020 – a 
$14.6 billion 
recapitalization of 

its life sciences portfolio – Blackstone 
closed the year by doubling down 
on its commitment to the property 
type, Kyle Campbell writes.

The firm acquired a $3.45 
billion portfolio from Brookfield in 
December, becoming the largest 
owner of life sciences real estate 
in the booming Cambridge, 
Massachusetts market. Combined 
with its BioMed platform, which was 
spun out into an open-end core-
plus fund in October, Blackstone 
now has $20 billion of research lab 
and office assets globally, two-thirds 
of which are in the Boston area.

At $1,500 per square foot, the 
transaction closed for a higher-
than-expected price after a 
competitive bidding process that 
one source familiar with the market 
described as a “feeding frenzy.” In 
October, Bloomberg reported that 
the 2.3 million-square-foot portfolio 
was expected to trade hands for 
around $3 billion. At $3.45 billion, 
the portfolio has a capitalization rate 
in the high 4s, someone familiar with 
the transaction told PERE.

“The price seemed frothy. But 
on the other hand, Blackstone is 
building a business. They’ve raised 
billions of dollars and I don’t think 
they were going to be left behind,” 
says Ronald Dickerman, president 
and founder of New York-based 
manager Madison International 
Realty.

Nadeem Meghji, Blackstone’s 
head of real estate Americas, says 
the trends in the life sciences sector 
– rising demand for properties 
catering to life sciences and the 
influx of capital flowing into the 
space – helped to justify the price 
paid by the core-plus Blackstone 

Property Partners Life Sciences fund.
“We’re seeing increased interest 

in the sector amongst institutions,” 
says Meghji. “There’s a recognition 
that life sciences office space 
benefits from really strong demand 
tailwinds, and so, in a world where 
there are fewer sectors that are 
producing outsized growth, this 
sector is gaining more traction, 
receiving more attention.”

Rising tide
From the start of 2020 into early 
November, $10 billion of life 
sciences deals were executed 
globally, according to data firm Real 
Capital Analytics, accounting for 1.9 
percent of the total investment in 
income-producing real estate. In all 
of 2019, $14 billion of transactions 
closed, accounting for 1.4 percent 
of the market.

The last month of 2020 saw several 
large deals, mostly in the Boston 
area. Three deals alone – Brookfield’s 
sale to Blackstone; a $720 million 
portfolio sale by Harrison Street, 
Bullfinch Companies and National 
Real Estate Advisors to Healthpeak 
Properties REIT; and a $151 million 
sale by The Carlyle Group and 
King Street Properties to Oxford 
Properties – pushed the year’s total 
beyond that of 2019.

“Life sciences is the darling of the 
commercial real estate business 
now and the reason is because 
it’s extremely undersupplied,” 
Dickerman says. “And just as 
September 11 was to cybersecurity, 
covid is to biotech and lab 
research,” with pharmaceutical 
companies taking center stage in 
the race to develop tests, treatments 
and, ultimately, vaccines for 
covid-19.

The strength of life sciences real 
estate goes beyond the needs of 
the pandemic, said Dickerman, 
whose company recently committed 
$200 million to an upstart firm in the 
space. “When you’re working on lab 
experiments, you can’t work from 
home,” he says.

Blackstone’s acquisition was the 
largest of the year in life sciences 
real estate, both by total volume 

“ We believe we 
have unique insights 
and an information 
advantage... to 
capitalize on 
these types of 
opportunities ”
Nadeem Meghji, Blackstone
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and price per square foot. The 
next closest was Chicago-based 
REIT Ventas’s purchase of a three-
property portfolio in south San 
Francisco from Bain Capital and the 
investment firm Phase 3 Real Estate 
Partners for a little more than $1 
billion, or $1,200 per square foot.

But Blackstone’s price was 
comparable to other recent 
prominent sales in Cambridge. In 
fact, two transactions in the city in 
2019 were more expensive on a per-
square-foot basis, according to the 
brokerage Cushman & Wakefield; 
Ventas paid $1,700 a square foot for 
a 78,000-square-foot lab building, 
while Harrison Street and Bullfinch 
paid $1,600 for a three-property 
complex. Those had cap rates 
of 4.5 percent and 4.3 percent, 
respectively.

A unique opportunity
For months, interested parties had 
monitored Brookfield’s life sciences 
portfolio, PERE understands, with 
the expectation that its sale would 
serve as a bellwether for a sector 
that has seen its standing with 
institutional capital rise dramatically 
amid the pandemic. Meghji, 
however, noted the deal also 
reflects the unique characteristics 
of the Cambridge market and the 
portfolio itself.

Acquired in 2018 as part of 
Brookfield’s takeover of Forest 
City Realty Trust, the portfolio 
has 90 percent of its properties 
in East Cambridge, next to 
the Massachusetts Institute of 
Technology campus. Dickerman 
said it is likely the largest contiguous 
portfolio of life sciences real estate 
ever sold.

East Cambridge has the 
highest average asking rent for 
research space in North America 
at $97.97 per square foot net of 
taxes, insurance and maintenance 
charges, according to Cushman 

& Wakefield’s 2020 life sciences 
report. One Massachusetts-based 
investor that has acquired 400,000 
square feet of life sciences space in 
the past two years said the Kendall 
Square district, near MIT and just 
across the river from Massachusetts 
General Hospital, has rents upwards 
of $120 per square foot. And, with 
the Brookfield portfolio alone 
comprising nearly a third of the 
square footage in the Cambridge 
market, Blackstone will have 
significant pricing power.

Construction costs for speculative 
life sciences space in and around 
Boston can range from $200 to 
upwards of $1,000 per square foot, 
the Massachusetts investor said, 
adding that several prominent 
firms have committed that kind 
of capital to convert traditional 
office buildings. “Real estate 
pricing is founded on the rents 
people are paying and the reality 
is these companies can afford to 
pay for world class space,” he says. 
“They’re paying for extensive HVAC, 
mechanical, electrical and plumbing 
infrastructure to conduct research. 
This is not just generic office space; 
this is a tangible product that an end 
user requires, and they need it to be 

best in class. So, while there is a lot 
of capital chasing it, we’re seeing 
cap rates compress a bit, but not 
dramatically.”

Meghji says Blackstone came 
into the transaction with a strong 
understanding of rent growth 
potential, not only from its existing 
real estate platform, but also 
from its Blackstone Life Sciences 
arm, which invests directly into 
pharmaceutical, biotech and medical 
technology companies. “We believe 
we have unique insights and an 
information advantage that enables 
us to capitalize on these types 
of acquisition and development 
opportunities,” he said. “We also 
have scale capital and perpetual 
capital, which is a really significant 
advantage in these types of 
situations.”

Funding the future
In the past, life sciences-based 
strategies have been a hard sell 
for real estate owners because of 
the cost of outfitting the properties 
and the risks associated with 
the tenants, PERE understands. 
Upstart firms in this space typically 
burn through cash in hopes of 
developing a paradigm-shifting 
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Alexandria (550,000 sq ft)

Alexandria (1.9m sq ft)

Healthpeak (620,000 sq ft)

Ventas (800,000 sq ft)

Blackstone (2.3m sq ft)

Blackstone’s life science portfolio acquisition was the most expensive of 2020 (price in $bn)

Source: Blackstone, Ventas, Real Capital Analytics
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drug or treatment regime. With no 
revenue coming in, their funding 
was liable to dry up overnight.

While the life sciences sector 
has attracted increased investor 
awareness and demonstrated 
its outsized resilience compared 
with traditional office, retail and 
hospitality, it is the capital markets 
support – which has increased 
steadily in recent years – that has 
won over real estate investors.

Through the second quarter 
of 2020, $17.8 billion of venture 
capital had been raised on a 
rolling four-quarter basis for life 
sciences strategies, according to the 
brokerage CBRE. 

Similarly, federal funding for 
medical research from the US 
National Institutes of Health rose 
6.7 percent annually from 2015 
to 2019, nearing $40 billion in 
2019. And finally, life sciences 
firms saw unprecedented support 

in the public markets in 2020, 
raising $6.7 billion between 37 
initial public offerings as of mid-
August, according to the website 
Crunchbase. Through all of 2019, 
life sciences firms raised $5 billion 
across 51 IPOs.

Much of this funding can 
be attributed to research 
breakthroughs in the field of 
genetics that have opened the door 
to more specialized diagnostic 
tests and therapeutics. But Michael 
Gershenson, a managing director 

at Carlyle, says the real demand 
driver is an aging US population. 
With the number of people age 
65 or older expected to grow 
by 75 percent over the next four 
decades, the amount spent on 
medical expenses is expected to 
balloon in unison. Investing in drug 
research and development space 
presents an opportunity to capture 
some of the spending. Carlyle has 
made 11 life sciences investments 
since 2013. In addition to a more 
secure capital market backing the 
sector, Gershenson says the growth 
in key markets has bolstered the 
firm’s confidence in research and 
development real estate.

