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These essays reflect the on-going lively debate that 
takes place each day across CBRE Global Investors 
between researchers, portfolio managers, CIOs, 
transactions and asset management teams. Together, 
analysing information from the listed and unlisted 
markets; the behaviour of our own portfolios; and our 
experiences as landlords and operators of real assets, 
we have tried to take a view on the big themes that will 
impact performance over the year ahead. After all, this 
is no ordinary cycle. The pandemic has accelerated 
some behavioural change already being experienced 
by real assets investors and has radically called other 
“knowns” into question. Now more than ever, we need a 
clear view on how far these pandemic-induced trends 
will vary by market, property type and increasingly 
quality, and how far they will be “sticky” once we move 
to a post-pandemic world. 

• In our first essay, we start with the most
fundamental question facing our sector–how have
countries’ differing pandemic responses impacted
their economic and real assets performance to
date; and how far will it impact top-down allocation
decisions going forward. In doing so we focus on
the most hotly debated topic: whether massive
monetary and fiscal easing is setting us up for an
inflationary surge. We argue that this risk is over-
blown given the sizeable economic destruction
that took place in 2020, but that the US and the
UK are more likely to be at risk than Continental
Europe or Asia Pacific.

• In our second, and related essay, we examine the
relationship between real interest rates, cap rates
and real estate risk premia. We argue that there are
convincing structural reasons why we should not

GLOBAL VISION | RE-EXAMINING REAL ASSETS TRENDS IN A RAPIDLY CHANGING WORLD

Introductory 
letter from 
Sabina Reeves
GLOBAL HEAD OF REAL 
ASSETS RESEARCH

Welcome to the first edition of our redesigned Global Vision publication. 
It is designed to be a companion to the Global House Views publication 
released last November. That focused on the details of our five year 
macro-economic and real assets forecasts. It also highlighted changes to 
our tactical positioning by sector and region, and amended our preferred 
strategies. But we felt that our clients would benefit from a clear 
statement of where we stood on a handful of key issues facing our asset 
class with a more expansive, discursive essay on each topic.
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fear a normalisation in real interest rates during 
the recovery period, and that even if that were 
to happen there is plenty of room in current risk 
premia to absorb some of that increase.

• Next, we move to perhaps the most hotly debated
topic of 2020: whether office is the next retail,
with demand set to be decimated by permanent
behavioural change. We argue that the US is likely
to see a permanent impairment of office demand
with a concomitant impact on performance;
Europe will be impacted to a lesser extent; and
Asia arguably not at all given the efficacy of its
pandemic response. Office demand is therefore
likely to differ across markets, but also – most
importantly – by quality of product.

• If investor scepticism about offices has been
heightened by the pandemic, investor appetite
for logistics has continued unabated. And yet we
brought our tactical allocation to the sector down
from overweight to neutral in the H2 2020 Global
House Views over concerns around pricing and
increasing supply. An additional point of debate
has been whether the boost to e-commerce from
locked-down consumers has borrowed from
expected future demand and whether the sector
could see demand slow markedly during the
recovery period. In our fourth essay we argue that
the pandemic-driven demand boom is accretive
to the volume and value of online sales (and
thus logistics space requirements) for the next
five years.

• Our fifth essay examines what is, in some respects,
the counterpart to the office story: the impact
of the pandemic and behavioural change on
residential demand. With household incomes hit
by the pandemic, and office-based employees
reconsidering whether they need to be close
to an office they rarely visit, has the decades
long urbanisation trend come to an end, and
will demand shift from city-centre multi-family
to single-family suburban housing? We argue
that some demand will continue to shift to more
affordable tier 2 cities, and that single-family
housing is an attractive opportunity. However,
these much-debated behavioural trends are
arguably swamped by a much bigger and less
well acknowledged demographic trend – namely
that the millennial cohort is about to shrink for the
first time in 20 years.

• In our final essay, we take a step back and bring
many of these macro-economic and structural
themes together with an examination of the
performance of niche real estate. We acknowledge
that while we have tried to give our view on how
some of these behavioural trends are likely to
impact long-term real assets demand in a post-
pandemic world, we are far from behavioural
futurologists! We also acknowledge that in our
globally inter-connected highly sophisticated
world, financial, climate and epidemiological shocks
can impact markets with a speed, ferocity and
frequency far greater than the historical record
might suggest. Accordingly, we examine the
“anti-fragile” framework of portfolio construction
and how different types of real estate might help
future proof portfolios in a rapidly changing world.

We hope that you find these essays thought 
provoking and insightful. In many cases we are taking 
a position in a rapidly evolving debate, and only a 
settled post-pandemic world will prove how far our 
tenants’ behaviour truly did change in the ways we 
are predicting. We welcome discussing your thoughts 
on these topics as we evolve our thinking. And, as 
ever, we welcome the opportunity to discuss how 
our conclusions will impact the construction and 
performance of your portfolios, whether on a virtual 
call, or with some luck and no little achievement from 
the medical science community, in person in the near 
future. In the meantime, we wish you all a healthy 
and prosperous 2021. 

Kind regards,

Sabina Reeves



How will countries’
differing pandemic
responses impact our 
regional allocations?

Sabina Reeves, Global Head of Real Assets Research  
with assistance from Gabe Glass, Americas Head of 
Analytics and Risk Measurement, and Katie Smith, EMEA 
Head of Analytics and Risk Measurement
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In this essay we examine how different countries’ pandemic 
experience and responses have impacted their economic and real 
estate performance in 2020, and how far their ongoing differing 
policies are likely to impact our top down allocation by region in 
2021 and beyond. In particular, we focus on how far each country’s 
central bank and fiscal balance sheets have been stretched by 
the crisis, and whether this raises the spectre of an inflationary 
surge during the recovery period. 

The pandemic response in 2020
The impact of the pandemic on the macro-economy 

and real estate markets has depended on three 

factors: the pre-existing demographics, social 

discipline and public health infrastructure of the 

country; the speed and severity of government 

lockdowns in response to rising waves of infection; 

and the speed and magnitude of the offsetting 

monetary and fiscal relaxation. 

Looking first at pre-existing conditions, it is clear 

that each country went into the pandemic with a 

different population make-up and that this altered 

the severity of how the pandemic was experienced. 

Countries with older, more obese, more unhealthy 

populations were always likely to see a more 

severe impact than those with younger, slimmer, 

healthier populations. 

Similar social norms also play a part in many 

ways. For example, there has been a differing 

willingness for populations to actively follow or 

challenge government advice around lockdowns 

and mask wearing, and a different tolerance for 

social monitoring. 

Another factor is how people live – whether in dense 

cities or more spaced out suburban or rural settings. 

Or taking it one step further, whether they typically 

live in single-person or single-family households or 

in multi-generational multi-family households. Finally, 

countries went into the pandemic with radically 

differing public health infrastructures – whether in 

terms of national registers of patients or intensive 

care unit (ICU) capacity relative to population size. 

Accordingly, even if public policy had been delivered 

with the same speed and clarity and aims in each 

country, the efficacy of that policy would have been 

different. Indeed, putting these three factors goes 

a long way to explaining the different pandemic 

experiences of our major markets. Japan, the UK 

and the US are great examples of how the different 

factors collide and contrast. 
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Japan has one of the oldest populations in the 

world (Figure 1) and one of the most urbanised, 

and so might have appeared to be most vulnerable. 

But its older citizens tend to be healthier than 

their equivalent cohort in western countries, 

and also tend to live in single-family households 

rather than with their children and grandchildren. 

Moreover, there is a high degree of social trust, 

Many of the factors prevalent in the UK are also 

seen in the US, except with even greater rates of 

obesity and pre-existing conditions, and even less 

social compliance. However, the two differ highly 

as to organisation of the healthcare infrastructure, 

with the US exhibiting a high degree of inequality in 

healthcare outcomes, with those population cohorts 

most vulnerable to the disease often with the least 

access to healthcare. The metric on which the US 

and UK do not differ is the stringency of lockdown 

The UK also has an ageing population, but higher 

birth rates have kept it in a different cohort to 

Japan, Italy and Germany. However, this is offset 

by the fact the UK has one of the highest rates of 

being overweight and obese of any OECD country 

(Figure 3). Indeed, if we narrow this to just obesity, 

the UK is surpassed only by the US. Moreover, 

the UK’s relatively high ethnic minority population 

means that it has a large cohort of citizens who are 

more likely to have pre-existing conditions for any 

given measure of obesity. Similarly, that population 

is also far more likely to live in multi-generational 

households and in densely populated cities, partly 

because of economic necessity with first- and 

01

03

02
second-generation immigrants, and partly because 

of cultural preferences. Next, the UK also fairs poorly 

on degrees of social compliance with lockdown 

regulations and mask-wearing. Finally, the UK went 

into the crisis with the benefit of a national publicly 

subsidised health system (which should make 

vaccine rollout easier to co-ordinate) but with one 

of the lowest provisions of hospital beds of any 

OECD country. The result was a country where the 

population was likely to get hit hard by the pandemic 

but also where the existing health infrastructure 

was likely to get overwhelmed sooner, resulting in 

harsher lockdowns to keep caseloads lower.

so compliance with lockdowns and mask-wearing is 

very high. Finally, Japan has a national public health 

infrastructure with highly subsidised care, and the 

highest provision of hospital beds of any OECD 

country (Figure 2). Germany and South Korea are 

rather similar to Japan in these respects, although 

it has a much younger demographic, Australia also 

matches many of these factors.

measures. Indeed, it has become something of a 

myth that the US did not lockdown in the same way 

as many European and Asia Pacific countries. While 

it is certainly true that the US has not experienced 

a country-wide federal lockdown, the Blavatnik 

Stringency Index shows that the patchwork of city 

and county and state level restrictions on movement 

have had much the same effect, with the US and UK 

looking very similar in Figure 4.
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Figure 1: Percentage of population over certain age thresholds, 2019.�
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Figure 2: Hospital beds per 1000 inhabitants, 2019
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Figure 4: Stringency index
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We have, therefore, seen very different experiences 

of the pandemic in each major market, and at 

different times of the year. This has resulted in 

widely differing virus reproduction rates, caseloads 

and fatality rates, and a shifting epicentre of the 

pandemic. Asia suffered first but has by and large 

been the region with the most efficacious response, 

perhaps reflecting grim experience with the SARS 

and MERS epidemics resulting in a high degree of 

social compliance and an intense track and trace 

and testing regime. As a result, caseloads relative to 

population size have been relatively low (Figure 5). 

By contrast, the UK had a very bad first wave, got 

it under control over the summer, only to see an 

explosion in caseloads in the winter. This seems to 

be a pattern that is emerging elsewhere in Europe.

In looking at the reasons why, it’s fascinating to pair 

the Blavatnik Stringency Index data with mobility 

data from Google and Apple. As Figures 4 and 6 

together show, formal government restrictions on 

movement have been lower in South Korea than the 

UK since the end of March. The UK has had higher 

restrictions overall, with swings into and out of 

severe lockdown. And yet, London has seen higher 

driving mobility than Seoul since the end of May 

– even through the November national lockdown. 

London has also seen greater walking mobility 

than Seoul since mid-May with the brief exception 

of the first week of national lockdown. So, the two 

populations clearly interpret government data 

very differently. 

Finally, the US never really fully got its first wave 

under control but saw each successive wave of 

infection build on that prior and is currently not 

far off the UK for new cases. 

Source: Oxford University Blavatnik School of Government.

Source: Reuters



Figure 6: Mobility relative to pre-covid baseline of 100.
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The pandemic response in 2021 and Beyond
Looking ahead, the critical factor for near-term 

performance is going to be how far the harsh 

winter of rising cases and fatalities is brought under 

control in Europe, Japan and Australia, and whether 

the US experiences a ramp up in cases as the 

hyper-infectious “UK ” strain enters the population. 

The determinants of this response will reflect the 

same factors as outlined above. 

However, the real story of 2021 is going to be how 

fast and efficiently each country can roll out its 

vaccine programme. This is largely a function of 

organisational efficiency. For example, whatever the 

pros and cons of centralised nationalised healthcare 

systems, having a database on patients by age and 

pre-existing conditions clearly helps in prioritising 

vaccines to the old and most vulnerable if that is 

indeed your aim. 

By contrast, the US seems to be allowing states 

to distribute with age the presiding factor. In 

sharp contrast, China and Indonesia have taken 

the decision to vaccinate the working age 

population first so as to mitigate the pandemic’s 

economic damage. 

Israel is the talking point of the moment – a small 

country with a highly publicly subsidised healthcare 

system with decades of high investment – that has 

managed to vaccinate 14% of its population while 

most countries are still approving vaccines. It is 

too early to say which countries will achieve the 

most successful mass vaccinations programmes, 

but we continue to hold to our view, formed last 

summer, that by summer 2021 all major markets 

would have successfully vaccinated their most 

aged and vulnerable populations, allowing for 

mass vaccinations and a resumption of something 

like normal economic activity. (Figure 7.)
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Sources: WHO, US FDA, US CDS, Citi.

