
By Richard Westlund

F
or institutional investors there’s a lot to like about com-
mercial real estate. Offi  ce, industrial, retail, multifamily, 
hospitality and other types of income-generating prop-
erties can add signifi cant diversity to traditional port-
folios, deliver a steady fl ow of cash with the potential 

for appreciation and provide a long-term hedge against infl ation.
“Commercial real estate in the developed world has been prov-

en to off er attractive returns on investment capital,” says Martha 
Peyton, global co-head of research and head of portfolio manage-
ment, mark-to-market funds, TIAA-CREF Global Real Estate. “As 
a result, the fl ow of investor dollars into real estate has become 
larger and more globalized in recent years.”

Historically, real estate was included in the alternative or real 
asset class. But that categorization is changing quickly, accord-
ing to Brian Ward, president of capital markets and investment 
services, Americas, at Colliers International. “Today real estate 
is almost in the core bucket,” he says. “It’s a critical component of 
almost every institutional investor’s portfolio.”

However, the growing demand for real estate properties in the 
U.S. and around the world has also pushed up valuations, making 
it more diffi  cult to fi nd bargains, especially in “hot” metropoli-
tan areas. As a result, some institutional investors are broaden-
ing their criteria beyond the offi  ce market to include hospitality, 
retail, industrial and self-storage properties as well. 

“Investors in core real estate will look at markets that have 
quality, stabilized properties,” says Peyton. “In a lot of emerg-
ing markets, the opportunities lie in development rather than in 
holding these types of core assets. So an investor with an appetite 
for the potential returns and higher risks associated with develop-
ment can go to a wider variety of global markets.”

Listed or private assets?
Long-term institutional investors have a wide range of real 

estate strategies, including direct ownership, participation in a 
private fund and buying shares in a publicly traded real estate 
investment trust (REIT). 

“In the past ten years, the allocations to listed real estate have 
increased as a result of desire for liquidity, not because one is 
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What are the main global megatrends, and what do 
they mean for real estate?

Breheny: Th ere are fi ve megatrends that will be shaping 
the global demand for real estate assets in the coming 
decades: urbanization, a shift  of economic power from 
the West, the rise of the global middle class, aging 
demographics and global interconnectedness. Th ese 
megatrends will impact the future use of and demand for 
real estate in North America, Europe and the rest of the 
world throughout cycles.

Peyton: We talk with many institutional investors who 
take a very long-term view of real estate. Th ey recognize 
the importance of shorter-term technical forecasting 
but also want to position themselves in a way that allows 
them to take advantage of these long-term structural 
changes in demand.

Do these megatrends apply to the U.S. as well as 
international markets?

Peyton: While there is some overlap in these drivers, 
there are important diff erences to consider such as 
the fact that middle class recovery from the global 
fi nancial crisis in the US has been uneven  across 
geographies and education levels, where as the middle 
class is on the rise in many emerging markets. Th is 
comes into play when we are choosing metro locations 
for investment in the US as income and employment 
are not consistent across markets. Some tech-
oriented metros are seeing strong job growth, which 
increases demand for offi  ce space, as well as housing 
pricesTh ose locations include Seattle, San Francisco, 
Silicon Valley, Boston and New York.

Breheny: It’s the same story for Europe, which faces more-
challenging demographics in terms of an aging popula-
tion. Across the Continent younger people favor the 
tech-oriented cities that lead the economic growth in each 
country. Of course, there are structural diff erences as well. 
North America and Europe have more-liquid real estate 
markets than emerging-markets locations. Other markets, 
like Singapore and Hong Kong, have highly constrained 
land supply, which leads to higher asset pricing.

How do these trends affect real estate valuations?

Peyton: Th e commercial real estate market is quite 

effi  cient, but it takes more time for that effi  ciency to play 
out than in stock markets. Th is means that investors look 
at individual properties and examine their alternatives 
and opportunity costs. Every property has a country 
location whose riskless opportunity cost is the sovereign 
rate. In the U.S. that’s ten-year Treasuries now yielding 
2 percent. So investors compare that spread versus the 
sovereign yield across alternative investments. Th at 
ongoing assessment keeps any one sector from getting 
out of control. When we buy a U.S. property, we look at 
the projected cash fl ow and likely yield going forward. 
Th en we weed out the properties that don’t meet our 
criteria and focus on assets that justify their price.

How does your research function support your 
investment strategy?

Peyton: We conduct a layered analysis that looks at 
these macro drivers, structural trends and local market 
drivers. We want to understand where jobs are being 
created and whether that growth is the result of one 
dominant industry or a diverse cluster. Another factor in 
our analysis that is oft en overlooked by investors is how 
wealth is created and spent locally.  Last, we also want 
to understand the factors that aff ect the supply of real 
estate, including land availability and ease of fi nancing. 
We know that investors benefi t when new construction 
does not overshoot the actual demand. 

How can investors best diversify their portfolios within 
real estate? Is location or sector more important?

