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Investment sales volume fell 19% globally in Q1 2016 compared to a year
earlier. Is this a sign of change in the capital markets after five years of steady
growth, or a temporary blip induced by global economic jitters?

Foreword

2

13

FORE
WORD
AMERICAS

U.S. lenders are pricing
risk and underwriting more
conservatively, which,
coupled with healthy
market fundamentals,
is leading to a more
sustainable market relative
to the 2006–2007 peak

ASIA PACIFIC

Chinese appetite for
property abroad continues
to increase—even as its
domestic markets improve
and gateway cities grow
pricier

EUROPE

Alternative property
sectors are growing more
popular in European
markets as the search for
yield intensifies

03

21

GLOBAL ECONOMY

Real estate capital flows
are well supported by a
growing global economy,
but volatility, including
geopolitical events, will
continue to ruffle the
marketplace

BREXIT

With the marketplace
digesting the U.K.’s vote
to leave the EU, some
property investors are
likely to take a “riskoff” approach, while
others see it as a buying
opportunity

© 2016 CBRE. Inc.

17

07

09

OUTLOOK

GLOBAL REAL ESTATE
The globally correlated
drop in property investment shows how interconnected commercial
real estate markets have
become

In a world of ultra-low
interest rates, property
returns remain very
appealing to investors—
and Brexit-fueled volatility
will push the return to
“normal” interest rates
further out

CBRE Research

25

27

KEY STATS
Breakdown of total and
cross-border investment
activity by region and
property sector

The Property Perspective

Global Capital Markets

GLOBAL
ECONOMY

© 2016 CBRE. Inc.

July 2016

Global Economy

4

Figure 1: Real Estate and Total Global Capital Flows (Year-Over-Year Percentage Growth)
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Despite geopolitical shocks, real estate capital flows
look well supported by the global economy

still conducive
to property
investment

The first quarter of 2016 saw a
large, globally correlated drop
in real estate investment activity.
Confidence has since improved,
but after five years of strong
growth in investment turnover,
investors are asking: Is the end
of this cycle drawing near?
Probably not, for two reasons:
The first is economic growth.
Figure 1 shows real estate
capital flows alongside total
global capital flows. Real estate
investment does not exist in a
vacuum; it is part of a broader
process of economic integration.

Total global flows include money
invested directly into factories
and other projects, as well as
money deployed into equities
and bonds. Real estate capital
flows are, on average, 10% of total
global flows. Moreover, real
estate flows and investment flows
of other types are driven by the
same factors. The correlation
(0.8) between real estate flows
and total global capital flows is
very high.
CBRE’s analysis suggests that
the biggest single driver of total
capital flows and real estate
flows is GDP growth in the OECD

nations.1 GDP growth generates
occupier demand for space and
therefore support for rent values,
but it also creates confidence to
invest and confidence on the
part of banks to lend.
There is no doubt that the
world economy faces a number
of challenges: The slowdown
in China is the biggest, but there
is also the US$400 billion loss
of investment in plant and
machinery due to the oil price
slump, the likelihood of an
emerging-market debt default,
and an economic slowdown
in the U.K. induced, at least in

1. The Organisation of Economic Cooperation and Development (OECD) is a group of 31 “advanced” economies.
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Figure 2: Global Real Estate Capital Flows as a Percentage of World GDP
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Source: CBRE Research, International Monetary Fund, Oxford Economics

However, there is upside as
well. Central banks, including
the U.S. Federal Reserve, have
indicated that they will maintain
highly supportive monetary
policies, and Chinese policymakers have launched a mini
stimulus program that has
improved the country’s economic
growth prospects. In addition,
housing prices are increasing
across the globe, which alongside
falling unemployment and lower
oil prices, is contributing to
consumer spending growth.

low levels, the Eurozone economy
growing nicely, and global
consumer confidence high, we
can be reasonably confident that
the OECD nations will continue
to expand for at least the next
24 months. We expect a slowdown in the U.K. economy in 2016
and 2017, with some knock-on
effect on Europe, but no recession
in either. As such, the conditions
are in place for investment capital
to continue moving across
borders in search of profitable
opportunities. Not every year will
see growth in total volumes, but
the trend will be upwards for a
while yet.