How has the pandemic response impacted the macro outlook for each market?
In 2020, there was a clear relationship between 

the severity of the pandemic in each market, 

the consequent severity and length of the 

restrictions on economic activity, and economic 

performance. On a broad regional level, 

Europe was hit hardest, then the US and Japan, 

with the rest of Asia Pacific the least scathed. 

Figures 8 and 9 show that South Korea 

experienced a very shallow loss of output, as did 

most other Asia Pacific economies bar Japan. 

Moreover, they are forecast to experience a 

rapid rebound to trend growth. 

The next category of major markets includes the US 

and Japan, which experienced severe recessions, 

but are still forecast to experience a “Nike Swoosh”-

shaped recovery, with a rapid rebound in H2 

2021 and decent, above trend growth thereafter. 

Indeed, the US, like South Korea and Australia, 

should see growth back to its pre-pandemic level 

in 2021. But it was the Eurozone and, to an even 

greater extent, the UK that experienced the most 

severe losses of output and double-dip recessions 

as they went into national lockdowns for a second 

time over the winter. In both the UK and Eurozone, 

GDP is not forecast to recover to its pre-pandemic 

levels until 2022.

Figure 7: Estimated vaccine timeline
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Figure 8: Annual gdp growth, 2020-2025
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To a certain extent, these GDP forecasts flatter to 

deceive, with growth propped up by government 

spending and loose monetary policy. Arguably what 

matters far more for real assets investors is the 

health of the private sector corporate economy and 

household finances, as our cashflows are driven 

by households and corporate tenants’ need for 

space and ability to pay rent. Accordingly, Figures 

10, and 11 may be a better guide to which markets 

will have the most attractive macro-economic 

fundamentals for investment. The differences in 

government approach to the pandemic become 

starkly clear. We can clearly see that the US chose 

to let unemployment rise in 2020 rather than 

subsidising employers to keep employees on their 

books. By contrast, Europe experienced far smaller 

job losses thanks to generous furlough schemes. 

The differences really open up when we look 

at the forecasts. The US sees a very strong 

bounce-back in 2021, as those businesses that 

survive re-hire employees as the economy opens 

up. By contrast, the rebound is very weak in the 

Eurozone and only really comes through in 2022. 

In the UK, as government furlough schemes run 

off, employment actually falls further in 2021 than 

it did in 2020. The Eurozone only gets back to its 

pre-Covd level of employment in late 2022 and 

the UK and US don’t get back until early 2023. 
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Figure 10: Annual employment growth, 2020-2025
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Figure 11: Employment rebased to 100 in Q3 2019
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This is a much less optimistic picture than the 

headline GDP story, and also shows the danger 

of being influenced by annual growth rates. The 

US is likely to feel like it is in a stronger rebound 

than Europe in 2021 because it will be genuinely 

adding jobs at a much faster rate after deeper cuts 

in 2020. But from a levels perspective, you get to 

exactly the same point in 2023-2025. In fact, while 

headline GDP runs higher in the US than in Europe 

by 2023-2025, it’s really striking that the labour 

market performance is not better. And, as most firms 

did not shed space in 2020 to reflect that sharp 

rise in US unemployment in 2020, it does not follow 

that we will see a rapid rebound in space demand 

in 2021 as the jobs return. 

A third aspect that might influence our top-down 

macro-driven allocation is how far governments 

have subsidised – and are forecast to subsidise 

– growth through fiscal spending. Figures 12 and 

13 show how far governments allowed budget 

deficits and public debt to rise in 2020 and how this 

compares to 2010 – the peak year of spending in the 

global financial crisis (GFC). What’s remarkable here 

is that even though the US allowed unemployment 

to rise and didn’t explicitly subsidise jobs in the 

same way as many European markets, it did provide 

bail-out money to individuals and companies that 

resulted in a budget deficit that was actually higher 

than the UK and Japan.



Figure 12: Government budget balance , % gdp
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In other words, though interacting differently with 

the labour market, the size of the fiscal stimulus 

was comparable. 

By contrast, the Eurozone’s fiscal stimulus 

was actually pretty skinny compared to other 

developed markets. 

A final aspect that might influence our top down 

macro-driven allocation is how far central banks 

in each market have loosened policy. Monetary 

policy is a combination of many factors: policy rates; 

deposit rates; the provision of lending facilities; 

relative exchange rates; and last but not least, 

quantitative easing. Figure 14 shows the size of 

each major central bank’s balance sheets since 

2007. The Federal Reserve has been by far the 

most stimulative of the world’s major central banks, 

and this continued during 2020, when it increased 

its balance sheet by a massive 76%. The Bank of 

England has also been incredibly stimulative since 

2009 and increased its balance sheet by 60%. 

The ECB increased by the same amount, but from 

an ex-ante position of much tighter monetary policy. 

Conversely, the Bank of Japan only increased its 

balance sheet by 28% but from an ex-ante level of 

arguably the loosest monetary policy worldwide, 

starting in 2001. 

Looking at fiscal and monetary policy, one might 

argue that the US and Japan have far more 

accommodative policy, followed by the UK and 

much of developed Asia Pacific, with Europe with 

still an accommodative policy, but less so that 

other regions.
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Figure 14: Central bank balance sheets, total assets, rebased to 100 in january 2007
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Next in line is the US, which has suffered severely 

from the pandemic and will ultimately not see a 

stronger labour market than Europe by 2023, but will 

feel like it’s in a rapid rebound in 2021-22 thanks 

to the most stimulative monetary and fiscal policy 

responses globally being put into place in 2020. 

Moreover, there is some upside in these forecasts 

from a potential investment and spending boom 

under the Biden Presidency.

Finally, we have Europe, which is a real mixed bag 

but looks weaker than Asia Pacific and the US 

overall. The UK has clearly had one of the worst 

pandemics of any major developed market but 

has matched this with very loose monetary policy 

and a generous furlough scheme. However, as that 

scheme runs off, the UK will face a nasty labour 

shake-out in 2021 and will only really hit its recovery 

stride in 2022. The Eurozone also experienced a 

nasty pandemic year in 2020 (though less bad 

than the UK) and like the UK, is now back in severe 

lockdowns resulting in a double-dip recession. 

Moreover, Eurozone monetary and fiscal conditions 

are less accommodative than the UK and US. 

Putting all of this together, we would argue that the relatively 
efficacious pandemic policy response in Asia Pacific, coupled with 
generous monetary and fiscal policy responses and a forecast rapid 
economic recovery, make it the region with the most attractive 
macro fundamentals for investors. 

For a variety of factors, Europe certainly looks to have the 
weakest near-term outlook and arguably medium-term outlook of 
any region.



Is inflation a risk and if so where?
We could not leave the topic of the macro-economic 

outlook without spending a moment on the hotly 

contested issue of whether all the monetary and 

fiscal stimulus is setting the world economy up for 

an inflationary surge that forces central banks to 

raise interest rates in response with a potentially 

negative knock-on impact on real asset values. 

It’s worth stating at the outset that deliberately 

putting one’s economy into a coma – which is what 

a national lockdown is – is inherently deflationary, 

as Figure 15 shows. Therefore, as you wake the 

economy up, which we will clearly be doing by H2 

2021 at the latest, you are likely to see inflation 

rise for the simple reason of base effects in the 

consumer price index.

However, there is a more profound argument for why 

the recovery period might prove to be inflationary. 

The first is the level of stimulus, although clearly 

this can be easily wound back by central banks 

without raising interest rates. Second, there is a lot 

of pent up demand out there. Figure 16 shows how 

household savings rates shot up when consumers 

could not spend their money freely in bricks and 

mortar stores or on leisure activities such as eating 

out, going to the cinema or on holiday. 

Figure 15: Global consumer price inflation, % y/y

US UK Euro area China Japan

-2

-1

0

1

2

3

4

5

6

Jul-15 Jul-16 Jul-17 Jul-18 Jul-19 Jul-20

Figure 16: Household saving, % of disposable income
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As we move into a post-pandemic world, the 

argument is that households will all rush toward 

spending on leisure activities and on big ticket 

purchases which they had put off because of fears 

around their household incomes. Accordingly, the 

rush of super-normal demand relative to an ex-ante 

supply should be inflationary. In fact, it gets worse 

because the supply side is likely not to be the 

same as it was before the pandemic, given how 

many restaurants and cinemas will have closed, 

or how much airline capacity will have been lost. 

In time, the supply side may rebuild to cater to the 

demand, but if it’s a one off boost, why would you 

create extra supply to do so? Therefore, there is 

some sympathy with the idea that H2 2021 to H1 

2022 is likely to see higher inflation for reasons of 

base effects and pent up demand relative to fixed 

supply. But these are not arguments for a shift to 

a sustained period of higher inflation.

A more convincing argument is that we are entering 

into a period of growth that is driven by government 

investment. Indeed, that’s the most striking 

interpretation of putting Figures 10 and 12 together. 

GDP growth is going to continue to be dependent on 

government spending and in particular investment. 

Partly due to a renewed focus on climate change, 

many major markets are embarking on programmes 

of public sector investment in infrastructure. 

Those of us in the real assets space are also 

alive to the need for private sector investment to 

improve the quality and ESG aspects of the built 

environment. This will require – at its most basic 

level – commodities and manpower. And, this new 

phase of ramped-up investment is going to occur 

as global manufacturing and construction getting 

back on its feet after a year of interruptions.

The result has been a marked recovery in 

commodity prices since spring 2020, with a 

particularly sharp run up in Q4 2020. Figure 17 is 

fascinating because it shows that the impact has 

been greatest for “industrials” – the commodities 

most used in industrial production and construction. 

This may well feed into higher construction costs 

and will have a material impact on real assets 

underwriting and we will examine this issue at 

greater length in a forthcoming Insights paper.

Figure 17: Commodity price indices rebased to 100 at the start of 2020
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Figure 18: US inflation-linked swaps
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Interestingly, Figure 17 also shows precious metals 

(and cryptocurrencies, not shown) have seen price 

rises since the US election as markets begin to price 

in higher inflation in a freer spending Biden White 

House, now with control over Congress. 

This is seen more clearly in Figure 18, where we can 

see US inflation-linked swaps start to edge higher 

after the announcement of the first vaccine on 9 

November and as the Georgia election results came 

through in January 2021. 

However, forecast inflation of 2–2.5% is by no 

means super-normal. Rather, it is simply the world 

getting back to its pre-pandemic levels. The same 

can be said of US Treasuries reaching 1%. Clearly, 

we will monitor this data closely over the months 

ahead, but it does not feel to us that we are on 

the verge of an unsustainable inflationary surge. 

Rather, this is just a health sign of a post-pandemic 

recovery. Moreover, as Figures 9 to 12 show, the 

world economy has just endured a severe loss of 

output and built up substantial spare capacity, 

which is inherently deflationary. 
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Figure 19: Major market five year inflation swaps, %
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After the GFC, many commentators worried that we 

were flooding the world with monetary and fiscal 

stimulus and that inflation was on the horizon. But 

that inflation never came through because the world 

had so much spare capacity to mop up that liquidity. 

We would argue that this is a very similar situation. 

With slack in the labour market persisting into 

2023, we find it hard to believe that we are near an 

“over-heating” moment. And, financial markets seem 

to agree with us. Outside of the US we are simply 

not seeing a ramp-up in inflationary expectations, 

as signalled by the bond market. Figure 19 shows 

barely any movement in the UK, a modest uptick 

in Germany and in Australia expectations are 

still at record lows. This makes us think that the 

inflationary surge argument has far more to do with 

expectations around US fiscal policy than any global 

post-pandemic cyclical swing. Consequently, we will 

be paying particularly close attention to inflation 

indicators for the US over the months ahead. 
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The real estate impact in 2020 
Have countries least affected by the pandemic 

seen the most resilient real estate performance? 

Data from Real Capital Analytics suggest that the 

relationship is fuzzy. To be sure, South Korea has 

proved the most resilient, with deal volumes down 

only 10% during the pandemic, but after weak 

performance in prior years (Figure A). Japan has 

seen deal volumes fall just over 20% during the 

pandemic. But then again so has the UK, which has 

had a far worse experience during the pandemic 

with arguably greater restrictions on movement. 

That said, the UK starts from a lower base of 

investment volumes; these peaked in 2015 in the 

run up to the Brexit referendum. 

Then we have the US and Australia, with 

volumes down around 40% during the pandemic. 

The Australian number may well reflect the harsh 

lockdown experienced in the state of Victoria in 

particular for much of Q2 and Q3 2020. But perhaps 

also a natural slowdown after the heady boom years 

of the late teens. Finally, the US also saw a 40% 

drop in volumes, heavily concentrated on the hotel 

and retail sectors, which is finally going through the 

repricing that started years earlier in the UK. 