Breheny: To achieve diversifi cation, you have to look 
carefully at both location and sector factors. For instance, 
if you hold assets in the fi nancial business districts of 
several cities, you may only achieve a modest level of 
diversifi cation. Th erefore you should consider a strategy 
involving diff erent types of assets in various locations. 
We have found that an intimate local knowledge of key 
cities is vital in choosing which micro-locations to target. 

Are new asset classes emerging within real estate? 

Peyton: Th ere is a growing variety of niche property 
types. One of the newest involves data centers, the 
highly secure technology hubs that provide a key part 
of the infrastructure for the global interconnectedness 
megatrend. Another niche involves cell phone towers, 
which are attached to real estate and have “dirt value” 
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as well as locational attributes that infl uence their 
pricing. Self-storage is another niche that has been 
delivering very positive performance in the current 
market cycle. Th e pharmaceuticals industry is also 
showing strength, which is creating more demand 
for specialized laboratory space. Senior housing 
is an asset class poised to take advantage of an aging 
population, and at the other end of the demographic 
spectrum is  student housing which we have recently 
begun investing in. Purpose-built, amenity-rich student 
housing in the U.S. can off er diversifi cation—including 
location, demand drivers and event risk—and attractive 
yields compared to other multifamily assets, but 
disciplined asset selection is key considering there 
are more than 4,700 post-secondary degree-granting 
institutions in the US.

Peyton: It’s the same story in Europe as well. Our 
researchers are looking at niche opportunities in senior 
housing, car parks, marinas and storage facilities, which 
are benefi ting from the global megatrends.   

How is the rise of technology affecting commercial 
real estate?

Peyton: Technological change has aff ected real estate 
since the Egyptians built the pyramids. Historically 
there have been periods of really epic change but 
in recent years we are seeing an evolution, not a 
revolution.  In offi  ce space, the idea of “hoteling,” or 
sharing space continues to grow and is one driver of 
densifi ed space per employee. Th e trend away from 
paper to digital storage means that law and accounting 
fi rms have much less need for traditional fi le rooms 
and libraries.  Th is is another driver of densifi cation. In 
retail, the growth of mobile devices is impacting how 
physical space is  used to generate sales. In this market 

cycle more than ever before it’s important for investors 
to look for properties that have the capacity to adapt to 
these evolutionary changes.

Where do things stand in the current market 
cycle?

Breheny: In Europe, cities like London, Paris and 
Frankfurt are at a high point in the cycle, largely 
because of the strength of their occupational 
markets. However, there is no indication that 
rental demand is falling off . Th e story is diff erent in 
southern Europe, where while yields have moved 
up from the trough of the last cycle but are still 
comfortably adrift  of their previous peak. Select 
locations in these markets should enjoy good 
occupier recovery too. 

Peyton: In the U.S. the commercial real estate sector 
is very well balanced. Vacancy rates are below long-
term averages, and construction rates are modest, so 
this sector is well prepared to tolerate a shock occurring 
in the global capital markets.

About TIAA-CREF and TH Real Estate
TIAA-CREF Global Real Estate is the real estate investment 
and management business of TIAA-CREF. As the nation’s larg-
est manager of U.S. institutional tax-exempt real estate assets 
with approximately $58 billion in assets under management, 
investment vehicles include directly owned properties, joint 
ventures, mortgages, REITs and funds. Th e platform has a 
global presence via the formation of London-based real estate 
asset management fi rm TH Real Estate, which has $28 billion 
in assets under management across 50 funds and mandates, 
bringing the combined worldwide assets under management 
for TIAA-CREF Global Real Estate and TH Real Estate to over 
$86 billion (as of 6/30/2015).  
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better than the other,” says Stephen Dunn, executive vice president 
and director of institutional marketing at Cohen & Steers. “In fact, 
the strategies complement each other, and the exact allocation 
depends on the specific investment objectives of an institution’s 
capital pool and liquidity needs.”  

Typically, about 80 to 90 percent of the real estate investments by 
corporate defi ned benefi t plans, as well as those of endowments and 
foundations, has been invested in private rather than listed real estate, 
says Dunn. He adds that, in general, public defi ned benefi t plans and 
corporate funds have higher allocations to listed real estate because of 
their need for liquidity. In addition, listed real estate is increasingly be-
ing added to defi ned contribution plans, either as a stand-alone option 
or as a sleeve in custom target date funds.

In recent years the number of listed 
REITs has grown around the world (see 
chart). Now there are more than 400 
listed real estate companies in developed 
and emerging markets, according to Jon 
Cheigh, executive vice president and global 
portfolio manager for Cohen & Steers’ real 
estate securities portfolios. “Today there 
are good opportunities in the listed market, 
where companies are trading at discounts 
from underlying real estate values,” he says. 
Other trends include a pickup in M&A 
activity in real estate companies, including 
acquisitions by private equity fi rms.