“If you have a best-in-class asset in 
a market that has shown a depth of 
demand for life sciences company 
creation, such as Boston, San 
Francisco or San Diego, even if your 
tenant has to move, that space is 
reusable and re-leasable to another 
tenant that is likely to come along 
given the demand in those markets,” 
he says.

Meghji says Blackstone has 
pursued a similar strategy. After it 
acquired BioMed Realty Trust in 
2016, it sold off all assets that were 
not in Boston/Cambridge, the San 
Francisco Bay Area, San Diego, 
Seattle or Cambridge, UK. As more 
investors and managers clamor for 
exposure to the sector, he said his 
firm plans to stick to that strategy for 
its Blackstone Property Partners Life 
sciences platform.

“There is more capital heading 
into the sector, and one would 
expect to see more competition in 
this space over time,” Meghji says. 
“That’s why it’s really important to 
have a differentiated approach, a 
strong operating platform, to have 
the insights and information and to 
focus in on the best markets and 
the right pool of capital. All of those 
things are important in a world that’s 
competitive.” n

65 Landsdowne: 
home to research 
labs for Harvard 
and Brigham and 
Women’s

40 Landsdowne: 
home to Japanese 
pharma giant Takeda



Insight

14    PERE    •    February 2021

High flyers The appointments  
and promotions that mattered  
in the private real estate market  
in the last month

n AustralianSuper
Paul Clark has been appointed as the 
retirement fund’s senior investment 
director for property, responsible 
for leading the pension fund’s real 
estate investment activities in the UK 
and Europe. Previously, Clark was 
chief investment officer at UK-based 
Crown Estate, where he led the 
team in closing partnerships such 
as joint ventures with Norges Bank 
Investment Management on Regent 
Street and Oxford Properties at St 
James’s Market in London.  

n Chelsfield
Jun-Ho Lee has been promoted to 
head of capital raising and investor 
relations at Chelsfield in Hong Kong. 

Mark Gabbay has taken up the 
role as the firm’s global chief 
executive officer, succeeding Jeff 
Jacobson, who has been with the 
firm for 14 years. Jacobson will 
continue to serve as chairman 
until June. In Gabbay’s new role, 
he will head the firm’s strategic 
direction and growth and will 
report to Christian Ulbrich, 
president and CEO of JLL. The 
real estate veteran has been with 
LaSalle for more than 10 years 
where he was most recently the 
CEO and CIO of LaSalle’s Asia-
Pacific business. Before that, he 
held senior roles at Nomura and 
Lehman Brothers. With Gabbay’s 

promotion, the firm has reshuffled 
the leadership team in the region. 
Keith Fuji, former CEO of LaSalle 
in Japan, has become CEO in 
Asia-Pacific. Claire Tang and 
Kunihiko Okumu will take up the 
roles of regional co-CIOs. The two 
will continue to head the firm’s 
business in Greater China and 
Japan acquisition, respectively.

LaSalle Investment 
Management

Lee joined the UK firm as director, 
business development in 2017. 
Before that, he worked at Grosvenor 
Group as business development 
director for more than five years. 

n Cromwell
The firm has hired Darren Downs as 
head of separate accounts, where 
he will source new opportunities 
and strengthen relationships with 
existing and future separate account 
investors. Previously a fund manager 
and director at Nuveen Real Estate 
for 14 years, Downs has over 20 
years’ experience in the real estate 
industry including capital raising, 
fund management, debt financing 
and multi-sector investment. 

n Delancey
Zeynep Fetvaci has been appointed 
head of business development 
and investor relations. In her new 
role, Fetvaci will be responsible for 
broadening the company’s investor 
network to support the growth 
of the business. Prior to joining 
Delancey, Fetvaci had served as a 
managing director and the co-head 
of the global funds advisory team 
in EMEA for broker JLL. 

n GIC
Tianyi Wang has been brought 
on as a vice-president at the 
Singaporean sovereign wealth 
fund. In taking on the new role, 
Wang will relocate to Shanghai 
after spending more than five 
years as a real estate investment 
manager at Abu Dhabi Investment 
Authority. Prior to joinging ADIA, he 
had worked at Goldman Sachs and 
CBRE. 

n Morgan Stanley Investment 
Management
Laurel Durkay has joined the firm 
as head of global listed real assets, 
replacing Ted Bigman, who retired. 
In her new role, Durkay will report 
to John Klopp, managing director 
and head of global real assets. 
Prior to joining MSIM, Durkay was a 
senior vice-president and portfolio 
manager for global and US real 
estate securities portfolios at 
Cohen & Steers. 

n Valor
The pan-European logistics 
platform has named Victor Massias 
as the head of development to 
lead the expansion in the UK and 
continental Europe. Based in Paris, 
Massias’s appointment followed 
the launch of a joint venture with 
Canadian pension fund QuadReal 
to invest over €1 billion in urban 
logistics assets in the UK, France 
and Germany. n
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Performance is the top 
draw for listed property

Evelyn Lee
evelyn.l@peimedia.com

Evelyn Lee

F
or years, investor allocations to listed real estate have not been commensurate 

with performance. Performance, after all, is one of the most compelling 

reasons to invest on the public side. Listed equity REITs generated average 

net returns of 10.2 percent from 1997 to 2018 – outperforming all unlisted real 

estate strategies, according to a study by Canada-based CEM Benchmarking. 

Public real estate allocations averaged just 0.6 percent of US pension funds’ total 

assets during the 20-year period, whereas the average allocation to unlisted real 

estate was 3.8 percent.

But as our cover story reveals, 

investor allocations to public real estate 

are now poised to grow, with some 

institutions having notably upped their 

listed exposures during the pandemic.

Investors have even more of a 

reason to invest in listed real estate for 

performance this year, given that 2021 

return assumptions for global real estate 

investment trusts will rise to 6.4 percent 

from 6 percent last year, according to a report from JPMorgan Asset Management. 

At the same time, REIT pricing has shifted to “relatively fair to slightly cheap” 

in the US and Asia, both of which saw REITs trading at a premium last year, the 

report stated. Meanwhile, the significant pricing discount for ex-UK European 
REITs in 2020 is projected to continue.

Of course, other factors – such as REITs’ ability to provide investors greater 

exposure to ‘new economy’ sectors such as data centers – will also make public real 

estate more attractive to institutional capital. But on the basis of higher returns and 

lower investment costs alone, 2021 is expected to be a favorable year for investors 

to ramp up their listed allocations.

“ Investors have even 

more of a reason to 

invest in listed real 

estate for performance 

this year ”
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Asia Economic recovery could 
reverse property’s pecking order 

The year has started on a 
promising note for Asian real 
estate, with a series of reports 

last month forecasting an investment 
rebound for the region. 

Real estate services firm JLL 
expects a new cycle will emerge in 
Asia-Pacific this year, with investment 
volumes increasing 15-20 percent. 
Fellow property services firm CBRE is 
equally bullish about Asia dealflow, 
in part driven by at least $31 billion 
of assets expected to be brought to 
market between 2021 and 2022 due 
to the imminent expiration of several 
close-ended funds.

This optimism rests on strong 
post-pandemic economic growth 
in major Asian markets, including 
China, the epicenter of the covid-19 
outbreak. As the first region to 
be ravaged by the health crisis, 
it is not surprising China is also 
the first to reach a meaningful 
stage of recovery. Barring the 
occasional spike in cases, markets 
like Singapore, South Korea and 
Hong Kong have also been more 
successful in executing an effective 
covid management strategy, 
including limited lockdown 

“ As the first region 
to be ravaged by the 
health crisis, it is not 
surprising China is 
also the first to reach 
a meaningful stage 
of recovery ”

Comment

Expert analysis by Arshiya Khullar 

measures, widespread testing and 
strict compliance with mask-wearing. 
Apart from India, the countries 
currently witnessing the highest 
number of covid-19 cases are all in 
North America and Europe, with the 
US recording 22 million.

This could spur changes in the 
global economic pecking order. As 
the UK-based Center for Economics 
and Business Research pointed out 
in its annual economic league table 
in December, one impact of the 
pandemic has been to “redistribute 
economic momentum between 
countries, with Asia doing best.” 
It believes the Chinese economy 
would now overtake the US in 

2028, five years earlier than initially 
forecast. The IMF has also predicted 
China would be the only country to 
post a positive growth rate in 2020. 

And China’s relative 
outperformance at a macro level 
has trickled down to other countries 
and their real estate industries. As 
“China’s economic engine keeps 
going and growing, it is feeding off 
into the rest of Asia,” a Singapore-
based manager told PERE in January. 
The manager did not have to revise 
its underwriting projections for value-
add assets in Singapore to factor in 
the covid-19 disruption. In fact, the 
net operating income of the fund’s 
portfolio – which includes mixed-use 
investments in Singapore and Hong 
Kong – increased 12 percent in 2020, 
reflecting strong rental fundamentals.