Figure A:  Regional investment volumes, rebased to 100 at pre-pandemic peak
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Figure B: US total returns by sector, % y/y
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Turning to property performance, unfortunately 

we have limited market data from MSCI on how 

countries have performed during the pandemic, 

given how few report quarterly. That said, we 

do have data for the US and UK to Q3 2020: 

two of our largest markets by assets under 

management (AUM). 

Figure B shows that, as one would expect, property 

performance followed the ranking trends established 

in the five years to the pandemic. Industrial did take 

a small hit in Q2 2020 but rebounded in Q3 2020. 

Residential and office, which had been performing 

very similarly in the five years to the pandemic, 

continued to do so in 2020. That said, we did see a 

small performance gap open up in Q3 2020 and will 

be fascinating to see how far residential recovers, 

but offices suffer from “future of office” fears in the 

quarters ahead. 

Meanwhile, as one might expect, retail had been a 

poor performer since 2017 and performance turned 

negative a year ahead of the pandemic and simply 

got worse in 2020. Hotels had an awful year as 

business and leisure travel numbers collapsed. 

But as we have all learned from our experience with 

retail, in a sector experiencing profound structural 

headwinds, there is a heightened importance on 

being in the best quality space. Figure C shows 

exactly what we would anticipate, that the 25th 

percentile yielding assets (so higher yielding) have 

seen the worst performance during the pandemic, 

whereas the 75th percentile yielding assets (lower 

yielding) have been relatively resilient – indeed 

providing nearly double-digit performance in the 

industrial sector. The gap in performance is wide 

– particularly in the retail sector where the worst 

quality space is going through a savage repricing.

Figure C: US total returns by sector and yield percentile, Q1-Q3 2020
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Figures D and E show how far the gap between the 

25th and 75th percentile yield performance has 

varied over time by sector in the US and UK. In the 

US, what is noticeable is how far the performance 

differential has spiked for retail during the pandemic, 

as previously stated. 

We can also see the performance gap start to widen 

for offices – and it will be interesting to see how 

far this will widen further in the quarters ahead. 

By contrast, the performance gap has been pretty 

stable for industrial. 

In the UK, the performance gap for retail has 

been widening rapidly since 2018, as one of the 

first markets in the world to experience the retail 

re-rating. As in the US, we can also see that office 

performance gap widen during the pandemic, 

although not to the levels seen in the aftermath 

of the Brexit referendum result. Once again, 

it will be curious to see how that evolves in the 

quarters ahead. 

Figure D: US total returns – 75th minus 25th percentile
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Figure E: UK total returns – 75th minus 25th percentile
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Conclusions
The pandemic has had a markedly different impact 

on major markets depending on their pre-existing 

demographics and public health infrastructure as 

well as the nature of their public health, fiscal and 

monetary policy response. Looking at a range of 

epidemiological and macro-economic indicators 

would suggest that on these metrics alone, 

Furthermore, while we are concerned about the 

potentially rather lagged labour market recovery, 

we are more sanguine about the more often 

discussed chance of an inflationary surge driven 

by loose fiscal and monetary policy. Nonetheless, 

we will be doing more work on the pass through 

from commodity prices to construction costs 

in the months ahead and will be monitoring the 

US closely as the major market most at risk of an 

inflationary pick-up.

The preliminary property transaction and 

performance data suggests that the link between 

the pandemic experience and property performance 

is complex. While it is true that a market like South 

Korea, that fared relatively well in the pandemic, 

also saw transaction volumes relatively unscathed, 

the performance of other major core markets 

reflected a variety of factors, not least differences 

in how quickly valuers responded to transactional 

evidence; where markets were in the capital market 

cycle when the pandemic hit; and how far the retail 

sector was already undergoing its re-rating. 

As always, successful allocation is a combination 

of picking the right national markets; local 

markets; sectors and quality of assets and then 

operating them well. We suspect that as we move 

through the pandemic to the recovery period, 

the US and Asia Pacific will have more favourable 

macro-economic conditions that much of Europe. 

But it is sector and quality that will be the dominant 

drivers of real estate performance given the sheer 

volume of behavioural and structural changes that 

the pandemic has wrought. In particular, we are 

keen to see how office market performance by 

yield quartile evolves.

We were right to be tactically 
overweight to Asia Pacific 
and the US and underweight 
to Europe last year and that 
this bias is likely to persist 
given the macro outlook. 



Should real assets
investors fear a 
normalisation
of interest rates?

David Inskip  
UK Head of Real Assets Research
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With hopes of a resolution to the pandemic lifted by vaccine 
approvals and the door opened to more expansive fiscal policy 
in the US by the Democrats’ control of both houses of Congress, 
there has been a clear shift in the mood of financial markets. 
This has been reflected in the benchmark 10-year US Treasury yield 
which exceeded 1% for the first time since March 2020, before the 
severity of the pandemic became clear. Focus has quickly shifted 
from “lower for longer” interest rates as a benign backdrop for real 
estate pricing, to the risk of higher interest rates over coming years. 
Against this backdrop the intention of this paper is not to provide 
new point forecasts for interest rates, but rather to question current 
thinking and forecasting methodologies, and outline a framework 
to inform our view going forward.

The long decline in interest rates
Interest rates, short and long, nominal and real, 

are at historically very low levels. This has been 

exacerbated by the pandemic, but rates were 

already low before the onset of the crisis shifted 

the economic outlook and forced central banks into 

policy loosening mode. The low level of interest 

rates is often attributed to loose monetary policy 

implemented since the global financial crisis (GFC). 

However, the decline in long-term rates begins in 

the 1980s.

Nominal rates were high in the 1980s as a policy 

response to conditions in the 1970s, when the 

western world endured two oil price shocks and, 

given the prevalence of collective wage bargaining, 

became trapped in a price-wage spiral. 

Importantly, the 1980s also saw the opening up of 

global credit markets and the internationalisation of 

global capital markets. This increased competition 

began to put downwards pressure on interest 

rates. Then, through the 1990s, the independence 

of central banks, and the inflation targeting that 

followed, helped to contain inflation expectations. 

This does less to explain the accompanying 

decline in real rates (those adjusted for inflation 

expectations) however. These trends are illustrated 

in Figure 1. Our focus is on the real interest rate on 

government bonds, since these typically provide a 

key reference point for the pricing of other assets 

(be they riskier bonds, equities or real assets) to 

which various risk premia are added.
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Figure 1: The evolution of real long-term interest rates, %
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Sources: FRED, Refinitiv, CBRE Global Investors. Note: Real 10-year interest rate approximated as nominal government 
bond yield in year t minus realised CPI in year t.

This compels us to look beyond the macro-

economic headwinds stemming from the GFC 

and the extraordinary policy measures that were 

consequently put in place. Longer-standing secular 

forces appear to be at work. 

This requires a change in thinking, from long-run 

interest rates as a function of monetary policy 

to long-run interest rates as a function of long-

run structural factors. Recent interest in secular 

stagnation has prompted a wave of academic 

research doing just that.



The natural rate of interest
A useful concept in considering long-term structural 

trends in the real interest rate is the natural rate of 

interest. This is the real interest rate when the economy 

is in equilibrium, with output at its potential level and 

inflation at its target value. Thought of another way, it is 

the real interest rate that balances desired saving with 

desired investment. 

We can think of the drivers of the natural interest rate 

as long-term structural drivers of the real interest 

rate. These will also be things that create imbalances 

between desired savings and investments.

Many different models have been put forward to 

explain what drives the natural rate of interest. For 

simplicity, we will group the influences into 3 categories:

Demographics
Increased life expectancy 

increases saving by the middle-

aged, as people plan for longer 

retirements. Reduced fertility 

rates mean less spending and 

loan demand from the young. 

Meanwhile shifts in the ratio 

of different age cohorts also 

shifts the balance between 

saving and investment. Ageing 

populations can also potentially 

reduce investment opportunities 

by shrinking the workforce or 

lowering productivity growth 

within the workforce.

Potential output growth
High levels of investment are 

required to sustain a fast-growing 

economy, and higher real interest 

rates encourage sufficient saving 

to fund that investment. However, 

there has been a sustained 

decline in the potential growth 

rate of advanced economies 

in recent decades. This can be 

broadly attributed to declines 

in both labour productivity 

growth and broader, total factor 

productivity (or economy-wide 

productivity) growth. The falling 

cost of capital has also lowered 

desired investment.

Risk preferences 
or more specifically the preference 

to own “safe assets” over “risk 

assets”, is something we will cover 

in detail later. For reasons that are 

not well understood (but likely 

to include ageing populations, 

GFC-induced risk aversion and 

post-GFC regulation) a strong 

preference for safe assets has 

emerged over recent decades 

as demonstrated by increasing 

risk premia. We also include the 

much-discussed shortage of 

“safe assets” in this category. 

AAA-rated debt, issued either by 

governments or corporates, has 

been falling as a proportion of the 

total debt stock.

01 02 03
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The wide range of studies on the topic do not agree 

on the exact balance of influence between the three 

categories, but a majority conclude that demographics 

is likely to be the most significant factor. This makes 

intuitive sense since demographics will also influence 

potential output growth and risk preferences. 

The ratio between middle-aged (those aged between 

40 and 49) and young individuals (between 20 and 29), 

or MY-ratio,1 provides an effective summary of the 

connection between demographics and real interest 

rates, as illustrated in Figure 2. It also suggests any 

global reversal is still some way off.

1 Favero, Carlo, Gozluklu, Tamoni (2009). “Demographic Trends, the Dividend-Price Ratio and the Predictability of  
Long-Run Stock Market Returns”

Figure 2: Middle-aged to young (my) ratio and real long-term interest rates 100%

MY ratio
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Figure 3: Structural drivers’ impact on long-run interest rates

Impact – 1980-2020 Impact – outlook

Demographics Strongly downward Neutral

Potential Output Growth Downward Slightly downward

Risk Preferences Strongly downward Slightly upward

Structural drivers combined Strongly downward Neutral

Implications for the outlook
Since the GFC, interest rate forecasts have focused 

on historically low levels of rates and eventual policy 

“normalisation”, which inevitably led forecasters to 

expect interest rate rises. Forecasting models appear 

to have been dominated by short-term cyclical drivers 

and mean reverting tendencies, at the expense of 

longer-term structural trends. These forecasts have 

proved consistently incorrect. As markets factor in 

recent vaccine news to the outlook we again have rate 

rises incorporated in forecasts.

We can assess the long-term outlook by focusing 

on the three categories of driver outlined in the 

previous section. 

As shown in Figure 3, this concludes that there is 

more support for rates remaining at similar levels than 

moving sharply in either direction. Demographics 

will be more neutral then in recent decades. Figure 2 

showed the global MY ratio stabilising over the coming 

20 years and in western countries “baby boomers” are 

already starting to run down their savings, although in 

other countries savings accumulation is still ongoing. 

Potential output growth still points to some downward 

pressure on interest rates, as consensus forecasts 

expect slower global GDP growth through the 2020s 

than through the 2010s. This is likely to be offset by 

modest changes to risk preferences, which we will 

return to in the next section.

A recent ECB paper2 comparing different models for 

the natural rate of interest assigns a higher probability 

of it staying at levels around or slightly below zero 

in the coming years, rather than rebounding. Other 

research,3 focussed on the US, also concludes that the 

natural rate of interest will likely remain low. 

The studies highlight uncertainty around projections, 

but with demographic projections already “baked-in”, a 

turn higher over the short-term would most likely come 

from a change in investors’ degree of risk aversion, 

regulation, or a technology-driven boost to productivity.

2 Brand, Bielecki, Penalver (2018). “The natural rate of interest: estimates, drivers, and challenges to monetary policy.” 
ECB Occasional Paper Series 
3 Del Negro, Giannoni, Giannoni, Tambalotti (2017). “Safety, Liquidity, and the Natural Rate of Interest”
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Clearly our long-term analysis ignores cyclical factors 

which will undoubtedly impact the short-term path of 

interest rates. We would suggest that the sharp falls 

seen through the pandemic are driven by cyclical 

factors and in thinking about long-run expectations, 

the level of rates pre-pandemic is a more appropriate 

starting point. It is also worth noting that the papers 

mentioned above pre-date the pandemic.

Reconciling this long-term view with the outlook 

for short term interest rates is not difficult. The first 

tightening of monetary policy still seems some way 

off, with the latest forecasts from Oxford Economics 

pencilling in the first US interest rate rise for 2024. Also, 

recent changes to the Fed mandate, from targeting a 

fixed 2% rate of inflation to targeting inflation which 

averages 2% over time, will allow it more flexibility to 

tolerate inflation moderately above 2% for some time. 