Certainly there are bumps and
shocks in the offing, the recent
vote for Brexit is one of these,
but with interest rates in many
parts of the world at historically

There is another way to look at
this. Figure 2 shows real estate
capital flows as a percentage
of world GDP. In 2015, the total
value of real estate investment

part, by the referendum on
European Union membership.
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was US$876 billion, higher for
the first time than the previous
peak in 2007 of US$860 billion.
This fact alone may have contributed somewhat to investors’
nervousness.
However, strange as it may seem,
the global economy has grown in
both real and nominal terms over
the past seven years. Overall,
it has grown faster than real
estate investment flows, so as a
percentage of world GDP, real
estate investment is still some
way off its previous peak.
Thus, because of previous
nominal growth and future real
growth, real estate investment
continues to be well supported
by the global economy.

Global Economy

Strange as it may seem, the global economy has
grown faster than real estate investment flows over the
past seven years

CBRE Research
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Leave vote begets “risk-off” approach, but will it last?
Right up until June 23, the tale
of 2016 was one of stabilization.
The volatility and risk seen in
H2 2015 seemed to be abating
and the financial markets were
returning to what we had started
to think of as normal. June
24 changed all that as it was
revealed that the U.K.—against
expectations—had voted to
leave the European Union.
The initial reaction has focused
around the political uncertainty
resulting from this vote. There
will not, even technically, be any
change in the legal relationship
between the U.K. and the EU until
the British government serves
notice to quit.
The political fallout has already
been substantial. British Prime
Minister David Cameron resigned
and Theresa May, previously
the Home Secretary, replaced
him on July 13. The leader of the
opposition Labour Party, Jeremy
Corbyn, has lost a confidence
vote and now faces a leadership
challenge that will go to a vote
of the party membership.
The financial markets seem
to have been taken completely
off guard by the result. On June
23, while voting was underway,
the pound was rising against
other currencies, the FTSE 100
was rising gently and the 10-year
government bond yield was up

to nearly 1.4%. Forty-eight hours
later, the pound was at a 31-year
low against the dollar and 10-year
gilts were yielding 0.94%. The
FTSE 100 shed 530 points (8.4%)
overnight, although it has since
risen above its level before the
referendum, bolstered by the fact
that much of the turnover of FTSE
100 companies is not in pounds.
It is going to be some time before
the real estate implications of
this move become evident, both
within and outside the U.K.
However, based on previous
episodes of negative sentiment,
some things are likely.
Across the global market:

• In the short term, some
investors will again go “riskoff,” to the benefit of prime
property and gateway markets,
but probably having a negative
impact on more secondary
markets. At the very least, some
transactions will take longer
to complete.
• With government bond
yields down in safe-haven
countries, the premium for
bond-like real estate has
increased. Most central banks
will be even slower to tighten
monetary policy than before
the referendum result.

• New development activity is
already very limited in many
markets, but at least some
development activity is likely
to be postponed, further
constraining new supply.
• Financial market volatility may
persuade some occupiers to
take longer over decisions, but
ultimately should not derail
many deals unless there is a
substantive effect on the global
economy.
In the U.K.:

• Some investment and leasing
deals have been put on hold, but
this seems to be a reasonable
reaction to the very substantial
short-term uncertainty.
• Use of debt is generally much
lower than in 2007–2008 and
several open-ended funds have
cut redemption prices or have
closed to redemptions, so there
should be relatively few forced
sales. Vendors are unlikely
to be prepared to cut prices
immediately or “across the
board” in response to the vote.
• Development, which had
been picking up in London,
could be particularly affected.
Developments not yet started
are likely to be delayed until
there is more clarity about the
level of demand in the economy.