Indeed, according to data 
provider Real Capital Analytics, Asia-
Pacific recorded the lowest drop in 
transaction volumes as of Q3 2020 
among all regions, with a 17 percent 
year-on-year drop to $533 billion, 
including development deals. The 
Americas fared far worse, recording 
a 40 percent decline to $222 billion.

US and Europe lagging
Last year’s bearish sentiment 
for properties stateside appears 
to have extended to 2021. The 
annual Investor Intentions survey 
published last month by industry 
bodies ANREV, INREV and PREA 
reveals the crisis led 22 percent of 
all respondents to increase their 
planned investments in Asia-Pacific 
in 2021, higher than the US at 16 
percent and Europe at 13 percent.

The speed of the vaccine rollout 
could again alter the relative 
investment appetite for each region 
as the year progresses. But as 
the year starts, it is events in Asia 
that are driving the most positive 
investment sentiments – as well as 
the complexion of post-pandemic 
capital flows into private real estate. nSource: CBRE Asia-Pacific Intentions Survey 2021

Developed or emerging Asia          Pacific          North America          Europe

The majority of the 490 Asian investors surveyed by CBRE chose developing Asia as their 
preferred investment region for 2021, while the appeal of North America and Europe has 
markedly reduced since last year
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sciences, healthcare, data centers 
and the like. In recent years, lenders 
have been moving into alternative 
sectors. They will spend much of 
their time in them during 2021.

More debt strategies will  
launch – but few will take  
undue risks
The further retrenchment of banks 
from the sector in 2020 meant 
alternative lenders gained access 
to relatively low-risk deals at higher 
pricing. Investors and managers 
will be attracted to European real 
estate debt in 2021, including new 
entrants to the market. But while 
there will be lots of non-bank capital 
available – ranging from senior, to 
mezzanine, to special situations 
debt – most parties will take a 
cautious approach. They will look for 
deals involving quality properties in 
tried and tested locations.

There will be strategic loan sales
Banks will offload new non-
performing loans this year. Some 
will also strategically divest sub-
performing or even performing 
loan books. The covid crisis will 
accelerate banks’ realignment of 
their real estate portfolios, and some 
will be keen to remove higher-risk 
loans such as development facilities 
from their books to reduce their 
regulatory capital burden. That 
creates a huge opportunity for 
alternative lenders keen to scale 
their businesses by purchasing 
existing loans.

Covid-19 The true impact on debt 
markets will be clearer in 2021The surge in covid-19 cases 

across Europe and tighter 
controls imposed by 

countries to battle the virus has 
made the prospect of an early 2021 
commercial property rebound more 
difficult to believe.

For real estate lenders, hopes 
of a revival in dealflow and clearer 
underwriting conditions are 
pinned on a successful rollout of 
vaccines across the continent. So 
far, progress has been slower than 
many had hoped.

This year may yet deliver 
a vaccine-enabled return to 
something resembling normal 
life. But if 2020 was the year the 
industry absorbed the initial 
shock of the pandemic, 2021 will 
be the one in which the longer-
term consequences begin to be 
apparent. 

For a start, the scale of the 
economic impact of covid is yet 
to be realized. In November, the 
European Commission forecast 
euro area unemployment of 9.4 
percent for 2021, up from 7.5 
percent in 2019. If there is a real 
estate recovery this year, it could 
be set against a dismal economic 
outlook.

Meanwhile, we are likely to see 
evidence of structural shifts in 
Europe’s real estate finance sector, 
either caused, or exacerbated by 
the covid crisis. 

Here are some of our predictions 
for the year:

Debt will follow equity into 
alternative property sectors
Property owners will realign their 
portfolios from sectors undermined 
by the pandemic, such as retail 
and offices, towards those with 
more compelling stories – such as 
residential, particularly build-to-
rent. Capital will also head towards 
niche sectors that have become 
more relevant in the past year – life 

Daniel Cunningham is editor at PERE’s 
sister publication Real Estate Capital

Comment

Expert analysis by Daniel Cunningham

Time will be called on 
forbearance – but without a 
bloodbath
As the impact of covid on property 
values becomes clearer, lenders 
will aim to resolve distressed 
situations. That means covenant 
waivers and other forms of 
forbearance will be discontinued 
in the coming months. But the 
spirit of collaboration witnessed 
in 2020 is likely to continue, with 
lenders and borrowers working 
together to cure covenant breaches. 
Enforcement will be most prevalent 
in the retail space, though that was 
an inevitability for many assets that 
were already in trouble before the 
pandemic. Across the market, it may 
be debt fund managers that need to 
get tough – they have fund lives to 
honor and returns to make.

There will be more pressure to 
be sustainable
Environmental, social and 
governance factors will be crucial to 
property owners’ decisions about 
how to redesign their portfolios for 
a post-pandemic world. They will 
demand that lenders support them 
by providing finance aligned to  
ESG objectives. In 2020, several 
lenders demonstrated that they  
kept their eyes on ESG. In 2021, 
pressure on those without defined 
sustainable lending products will 
grow. n
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The unprecedented 
events of the past year 
have spurred greater 
interest in listed real 

estate. Arshiya Khullar 
explores how that could 

change the composition for 
institutional real estate 

portfolios

I
n December 2019, the City of Aus-
tin Employees’ Retirement System, 
a US pension plan with around 
$3 billion in assets, implemented 
a radical overhaul of its real estate 
portfolio. At the time, COAERS’ 

real estate allocation of approximately 
10 percent of its total assets was held 
through a single open-end US core 
fund. In what seemed a radical move, 
the board cut that allocation in half and 
reallocated the liquidated half to a port-
folio of real estate investment trusts, 
effectively moving to a 50:50 private to 
public real estate investment ratio. 

The pension fund’s so-called ‘port-
folio completion’ strategy, with its 
heavy investment in REITs, stands 
out in an industry where private assets 
dominate the lion’s share of institution-
al investment. 

Canada-based global benchmark-
ing company CEM Benchmarking has 
analyzed the investment allocations 
of more than 200 US defined benefit 
pension funds – holding nearly $3.9 
trillion in combined AUM – in a study 
published in October. According to the 
study, in the 21 years to 2018, listed real 
estate allocations averaged just 0.6 per-
cent of the pension funds’ total assets. 
In contrast, unlisted real estate had a 3.8 
percent allocation on average. This low 
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Performance comparison

City of Austin Employees’ Retirement 
System’s private to public real estate 

investment ratio after reallocating 
toward its REIT portfolio in Dec 2019

level of allocation has existed despite 
listed equity REITs generating the sec-
ond highest average net returns, of 10.2 
percent, across all asset classes. Indeed, 
only private equity has performed bet-
ter over the timeframe, at 10.6 percent. 

A similar trend has played out in 
Asia where, on average, between 4 and 
9 percent of Asian institutional real 
estate portfolios are invested in listed 
real estate, according to industry body 
ANREV’s Investment Intentions Survey 
2020.

For COAERS, the contrarian de-
cision was driven by liquidity, diversi-
fication, cost-effectiveness and, more 
crucially, performance reasons. David 
Veal, the fund’s chief investment officer, 
told Washington, DC-based industry 
body the National Association of Real 
Estate Investment Trusts in December 
that it realized it could have performed 
about 180 basis points better each year 
over the past 16 years if it had the REIT  
allocation it has today. 

The unprecedented impact of mar-
ket events unfolding over the past 12 
months have given further weight to 
arguments by institutional investors for 
a greater exposure to real estate equities 
today. Karsten Kallevig, special advisor 
to the chief executive at Norwegian 
sovereign wealth fund steward Norg-
es Bank Investment Management, said 
during an interview at PERE’s Europe 
conference in November: “The listed 
world is getting more and more im-
portant for bigger institutions.” At the 
same conference, Andrea Orlandi, head 
of real estate in Europe at the Canada 
Pension Plan Investment Board, said 
the public pension plan’s listed real es-
tate program, launched a year and a half 
ago, had grown rapidly during the pan-
demic, largely because it “allows us to 
get over the hump of not being able to 
visit properties in many cases.”

NBIM and CPPIB are among a 
growing cohort of investors extolling 
the virtues of a greater role for listed 
real estate in a portfolio. Veal told NA-
REIT the crisis helped COAERS high-
light the benefits of having a “liquid, 

policy and a financially healthier REIT 
environment compared with the last 
financial crisis, listed real estate, once 
viewed for its volatility and risk-reward 
dynamics, has subsequently found itself 
being re-evaluated, particularly when 
compared with private core vehicles.

Covid-triggered buying spree 
The floodgates may not have opened 
just yet. But a growing stream of insti-
tutional investors have been allocating 
capital to a range of listed strategies 
following the coronavirus outbreak. 