It remains to be seen whether other central banks 

follow the Fed’s lead in tolerating slightly higher rates 

of inflation.

Risk aversion and the safe assets shortage
Our focus so far has been on the real interest rate on 

government bonds, since this is the foundation for 

the pricing of the spectrum of risk assets through the 

addition of various risk premia. However, there are 

many vehicles that can accommodate desired savings, 

not just “safe assets” or those that align with risk-free 

rates. For example, savers also have the option to fund 

the corporate sector, either via debt or equity.

A topic that is now getting more attention is why the 

decline in real interest rates is lowering returns in 

some asset classes but not in others. The relationship 

between the return on safe assets and wider measures 

of rates of return, including on higher-risk debt 

instruments and equites, has shifted over time.

Corporate bond spreads, despite showing large cyclical 

variations, do not have a strong trend as corporate 

bond yields have largely followed interest rates 

down. Recent monetary policy has been designed 

to encourage more risk taking by reaching for yield, 

and it appears it has been reasonably successful 

for fixed-income assets (which are in some ways a 

substitute for government bonds).

The same cannot be said of estimates of the equity 

risk premia, which have clearly increased over the past 

20 years. This growing wedge is a sign of increased 

risk aversion. It is likely that ageing is moving portfolio 

preferences towards lower-risk assets, with older 

savers seeking safer income streams as retirement 

approaches. This would be consistent with the rising 

MY ratio already discussed. The safety premium 

also reflects the lingering effects of the GFC and the 

Eurozone sovereign debt crisis, both on preferences 

and regulation. The impacts of these factors were 

magnified by declines in the supply of safe assets 

(from both sovereign debt crisis and a collapse in 

private supply).



Figure 4: Corporate bond spreads, %
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With the MY ratio plateauing, the GFC becoming 

a more distant memory, and a greater supply of 

government debt on the horizon (from new EU-issued 

bonds, as well as funding pandemic-related public 

spending globally) the upwards pressure on the risk 

premium is likely to abate. There is little to suggest a 

full reversal is imminent though.

Figure 5: Equity risk premia, %
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Figure 6: Nominal & real 10 year interest rate vs property yield, US, %
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4 Barkham, Blake (2018), “What Interest Rate Normalization Means for Global Real Estate Investors.”

What does this all mean for real estate?
Trends in real interest rates are incredibly important 

for real estate capital markets because a long-run 

statistical relationship exists with property yields, 

although the exact nature of this relationship is still 

debated. Previous research conducted by CBRE4 

found statistical evidence of a 1-for-1 relationship in 

the long run, albeit with a lag and significant cyclical 

fluctuations along the way. While this may be true of 

the statistical long-run, for most investment horizons 

we would suggest the coefficient linking the two will 

be comfortably less than one.

The lag that exists between moves in the real interest 

rate and property yields, of as much as 24 months, 

suggests that recent declines may not yet be factored 

in. If those moves persist, further downwards pressure 

on property yields is possible in the short term. The lag 

should also be comforting to investors who worry about 

the prospect of higher rates, as it suggests a window 

for repositioning will exist.



Different studies select nominal or real interest rates 

as the foundation for property yields, and simple 

analysis finds that correlations between property 

yields and interest rates are of similar strengths for 

both measures. Figure 6 clearly shows how property 

yields track real interest rates more closely than 

nominal rates over the long run, however, with the 

spread between the two more stable. The additional 

calculations required to arrive at real interest 

rates creates more room for error though, and 

this likely explains why nominal interest rates are 

more commonly used in property yield forecasting. 

With real estate generally accepted to be a partial 

hedge for inflation, a “perfect” reference rate 

probably lies somewhere between the two.

In the case of the US, the spread of cap rates over 

long-run interest rates is relatively stable over time, 

albeit with some cyclicality. Factors such as rent 

growth, debt availability and liquidity will all contribute 

to the cyclical element. In Europe, there has been a 

clear upwards trend in the property risk premium from 

the 1980s to the onset of the Eurozone sovereign debt 

crisis, since when it has stabilised somewhat. We would 

suggest this has been driven primarily by bond market 

developments rather than property market factors. 

Until 2002, when the euro came into being, Europe 

had a collection of sub-optimally sized bond markets. 

Thereafter, the emergence of a quasi-regionally backed 

Eurozone bond market, especially since 2010, drove 

a decline in government bond yields, and increased 

property yield spreads. This greatly complicates 

questions like “what is the long-run average property 

risk premium?” and “does real estate look good value 

relative to government bonds?”. 

There is considerable uncertainty around the outlook 

for risk premia, although the convergence of risk premia 

over recent decades and their relative stabilisation 

over the past 10 years provides little reason to believe 

the current spread is either significantly too narrow 

or too wide. The stabilisation in the risk premium also 

suggests that post-GFC, bond yields have been a 

more important driver of property yields than pre-GFC. 

This also has implications for the periods over which 

forecasting methods are estimated, as one model is 

unlikely to perform well across a period that includes 

two “regimes”. For example, if the GFC marked a regime 

change with the introduction of extraordinary monetary 

policy then yield forecasting models calibrated on 

pre-GFC data cannot be expected to perform well in 

the post-GFC period. Furthermore, with econometric 

models requiring estimation over long periods some 

models for the new regime may only be coming into 

their own now. This points to humility being required in 

the production and interpretation of forecasts.

Figure 7: Property yield spreads, over real 10 year interest rates, %
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This analysis shows how there can be large variations 

in risk premia both between markets and over time. 

Assuming a constant property risk premium over 

time is clearly not appropriate. 

Rare methodology and risk premia 
RARE evaluates the attractiveness of real 

estate markets via a comparison of forecasted 

returns against required returns. It is based on 

the viewpoint that real estate investors should 

at least earn the yield on a so-called risk-free 

nominal 10-year government bond plus a risk 

premium to compensate for the additional risks 

of investing in real estate versus government 

debt. Each individual market has its own 

required risk premium which consists of both 

constant and variable components. These are 

identified by quantitative analysis as factors 

with proven explanatory power for property 

yields. The time-varying measure is dependent 

on the spread between corporate and 

government bond yields. A widening corporate 

debt spread reveals more challenging 

conditions in terms of consumer demand, job 

creation and other cyclical risks real estate 

users are exposed to, which should call for a 

larger risk premium. This cyclical risk premium, 

a structural risk premium and expected income 

growth together set a requirement for income 

return. Expected inflation is added as long-

term required capital growth for core investors, 

such that a required total return results. 

Markets with a return outlook exceeding their 

required return are hence expected to deliver 

relative value.

Our observations show the 
risk premium varies more than 
the risk-free rate over the long 
run and so a variable measure 
should be incorporated, as it is 
within our RARE framework. 



Real estate performance has a mixture of 

characteristics from fixed-income and equities. 

The contracted income provides a bond-like 

element, while market-driven capital value 

movements are more equity-like. Trends in risk 

premia suggest that, especially in Europe, investors 

consider real estate to be more similar to equities 

at least in its risk profile. This is consistent with 

heightened risk aversion and investors favouring 

certainty over variability in income streams. It also 

fits with the changing nature of property cashflows, 

as shorter leases and more frequent rebasing to 

open market rents make income more equity-like. 

The regional relativity is somewhat surprising given 

the greater prevalence inflation-linked cashflows 

in Continental Europe and again points to wider 

forces being more significant than property 

market-specific factors.

That said, not all real estate is equal in this respect 

and in recent years we have seen greater value 

placed on property with truly inflation-matching 

characteristics. This could take the form of long 

index-linked leases, or super prime property in 

supply constrained locations where market rents 

have a proven track record of keeping pace 

with inflation. A concept that will be revisited in 

this year’s Global Vision is “best and the rest”. 

This outperformance of “best-in-class” property will 

typically be explained through the lens of structural 

change impacting occupier markets, but this 

analysis suggests a case can also be built from a 

capital markets perspective.

Conclusion
Combining our assessments; that increases in real 

interest rates will be limited by structural factors, 

over most investment horizons the impact of these 

moves on property yields is likely to be less than 

1-for-1, and the impact comes at a significant lag 

suggest that the risk to property yields from higher 

real interest rates is limited. 

Research into the risk premium for real estate (and 

other risk assets) is less developed. Risk aversion 

appears elevated at present, but driven by structural 

factors there is little reason to believe this will 

change imminently. This is an important area for 

further research as there have been periods when 

movements in the risk premium have dominated 

the influence of risk-free rates.

In a world where risk-free rates are low and 

risk premiums are elevated, investors should 

ask themselves how the real estate they own is 

positioned within this spectrum. Very low yields 

for super-prime properties offering secure income 

streams appear justified, but as you take on more 

risk you should be appropriately compensated 

for doing so.
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What is the future 
of office in a 
post-pandemic world?
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with assistance from Alimou Bah, Director, European 
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Over the course of 2020, our Real Assets Research team produced 
two Insights papers about how lasting behavioural change borne 
out of the pandemic will influence future workplace preferences and 
ultimately demand for office space. We concluded that in both the 
US and Europe a permanent increase in working from home (WFH) 
will result in a cumulative net decline of office demand, which will 
negatively impact rental growth assumptions even as the global 
economy emerges from the current recession. The impact in Asia 
Pacific is more varied with office markets in Japan, South Korea and 
China proving less susceptible to the threat of WFH and Australia 
performing more in line with the US or Europe. For all markets, we 
see space de-densification as well as the evolving role of the office 
potentially acting as countervailing forces to the threat of WFH. 

Evolving expectations

Despite the current state of the public health crisis 

in many countries, office employees are signalling 

that they ultimately wish to return when it is safe 

to do so. Understandably, workplace expectations 

have evolved, but so too have global office market 

dynamics (Figure 1). With vaccine distribution to 

be ramped up in early 2021, getting back to an 

office-oriented way of working appears within reach. 

In this section of Global Vision, we’ll integrate a 

global perspective of how WFH is influencing office 

activity. As one might expect, it has been highly 

varied across regions and even within countries. 

This suggests that the lasting impact of WFH will 

manifest in different ways around the globe.

Figure 1: Globlal o�ice headline prime rents, % y/y
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The office endures, but…
For much of the past year, many prominent office 

markets around the world sat dormant as mobility 

restrictions prevented staff from coming into the 

workplace. What has resulted is an unprecedented 

experiment in agile working and, by most accords, it 

has worked surprisingly well. Widespread adoption 

of existing technology has eased the burden. But a 

key reason for the positive experience is that there 

has been little alternative. 

As time has worn on, initial crisis management 

has shifted to routine business activity and the 

deficiencies of remote working are now becoming 

more apparent (Figure 2). Concerns around 

employee wellbeing and productivity in a sustained 

remote working environment are increasingly 

being voiced. As companies plan for life after the 

pandemic, they will need to think carefully about 

the philosophical role of the office.

It is where a company can most effectively shape its 

culture as well as convey its mission and the value 

it places on collaboration. It is where we create and 

innovate together and where companies foster a 

competitive edge in engaging and attracting talent. 

There is power in the shared experience of rolling 

up sleeves — literally — and working on a shared 

objective. Being together virtually just doesn’t offer 

the same magic. After the profound experience that 

we have collectively experienced, togetherness is 

what so many are yearning for.1 

Figure 2: % who has had a positive experience of working life during the pandemic 

19%

50%

31%

Negative

Neutral

Positive

Sources: Adeco Group, Resetting Normal: defining the new era of work, June 2020 Q4. Overall, would you say that your 
experience of working life during the pan-demic has been ... ?  
Base: All respondents (n=8,000).

1 CBRE Hana Covid19 Workplace Research, April 2020 

Physical premises are required to build corporate culture, engender team spirit and to provide a focal point 

for collaboration. 

The office is more than just physical space, but rather a platform 
for professional, business and personal development.



So, despite fears of an existential crisis facing the 

sector, the office endures. Though we expect its 

function to evolve from traditional desk-based 

working to more collaborative uses to meet 

the social and business needs of a growing 

hybrid workforce. 

Facebook makes for a good case study, because 

in many ways the expectations being voiced by 

its global employees are emblematic of a modern 

workforce, and not just limited to the tech sector or 

a single country. In a recent company-conducted 

survey, more than half of Facebook employees said 

they wanted to go back to the office “as soon as 

possible”, although with some flexibility, as 60% of 

employees asked for an arrangement that enables 

working remotely.2 

Office landlords need to be responsive to 

behavioural change borne out of the current crisis, 

so let’s take a closer look at what employees and 

their employers are signalling.

Surveying the situation
Return to office surveys from commercial property 

agencies, leading architecture practices, major 

consultancies and corporates point towards a 

powerful trend. Employees in most countries want 

a hybrid approach to working that combines time 

in the office as well as remote working (Figure 3). 

Based on the relatively positive experience of 

mass WFH, employers recognise the potential 

for improved efficiency, talent retention and 

cost savings. 