In the short term, some investors will again go “risk-off,” to
the benefit of prime property and gateway markets
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Figure 3: Global Real Estate Investment Volumes (US$ Billions)
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Transaction volumes slow: is it a blip or a trend?
The first quarter of 2016 is an
object lesson in the extent to
which the commercial real estate
investment market has gone
global. Commercial real estate
investment activity dropped
back in nearly all the world’s
major markets, causing the
global aggregate to fall to US$183
billion, down 19% over Q1 2015.
(Exchange rate fluctuations had
a slight impact on this; at a
constant exchange rate, the
year-over-year decline was 18%.)
Activity in Q1 2016 was only low
by the standards set in 2015.
Market turnover in Q1 2016 was
3% above the Q1 2014 level and
two and a half times that in Q1
2010.

There was no single cause for
this turnaround in commercial
real estate investment. In 2015,
there already were signs that
investment activity was reaching a
plateau. As growth in investment
turnover came from increasing
interest in parts of the real estate
market that were dependent on
economic growth, the potential
threat to global GDP growth from
slowing growth in China was a
significant factor. In context
therefore, the record high for
commercial real estate investment turnover in Q4 2015 was
the anomaly.
The new factor that emerged
towards the end of 2015, and
which we think was a major factor

2. Chicago Board Options Exchange Volatility Index
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2013

in Q1 2016 transactions, was
the sharply higher stock market
volatility from September 2015
to February 2016. Risk measures
such as VIX2 started to spike at the
end of September and remained
high through the end of February.
During the last three months
of 2015, business pages were
regularly carrying stories of large
movements in stock markets,
particularly in emerging markets.
Real estate transactions take
longer to execute than those in
equity and bond markets, so
this coincided when most of
the transactions completed in
Q1 2016 were being initiated.
This reduced both demand (as
investors waited to see how the
equity markets would play out)
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Figure 4: Real Estate’s Premium Over Bonds (Spread Between Prime Office Yield and 10-year Government Bond Yield)
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and supply (as potential vendors
are generally unwilling to bring
stock to market if there is a risk
that it might not sell).
In March, the VIX had returned
to its 2013-2014 level, but it
jumped immediately after the
U.K. vote to leave the European
Union, reflecting the new
uncertainty about the outlook
for the U.K. and European politics.
As of this writing, global stock
markets have been recovering
from the initial shock, but are
notably down on the month,
the value of the British pound
has fallen and government bond
rates have fallen further, with
the German 10-year bund in
negative territory.
The impact of Brexit on European
real estate will be felt over an
extended period as the British

© 2016 CBRE. Inc.

government and the EU negotiate
the details of the separation.
Property investors, particularly
in the U.K., will be watching key
economic indicators to gauge
the actual short-term impact of
the leave vote before making
investment decisions. However,
well-capitalized bargain hunters
are hovering.
The other material change was
the increase in the U.S. federal
funds rate in December 2015.
This was much anticipated and,
as the first increase since 2006,
at the time felt like the herald
of a fundamental change from
the ultra-low interest rate environment of recent years. As a result,
government bond yields were
generally higher in H2 2015,
reducing the yield premium
for real estate over bonds.

In retrospect, it was something
of a false dawn, and within the
space of a few weeks it became
evident that it would be a long
time before other countries
followed suit and before the
next increase in the U.S. In most
countries, by the end of Q1
2016, government bond yields
had fallen back below their
September 2015 levels, restoring
the attraction of real estate
(particularly prime real estate)
relative to bonds as a source of
income.
The proportion of the market
made up of cross-border
investment, which had increased
steadily from 2013-2015, was
sharply down in Q1 2016. Both
intra-regional (cross-border
within a continent) and crossregional (from one continent
to another) investment fell as a

Global Real Estate
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Figure 5: Cross-Border Commercial Real Estate Investment Activity (Percentage of Total Investment Activity)
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proportion of the market, but
it was cross-regional investment
that bore the brunt. This was
particularly true in Asia and North
America—in both continents the
value of investment purchases by
outside buyers was less than half
as much in Q1 2016 as in Q1 2015.
Large portfolios—a segment of
the market where cross-regional
investors are highly active—were
conspicuous by their absence.
There are many reasons why
this might be the case. At times,
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when investors are more
risk-averse, they will often fall
back on what they know best:
their home markets. Investors
are more comfortable with the
“known unknowns” of their home
market than the “unknown
unknowns” of international
markets. In Asia, particularly,
the risk (or at least the perceived
risk) that slowing economic
growth in China would have a
greater effect on nearby countries
than the rest of the world may
have put off some global investors.