Chicago-based manager LaSalle 
runs a longstanding global real estate 
securities platform with $4.3 billion in 
assets under management. Lisa Kauf-
man, the platform’s global chief execu-
tive, says the business saw notably more 
activity in 2020 than in previous years. 
The firm signed new accounts, topped-
up existing mandates and engaged in 

All styles of unlisted real estate have underperformed listed equity REITs by 1-4 percent on 
average over a 20-year period, according to CEM Benchmarking’s analysis (average annual 
return net of fees, %)

Source: Asset Allocation and Fund Performance of Defined Benefit Pension Funds in the United 
States, 1998-2018, October 2020
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highly customizable allocation to the 
sector, when you think of the need to 
adapt the portfolio to changing market  
conditions.”

Indeed, when private market activity 
was forced to pause at the start of the 
pandemic, investors found they could 
make quick opportunistic trades and 
take advantage of pricing dislocation, 
especially in the more covid-resilient 
property sectors. And against a back-
drop of an accommodative monetary 
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“When we look at fair 
value of our stocks, we 
are seeing among the 
biggest discounts to our 
estimated fair value 
in a very long time, 
perhaps in our history”

LISA KAUFMAN
LaSalle Investment Management 

heightened request-for-proposal activ-
ity. PERE understands from a source 
familiar with the firm’s business that it 
raised close to $600 million of new cap-
ital in the year for the strategy. 

Los Angeles-based CBRE Global 
Investors, which has $7 billion in real 
estate securities under management, has 
had a similar experience. Bernie McNa-
mara, its global head of investor solu-
tions, says the listed part of the firm’s 
business was in fact the fastest growing 
of all, on a percentage basis, last year. 

Much of the demand has come from 
investors looking for tactical ways to 
capitalize on market dislocation. Public 
markets are often where distress first 
shows up, with daily mark-to-market 
valuations making listed real estate an 
early indicator of what might happen in 
private markets later. 

“The Dow was falling 2,000 points 
a day in late March,” recalls Steve 

Sakwa, senior equity research analyst 
covering REITs for the investment 
banking advisory firm Evercore. “It 
felt like the world was ending in those 
last eight to 10 days. We had some 
big drawdowns on stock prices and 
there were some good opportunities. 
But you had to move quickly to take 
advantage. Some private equity folks 
like Blackstone also stepped in to buy  
publicly traded REITs.”

“It happened early and big in the 
public market,” agrees Kaufman. 
“When we look at fair value of our 
stocks, we are seeing among the big-
gest discounts to our estimated fair val-
ue in a very long time, perhaps in our  
history.”

International investors also jumped 
on the buying bandwagon. In the 
throes of the outbreak, Korea’s Pub-
lic Officials Benefit Association ap-
proved a $200 million investment in 
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Listed equity REITs also generated the second-highest annual returns across 12 aggregate 
asset classes from 1998-2018 (average annual net return by asset class, %)

US REITs and selected two real estate 
advisors to build out its portfolio. Don-
ghun Jang, the pension fund’s chief 
investment officer, says he saw the 
pandemic as a “very unique event” for 
investing in REITs. Around 10 percent 
of POBA’s real estate portfolio, with   
$4.4 billion of AUM as of year-end 
2020, is invested in listed real estate 
while the rest is in private assets. “I 
thought the situation could be resolved 
with a vaccine in the future, so we 
needed to take advantage of the market 
dislocation,” he says. In addition, there 
were not many transactions in the pri-
vate market so we could not realize or 
invest freely as we could have in RE-
ITs.”

The equities opportunity is not over 
either. Although the market has seen a 
rally since then, there is still scope for 
opportunistic trades, PERE hears. “To 
a degree, that pricing dislocation and 
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buying opportunity still exists, if you 
compare global REIT performance 
year-to-date to what the S&P 500 has 
done,” McNamara told PERE in late 
December. “Global REITs are still 
down 10 percent and the S&P 500 is 
still up 15 percent. So, there is still a 
gap there and interest from a pricing 
and value perspective.”

In December, for example, 
France-focused manager ICAMAP 
launched an absolute return-focused 
opportunistic listed real estate fund. 
The vehicle, structured as an open-end 
fund with an initial €200 million target, 
is targeting 15 percent returns by buy-
ing listed European property compa-
nies without a benchmark. As the firm 

highlighted in its fund announcement, 
a selection of companies still trade at 
high yields and “unjustifiably large dis-
counts” to their net asset value of up to 
60 percent.

(Un)appeal of core funds
The growing attraction of listed real 
estate is also the result, in part, of insti-
tutional frustrations with the illiquidity 
involved in private market investing 
generally. These frustrations have be-
come more pronounced in the pan-
demic era, market practitioners say.

“The open-end structures that 
have been marketed over the past 
20 years purported to offer the 
best of both worlds – liquidity and 

“Listed real estate 
has been ahead of 
the game in terms of 
innovating”

JOHN WORTH
NAREIT



February 2021    •    PERE    23

Cover story

less volatility,” says Alan Supple, 
head of global real estate securities 
at bank platform JPMorgan Asset  
Management. “But in periods of ex-
treme market stress, one may have to 
sell the underlying asset to realize li-
quidity. In many cases, that is not an 
appealing prospect for the manager.”

The undisclosed open-end core 
fund holding of COAERS’ original real 
estate allocation, for example, has been 
gated for the foreseeable future, Veil 
highlighted in the NAREIT interview.

Last March, the UK also saw a wave 
of suspensions of open-end property 
funds by managers such as Columbia 
Threadneedle, BMO Global Asset 
Management and Aviva Investors as the 

country dealt with the ramifications of 
its exit from the EU. German open-
end funds had famously slammed their 
gates following a wave of redemption 
requests in the aftermath of the global 
financial crisis of 2008.

“We have heard from institutional 
investors frustrated because they see 
where real estate trends are going and 
would like to reallocate accordingly,” 
says John Worth, executive vice-presi-
dent for research and investor outreach 
at NAREIT. “But they cannot get mon-
ey out of their private funds. It does not 
matter if you are ahead of a trend when 
you cannot put your money to work. It 
is not appealing to have to sit in a queue 
for 12-18 months before your mon-
ey is called, and right now there are 
four-year redemption queues as well. 
Investors are asking why they cannot 
execute when they want to in real es-
tate, which is possible in any other asset  
class.”

Tapping the new economy
Listed and private real estate markets 
have also evolved in vastly different 
ways over the years. The public-vs-pri-
vate debate today is more about the 
“old economy” versus the “new econo-
my,” as Patrick Kanters, head of real as-
sets at APG Asset Management, noted 
at PERE’s November conference.

Take the NFI-ODCE index, for 
example. More than 90 percent of the 
underlying assets in the open-end core 
index are in four property sectors: of-
fice, apartment, industrial and retail. 

In contrast, nearly 60 percent of the 
FTSE-NAREIT All Equity REITs 
index is represented by sectors outside 
the mainstream. “Listed real estate has 
been ahead of the game in terms of in-
novating,” says Worth.

With the pandemic creating a set-
back for mainstream sectors such as 
office and retail, investors are also 
turning to listed real estate as part of 
a long-term strategy to scale their ex-
posure in sectors supported by secular, 
demographic growth trends. These in-
clude student housing, healthcare, life 
sciences, single-family rental, medical 
office and cold storage. Jarrett Vitulli, 
senior managing director at investment 
banking advisory firm Evercore, says 
the typical private investor has about 
20 percent exposure to non-traditional 
asset classes. 

There are also a limited range of 
closed-end private funds specifically 
targeting these operationally intensive 
sectors. “Investors have been pushed 
into being more flexible in how they 
invest to get the exposure they want,” 
he says. 

For Vitulli, directly buying real 
estate equities is not necessarily the 
answer. He is seeing more institu-
tional investors forming partnerships 
with public REITs, rather than buying 
REIT stock. These partnerships have a 
seven- to 10-year average hold period, 
like a typical core fund. 

“You are not going to get the same 
public volatility that you will get in a 
stock, but will end up with a more 

Several global pensions have been actively conducting searches for listed real estate 
managers since late 2019

Source: FundMap and S&P MMD WebAccess, 2020

Pension Mandate status

Government Pension Investment Fund New search

California State Teachers’ Retirement System Awarded mandate

Florida State Board of Administration Awarded mandate

New York State Teachers’ Retirement System Search in progress

Montana Board of Investments Awarded mandate
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bespoke, discreet JV around a pool of 
assets,” he says. “At the same time, you 
will have better alignment, better gov-
ernance, and better control over the 
investment strategy than a traditional 
commingled fund.” 

Last February, for example, JP-
Morgan Asset Management’s Stra-
tegic Property Fund, an open-end 
core US vehicle, formed a joint ven-
ture with American Homes 4 Rent, a 
California-based REIT, to invest in 
single-family homes, a sector seeing 
strong demand due to the suburban 
migration trend in the wake of the  
pandemic. 

First movers 
In Asia, the listed new economy trend 
is also taking off, albeit gradually, cre-
ating successful fundraising outcomes 
for the first movers along the way. In 
December, pan-Asia logistics manager 
ESR listed the ESR Kendall Square 
REIT, Korea’s first logistics REIT. 