As global cities reopen and it 
is perceived safe to venture 
back into the office, employees 
will be presented with greater 
flexibility in doing so.

Figure 3: % who agree that employees will benefit from increased flexibility (net agree)
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Sources: Adeco Group, Resetting Normal: defining the new era of work, June 2020 Q19. 1--low far would you agree or 
disagree with the following statements about the future of work after the pandemic? (net agree) Base: All respondents  
(n=8,ooo), Australia (n=l,000), France (n=l,000), Germany (n=l,000), Italy (n=l,000), Japan (n=l,000), Spain (n=l,000), 
UK (n=l,000) and USA (n=l,000). 

Furthermore, 40% of employees want to WFH 

full-time, 20% are “very or extremely” interested 

in doing so, while 20% indicated being “somewhat 

interested”. This varied approach to remote working 

is also evident in the number of desired days to be 

in the office and to a lesser extent the location of 

respondents. According to Colliers’ Global Future of 

Work Survey, most respondents wish to work one to 

two days a week remotely, with both fewer than one 

and more than five being the least popular options 

(Figure 4).3
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Corporates are listening. According to CBRE, 70% of 

employers in its global occupier sentiment survey 

indicated that they will allow parts of the workforce 

to work remotely full-time in the future, a sharp 

increase from just 37% before Covid (Figure 5). 

Figure 4: Workforce desire to work from home, %

EMEA Americas AsiaPac
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Figure 5: Compared with pre-covid, what is the future of full-time remote work in your company?
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Source: Colliers, The Future of Work, November 2020.

Source: CBRE Research Client Survey, June 2020.

2 Facebook - Remote Work Strategy for 2020 and Beyond, May 2020

3 Colliers (November 2020). Work3 The Future of Work

4 CBRE Research Client Survey, June 2020

A hybrid working arrangement is endorsed as well, 

with 61% of employers allowing their employees to 

work remotely at least part-time. The gravitational 

pull is clear, only a small minority of firms (10%) 

expect no remote working policies in the future.4 



In the absence of empirical information, we tend to 

rely on soft data to help make sense of the world. 

The many surveys conducted since the onset of the 

pandemic feed that hunger while simultaneously 

implying significantly less demand for space in key 

global office markets. In a very short span of time, 

workplace attitudes have seemingly changed in 

a profound manner. Or have they? It is important 

to acknowledge the environment in which these 

surveys were conducted. With the WFH experience 

still novel to many, and the option of returning to the 

office either precluded or discouraged, the answers 

provided by survey respondents were possibly 

more aspirational than a true reflection of personal 

intentions or business reality. Furthermore, vast 

swaths of the global office workforce have been in 

the same predicament together. Complexity will 

occur when one organisation does something 

different from another.

Wfh before covid
In order to assess the potential impact of increased 

rates of WFH brought about by the pandemic, it is 

crucial to understand pre-Covid trends as well 

as factors potentially influencing future working 

preferences. In our US analysis, we highlighted 

the starting level for the propensity to work 

remotely, age of office workforce and public 

transit usage. We adapted this thinking in our 

European whitepaper and broadened it to include 

an assessment of occupancy costs as well as 

existing digital infrastructure. In Asia, government 

and corporate influence appear to be important 

determinants. Suffice to say, given how these forces 

coalesce, global WFH trends were highly varied, 

if not contradictory, before Covid.

In Europe, the share of those working from home 

“usually” or “sometimes” in 2019 was above 30% in 

the Netherlands, Sweden, Luxembourg and Finland, 

whereas it was below 15% in some of the region’s 

largest economies, including Germany, Spain and 

Italy.5 Between these extremes, were countries 

such as the UK and France (Figure 6). The OECD 

looks at the potential for remote working within 

European countries.6 Overall, regional differences are 

significant, with densely populated areas, especially 

national capitals having a larger share of people 

able to work remotely (Figure 7). In the US, Census 

survey data shows that working from home is far less 

common in the large coastal gateway markets such 

as New York or Boston and more prevalent in cities 

with a higher use of cars rather than mass transit to 

commute – so typically, in smaller cities and those 

in the South (Figure 8). Quite strikingly, San Jose, 

home to Silicon Valley and the tech companies that 

enable agile working, saw the lowest share of those 

WFH of major US cities. Data for Asia Pacific is not 

systematically tracked in the same manner, though 

it is reasonable to assume that locational working 

preferences are as varied as the region itself. For 

example, the Australian Bureau of Statistics reports 

prior to Covid, 56% of office-oriented professions 

had no staff teleworking. 

5 European Commission (2020), Telework in the EU before 
and after the COV-ID-19: where we were, where we head to. 
6 OECD, Özgüzel, Cem; Veneri, Paolo; Ahrend, Rudiger 
(2020), Capacity for remote working can affect lockdown 
costs differently across places. 
7 US Census Survey 2018



47© 2021 CBRE INC.

Though that number is expected to decline to 46% 

once restrictions are lifted and conditions stabilise.8 

Whereas Adecco specifically mentions the Japanese 

having a significantly longer in-office working culture 

than the global average. 

Furthermore, the majority of respondents to their 

survey reported not having had a positive working 

life during the pandemic.9

Figure 7: Share of jobs that can potentially be performed remotely (%), 
2018, nuts-1 or nuts-2 (tl2) regions
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Source: “Capacity for remote working can affect lockdown costs differently across places,” OECD June 2020.  
Countries are ranked in descending order by the share of jobs in total employment that can be done remotely at the 
national level. Regions correspond to NUTS-1 or NUTS-2 regions depending on data availability. No regional data 
available for Luxembourg or the Netherlands.

8 Australian Bureau of Statistics (September 2020), Business Indicators, Business Impacts of Covid-19 
9 Adecco (June 2020), Resetting Normal: defining the new era of work

Figure 6: People ‘sometimes’ and ‘usually’ working from home in 2019, % of employed people aged 15-64  
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Taken from CBRE Global Investors Future of Offices paper.  
Sources: U.S. Census Survey 2018, Gensler, CBRE Global Investors.

The dilemma with commuting
The way we travel to the office influences locational 

working preferences and public transit use presents 

unique challenges. The pandemic has seen public 

transport vilified as a vector for viral transmission 

with governments as well as employers in certain 

cities having actively discouraged its use for 

non-essential travel.10 While there has been little 

evidence that public transit is a substantial source 

of spreading the disease,11 such lingering fears 

could influence commuting and thus working 

preferences, even as a vaccine for Covid becomes 

widely distributed. 

In our European analysis, we infer that cities 

that are more reliant on public transport could 

see employees reluctant to return to the office 

in the same capacity as before the pandemic. 

Whereas those cities having private transport as 

the predominant means of getting to work, could 

experience less behavioural change.

This conclusion contrasts with our thinking for the 

US, which is more car dependent than Europe. Also, 

working from home is more widespread in US cities 

with a higher use of cars rather than mass transit for 

commuting. In our US analysis, we estimated that 

metros with a higher utilisation of public transit for 

getting to work relative to other metros will be 80% 

less likely to seek to work from home post-lockdown, 

whereas metros with low use of public transit for 

commuting to work will be 120% more likely to seek 

to work from home. The logic being that people 

using mass transit are likely to be living in denser 

urban locations and may not own a car. Asian office 

markets are expected to be less sensitive to these 

forces altogether. This is because office workers in 

the region’s largest cities are more accustomed to 

the repercussions of recent health crises. Facemasks 

and, more recently, temperature checks have been a 

common feature on public transit, which is by far the 

predominate mode of commuting.

10 “Carlyle staff told to avoid public transport on London office return,” Financial Times. August 17, 2020 
11 “There Is Little Evidence That Mass Transit Poses a Risk of Coronavirus Out-breaks,” Scientific American, July 28, 
2020

Figure 8: Scenarios for working from home, % of o	ice based employees
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Source: Oxford Economics, Eurostat, CBRE Global Investors.  
Ranking of CBRE Global Investors major office markets by age & share of office-based employment high score = younger 
(“good”); low score = older (“bad”) high score = high office-based employment (“good”); low score = low office-based 
employment (“bad”)

12 Deloitte (May 2020), The Deloitte Global Millennial Survey  
13 The Future of Remote Work, August 2020 
14 PwC (November 2020), Workforce Pulse Survey 
15 Gensler (May 2020) U.S. Work from Home Survey

Young, gifted and back (to the office)
A unifying theme globally with regards to WFH 

patterns is the age of a city’s office workforce. 

The numerous workplace intention surveys12 13 14 15 

that we’ve reviewed during the year as well as the 

views voiced by our own colleagues underscore 

clear generational trends, irrespective of geography.

This is because they miss the social element of the 

office where most of their informal learning and 

mentoring is likely to occur. There is also a greater 

likelihood that they won’t have adequate space at 

home for a dedicated workstation.

Given observed behaviour since initial lockdown 

restrictions were eased as well as the fact that the 

virus has proven less deadly and causes milder 

symptoms in younger generations, it is fair to 

assume that younger office workers will be more 

willing to return to the office once able to. The fact 

that these same workers have gravitated to cities 

for the live-work-learn-play appeal, their proximity to 

the office or virtue of living circumstances expedites 

a return. We plotted the median age of key global 

cities against the share of office-based employment, 

which reveals what could be crudely thought of 

as “young” and “old” office markets (Figure 9). We 

believe that cities with a younger office workforce 

will be more resilient, both to the health threat posed 

by Covid but also the pull of WFH. The hierarchy 

links with the Winning Cities project our team 

conducted in 2019 and underscores the dynamism 

of cities like London, New York, Paris, and Sydney.

Younger employees have 
been less satisfied with 
their WFH experience 
than their older peers.

Figure 9: Age scoring o�ice based employment in key global cities 
(higher score = younger median age & greater share of o�ice based employment)
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Winning cities and younger talent 
In our 2019 project, we defined Winning Cities as 

those which attract top talent and enable them 

to thrive due to their ability to offer exciting 

live-work-learn-play opportunities. They are 

cities with links to top universities, headquarters 

of industry-leading companies and provide the 

greatest job opportunities. It is no coincidence 

that Winning Cities are a magnet for younger 

generations, which enables a virtuous cycle of 

economic vitality, demographic dynamism and 

innovation. Cities like London, New York, Paris and 

Sydney excel because of these powerful forces.

Winning Cities are characterised by healthy 

population growth, which fuels consumption and 

housing demand, though to be fair this can come at 

the detriment of affordability. Innovation is critical 

to the future prosperity of cities, enabling economic 

progress and competitiveness. The presence of 

existing knowledge clusters, a highly educated 

workforce and an entrepreneurial business 

environment ensure that a city is capable of 

adapting to a changing economic landscape. 

The result is a high degree of prosperity and 

resiliency, which in turn compels long term 

investment capital. 

Quantifying the impact of wfh 
Given the countervailing factors influencing 

remote working decisions, quantifying the specific 

impact of WFH on office space demand across 

markets is complex. Whilst remote working is not 

new, statistical analysis shows a weak historical 

relationship between remote working and traditional 

real estate metrics. In Europe, some of the 

markets with the strongest rates of recent rental 

growth have been in countries with the highest 

rates of remote working, namely Stockholm and 

Amsterdam. A similar story is true in the US for 

markets like Austin, Portland and Denver. This of 

course runs counter to the consensus view that 

increased rates of WFH is inevitably net negative 

for office demand. It is interesting contemplating 

whether digital companies, which have been chief 

protagonists in terms of office demand, might 

in fact be simultaneously driving both trends in 

certain markets.

Deciphering de-densification
The Covid shock is likely to influence workplace 

utilisation and design. As long as the virus is being 

transmitted within the population, social distancing 

requirements, whether mandated by governments, 

imposed by companies or demanded by employees, 

will influence workplace configurations. And, if we 

are right in our thesis that the role of the office is 

fundamentally changing into a more collaborative 

use to meet rapidly evolving social and business 

needs, then such reconfigurations are likely to 

endure even as the pandemic dissipates. 

As has been a reoccurring theme throughout this 

section of Global Vision, office markets around 

the world are highly varied in their vulnerability 

to increased rates of remote working. This is also 

true for office densities. Using end-2019 data from 

Cushman and Wakefield, Figure 10 shows the various 

levels of rentable area per employee under a “fixed” 

practice (where every worker is allocated a desk) 

and three flexible utilisation practices (low, medium 

and high agility). 

Winning cities and younger talent 
In our 2019 project, we defined Winning Cities as 

those which attract top talent and enable them 

to thrive due to their ability to offer exciting 

live-work-learn-play opportunities. They are 

cities with links to top universities, headquarters 

of industry-leading companies and provide the 

greatest job opportunities. It is no coincidence 

that Winning Cities are a magnet for younger 

generations, which enables a virtuous cycle of 

economic vitality, demographic dynamism and 

innovation. Cities like London, New York, Paris and 

Sydney excel because of these powerful forces. 