2014
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2016

The return of financial market
indicators in April and May to
levels similar to those in H1
2015 had started to stabilize the
real estate investment market.
However, the U.K. vote to exit the
EU has again injected uncertainty
into the capital markets, and
this is likely to impact on real
estate investment turnover for
part of the second and third
quarters, at least.

When investors are more risk-averse, they will often fall back
on what they know best: their home markets
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Figure 6: Historical U.S. Commercial Real Estate Acquisitions Volume (US$ Billions)
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What are the debt markets telling us?
While the slowdown in transaction volume led the commercial
real estate headlines in recent
months, changes in the U.S. debt
markets are afoot that could have
more widespread implications
on the investment landscape.

(more than 10% down from peak)
and the 10-year U.S. Treasury
yield declined almost 80 basis
points from the time at which
the U.S. Federal Reserve increased
the federal funds rate 25 basis
points in December 2015.

U.S. commercial real estate
fundamentals are generally
healthy—demand is robust
thanks in large part to a long
streak of employment gains—
and rents are increasing across
all property types. However,
investors—real estate and
otherwise—took a cautious
approach in the opening months
of 2016 amid globally uncertain
investor sentiment. Rattled by
global events and domestic
concerns, the major U.S. stock
indices went into full correction

The recovery in U.S. equities since
February has been temporarily
interrupted amid worries that the
vote for Brexit would undermine
global growth. The 10-year U.S.
Treasury yield continues to hover
near historic lows (1.551% as of
July 12, 2016), a strong signal that
we are once again in a “risk-off”
world.
In commercial real estate
markets, deal volume totaled
US$111 billion in Q1 2016, down
on both Q1 and Q4 2015, but

on par with the levels seen
during 2014. Lending conditions
tightened during the quarter as
credit spreads increased in Q1
2016 to levels not seen since 2013.
This expansion in spreads started
last year when the high-yield
market sensed possible defaults
by energy firms on their bonds.
As the U.S. commercial mortgagebacked security market is most
closely tied to the bond market,
its spreads were most impacted,
but all lender types felt the effects.
Figure 7 illustrates the spreads
for all loans originated by CBRE
with loan-to-value ratios between
55% and 65%, including banks,
life insurance companies,
conduits and other sources.
Spreads expanded to approximately 235 basis points, in
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Figure 7: Commercial & Multifamily U.S. Loan Spread Trends (Spread to U.S. Treasury)
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marked contrast to the cyclical
peak in 2006-2007, when they
fluctuated between 100 and
150 basis points. Though the
overall cost of debt is lower now
(base rates were 200 basis points
higher in 2006-2007), it is clear
that lenders are pricing risk more
conservatively, and have not
allowed loan-to-values to reach
the levels that they did at the
previous peak.
Since the February lows, a bond
rally has occurred and spreads
have narrowed further in Q2 2016,
with AAA conduit spreads down
to approximately 120 basis points
(from a peak near 175 basis points
in early February), as of June
1, 2016. The volatility in early
February has exacted a toll on
the U.S. conduit industry, with
originations as of early May down
to approximately half the level
(US$25 billion vs. US$44 billion)

© 2016 CBRE. Inc.
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from the same time last year.
The outlook for conduit
originations is clouded for
the remainder of 2016 by the
lingering impact of volatile
sentiment and the pending
impact of the Dodd-Frank risk
retention rules, which will
make it more difficult to originate
conduit loans in the fourth
quarter.
Notwithstanding the slowdown,
the total value of commercial
real estate loans outstanding
hit a new record of more than
US$1.8 trillion, as of the end of
Q1 2016. The Fed and other U.S.
regulatory agencies are now
putting pressure on member
banks to slow commercial real
estate lending. Construction
loans in particular are now quite
difficult to obtain. According
to senior CBRE mortgage brokers
in the U.S., debt markets are pro-
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viding “moderate and adequate”
liquidity compared with the
“strong liquidity” that we had
seen through mid-year 2015.
Digging deeper into the equity
markets, there were two other
notable changes during Q1 2016:
Transactions by non-U.S. buyers
fell from approximately US$19.7
billion to US$9.2 billion, and
REIT buyers had a similarly
dramatic fall off, from US$19.5
billion to US$5 billion.
While on the surface this looks
like a material change to foreign
capital flows, the more significant
of the two was the REITs. Their
values were hit hard during
the market downturn in early
February, making most
acquisitions highly dilutive.
The year-over-year change in
foreign capital flows was a
function of fewer entity-level