Following its global offering, the 
REIT has a portfolio with $1.3 billion 
in total asset value and a $650 million 
market capitalization. Jeffrey Perl-
man, ESR chairman and also the head 
of Asia-Pacific real estate and head of 
South-East Asia at Warburg Pincus, 
tells PERE the initial public offering 
received an overwhelmingly positive 
response from both international and 
domestic investors, even though the 
roadshow was done virtually amid the 
pandemic.

The Korean REIT listing came 
more than a year after parent ESR was 
listed in Hong Kong, the latter list-
ing raising $1.8 billion. That was the 
third-largest IPO in the city that year.

“In Asia, you do not have that much 
listed new economy real estate, so in-
vestors will naturally gravitate towards 
the limited options,” says Perlman. 
“There is only one listed data-center 
REIT in Asia, for example, and it trades 
at a huge premium to NAV. 

“As the largest APAC-focused logis-
tics real estate platform, the ESR stock 
has jumped more than 60 percent over 

our debut [price] on the stock exchange 
of Hong Kong.”

The biggest reason investors have 
been wary of increasing their listed ex-
posure is its inherent volatility. Private 
real estate, because of lagged returns, 
is thought to have lower measured  
volatility.

However, the study by CEM 
Benchmarking found that listed equity 
REITs and unlisted real estate actual-
ly have comparable volatilities, after 
adjusting for reporting lags. Across all 
asset classes, including fixed-income, 
alternatives, and equities, listed equity 
REITs and unlisted real estate had the 
fourth and sixth most volatile net re-
turns, with volatilities of 19.2 percent 
and 18 percent, respectively.

“The people on the forefront of in-
vesting in real estate understand that 
that is an illusion,” NAREIT’s Worth 
says about the perceived volatility of 
listed markets. “True volatility of real 
estate – whether in a listed or private 
form – is the same. It is the same un-
derlying asset.”

REITs have also become more fi-
nancially resilient over the years. Dur-
ing the global financial crisis, there 
was a massive sell-off by institutional 
investors in the public markets be-
cause there was a liquidity crunch and 
companies with overleveraged balance 
sheets triggered a fear of wholesale  
liquidations. 

Between 2009 and 2020, REITs 
ended up raising $460 billion in com-
mon equity and, when the pandemic 
began, the overall leverage ratios were 
at or near the lowest on record, accord-
ing to NAREIT’s 2021 REIT Outlook 
paper. The macroeconomic backdrop 
in the ongoing crisis was also vastly 
different, with low 10-year treasuries, 
accommodating credit spreads and 
abundant access to capital. 

“If a fund’s CIO was comfortable 
with the underlying assets and felt that 
the companies could weather the storm 
because they were in a healthier posi-
tion, there wasn’t such a willingness to 
sell,” says Supple. 

Close to 95% of the ODCE index’s market 
value as of Q2 2020 was in the four 
traditional sectors. In contrast, the FTSE 
NAREIT All Equity index’s exposure was 
around 41%, with the rest invested across 
diverse sectors, including data centers and 
self-storage (%)

Office            Apartment            Industrial
Retail            Other sectors

Source: NAREIT, NCREIF Open-End Diversified 
Core Equity ending market value as of Q2 
2020; FTSE NAREIT All Equity index, equity 
market capitalization as of September 30, 2020 
via Factset
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The relative performance of differ-
ent property sectors in 2020 has also 
helped in shifting investors’ mindsets. 
Although office, retail and lodging/
resort REITs recorded significant de-
clines, data center REITs – wrapped 
around more popular digital real estate 
– posted a total return of 17.2 percent.

“There is a change in investor per-
ception of volatility as well as risk,” 
says LaSalle’s Kaufman. “Traditional 
sectors used to be considered lower risk 
than some of the newer economy sec-
tors, which were newer entrants in the 
market. That perception, that began to 
shift a few years ago, has accelerated 
with the pandemic.”

Finding the right ratio
The listed real estate market has 
been steadily growing over the years, 
through more IPOs by private man-
agers across the world. Markets such 
as India are witnessing a newfound 
interest in REIT launches, driven by 
the successful debut listing by Black-
stone when it raised $689 million for 
the Embassy Office Parks REIT in 
2019. Last May, Chinese regulators 
kicked off a pilot infrastructure REIT 
program, which, if successful, could 
become a $300 billion to $735 billion 
market within a decade, according to a 
report by market intelligence provider 
S&P Global.  

Asset managers are also increasing 

real estate should sit in a portfolio. 
As Supple points out, investors have 
[historically] “struggled to classi-
fy real estate securities within their  
framework. It wasn’t quite real estate. 
But it wasn’t quite equities.”

Indeed, there are some pension 
funds where REITs are part of the eq-
uities portfolio. Others include them 
in their real estate portfolio while us-
ing their equities team expertise. After 
the US public pension fund CalSTRS 
decided to allocate $500 million to 
REITs in late 2019, for example, it 
moved an equity strategist to the real 
estate division to strengthen the list-
ed real estate investing program, ac-
cording to a person familiar with the  
development. 

For listed real estate to stand on an 
equal footing with private real estate, 
however, it will ultimately require a 
systematic shift in investing approach-
es. “The REIT market cap back in 
1991 was less than $10 billion. Today 
it is more than a trillion dollars,” says 
Worth. “There is ample room for even 
the largest institutional investors to 
get their real estate exposure. But they 
have built systems, culture and a pro-
cess around private real estate. And it 
will take time for REITs to get shelf 
space in that world.” n

With additional reporting by Christie Ou

“Investors have been 
pushed into being 
more flexible in how 
they invest to get the 
exposure they want”

JARRETT VITULLI
Evercore

their listed portfolios by acquiring 
stakes in REITs. ESR, for example, 
owns a strategic stake in Australian in-
dustrial REIT Centuria alongside its 
own Korean REIT. 

There is consensus among industry 
experts that listed real estate will be-
come a greater part of an institutional 
real estate portfolio. An outstanding 
question is by how much. Is there an 
ideal ratio of listed and unlisted real es-
tate for delivering the best risk-adjusted 
returns? 

“For us, there’s no perfect ratio,” 
says Perlman. “As we get our assets 
completed and stabilized, we can sell 
them into our core funds or into listed 
REITs. We think both are very good 
vehicles, but just for different investors 
with different needs.”

Another Asian real estate manager, 
ARA Asset Management, for example, 
currently has 65 percent of its gross 
assets under management – amounting 
to S$110 billion ($83 billion; €68 bil-
lion) as of June 30, 2020 – in public real 
estate, including stakes in fellow man-
agers Kenedix and Cromwell Property 
Group. The remainder is held in pri-
vate assets. Chua Yang Liang, the firm’s 
head of group research and strategy, 
does not think “there is a hard rule of 
how much you should have in REITs 
vs private funds,” either. “It really de-
pends on the individual business, each 
local market and the different growth 
cycle of the economy,” he says. 

Meanwhile, for investors, the cur-
rent allocation to listed real estate is 
so disparate across different portfolios 
that it is hard to arrive at an ideal per-
centage, according to industry observ-
ers. A person familiar with US pension 
fund allocations told PERE that Flori-
da State Board of Administration, for 
example, has an 11 percent REIT allo-
cation out of its total real estate, while 
Texas County & District Retirement 
Plans has as much as 40 percent invest-
ed in REITs. 

Reaching a universally acceptable 
allocation also requires investors to 
reach a consensus on where listed 

Average underperformance of all 
unlisted real estate compared with 

listed equity REITs

Average net returns for listed equity 
REITs over that period, second only to 

private equity’s 10.6%
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R O U N D T A B L E

Managers in PERE’s Nordics roundtable discussion argue the virus 
has helped remind investors of the value of committing to a low-risk 

region. Stuart Watson reports

Better safe 
than sorry

A
lmost a year after the 
onset of the pandem-
ic, the Nordic real 
estate investment 
market appears to be 
in comparatively rosy 

health. Local advisor Pangea Proper-
ty Partners pegs total investment for 
Sweden, Norway, Denmark and Fin-
land in 2020 at €41.5 billion, a fall of 
only 9 percent compared with 2019’s 
all-time record total, and the sixth year 
running in which volumes have topped 
€40 billion.

Despite questions being raised 
about Sweden’s comparatively lais-
sez-faire approach to virus control, the 
region has largely escaped the econom-
ic devastation and high death toll seen 
across much of western Europe. The 
participants in this year’s PERE Nordic 
roundtable discussion express their re-
lief that the region’s property markets 
also remain relatively unscathed.

The market froze during the second 
quarter of 2020. But then it rebounded 

quickly, and the end of the year saw a 
flurry of big deals that bolstered the an-
nual figures. “All of us have been quite 
positively surprised by how robust the 
real estate market has been during this 
time,” says Peter Broström, head of 
Nordics at Savills Investment Manage-
ment.