Winning Cities are characterised by healthy 

population growth, which fuels consumption 

and housing demand, though to be fair this can 

come at the detriment of affordability. Innovation 

is critical to the future prosperity of cities, 

enabling economic progress and competitiveness. 

The presence of existing knowledge clusters, a 

highly educated workforce and an entrepreneurial 

business environment ensure that a city is capable 

of adapting to a changing economic landscape. 

The result is a high degree of prosperity and 

resiliency, which in turn compels long term 

investment capital. 
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Those accustomed to the UK office landscape 

will not be surprised to learn that it is the densest 

globally. By comparison, New York, Toronto and San 

Francisco are amongst the most generous in their 

space provision. Cities in Asia Pacific run the gamut, 

with Shanghai and Hong Kong SAR being rather 

cosy, while office workers in Seoul and Australian 

cities typically have more elbow room. 

We highlight this facet because, should occupiers 

reduce workplace density, whether to ensure 

compliance with public health guidelines or to 

create collaborative space, the repercussions will 

theoretically be positive for occupancy levels, and 

could offset any decline brought about by increased 

rates of WFH.

Source: Cushman & Wakefield (OccupierMetrics).
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Figure 10: Rentable area per person (sqm) under local market best practice 

Fixed Low agile Medium agile High agile

G
la

sg
ow

Bi
rm

in
gh

am
Le

ed
s

Lo
nd

on
 -

 C
en

tr
al

W
ar

sa
w

Li
lle

So
fia

Sh
an

gh
ai

Pr
ag

ue
H

on
g 

K
on

g
Bu

da
pe

st
D

ub
lin

Ed
in

bu
rg

h
Li

sb
on

Br
at

is
la

va
T

ok
yo

Si
ng

ap
or

e
G

ot
he

nb
ur

g
Bu

ch
ar

es
t

Zu
ric

h
G

en
ev

a
Be

iji
ng

M
ila

n
R

om
e

Lo
s 

A
ng

el
es

C
hi

ca
go

Ba
rc

el
on

a
A

m
st

er
da

m
T

he
 H

ag
ue

V
ie

nn
a

D
us

se
ld

or
f

M
ad

rid
H

el
si

nk
i

R
ot

te
rd

am
U

tr
ec

ht
St

oc
kh

ol
m

Fr
an

kf
ur

t
A

tla
nt

a
D

al
la

s
Ly

on
M

ar
se

ill
e

T
ou

lo
us

e
Br

us
se

ls
Se

ou
l

Sy
dn

ey
Be

rli
n

M
al

m
ö

Bo
st

on
Pa

ris
-il

e-
de

-F
ra

nc
e

M
un

ic
h

T
or

on
to

C
op

en
ha

ge
n

O
sl

o
Lu

xe
m

bo
ur

g
N

ew
 Y

or
k



Sources: CBRE Econometric Advisors, CBRE Global Investors, Oxford Economics, May/June 2020.

Comparing the US, Europe and Australia
In our US analysis we considered eight WFH and 

de-densification scenarios and compared these 

against our unadjusted House View. These included 

an increase of WFH of 0-21% and an increase of 

space per employee of 0-20%. Over the near term, 

our highest conviction call is that densification 

will pause but is unlikely to go into reverse in the 

immediate post-lockdown world as WFH rates 

increase by 10.5%. 

This is because corporate occupiers will have just 

traversed a deep recession, and those that survive 

are unlikely to prioritise capex on an office fit-out or 

leasing additional space. This results in the national 

office vacancy rate running higher than the long-

term trend level throughout the forecast period and 

a decline in average rent growth of 1.4% p.a. through 

2024 vis-à-vis our base case (Figure 11).

Over the medium term, we believe that it is highly 

likely that we see a shift toward greater working 

from home, but that space trade-offs won’t be 1:1 

in the immediate post-lockdown period. Corporate 

occupiers will take time to adapt to post-lockdown 

ways of working that embed cultural values and 

efficient working practices in the new normal. 

That’s not to say that this won’t happen further 

out as we enter another economic and corporate 

profitability upswing. But that is more likely to occur 

in the latter half of the 2020s. Even then, we doubt 

that space per worker will increase by 20% given the 

ongoing pressure on costs and advances in ICT.

Figure 11: Nominal U.S. O�ice rents indexed to Q1 2020

unadjusted House View +10.5% WFH & nc density +21% WFH & nc density
no change WFH & +10% density +10.5% WFH & +10% density +21% WFH & +10% density
no change WFH & +20% density +10.5% WFH & +20% density +21% WFH & +20% density
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Source: CBRE Global Investors.

Our analysis is qualitatively aligned in Europe, 

though it manifests differently in the magnitude 

of prime rental movements. We conclude that if 

the percentage of those WFH increases by an 

additional 20% by 2025, occupancy could fall 

by a cumulative 5.2% and nominal rent growth 

would be 2.7% lower compared to our unadjusted 

House View for 2021-25 (Figure 12). This plausible 

scenario highlights the sensitivity of structural 

change to office demand dynamics. Understandably, 

a greater increase in WFH rates corresponds to a 

greater decline in occupancy, and consequently 

steeper rental falls. At the extreme end, our analysis 

suggests that rates of WFH would have to increase 

by 100%, equating to more than a third of the 

European office workforce, in order to see aggregate 

prime rents lower in 2025 than their pre-pandemic 

level, all things being equal. While such levels 

are already being witnessed in Sweden and the 

Netherlands, this would reflect a heroic change in 

workplace attitudes at a European level. 

Replicating a similar analysis in Asia Pacific proved 

more challenging due to limited intelligence 

in WFH practices preceding the current crisis. 

Anecdotally, it was less embraced by corporates 

in Japan, South Korea and China due to varying 

degrees of corporate influence and local working 

culture. Based on the global workplace surveys 

that have been conducted over the past year, 

Australia appears to be the main country in the 

region where remote working has been generally 

positively received and is likely to remain as a more 

lasting fixture. It should be acknowledged that given 

New Zealand’s adept handling of the crisis, working 

from home was not mandated to the same degree 

as in other countries around the world.

Mimicking our European analysis for major 

Australian office markets shows that if WFH rates 

were to increase by 20%, occupancy would be 3.2% 

lower than our current base case (when WFH rates 

are the same as those in Europe). If WFH increases 

by 20% and space per worker rises by the same 

factor, then the effect on occupancy is net positive. 

Admittedly, significant assumptions underpin this 

analysis; however, it suggests that occupancy is far 

more sensitive to space per worker than to WFH 

rates. The impact on rent is inconclusive as the 

relationship between rent and occupancy is weak. 

For greater detail on the numbers behind our US and 

European analysis, including city-level detail, please 

see the Future of Offices from July 2020 and The 

Evolution of European Offices from November 2020 .

Figure 12: Impact on european oice rent under dierent scenarios of wfh over 2020-2025 (2019=100)
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The way forward
The Covid pandemic has been the great accelerator 

of pre-existing structural trends for real estate. 

As it relates to the office sector, increased adoption 

of agile working has affected tenant expectations 

and confounds the outlook for demand. Yet, the 

office will endure. Countless employee surveys, 

conversations with large corporate users as well as 

observed behaviour as initial lockdown restrictions 

eased prove that employees wish to get back to the 

office. However, the pendulum will not swing back 

completely. When it is ultimately perceived safe to 

return to the office, employees will be presented 

with greater choice. 

Our analysis highlights the sensitivity of structural 

change to office demand dynamics. Sustained rates 

of working from home will inevitably be net 

negative for demand and ultimately impact rents, 

if the market does not adapt. As global office 

markets entered the current crisis with different 

approaches to remote working, so too will be 

its lasting local impact after the pandemic. 

Those markets particularly sensitive to vacancy 

rate rises, whether induced by weaker demand 

borne out of increased rates of working from home 

or indeed a sluggish supply side response will be 

particularly vulnerable. Conversely, dynamic cities, 

where the war for talent is most pronounced and a 

young workforce is committed to an urban lifestyle, 

should be the better placed. 

As a result, we see a clear polarisation of demand 

from occupiers and investors: less quantity, more 

quality, best and the rest. This warrants a more 

cautious approach to investing in the office sector; 

the burden of proof is understandably higher 

than it was before the pandemic. The days of the 

commodity office and selling a box on a lease are 

over. Rather the differentiating factor is how you 

operate your space. And so, one of our preferred 

investment themes from our latest Global House 

Views is integrating existing expertise to unlock the 

potential of the “smart amenitised office”, whether 

it’s making it more flexible to tenants changing 

needs or managing sustainability and wellness 

credentials. Indeed, as we emerge from the current 

crisis, we anticipate investors will come to place 

greater importance on the positive impact of ESG 

alongside financial returns. Offices are uniquely 

placed to deliver on this agenda.

As a result of Covid, the outlook for offices has 

changed in a profound manner. Whilst we are alive 

to behavioural change influencing increased rates 

of working from home and ultimately demand for 

space, we have conviction that the role of offices will 

endure, both for occupiers and investors.

In a world where there is more remote work, the more critical 
real estate becomes.
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Has the logistics sector 
cannibalised future 
demand during the 
pandemic, or is the 
future as bright as ever?

Shane Taylor 
Asia Pacific Head of Real Assets Research
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The structural themes favouring modern logistics globally for the 
past decade were accelerated by the Covid-19 pandemic in 2020 and 
saw occupiers compete for quality, well-located space in the best 
distribution locations of the largest metros. Notwithstanding some 
initial uncertainty in the early phase of the pandemic, logistics assets 
have had their relevance highlighted given the scale of the disaster 
which unfolded: such was the critical importance of e-commerce and 
delivery operations in distributing both essential and non-essential 
goods to large, home-bound populations. 

Meanwhile, although overall real estate transaction 

levels plummeted in the 12 months ending Q1 2021 

to levels not seen since the immediate aftermath of 

the global financial crisis (GFC), investor appetite 

for logistics targets held up relatively better 

falling only 15% YoY for the same period. But with 

vacancy so low, upcoming supply fairly muted and 

institutional investor appetite still seemingly keen, 

is there enough stock? And, given that so much 

future potential for e-commerce adoption (and thus 

space absorption) has been brought forward given 

the events of 2020/21, might that diminish future 

demand potential? 

In major markets, tight supply-demand fundamentals 

are forecast to continue driving performance in the 

sector. 

E-commerce demand in overdrive
The Covid-19 pandemic presented many 

e-commerce companies and online retailers with an 

acute challenge – how to deliver an even greater 

volume of goods to not only existing customers, 

but also to large numbers of households who had 

never previously ordered goods online. This included 

delivery of many essential and non-discretionary 

goods such as groceries and pharmaceuticals, 

but as lockdowns dragged on in some locations, 

educational equipment and technology, 

home furnishings and entertainment items also 

experienced soaring online sales. As social 

distancing measures in their various guises were 

made mandatory or highly recommended for 

extended periods of time across much of the globe, 

e-commerce transitioned from being a convenient 

means of consumption to an essential and highly 

relevant mode of consumption. 

It is contended that although 
rates of e-commerce adoption 
were brought forward in 2020/21 
due to the pandemic, this is 
accretive to the volume and 
value of online sales (and thus 
logistics space requirements) for 
the next five years. 
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Figure 1: E-commerce penetration ratios, % of total retail sales
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Figure 2: Selected high frequency indicators of online commerce activity in 
major asia pacific economies, % yoy change
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Sources: KOSIS, Yamato Transport, State Post Bureau of the People’s Republic of China as of April 2021. Note Japan’s 
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1 Chang, H.H., Meyerhoefer, C.D. (November 2020), Covid-19 and the Demand for Online Food Shopping Services: 
Empirical Evidence from Taiwan, American Journal of Agricultural Economics

But as the epidemic spread from initial outbreaks 

in China and South Korea (co-incidentally the two 

countries with leading e-commerce penetration 

rates with around 28% and 36% respecitively of 

their retail sales transacted online as of the end of 

2019) (Figure 1) to Italy (the lowest G7 economy in 

terms of e-commerce penetration) and elsewhere 

in Europe, then the US. By May 2020, for the vast 

majority of countries and territories around the 

world, the challenge was on for global supply chains 

to function and particularly-so for essential, life-

sustaining goods to be delivered to increasingly 

large numbers of households isolated at home. 

Asia Pacific, long at the leading edge of e-commerce 

adoption, saw a wide range of indicators illustrate 

surging year-on-year growth rates for much of 

2020 and into the initial months of 2021 (Figure 2). 

Chang and Meyerhoefer (2020)1 analysed big data 

from Ubox, the largest platform selling agri-food 

products in Taiwan and sought to understand how 

the pandemic affected demand for online food 

shopping services (albeit in a place where the 

pandemic was kept well under control). They found 

that with each additional confirmed case of Covid-19 

in Taiwan, sales increased by 5.7% and the number of 

customers increased by 4.9%.