Americas
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The top three U.S. markets—New York, San Francisco and
Los Angeles—represented almost 30% of the total investment
turnover in Q1 2016

and portfolio deals in Q1 2016.
From a historical perspective,
foreign capital flow totaling
US$10 billion in a quarter is on
par with average quarterly levels
over the past several years.
We saw a modest easing of values,
but this was mostly concentrated
in secondary markets. While
the fall in value is very small,
the market remains concerned
that this may signal a longerterm trend as bidding pools are
thinner, particularly in secondary
and suburban markets. Secondary and suburban markets are
particularly impacted as, from
an equity perspective, there are
fewer institutional and REIT
buyers in these markets, in part
due to institutions’ retrenchment
to CBD markets. It is also due to
a slowdown in the non-traded
U.S. REITs, which have been
major buyers in secondary and

CBRE Research

suburban markets. From a debt
perspective, the slowdown in
lending, in particular by conduits,
most directly impacts secondary
and suburban markets where
conduits play a disproportionately
large role.
The top three markets for U.S.
investment—New York, San
Francisco and Los Angeles—
represented almost 30% of the
total investment turnover in
Q1 2016, which illustrates the
retrenchment to CBDs. In terms
of asset type, multifamily
continued its long-term rise
since the Great Recession and
was the only asset type to see
a year-over-year increase in
transaction volume.
Gateway market and multifamily construction lending is
obtainable, but all other forms
of construction lending have

become more difficult. Most new
construction is concentrated in
the top 10 markets, which have
the lowest vacancies and highest
demand. So far this cycle, the
U.S. has not built at anywhere
near the levels we saw in prior
cycles.
So despite the volatility in the
securities markets, the U.S.
commercial real estate market
proved broadly resilient in Q1
2016, with only a modest pullback
in volume and a remarkable
turnabout in loan spreads. With
continued stability in global
markets and modest growth in
the U.S., we expect a good 2016,
with relatively stable cap rates in
major markets, a slight pullback
in suburban and secondary
market value, and overall deal
volume comparable to, or slightly
up from, 2015.
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Figure 8: Asian Outbound Investment by Sources of Capital (US$ Millions)
2015
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Asian outbound investment reaches new highs
One of the clearest trends in the
global commercial real estate
market in recent years has been
the strong growth in capital
flows from Asian countries, both
cross-border within Asia and to
other parts of the world. Although
the slowdown in global real
estate investment activity in Q1
2016 impacted the value of Asian
cross-border investment as
well, 2015 was a record high year
for Asian outbound capital.
Outbound investment totaled
US$62.4 billion, a 37% year-overyear increase, accounting for
26% of total global cross-border
investment. Strong activity among
institutional investors caused
a significant increase in big-

ticket transactions (deals worth
more than US$500 million) and
portfolio deals in 2015.
Active sources of capital were led
by Singapore (US$19.3 billion),
China (US$17.6 billion) and Hong
Kong (US$10.0 billion), which
recorded significant growth of
58%, 41% and 49% year-over-year,
respectively. The result for
Singapore was inflated by a very
large one-off transaction, the
US$8.1 billion acquisition of U.S.
logistics firm IndCor Properties.
Without this, China would have
been by far the biggest Asian
source of cross-border capital.