“We are neither early nor late in the de-
velopment cycle,” adds Cheigh. “However, 
investors should be more cautious about allo-
cating to private real estate, because that capi-
tal might not be invested for several years, 
which will likely prove to be a more challeng-
ing vintage. With liquid assets you’re invested 
the day you decide to get in and can withdraw 
your funds if you decide to get out.”

Karen Whitt, president of investor ser-
vices at Colliers International, notes that in-
vestors considering taking on development 
risk—either directly or through a joint ven-
ture—should take a close look at rising con-
struction costs. “If the development is not get-
ting out of the ground soon, it may not meet 
the pro forma fi nancial projections,” she says. 

Diversifying into global markets
Investors seeking to diversify their real 

estate assets should consider a global strat-
egy, says Alice Breheny, global co-head of 
research at TH Real Estate in London.  “In 
recent years the various sectors in each 
market, such as offi  ce or industrial proper-
ties, have become more closely correlated,” 
she adds. “Th erefore holdings in diff erent 
locations can provide greater diversifi ca-
tion benefi ts to investors looking outside 
their own markets.” 

Cohen & Steers’ Dunn says that some 

institutional investors that already have U.S. exposure are interested 
in increasing their allocations to global real estate. “However, the U.S. 
is the most mature listed real estate market, with more REITs and less 
regulatory risk than Europe or Asia,” he explains. “Th e decision to ac-
quire assets in Europe or Asia depends a great deal on how comfortable 
the investor and consultant are with a global real estate strategy.”

In the U.S. the top real estate markets include Boston, New York, 
Washington, Seattle, San Francisco and Los Angeles, says Colliers 
International’s Ward. “Th ese metro areas are white hot right now 
because of the high growth of technology and ecommerce,” he says. 
“Th e Millennials are powering these regional economies just as they 
are in other major developed countries.”

Looking at international markets, Whitt 
notes that central London is priced out and 
capital is moving north to Birmingham and 
Leeds. Investors are also looking at properties 
in Madrid and Warsaw, which is seen as a safe 
haven for Eastern European capital. “Hong Kong 
has issues regarding its relationship with China 
but has more market diversity than Shanghai,” 
Whitt says. “Th e core markets in China are 
okay, but tier-two markets will have problems, as 
there are so many uncompleted or unoccupied 
properties.”

Elsewhere on the Pacifi c Rim, Whitt says 
Singapore’s market is slowing, but Sydney and 
Melbourne are still going strong. “Tokyo is 
showing some strength, and we are keeping 
an eye on opportunities in that market,” she 
adds. “But the favored global market remains 
the U.S. because of its strong fundamentals.”

Although offi  ce remains the favored class 
globally, it’s hard to fi nd core properties at 
an attractive price because of high demand 
and limited supply. “When I meet with large 
institutional clients, the conversation is always 
about the offi  ce market,” Whitt says. “We are 
also seeing continued interest in multifamily 
deals as well as more consideration of the 
industrial and retail sectors.” 

In the U.S. market, Cheigh says, multifamily 
rentals and self-storage properties are attractive. 
“Apartments are benefi ting from ongoing job 
growth, as well as a demographic preference 
among Millennials for renting versus owning,” 
he adds. “Self-storage is a less-established real 
estate sector in the U.S. and U.K. It’s not fl ashy or 
exciting, but it does generate cash fl ow, and there 
are noneconomic barriers to competition, as 
most neighborhoods don’t want these facilities 
in their own backyards.

Regardless of product type, local knowl-
edge and research still provide the foundation 
for a successful real estate strategy.  As TIAA-
CREF’s Peyton says: “Th ere are important de-
mographic diff erences shaping real estate de-
mand. Because metro areas also vary, you have 
to apply key trends on a very local basis.”  ■
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1960...................................United States
1969..................................... Netherlands
1971...........................................Australia
1994............................................Canada
1995........................................... Belgium
1999............................................... Brazil
2000.............................................Greece
2001.............................................. Japan
2002.....................................South Korea
2002........................................ Singapore
2003............................................. France
2003...................................... Hong Kong
2003............................................. Taiwan
2007..........................................Germany
2007...............................United Kingdom
2007..................................................Italy
2007................................... New Zealand
2011.............................................Mexico
2012...........................................Thailand
2013..............................................Ireland
2014............................................... Spain

At September 30, 2015. Additional countries with REIT structures: 
Ghana (1994), Turkey (1999), Bulgaria (2005), Nigeria (2010), Ma-
laysia (2010), Finland (2013), Pakistan (2013), South Africa (2013), 
Dubai (2014). Countries with REIT legislation in place: Chile, Costa 
Rica, Hungary, Indonesia, Lithuania, Luxemburg, Philippines, 
Puerto Rico, Israel.Countries with REIT legislation under con-
sideration: China, India. Source: UBS and Cohen & Steers.

Growth of Global REIT Markets
Countries With Listed REITs
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