IBM’s US Retail Index suggested that the Covid-19 

pandemic accelerated the shift from physical stores 

to online sales, by five years. The Q1 2021 report 

from the US Census Bureau found that US retail 

e-commerce reached USD 215 billion, up 39% YoY 

and that e-commerce amounted to almost 14% 

of total retail sales in Q2 2020. Yet, around twice 

that share of retail is transacted online in China or 

South Korea suggesting that although e-commerce 

adoption was rapidly accelerated in 2020, there 

remains substantial potential in the outlook for 

future e-commerce penetration to increase and thus 

absorption of logistics space to further expand. 

Of course, it is not new for a health crisis to forge 

organisational innovation and it was perhaps Asia 

which had led the way for more socially-distant 

consumption models. The deadly SARS virus of 

2002 and 2003 was a catalyst for JD.Com to start 

transitioning from a bricks-and-mortar retailer to 

an e-commerce company in 2004: it is now one of 

the largest in the world (and a Global Fortune 500 

company). It occurred around the same time as 

AliBaba launched its business-to-consumer branch, 

Taobao for much the same reason. 

Thus, the scramble among occupiers for quality 

space was on. Realising that such a public health 

challenge equated to an opportunity to grow 

market share, and boost both brand awareness 

and reputation as well as sales, most e-commerce 

occupiers engaged in a race for space, bringing 

forward their medium-term expansion plans into 

the near-term, and expanding their commitments 

to quality space in good locations where available, 

extending leases, and pre-committing to 

developments not yet completed even in markets 

where that was not the norm. In Greater Tokyo, 

more logistics space was absorbed in the first six 

months of 2020 than any other six month period in 

history, according to Savills, such was the task of 

delivering goods to a population of over 39 million, 

albeit in a metropolitan area where the lockdown 

measures were not especially strict. JLL reported 

that 40% of all logistics floorspace leased in the UK 

in Q3 2020 was for online retailers.2 While across 

China, CBRE Research reports that 51% of new 

logistics leases in Q1 2021 were signed by third party 

logistics companies (3PLs) with another 29% by 

e-commerce companies.3 Yet, despite some initial 

obstacles in ensuring the free-flow of truck traffic 

for delivery functions and allowing warehousing 

staff to be designated as essential workers to 

ensure that dispatch operations went smoothly, 

most global cities soon saw e-commerce and the 

logistics facilities that house their operations, 

respond to the challenge.

New supply of logistics facilities of course could not 

respond so rapidly, and in many places, construction 

had to be suspended or at least slowed down for 

extended periods of time. Additionally, new logistics 

supply was quite muted even before the pandemic 

kicked off this additional surge in demand. As seen 

in Figure 3, all submarkets of the major metropolitan 

areas which are indicated have new/upcoming 

supply below or only moderately above, their five-

year historic average annual new supply delivery 

levels. Furthermore, all of those indicated have sub-

5% vacancy rates and in 18 of these cases, vacancy 

is 3% or lower, as of Q1 2021. Rent concessions 

that had been put in place in some markets when 

uncertainty was at its greatest, mostly in Q2 2020, 

were then largely withdrawn by Q3 and markets saw 

rents re-accelerate.

2 JLL Trends and Insights, November 2020, Robust Demand for Logistics Boosted by E-Com-merce, https://www.jll.co.uk/
en/trends-and-insights/research/global/gmp/logistics 
3 CBRE, Q1 2021 China Logistics Marketview, CBRE Shanghai
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How sustainable might this demand be?
Might the global surge in e-commerce demand 

in 2020/21 (and consequently its boost to the 

rental and capital values of logistics assets) 

have therefore eroded some of the potential that 

the sector would have otherwise enjoyed in the 

coming five years? 

Figure 3: Current* vacancy rates and supply pipeline relativities of selected markets/submarkets
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Much depends on the extent 
to which some demographic 
segments who had avoided  
and/or been slower  
to embrace e-commerce, 
stick with online consumption, 
even after it is safe to return 
to physical stores.



We think it is highly likely many of these new 

e-commerce customers may continue to make many 

or at least some of their purchases online. To a 

great extent, e-commerce proved its worth during 

the crisis and many new users may continue to 

shop online for ease and convenience (and perhaps 

on price, where competitive) post-pandemic and 

especially if merchants will continue to tempt them 

back through loyalty programs and discounts. 

Older demographic segments had typically been 

slower to embrace e-commerce but credit card 

usage of around 10 million credit card holders in 

Japan found that the biggest proportional increases 

in online consumption using credit cards in the 

early stages of the pandemic was by users aged in 

their 60s (15.4% in January 2020 to 21.9% in March 

2020) and also those in their 70s (10.9% to 16.4% 

for the same period), according to the OECD. While 

a McKinsey survey of purchasing behaviour for 

20 consumer categories in nine countries found 

that the consumer shift to digital persisted across 

countries and categories during the pandemic 

and importantly found that more people expect to 

continue making online purchases post Covid-19, 

than previously.4 

Local, national and transnational policy-making 

bodies are also weighing in on the merits of 

e-commerce, and the benefits of even higher 

penetration rates for businesses and consumers 

alike. The OECD outlines how smaller bricks-and-

mortar businesses in Japan and South Korea have 

been encouraged to open an online business 

through a dedicated support programme while in 

China and Singapore, governments have actively 

supported their small and medium sized enterprises 

to access e-commerce platforms, some of which 

have regional and global reach, thus helping them 

reduce initial costs while also finding potentially 

lucrative online markets overseas.5 The OECD also 

notes challenges for those populations in rural and 

remote areas who don’t enjoy the same access and 

competitive pricing/delivery as those who live in 

areas of higher population density, and thus scope 

for expansion there on an access and equity basis. 

The OECD has long spoken of the digital divide 

preventing all citizens from getting the most that 

the internet has to offer and have observed that 

“despite the efforts of some governments to foster 

e-commerce during the Covid-19 crisis, persistent 

digital divides imply that not everyone has been 

able to participate. They note that many consumers 

face challenges to utilise e-commerce (technology 

access, financial inclusion, skills and trust) but so 

too, many businesses, particularly the SMEs. We 

expect policy development to progress along these 

avenues in the near future, also ensuring ongoing 

expansion of e-commerce.

5 OECD (2020), Covid-19 and the Retail Sector: Impact and Policy Responses, OECD Policy Responses to Coronavirus. 
Available at http://www.oecd.org/coronavirus/policy-respons-es/covid-19-and-the-retail-sector-impact-and-policy-
responses-371d7599/ 
6 “COVID-19 has changed online shopping forever, survey shows”, United Nations Con-ference on Trade and 
Development, (8 October 2020). Available at https://unctad.org/news/covid-19-has-changed-online-shopping-forever-
survey-shows
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The United Nations Conference on Trade 

and Development (UNCTAD) undertook a 

survey of 3,700 consumers in nine countries in 

October 2020 and concluded that consumers 

in emerging countries made the greatest shifts 

to online consumption during the pandemic.6 

“The acceleration of online shopping globally 

underscores the urgency of ensuring all countries 

can seize the opportunities offered by digitalisation 

as the world moves from pandemic response to 

recovery,” it concluded. Among the strongest rises 

in e-commerce adoption noted in the UNCTAD 

survey were found in China. It also found that small 

merchants in China were the most equipped to sell 

their goods online. UNCTAD also concluded that 

many online consumption trends would outlast 

the pandemic.

International trade is growing
Although domestic demand drivers have been the 

main structural uplift for logistics assets in recent 

years, and certainly have provided the additional 

demand boost in 2020, the role of cross-border 

trade should not be forgotten. Historically, imports 

and exports have been highly volatile globally and 

this is thanks to geopolitics, trade barriers, currency 

fluctuations and changing regulatory environments. 

The past four years have certainly seen their fair 

share of disruption in this arena and above all, the 

eruption of trade wars. There is some evidence 

that peak globalisation is past us. For example, 

global exports as a share of GDP actually peaked 

in 2008 at 30.7%, according to the World Bank but 

there is also a realisation that not all production (or 

indeed even much of it at all) can return onshore. 

Take Japan or South Korea for example, where 

populations are ageing and shrinking, and where 

wage levels far exceed what Japanese and Korean 

multinationals pay for labour at their plants located 

in South and South East Asia. 

Our base case is that import/export trade will 

rebound well in 2021, and for many countries, 

the 5-year average annual growth rate forecast 

will be more impressive than their pre-pandemic 

historic 5-year annual growth rate. This bodes well 

for logistics assets in those submarkets where 

international trade functions are concentrated. Even 

excluding the depressed year of 2020, the period 

of import/export (combined) growth forecast for 

2021-25 is higher in all cases shown in Figure 4, than 

for 2015-19, and particularly so for Japanese trade 

growth which averaged 1.4% p.a. historically yet 

which are forecast to grow at an average annual rate 

of 3.9% and for the US where trade growth averaged 

2.7% p.a .for 2015 - 2019 but is forecast to expand 

5.1% p.a. for 2021 - 2025 (Oxford Economics base 

case June 2021). The UK is the exception to this 

rule, as Brexit means trade with the EU, its largest 

trading partner, will now face greater non-tariff 

barriers than when the UK was a part of the EU 

single market.



Figure 4: Average annual change of imports or exports for select-ed major economies
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Therefore, large volumes of goods will continue to 

trade across borders and, in certain submarkets, 

occupiers associated specifically with external 

trade will continue to be critical to market 

fundamentals. Fraying international trade allegiances 

and increasing calls for greater self-reliance 

and protectionism have been hallmarks of many 

popular political movements in recent years. 

Notwithstanding significant geopolitical differences 

needing to be overcome in the near term, a number 

of trade alliances do appear to be moving forward 

and should help support cross-border trade flows. 

The signing of the Regional Comprehensive 

Economic Partnership (RCEP) in November 2020 

makes it the world’s largest free trade agreement 

(FTA), and embraces almost a third of the global 

population at 2.2 billion people, and also around a 

third of the global economy at over USD 26 trillion. It 

is the first ever FTA between China, South Korea and 

Japan and it also includes the 10 member countries 

of the Association of South East Asian Nations 

(ASEAN) as well as Australia and New Zealand. 

Even in the case of Brexit, the UK and EU ultimately 

agreed to a trade deal with no quotas and no tariffs 

on the trade in goods. 

Therefore, in spite of uncertainties around the exact 

shape of future trade patterns and implications for 

supply chain configurations and logistics market 

occupancy, the ongoing forging of such trade 

agreements still show promise.

Although popular belief is that the global trade 

system is becoming more restrictive and tariffs and 

other trade war tactics would certainly appear to 

be more headline grabbing, a recent report from 

the World Trade Organization (WTO) in November 

outlines evidence that this is not the case.7 The WTO 

finds that of the 335 different Covid-19 trade-related 

measures announced since the start of the 

pandemic, 58% were of a trade-facilitating nature 

and covering USD 227 billion of goods traded, while 

42% were of a trade-restrictive nature covering trade 

worth USD 180 billion. As seen in the map below, 

of the 96 countries for which we have forecasts 

of total trade (imports plus exports) of goods 

for 2021-25, some 37 of those countries are expected 

to see trade growth of 5% p.a. or greater while in 

six countries trade growth of 10% or greater is 

being forecast, according to Oxford Economics 

in June 2021.

7 World Trade Organization (November 2020), Overview of Developments in the Inter-national Trading Environment: 
Annual Report by the Director General, WTO Secretariat. Available at https://docs.wto.org/dol2fe/Pages/SS/directdoc.
aspx?filename=q:/WT/TPR/OV23.pdf&Open=True
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So-called “just-in-time supply chain” models have 

aimed to keep the assembly of goods quick and 

nimble and were built around the premise that the 

supply chain of goods from all points of production 

to all points of consumption could keep those flows 

moving, and minimise the amount of time goods 

were sitting stationary and thus requiring storage. 

However, as supply chain managers consider the 

wide range of disruptions to their flows, there is an 

increasing realisation that having additional storage 

for those “just-in-case” periods of disruption may be 

critical. Natural disasters such as earthquakes and 

typhoons were typical of such periodic disruptors, 

and the Covid-19 pandemic was another such 

example which exposed the weaknesses in some 

of the just-in-time supply chains. 

This may guide preferences among some space 

occupiers for a greater restocking of inventory 

which is in close proximity to the final points 

of consumption so as to ensure better supply 

chain management in times of future disruption. 

Although clarity on long-term supply chain 

reconfiguration needs will take time this is another 

factor that may increase the aggregate demand 

for logistics space going forward.