All eyes on Chinese capital

The flow of Chinese outbound
capital has increased rapidly
over the past few years, from
US$8.2 billion in 2013 to more
than US$17.6 billion in 2015. At
the same time, Chinese investors
reduced their domestic exposure
by more than 20% between 2013
and 2015. For the US$17.6 billion
of outbound Chinese capital3
in 2015, the top three destinations
were the U.S. (US$6.1 billion),
Australia (US$3.7 billion) and
Hong Kong (US$2.6 billion). The
U.K. (mostly London) fell out from
the top three destinations last
year due to a lack of suitable stock
coming to market and strong

3. Figures are based on standing investments that include, but are not limited to, office, retail, industrial hotel, mixeduse and other properties, but exclude developments.
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The flow of Chinese outbound capital has increased rapidly
over the past few years, from US$8.2 billion in 2013 to more
than US$17.6 billion in 2015

competition from other investors.
Evidence suggests that Chinese
investors will continue to look
overseas. In CBRE Research’s
2016 Asia Pacific Investor Intentions Survey, 41% of surveyed
Chinese investors indicated they
intend to invest outside Asia
Pacific this year, slightly higher
than the 39% in 2015.
The rise of Chinese outbound
investment is driven by the
following key factors:
• Early stage of capital deployment
into global real estate—Chinese
investors have been only
recently active in the global
real estate market. Insurance
companies, for example,
were first permitted to invest
in foreign real estate when
regulators relaxed restrictions
in 2012. More will invest abroad
in the coming years as they
gain experience in sourcing
opportunities and assessing
risks overseas.

© 2016 CBRE. Inc.

• Low existing allocations to global
real estate—As recent entrants
to the global real estate market,
Chinese institutional investors’
allocations are well below those
of their American and European
counterparts.
• Low expected returns in the
Chinese real estate market—
Prices in key Chinese markets
have risen substantially in
recent years, limiting the
potential upside for capital
gains and prompting more
Chinese investors to search for
higher returns overseas.
• Developers—Due to oversupply
in the domestic residential
market, Chinese developers
are increasingly looking overseas, particularly in cities such
as Sydney, Melbourne, New
York and Los Angeles. Most
tend to market their overseas
residential developments to
Chinese citizens.

Although Chinese outbound
capital should remain active,
several associated risks should
not be overlooked. One major
concern is that the Chinese
government may impose capital
outflow restrictions at short
notice. In recent months,
the Chinese government has
displayed a more hands-on
and interventionist stance, as
reflected by the recent crackdown
on crowdfunding platforms and
suspension of investment deals
by certain types of institutional
investors. In addition, while
currency risk may be less of a
concern at present, the potential
volatility of the yuan could erode
Chinese investors’ purchasing
power abroad.
Asian investor appetite
for offshore assets set to
strengthen

CBRE believes that Asian
outbound investment
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Figure 9: Top Investment Destinations by Asian Investors
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momentum will strengthen
this year. Less government
restrictions on international
investment by a number of
Asian countries has many Asian
investors ready to make their
first overseas acquisitions.
The low-yield environment,
limited availability of assets
with potential for capital growth
in the region and slower-thanexpected economic growth in
Singapore and Hong Kong will
continue to drive investors to
overseas markets offering higher
returns.
Experienced Asian investors
favor portfolio acquisitions to
rapidly expand their market
coverage rather than acquiring
trophy assets. Further big ticket
and portfolio transactions are
expected in 2016–2017, especially
since this period will have an
uptick in the expiration of private
equity funds.

CBRE Research

13%
2015

Of the different investor types,
Asian institutional investors
will lead outbound investment.
Chinese and Singaporean
sovereign wealth funds will
maintain their focus on prime
buildings and portfolio investment opportunities outside Asia,
while insurance companies
from China and Taiwan will
expand their overseas portfolios.
Investors continue to prefer
gateway cities

Gateway cities in the United
States, Western Europe and the
Pacific will continue to attract
the largest share of Asian
outbound capital. However,
competition from other investors
and the shortage of prime assets
is prompting a move up the risk
curve by some Asian investors.
As a result, they are expected to
increase their exposure to
regional cities where there are
attractive core-plus and good
secondary assets available.

As their outbound investment
grows, Asian investors’ purchases
are more evenly distributed. In
2015, London’s share declined
while New York’s rose, partly
thanks to the relatively strong
economic growth in the U.S.
Germany and Spain also received
larger shares of Asian investment
in 2015, while Sydney continued
to dominate transactions in the
Pacific.