Erika Olsén, chief investment of-
ficer at Nordic value-add manager, 
Areim, reels off the characteristics that 
underpin the region’s safe-haven status: 
“Nordic countries have low national 
debt, which is important in a crisis be-
cause governments can afford to spend 
to support people and businesses. We 
also have a relatively stable political sit-
uation, low corruption and a high level 
of trust in political and business life. 
That contributes to a calmness that al-
lows people to be innovative. The pop-
ulation is growing, and the healthcare 
and school systems are free.”

The crisis has reminded investors of 
the value associated with safe and stable 
locations, argues Patrick Gylling, chief 

SUPPORTERS

 AREIM   •   CROMWELL PROPERTY GROUP 

SAVILLS INVESTMENT MANAGEMENT   •    SIRIUS CAPITAL PARTNERS   



 February 2021    •    PERE    27

Analysis

Peter Broström

Head of Nordics, Savills Investment Management

Broström joined Savills’ investment management arm in 2008 and 

was appointed head of Nordics in 2015. Based in Stockholm, he leads 

a team of 15 people and has overall responsibility for transactions 

and asset management for Nordic funds and assets owned by the 

firm’s pan-European Funds.

Patrick Gylling 

Chief executive, Sirius Capital Partners

Gylling co-founded Helsinki-based private equity real estate 

firm Sirius in 2015. The company has invested equity capital 

of €450 million for four vehicles, focusing on supermarkets 

in Finland and Sweden, as well as offices in Helsinki. He is 

also chairman of listed supermarket property owner Cibus 

Nordic Real Estate, which was created by Sirius as a way to 

exit two earlier funds.

Pontus Flemme Gärdsell

Head of Nordics, Cromwell Property Group

Gärdsell is responsible for growing Cromwell’s Nordic 

business and managing its local teams in Copenhagen, 

Helsinki, Malmo and Stockholm. The Australian-listed global 

investment manager invests in the office, light industrial 

and retail sectors in the region, and manages portfolios in 

Denmark and Finland for its Singapore REIT, CEREIT.

Erika Olsén

Chief investment officer, Areim

Olsén is head of investments and an adjunct member of the 

investment committee at Areim. The Stockholm-headquartered 

manager operates across all four Nordic markets, focusing mainly 

on offices and residential. It also maintains offices in Oslo and 

Helsinki. It has raised four value-add funds, the latest of which, Areim 

Fund IV, was closed in 2019 with €685 million of commitments.
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executive at Helsinki-based private eq-
uity investor Sirius Capital Partners. 
“Sometimes a crisis shows investors 
why there is a risk premium, and those 
risks are lower in the Nordics because it 
is a liquid, transparent and super-stable 
environment. If you look at the funds 
raised by all Nordic managers, not a 
single one of them has lost money, even 
the ones raised in 2007. They all have 
acceptable internal rates of return and 
some of them have exceptional IRRs.”

A smooth transition to new ways of 
doing business has been facilitated by 
an already well-established work-from-
home culture, suggests Pontus Flemme 
Gärdsell, head of Nordics at Bris-
bane-headquartered manager Crom-
well Property Group. “The work-life 
balance here is slightly different than in 
some other European countries. Mov-
ing to more flexible working was not a 
big change.”

Meanwhile, the region’s cultural 
traditions are not as inimical as some 
to social distancing, observes Gylling. 
“A study in Finland showed 23 percent 
of the population think their quality of 
life has increased during covid. Here, 
you do not go around hugging every-
one or kissing them on the cheek. I can 
imagine how big a problem that must 
be in Spain, for instance. There is a 
joke in Finland: now we have to keep a 
two-meter distance. But after covid, we 
can go back to the normal four.”

Net capital inflow
Foreign capital has continued to flow 
into the Nordics market, despite the 
hurdles presented by the virus. Pan-
gea identifies overseas investors as ac-
counting for 34 percent of transactions 
by volume in 2020. In Denmark and 
Finland, the proportion was more than 
60 percent. Foreign vendors accounted 
for only 16 percent, resulting in a posi-
tive net inflow of capital.

Gärdsell says: “Covid has impacted 
capital raising. But in comparison with 

The panelists agree that managers 
with an established track record and 
existing investor base to draw on are far 
more likely to be able to raise capital 
successfully than new entrants to the 
market. “It also depends on what you 
are fundraising for,” adds Broström. 
“If it is a previously established strat-
egy then it is probably easier than for 
a totally new approach with a different 
risk profile.”

While many investors are tempted 
to treat the Nordics as a single market, 
the participants stress that they are sep-
arate countries, each with a different 
currency. While Finland lies within 
the eurozone, Sweden, Denmark and 

“Risks are lower 
in the Nordics 
because it is a 
liquid, transparent 
and super-stable 
environment” 
PATRICK GYLLING
Sirius Capital Partners

the rest of Europe we do get more calls 
on our Nordics platform, and more and 
more investors have an appetite for the 
region. That is a result of its reputation 
as a safe haven, and the relatively light 
response to the virus compared to oth-
er countries where there is a full lock-
down, which also helps them to contin-
ue doing business here.”

Olsén describes the fundraising 
environment as “extremely positive”, 
both among existing investors and po-
tential new capital sources. “Fundrais-
ing is usually hard work because you 
have to spend a lot of time traveling. 
But now everyone has adapted to doing 
work meetings by video.”
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Nordic transaction volume by sector 2020: 
Residential is the darling, offices come 
second

Residential

36%
Office

24%

Logistics/
warehouse

15%

Public 
properties

12%

Retail

8%
Other

4%

Source: Pangea Research

Norway each retain their own coinage. 
“To understand why some foreign cap-
ital sources are more interested in spe-
cific countries than others, you have to 
consider factors like currency and size,” 
says Gärdsell. “For example, Norway is 
less attractive for some investors be-
cause of its dependency on oil.”

Sweden is comfortably the larg-
est market, representing almost half 
of transaction volumes, and it has the 
widest investor base, including many 
active local institutional buyers and 
REITs. “Sweden has never needed for-
eign buyers for a healthy transactional 
market,” notes Olsén. 

“The increasing gap between real 
estate yields and bonds should lead to 
an increase in international investment 
in Norway. But their domestic market 
is also very strong.” The market has 
benefited from an increasingly diverse 
range of buyers, who favor different 

“The pandemic has stopped 
the world and given us time 
to reflect. In a crisis you have 
to adapt, be innovative and 
think long-term to survive”
ERIKA OLSÉN
Areim

Nordic markets, she adds. “Diversifi-
cation of ownership creates a healthy 
climate for transactions that can even 
operate quite well during a crisis.”

Finland is much more dependent 
on the foreign buyers, says Gylling. 
“There is a lot less domestic capital 
around. We have a few large pension 
companies with a lot of real estate as-
sets. But they already own a very large 
direct portfolio, so if anything, they 
are net sellers. When foreign investors 
cannot travel, we see a drop in transac-
tion volumes, as we have seen this year. 
That, in turn, can create opportunities 
for players with a local presence.”

Stability of income
As elsewhere, the disruption caused 
by lockdowns and social distancing 
has disrupted many businesses in the 
Nordics, prompting managers of real 
estate to consider how best to meet the 
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changing needs of their occupiers while 
protecting the interests of investors.

“The pandemic has stopped the 
world and given us time to reflect. In a 
crisis you have to adapt, be innovative 
and think long-term to survive.” muses 
Olsén. “If you believe in your tenants’ 
business in the long term, then the way 
to support them is to work closely with 
them while they are struggling in the 
short term by offering them flexibility.”

That will require a change in ap-
proach from property owners, says 
Broström. “During covid, many retail-
ers have been asking their landlords to 
provide them with some kind of flex-
ibility to reduce space, or increase it, 
and to find a different mechanism for 
paying their rent. It is still impossible 
for many businesses in all sectors to 
see how they will develop in the next 
12-24 months. Occupiers will contin-
ue to need more flexibility, so manag-
ers and institutional investors need to 
acknowledge that lease terms will be-
come shorter.”

Stability of income is still achiev-
able, argues Gärdsell. But it will no 
longer be represented in the form of 
a long-term lease. “Structuring leases 
in a different way can still create sta-
ble cashflow as long as you keep the 
tenant happy. You can keep the same 
tenant there for 10 years if you offer a 
good-quality product. But you will not 
necessarily start the relationship with a 
10-year lease. It is already quite com-
mon for us in Finland where we have a 
lot of tenants on rolling leases.”

That will mean more work for lo-
cal managers, suggests Broström. “The 
way you maintain a stable income 
stream is to have feet on the ground 
and a dedicated team to make sure your 
tenants are happy. It will be harder to 
manage real estate from another coun-
try and expect that, if you buy a 10-year 
lease, you can rest on it for 10 years and 
do nothing.”