We expect that offices will remain
the preferred asset class, but
hospitality and industrial assets
will garner increasing interest
from Asian investors. CBRE
Research also expects investors
to consider alternatives to direct
investment, such as commingled
funds (both open-ended and
closed-ended) and real estate
securities (REITs) that align with
their investment strategies.
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Figure 10: Investment in Alternative Sectors (€ Billions)
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How attractive are alternatives as investable real estate?
Alternative real estate sectors
have moved off the sidelines in
Europe as investors take notice
of the attractive returns on offer
in these markets. However,
despite the growth, alternatives
pose some unique challenges
for investors.
Here we define alternatives as
investable commercial real
estate asset classes outside of
the traditional sectors of office,
retail, industrial and hotels
(including mixed-use properties
in those sectors). At the moment,
the majority of European investment in alternatives is in student
housing, healthcare, leisure
and residential property, as well
as land for both commercial and
residential development.
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2011

Commercial real estate
investment in these nontraditional sectors has grown
rapidly over the past seven years,
both in absolute terms and as
a proportion of the real estate
market. In 2008, they accounted
for just 7% of total real estate
investment; by 2015 their share of
the market had doubled to 14%.
The attraction of alternative
commercial real estate sectors
is driven by a number of factors,
not least of which is that they
represent a substantial source
of investment opportunities
at a time when sourcing stock
is a growing problem. Some
estimates suggest that only half
of Europe’s investable real estate
is currently in the hands of

investors, with much of the
untapped market being in these
alternative sectors. Diversification
is also an important driver.
Sectors such as student housing
and healthcare are not tied to the
economic cycle in quite the same
way as offices, retail or industrial
property. Finally, as these sectors
move into the mainstream,
yields will move in line with other
sectors, but, for the moment,
they often offer higher income
returns than more established
property sectors.
Where and what?

Markets for alternative real
estate are far from uniform across
Europe. They vary considerably
in depth and characteristics.
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Figure 11: Top Five Alternative Commercial Real Estate Markets in Europe (Q1 2015–Q1 2016)
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The larger, more liquid markets
are best positioned for development of investment-grade
alternative sectors where product
of sufficient scale and quality
will attract investors.
The residential sector already is
well established as an investment
class in the Nordic region. Nordic
countries have experienced
strong population growth over
the past 10 years, particularly in
urban centers. Oslo’s and
Stockholm’s populations grew by
23% and 18%, respectively,
compared to the European
average of just 3%.
This growth should continue over
the next 10 years, with a further
14% increase forecast for Oslo
and 12% for Stockholm. Growing
affluent urban populations in
these cities are driving residential
development of an investable
scale and quality in desirable
prime locations.
In Germany, recent investment
in alternatives has focused on
the healthcare sector, particularly
in nursing homes and senior
residences. Again, this alternative
market is underpinned by strong
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fundamentals. The aging demographic in Germany means that
demand for nursing care will
surge regardless of business
cycles in the coming years.
In the U.K., substantial student
housing and leisure-sector
markets have developed. The
population of U.K. students is
high and rising, and U.K.
universities are attracting more
overseas students. Increasingly
these students demand highquality accommodation, which
has been in short supply due
to lack of investment in previous
decades. Residential property
also has become an investable
asset class in the U.K. due to
undersupply in the general
housing market and government
policies that address it.
The Netherlands too has
well-established alternative
sectors: Transactions in
residential, student housing
and healthcare comprised a
24.6% share of the country’s
total commercial real estate
investment last year.

Alternative sector investors

Allocation of capital to alternative
commercial real estate presents
different problems and
opportunities depending on the
type of investor, their objectives
and their constraints.
In its initial stage, alternative
commercial real estate tends
to attract investment mainly
from specialists in that sector.
These specialist investors have
an advantage in stock picking
compared to diversified investors
with less experience in the sector.
The drivers that make a good
asset and a good location are
often very different from those
of more mainstream sectors.
Specialists are also better
positioned to manage the
operational risks associated
with these assets.
Several REITs specialize in
particular types of alternative
commercial real estate. North
American specialist REITs
invested heavily in European
healthcare in 2014, particularly
in the U.K. and Germany.
European REITs and listed
property companies have also