Greater stability of income can be 
achieved by aggregating assets, says 

Sweden Norway Finland Denmark Nordics

Transaction volume (€bn) 18.3 9.5 5 8.7 41.5

- Change from 2019 -17% -3% -24% 27% -9%

Number of transactions 410 260 150 200 1,020

- Change from 2019 +2% +2% -30% 15% -2%

Average deal size (€m) 45 36 33 44 41

Foreign buyers (%) 27% 13% 61% 62% 34%

Foreign sellers (%) 10% 8% 4% 48% 16%

Domestic capital rules the roost in Sweden and Norway, while activity in Finland and Denmark 
was driven by foreign buyers

Based on property transactions above €5 million
Source: Pangea Research

“Structuring leases 
in a different way 
can still create stable 
cashflow as long as 
you keep the tenant 
happy” 
PONTUS FLEMME GÄRDSELL
Cromwell Property Group
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Buyer Deal target Price

Blackstone 214 warehouse properties in Sweden, 
from listed property company Castellum

SKr18.1bn ($2.2bn; 
€1.8bn)

Heimstaden HD Ejendomme in Denmark, from 
private equity firm Niam DKr12.1bn ($2bn; €1.6bn)

Balder

50 percent share in the Karlatornet 
mixed-use development in Gothenburg 
and 10 other projects from developer 
Serneke

SKr9.6bn ($1.1bn; €900m)

Fredensborg, Norwegian 
Property and Union Real 
Estate

Veidekke’s property division, Nordr 
(formerly Veidekke Eiendom) NKr8.75bn ($1bn; €800m)

Balder Property company Masmästaren in 
Sweden SKr5bn ($610m; €503m)

All of 2020’s largest property transactions in the Nordics were sealed in the second 
half of the year 

Source: Pangea Research

Gylling: NREP seems to be exiting investments by creating big platforms, 
selling them to a long-term owner and then remaining as manager. With 
that model, it makes sense to make investments into technologies and 
integrate them into your platforms. It is more difficult to do that if you are 
an opportunistic manager doing lots of different types of smaller deals.  

Olsén: Collecting and using data is extremely important in enabling 
managers to be smart, adaptable and flexible. Employees now have a 
far greater say in deciding what sort of workspace they want to occupy, 
and to understand their needs we must use data. Our sector is a big CO2 
polluter, and innovation will also help us to tackle that. We could buy into a 
technology platform or two.

Gärdsell: I do not foresee Cromwell acquiring an entity in that way. But 
we are investing heavily in technological tools that will continue to position 
our business for growth under our “invest to manage” strategy. Managers 
that do not will fall behind. That is a benefit of having 460 people in our 
global platform. With 20 people in the Nordics, we would not be able to do 
that locally.

Broström: The bigger a manager gets, the more important it is to 
streamline procedures and data streams across all countries. Each office 
having its own processes does not work anymore. That means we need to 
form partnerships with international technology platforms to access the 
data we need – not only in the Nordics, but around the globe.

In December, Nordic manager NREP formed a partnership 
with tech firm Spacemaker to adopt a new building design 
technology based on artificial intelligence. PERE canvasses 
the views of the participants on digitalization in the post-
covid real estate market

Investing in innovation
Gylling. “If you take the supermarket 
portfolio we assembled and floated, 
then, as a whole, it has a growing, pre-
dictable cashflow. But each individual 
asset has an unstable and unpredictable 
stream. It does not matter which sector 
you are in. If you can provide flexibility 
for the tenant and find a way to turn 
it into a stable cashflow, then you will 
have an attractive investment.”

Winners and losers
The discussion turns to opportunities. 
While there is plenty of capital still 
seeking a home in Nordic real estate, 
the menu of investable sectors has been 
shortened by the pandemic, says Bro-
ström. “Even though there is a lot of 
activity in the market, both on the oc-
cupier and investment side, it is within 
a few categories, which means there 
is a narrow band for matching capital 
with what you can actually acquire. We 
saw a huge residential portfolio being 
sold in Denmark because residential is 
viewed as a very safe investment. That 
is why we see big logistics sheds being 
sold, and also other types of building 
where underlying tenants will probably 
outperform in the long term. There 
are lots of retail deals you could do at 
significantly lower prices, and there 
are still opportunities in assets like 
food-anchored retail parks and the ac-
cessible, dominant retail parks, which 
are still trading well. But there is less 
capital to deploy for that sector.”

While some sectors have clearly 
been winners or losers in the pandem-
ic, the office segment is somewhere in 
the middle, observes Gärdsell. “It is 
at a turning point because demand is 
changing due to the accelerated work-
from-home trend. I did not expect so 
much uncertainty around the segment. 
Outdated office was a tricky business 
even before the pandemic, and it will 
be more so going forward. But I think 
there will still be good demand for 
quality product.”

“In the office sector, wellbeing is 
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the big trend. It is good that we have 
stopped squeezing people into smaller 
and smaller spaces,” says Olsén, adding 
that there has been increased interest 
in property for public sector use and in 
niche segments, particularly infrastruc-
ture and data centers. “Data centers has 
been a really small, immature market,” 
she says. “But now it is growing, and 
we see the benefits in Sweden and Nor-
way where you have renewable energy, 
power and fiber cables. We will see de-
mand from international capital.” 

The closing months of 2020 saw 
a slew of deals in which investors 
snapped up big portfolios or existing 
platforms. Paying a premium for such 
large chunks of real estate can be good 
business, argues Gylling. “The reason 
why you have a portfolio premium is 
because you have created a stable cash-
flow out of something that, on an in-
dividual asset basis, is not fully stable. 
Because the spread between yields and 
interest rates is very wide you can cap-
ture that gap. The only question is, is 
the cashflow stable? On a single asset, 
it probably isn’t. But if you have a big 
portfolio that is diversified, yet still 
within the same segment, then it be-
comes stable, so you perhaps no longer 
need a 400-basis-point spread to the 
risk-free rate. Maybe 300 is still very 
good.”

Many Swedish quoted property 
companies may provide M&A targets 
for investors keen to bulk up on Nordic 
property quickly, adds Olsén. “There 
is no need for lots of small companies 
that look the same. We will definitely 
see consolidation in the listed property 
sector in Sweden.”

What opportunities there are will 
be in high demand. Few other regional 
markets have emerged from the pan-
demic with their reputation for stability 
enhanced. In a period where investors 
are largely inclined to eschew risk, it 
is a safe bet that the Nordics will con-
tinue to be a magnet for international 
capital. n

“There is a narrow 
band for matching 
capital with what you 
can actually acquire”
PETER BROSTRÖM
Savills Investment Management

Nordics real estate transaction volumes rallied after a barren second quarter to record only a 
slight decline last year (€bn)
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A growing proportion of investors are focused on more distressed  
and opportunistic strategies

The ongoing covid-19 crisis has 
increased appetite for distress

Expert analysis by James Jacobs, head of real estate  
for Lazard’s private capital advisory group 

January has seen a continued in-
crease in investors seeking to 
deploy capital into real estate 

with distressed characteristics. Twice 
as many investors are looking at dis-
tressed and opportunistic strategies 
compared to those focusing on the next 
most popular category. 

As we enter 2021, there appears to 
be growing interest in strategies such 
as opportunistic equity, with investors 
focused, first, on providing rescue cap-
ital. Second, they are looking to recap-
italize assets, portfolios and platforms 
in need of liquidity. Third, investors 
are considering sectors that are clearly 
dislocated – for example, those parts of 
the hospitality industry hit particularly 
hard by the covid-19 pandemic. 

In 2020, immediately following the 
first wave of lockdowns, many investors 
expected to see an increase in the vol-
ume of distressed deals. However, this 
did not materialize as anticipated. The 
economic impact of covid was, and re-
mains, mitigated by government inter-
vention. Globally, governments allo-
cated more than $10 trillion of support 
in just two months following the onset 
of the pandemic in 2020, triple their 

Investor sentiment (%): prior to the latest case 
spike, fewer investors were pausing investments

Source: Lazard

 Business as usual
 In-process investments  

and existing relationships
 Investments paused

spend during the entire 2008-09 glob-
al financial crisis. This liquidity, com-
bined with measures such as furlough 
schemes, business loans and a morato-
rium on evictions has, unsurprisingly, 
delayed the true economic impact of 
the pandemic. 

Nonetheless, the economic dam-
age caused by the pandemic contin-
ues to be significant. For example, 
the US has seen its largest decline in 
economic output ever experienced 
and government debt has risen to 131 
percent of GDP from 109 percent in 
2019. In many countries, widespread 
redundancies have caused unemploy-
ment to reach record highs, more se-
vere than in both the 1980s recession 
and in the GFC. Investors, prompted 
by lead indicators such as reduced eco-
nomic output, unemployment, corpo-
rate bankruptcies, loan defaults, rental 
delinquencies and a rise in special ser-
vicing, now anticipate an increase in 
distressed dealflow.

Positive news regarding the rollout 
of the covid-19 vaccines should result 
in the start of some economic recovery 
during 2021. This, in turn, is likely to 
lead to government support measures 
being gradually reduced. As pricing ad-
justs, there is likely to be an increase in 
distressed property opportunities and 
the capital raised from investors into 
opportunistic strategies may well start 
to flow into the transaction market 
during 2021. n
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 Credit    Value-add    Distressed/opportunistic    Secondaries    Core/core-plus    Listed markets    Other

 Data centers    Logistics    Hospitality    Office    Residential    Healthcare    Life sciences    Other niche  

Investor sentiment by strategy and sector (%): distress and opportunistic, as well as secondaries strategies, are ticking up in popularity

Jan

Dec

Nov

Jan

Dec

Nov

 Business as usual    In-process investments and existing relationships    Investments paused

Investor sentiment by type (%): it was business as usual for notably more investor types over the past three month period

Data and investor sentiment analysis in all charts sourced and compiled solely from Lazard communication with investors

“Focus in 2021 on 
capturing distressed 
opportunities”

FAMILY OFFICE, NORTH AMERICA

“Continue to focus on 
opportunistic strategies; 
find a manager that 
can take advantage of 
distress on a global scale”

INVESTMENT CONSULTANT,  
NORTH AMERICA

“Our focus is on 
opportunistic returns, 
especially in this 
environment”

FAMILY OFFICE, NORTH AMERICA
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With the coronavirus pandemic unsettling financial markets while countries grappled 
with lockdowns and travel bans, private real estate’s capital markets took their share 

of the impact. The result was a predictably low amount of fundraising in the year

Fundraising falls on cue in 2020

It was a case of decreased total fundraising and number of funds to close in 2020 compared with the previous year
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Mega-funds – measured as closing on $5bn or more – are pivotal in assessing annual totals for the sector.  
As such, the two mega-fund closes in 2020 meant the sector’s aggregate total was lower than previous years
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While opportunity fundraising was notably down in 2020, the lion’s share of the capital raised in the year was for higher risk and return strategies. 
Most of the money was raised for US investments, although the biggest fund to close, Blackstone Real Estate Partners Europe VI, was raised for 
European outlays. PAG Real Estate and GLP’s latest fundraises were for Asia ($bn)

Blackstone Real Estate Partners Europe VI

Blackstone Real Estate Debt Strategies IV

Rockpoint Real Estate Fund VI

Vintage Real Estate Partners II

Secured Capital Real Estate Partners VII

Mercer Private Investment Partners V

Sculptor Real Estate Fund IV

Westbrook Real Estate Partners XI

Oak Street Real Estate Capital Fund V

GLP China Income Fund I
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After a year in which half of all capital raised for private real estate was for opportunistic strategies, and with less chance for 
deployment because of the pandemic, investors opted to pull back on new higher risk and return fund commitments in 2020 (%)

* Note: Includes secondaries vehicles, funds of funds and co-investment vehicles
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Sector-specific fundraising has become a polarized affair, with logistics and residential strategies assuming almost all 
fundraising in 2020. While logistics funds attracted more capital, there were more residential funds to close (%)

  Industrial        Multifamily/residential        Healthcare        Hospitality        Retail        Office

2015 2016 2017 2018 2019 2020

Number of funds 
(65 funds closed)

Capital raised 
($18.9bn)

Logistics fundraising: while fund closes notably fell in 2020, the number of funds raised for 
the strategy remained consistent, with 17 closes in the year. Singapore-based manager GLP 
was the biggest raiser of closed-end funds for logistics, however its fellow large manager 
peers traditionally raise most of their capital via open-ended structures

-41%
Year-on-year decrease 

in the number of private 
real estate funds closed 

in 2020

-32%
Year-on-year  

decrease in the capital 
raised for private real 
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Most years involve either a Blackstone or Brookfield final closing. But this year has started with Starwood and CIM Group as the only managers 
aiming to close on a mega-fund in 2021, an early sign that closed-end private real estate fundraising could remain muted in the year 

Fund name Manager Head office Target 
size ($bn)

Strategy Region

Starwood Distressed Opportunity Fund XII Global Starwood Capital Group US 7.5 Opportunity Multi-regional

CIM Opportunity Zone Fund CIM Group US 5.0 Opportunity North America

Oaktree Real Estate Opportunities Fund VIII Oaktree Capital Management US 3.5 Opportunity Multi-regional

Fortress Credit Opportunities Fund V Expansion Fortress Investment Group US 3.0 Opportunity Multi-regional

KKR Real Estate Partners Americas III KKR US 3.0 Opportunity North America

PIMCO Corporate Opportunities Fund III PIMCO US 3.0 Debt North America

Oaktree Real Estate Debt Fund III Oaktree Capital Management US 2.8 Debt Multi-regional

CIM Fund IX CIM Group US 2.5 Opportunity North America

AIG U.S. Real Estate Fund III AIG Global Real Estate US 2.0 Value-add North America

AllianceBernstein Commercial Real Estate Debt 
Fund IV AllianceBernstein US 2.0 Debt North America

Bridge Debt Strategies Fund IV Bridge Investment Group US 2.0 Debt North America

Source: PERE

More than half of the capital currently being targeted for private real estate funds is slated for 
North American strategies, and three times the amount of equity is targeted for funds in Europe 
than for Asia-Pacific ($bn)

160

120

80

40

0

North America Europe Multi-regional Asia-Pacific Latin America MENA

$7.5bn
Target fundraise for Starwood  

Global Opportunity Fund XII, the 
largest fund currently in market

$11.89bn
Amount raised for Blackstone 

Real Estate Partners Europe VI,  
the largest fund raised in 2020

15
Lowest number of logistics funds to 
close in a year in the past six years
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Share of capital raised for sector-
specific funds in 2020 were for 

logistics or residential strategies
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David Jones flagship store A story of 
Sydney’s irreplaceable landmark

If the walls of the David Jones 
building on Sydney’s famous 
Elizabeth Street could talk, they 

might boast of the competition to 
buy them, a rarity in the world of 
physical retail, writes Christie Ou.

Fighting off competitors as 
such as Shaun Bonétt’s Precision 

Group, Sydney investment house 
AsheMorgan and shopping center 
landlord Scentre Group, Australia’s 
largest institutional landlord Charter 
Hall won the bidding to buy the 
12-story property overlooking the 
city’s Hyde Park and Sydney Harbor 
at the end of December. 

1927 David Jones introduces a flagship 
department store on Elizabeth Street 

1947 The store hosted designer Dior’s first 
fashion show outside Paris

 1954
Queen Elizabeth II visits the Great 
Restaurant on the seventh Floor of David 
Jones Elizabeth Street 

2018 David Jones starts a redevelopment plan 

April 2020  The redeveloped store opens to the public

December 2020 Charter Hall buys the property from 
Woolworths Holdings for A$510 million

The winning firm’s managing 
director, David Harrison, was 
enthusiastic over the purchase, 
telling the Australian Financial 
Review: “You can’t replace the 
corners of Elizabeth and Market  
and Castlereagh [Streets]. That’s the 
way I look at it.”

“You’ve got a three-street frontage 
with knockout views of Hyde Park 
and the Sydney Harbor. With the 
Elizabeth Street frontage, you can 
never be built out. That’s super-
prime.”

Flagships’ staying power
Charter Hall agreed to acquire 
the store for A$510 million ($393 
million; €315 million) from Cape 
Town-based clothing retailer 
Woolworths Holdings. The capital 
is coming from Charter Hall’s Long 
WALE REIT, its private value-add 
Deep Value Property Fund and its 
balance sheet. 

The purchase, subject to 
Australia’s Foreign Investment 
Review Board, is taking the form of 
a sale-and-leaseback transaction in 
which the department store David 
Jones enters a 20-year lease. 

The deal reflects a 5 percent 
initial yield based on an initial 
annual net rent of A$25.5 million. 
Structured as a triple-net lease, it 
also sees Charter Hall benefit from 
a minimum 2.5 percent annual 
rent increase supplemented by an 
agreed turnover rent linked to sales 
performance.  Such a conservatively 
structured deal is rare for a property 
market which has all but turned its 
back on physical retail assets. 

For “super-prime” assets, on the 
other hand, the rules are different, 
Harrison told the AFR: “We think 
central business district department 
stores will long outlive suburban 
department stores. They are the 
flagships. I look at the real estate and 
I just think it’s extremely attractive 
buying.”n
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Global Passport

Global real estate's most 
influential community
The PERE Global Passport is a new way for industry leaders to meet investors, secure capital commitments and 
gain a strategic edge across the year through constant touchpoints with the market. The perfect supplement to 
your PERE news and information service.

Learn more about PERE’s newest offering 
perenews.com/global-passport

Secure capital commitments.  

Easier. 
Build and maintain warm relationships for when your next opportunity 
arises. There’s no need for cold calls with unrivalled access to a 
blackbook of global LPs.

Meet the right investors.  

Faster.
Maximize your time and fundraise efficiently by filtering through 
the noise. Connect with the LPs relevant for your firm in a format 

built for busy executives.

Gain a strategic edge.  

Smarter.
Gain a head start on your competition and uncover the next opportunity 
for your firm. Make responsible, informed business decisions through 
monthly live and on-demand networking sessions and content.
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