Europe
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Although alternative sectors’ share of the European market
fell back somewhat over the past 12 months, we see this as a
temporary blip rather than a reversal of the longer-term trend

been active, with acquisitions
in leisure and healthcare in the
U.K., Germany, France and
Finland. Confinimmo, a Belgian
REIT, made its first acquisition
in Belgian healthcare in 2005,
and has since expanded its
portfolio with similar purchases
in the Netherlands and Germany.
In addition to REITs, there is also
a growing number of property
funds (open and closed-end)
specializing in these alternative
sectors.
As alternatives markets mature,
they attract more diversified
investors. European institutions,
particularly pension funds and
insurance companies, have
been active in alternative sectors
mainly in their established

CBRE Research

domestic markets with certainty
of income and liquidity.
Over the past five years, however,
non-European institutional
investors have taken an
increasing interest in alternatives.
The U.K. student housing sector
attracted around €2 billion of
investment from the Canadian
Pension Plan Investment Board
(CPPIB) last year. There has been
further investment from Asian
institutions, with most of these
transactions in the U.K.
The future

Although alternative sectors’
share of the European market
fell back somewhat over the
past 12 months, we see this as a
temporary blip rather than a

reversal of the longer-term trend.
The drivers of investment in
these sectors—access to stock,
diversification and income—
remain. Evolution of this asset
class will conform to an already
established pattern: specialist
investors breaking into the
market by either developing the
product themselves or acquiring
it from owner occupiers, and
then more mainstream investors
following as they gain experience
in the sector through coinvestment or participation in
funds and finally invest directly
themselves as the sector goes
mainstream. Critical mass is
important, and mainstream
investors in alternatives have
done so with a significant
commitment rather than in just
one or two assets.
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Real estate returns still appealing in a world of
ultra-low interest rates
Although investment volumes
dropped sharply in Q1 2016—
understandable given equity
market volatility—it is clear that
there remains an appetite for
real estate assets. In a world of
ultra-low interest rates, the case
for real estate remains strong
given its long duration and
attractive spread over bond rates.
We expect the volume of capital
that flows into real estate in 2016
to be around that of 2014 and
2015. It is safe to suggest that
pricing has found a natural floor,
but we would not be surprised
to see cap rates or yields contract
by year’s end. All of our research
suggests that gateway cities will
remain the focus of investor
intentions and this will be
reinforced by another “risk-off”
period in the wake of the Brexit
vote.

In the U.S., despite the revival
of activity, there is still a degree
of risk aversion. Debt markets are
providing adequate liquidity for
most investment purposes while
restricting the development
pipeline. Overall this may slow
the level of transactions, but it is
supportive of values.
It is sometimes tempting to
see Asia in terms only of China,
but, of course, Asia is a vast and
increasingly powerful economic
region. The motivation for Asian
capital to deploy into real estate
assets outside that region is as
strong as ever. Savings rates are
high and the insurance sector
is growing rapidly. There may be
short-term fluctuations in capital
flows, as China moves slowly to
a fully open capital account, but
our view is that Asian outbound
capital flows will continue to
build in 2016 and beyond.

As its economic recovery
broadens and deepens, Europe
will remain a top target for
cross-border capital, which
will increasingly move into top
regional cities. There currently
is a great deal of interest in real
estate alternatives, a part of the
real estate universe that lies just
outside the mainstream, such
as student housing, seniors
housing and healthcare facilities.
These require patience and
specialist knowledge. However,
they provide good income returns,
and, at the same time, help to
meet some key social needs at
a time when governments and
other public bodies are strapped
for cash. This trend will continue
to develop through this cycle
and the next.

We expect the volume of capital that flows into real estate in
2016 to be around that of 2014 and 2015
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Figure 12: Global Commercial Real Estate Investment by Sector (US$ Billions)
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Figure 13: Global Commercial Real Estate Investment by Region (US$ Billions)
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Figure 14: Global Capital Flows in Commercial Real Estate, H2 2015 and Q1 2016 (US$ Billions)
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Figure 15: Global Capital Flows, H2 2015 and Q1 2016 (US$ Billions)
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