Standards push higher
Perhaps one of the most important defining features 

of prime, state-of-the-art logistics facilities is the 

increasing sophistication in the quality of the 

asset. This is particularly necessary as fit-outs 

have become increasingly automated, strategic 

and thus expensive, for occupiers. Often such 

fit-outs are bespoke to the operator and to the 

types of goods being assembled, stored, sorted 

and/or dispatched and this necessitates quality 

construction. This also typically requires longer-term 

commitments to the asset when such substantive 

investments are made to the fit-outs, and thus 

longer leases. Gone are the days when facilities 

housed racking and used just forklifts. 

The deployment of robotics, even for comparatively 

lower margin items such as apparel, is increasingly a 

feature of the more efficient e-commerce operations 

across Asia Pacific. Automated storage and retrieval 

systems (AS/RS), smart conveyors belts and to 

accommodate the apparatus and more office space 

for technicians to monitor the equipment. 

Automation may address many of the current supply 

chain inefficiencies, and this is perhaps most critical 

at the “last mile” delivery stage. The 2020/2021 

pandemic-related acceleration of many supply-chain 

trends through greater e-commerce adoption may 

well lead to a shortage of logistics real estate in a 

number of key markets in the near future, although 

greater automation (and thus productivity) may help 

rectify this inefficiency and especially in the more 

expensive inner-city infill locations so critical for 

the “last mile” leg.

While considerable amounts of research in recent 

years has focused on amenitising office spaces, 

much less has been done on amenitising logistics 

facilities for workers. Rightfully so, facility standards 

are improving from an occupational health and 

safety perspective for logistics workers and to make 

workplace environments more comfortable and 

pleasant. Labour forces in the logistics sector are 

increasingly more skilled as technicians, engineers 

and related occupations are required on logistics 

sites. The fact that many logistics workers, both 

the highly skilled and the less skilled workers in the 

sector, were designated as “essential workers” in 

most jurisdictions (even when many office workers 

were not and thus were required to work from home) 

suggests an even greater recognition should be 

made for logistics facilities to offer safe and dignified 

workplaces for logistics workers. 



Notwithstanding increasing automation of logistics 

work, some of the largest logistics facilities in 

the world may house several hundred workers at 

any one time and this behoves asset developers 

and managers to carefully consider the provision 

of staff amenities such as childminding services, 

greater dining options and the highest standards 

of hygiene facilities. As with other property types, 

the higher the asset standards, all else being equal, 

the higher-quality occupiers will commit and this 

should flow through to higher rental and capital 

values in future. For more information, see our latest 

Global House Views presentation on the creation 

of property with a human dimension.

Moving from social/stakeholder responsibility 

to environmental sustainability, how green is 

e-commerce and specifically how can the real estate 

component of this sector be more environmentally 

friendly? The opportunities for higher environmental 

standards to be embedded in the construction 

and ongoing management of logistics facilities 

across the world should be considerable. Whether 

harnessing solar energy from roof panels for 

power usage in the facility or selling to the grid, 

to harvesting rainwater from roofs, driveways and 

carparks for landscaping irrigation or grey water 

use, there is considerable potential for this property 

type to be tapped for its environmental credentials.

Context matters a lot when considering whether 

practices in the sector are sustainable but 

an emerging literature is showing support for 

e-commerce. 

For example, Zhao et al (2019) found that the 

environment cost of conventional retail is higher 

than that of e-commerce, with the CO2 emissions 

associated with consumer trips for conventional 

retail trade its biggest drawback.8

Although packaging for e-commerce was one of its 

more negative features, the authors conclude from 

extrapolating their study in Shenzhen to nationwide, 

that the CO2 emission difference between the two 

channels in China in 2016 was 124 million tons. 

Ignat and Chankov9 found that transparent 

information sharing has the potential to change 

customers’ behaviours towards more sustainable 

deliveries. They found that if e-retailers and logistics 

companies could provide their customers with 

choices on the levels of environmental and social 

sustainability impact of various delivery options, 

customers often chose the more sustainable (and 

more expensive) options. But not all research looks 

upon e-commerce as favourably. Ezcurra has noted 

that as digital companies have an average effective 

tax rate which is half that of the traditional economy, 

and as consumers have identified cheaper sources 

of goods in other countries, potentially adverse 

environmental effects have arisen through the 

greater use of long-distance freight transport.10 

Ezcurra questions what types of mitigation 

strategies might be implemented to improve the 

protection of the environment and the role of the 

international sales tax framework in doing so. 

8 Zhao, Y.B., Wu, G.Z., Gong, Y.X., Yang, M.Z. and Ni, H.G. August 2019, Environmental Benefits of Electronic Commerce 
over the Conventional Retail Trade? A Case Study in Shenzhen, China in Science of the Total Environment, Vol 679 pp. 
378-386 
9 Ignat, B., Chankov, S. (August 2020), Do E-Commerce Customers Change their Preferred Last-Mile Delivery Based on 
its Sustainability Impact? The International Journal of Logistics Management 
10 Ezcurra, M.V. (August 2019), Chapter Two: Is The Low Level of Tax on E-Commerce Contributing to an 
Environmentally Unfriendly Increase in Transport? In Environmental Fiscal Challenges for Cities and Transport, eds 
Ezcurra, M.V., Milne, J.E., Ashiabor, H. and Anders-en, M.S.
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Functional obsolescence is a driver which should 

encourage investors to consider development 

or a value-add approach to the logistics sector. 

Take for example Hong Kong SAR, where its Ratings 

and Valuation Department notes that only 3% of 

industrial stock, based on internal floor area (IFA), 

has been constructed since the year 2000, 16% in 

the 1990s and a full 81% prior to 1989. Much of the 

older stock is of flatted factories, originally built for 

manufacturing although today almost nothing is 

manufactured in Hong Kong, SAR. These are vertical, 

small floor plated structures on small land plots, 

where a series of elevators connect the floors and 

only fairly small-scale storage can occur, and where 

dispatch is far from efficient. 

Installation of solar panels to generate up to 400 MW p.a. 
and eliminating 140 tons of CO2 p.a. is complemented 
by the installation of energy-saving electrical equipment, 
LED lighting and utility submeters to assist with tenants’ 
resource consumption management. 
Source: CBRE Global Investors

Figure 5: A sapporo, japan case study of raising green standards in logistics asset construction

While some of this stock may be amenable to 

some updates to make them into more modernised 

logistics facilities, the zoning for most of them 

(typically in inner-city, infill locations) make it more 

attractive for these flatted factories to be converted 

to self-storage, flex office spaces and even hotels, 

niche residential and retail. With little new logistics 

supply being added to the market in the past 

decade and no above-long term average amount 

to be added until 2022/23, supply remains tight in 

Hong Kong SAR.

Although Hong Kong SAR presents an extreme 

case, there are a number of older, often inner-city 

industrial precincts within the largest metropolitan 

areas of the US, Australia, Japan and Europe 

where industrial facilities are close to reaching 

their functional obsolescence. Some of these 

assets in certain prime, inner-city locations may 

be suitable for upgrading to the modern and 

more mechanised “last-mile” delivery facilities 

so prized by e-commerce companies given their 

close proximity to the densest of residential and 

commercial precincts.



It would seem that expanding the stock of logistics 

facilities would be useful not only to occupiers 

facing currently record-low vacancy in some of 

the world’s most important markets but also to 

investors. So dominant are offices and retail assets 

in the investable universe that the total share of the 

industrial sector within the global MSCI index was 

just 16% as of December 2020. 

This capital value of over USD 303 billion is 

composed of approximately 47% warehousing, 

26% distribution centres and less than 1% which 

Capital flowing to the sector
Strong demand by occupiers for prime logistics 

space globally in 2020 and thus far in 2021 appears 

to be matched by a strong appetite among 

institutional investors for prime logistics assets. 

Globally, transaction volumes of standing real 

estate assets across all sectors were down -31% 

in the 12 months ending Q1 2021, compared to the 

comparable period of the previous year (RCA, 2021). 

The most dramatic falls were in the hotel sector 

(down -63%) office (down -40%) and retail (down 

-38%) sectors, however the logistics sector was 

more resilient with transaction volumes globally 

down just -15% YoY11. Both transaction yields and 

appraisal-based yields have held firm through 2020 

in the quality logistics markets and in some cases 

appear to have sharpened slightly. 

If we rewind just four short years, logistics assets 

were being targeted for their higher income yields 

relative to the other main property types, yet now in 

many metro areas around the world there are narrow 

(and even negative) spreads to prime yields of the 

other property types. Given the more steady, stable 

rental growth profile of industrial, its longer-term 

structural drivers, its pandemic-tested relevancy 

and its ongoing appeal to institutional investors, 

the sector unsurprisingly exhibits a more resilient 

capital value growth. As seen in Figure 7, the CBRE 

global index data shows capital value growth of 

almost 6% year-on-year to the end of Q4 2020 

versus capital value declines for the retail and office 

sectors lobally.

is refrigerated stock (see box at end) with 

production-hosting facilities making up much 

of the rest. While the sector does appear to be 

increasing its share at the expense of most of the 

others, as seen in Figure 6, many investors may be 

frustrated by the relatively small investable universe 

and its fairly tightly held nature. Relatively strong 

performance historically and, according to our 

latest 5-year total return forecasts, its likely future 

outperformance into the medium term should also 

keep it front and centre in the minds of investors.

Figure 6: Global invested market size by sector (msci), USD billions
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11 Source: Real Capital Analytics, Capital Trends, Global Q1 2021.
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What does it all mean?
Unsurprisingly, the past decade has seen a strong 

performance by the global industrial sector and 

relative to the other four main property types 

tracked by MSCI, unlevered total returns for all time 

horizons going back ten years to the end of 2020 

has seen industrial handily outperform (Figure 8). 

As seen from our recent 1H 2021 global forecasts 

and house views, we continue to believe that in the 

post-pandemic period, forecasts for 2021–25 should 

continue to see the industrial sector, outperform. 

But with prime, core yields at record or near-record 

lows in most global markets and fears of over-pricing 

holding some investors back, is building new stock 

or enhancing secondary stock a better strategy? 

For investors targeting logistics markets in the US, 

city selection is an important part of the process. 

Our five year forecasts of total returns and required 

returns (CBRE GI 1H 2021) are shown in Figure 9. 

We continue to favour metros with large population 

bases, diversified economies, and existing logistics 

clusters with robust infrastructure networks, 

including interstate highway and multi-modal 

transportation systems. 

Coastal distribution hubs (Greater New Jersey/New 

York, Greater Los Angeles, San Francisco Bay Area, 

Seattle and Atlanta) are expected to produce the 

highest risk-adjusted returns. 

Figure 7: Industrial sector capital values relatively better supported 
(global prime capital value indices, yoy change %)
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Source: MSCI, 2021. 

Note: NJ/NY = New Jersey/New York; LA = Los Angeles; SF = San Francisco

Source: CBRE Global Investors forecasts as of H1 2021  
Total Return figures reflect unlevered property returns of a passive fully invested portfolio before fees and taxes. The 
return is the 5 year average per annum for the period 2021-25. Assumptions are generalized to provide a consistent 
market outlook and asset specific strategies have not been taken into account.

Source: MSCI, 2021.

Figure 8: Global total return performance profiles by sector: 
head and shoulders above the rest (period indicated to end of 2020)
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Figure 9: Required return & total return, for U.S. logistics markets (2021-2025)
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Conclusion
Global logistics markets have risen to the challenges 

of 2020. Logistics assets have proved to be a 

highly relevant property type to the communities 

in the catchments they serve and these assets 

have allowed their occupiers to distribute record 

high volumes of goods. They are an indispensable 

resource in the face of the worst pandemic that 

society has faced in the past century. Occupiers 

have favoured the higher specification assets in 

the best locations, particularly those assets with 

amenities which help ensure their own dispatch 

and delivery staff were kept safe during periods 

of high Covid-19 infection rates. They have, 

therefore, performed a critical social service to the 

communities they serve as well as to their own 

employee stakeholders, most of whom did not have 

the choice to work from home and many of whom 

worked overtime to ensure surging online delivery 

orders were fulfilled.

Investment performance is imperative and most 

global logistics markets have seen their rental 

and capital values hold up relatively well to date, 

particularly in comparison to the other main 

property types. The very low vacancy rates and 

relatively constrained upcoming supply should 

keep most of the markets in good stead for years to 

come. Institutional investors must surely recognise 

that the sector is now characterised by more quality 

tenants, who tend to be signing longer leases 

to assets which are being built to increasingly 

sophisticated specifications. 

Given our own 5-year forecasts and our 

recommended overweight to the industrial sector 

in all three major regions, we contend that an 

overweighted allocation can be justified for the 

core investor.

Given vacancy rates are so low and yields also very 

low, there is a need to build quality supply to add to 

the standing stock of space options for occupiers 

and to expand the investment universe for investors 

to satisfy their allocations. Enhanced strategies in 

many markets/submarkets around the world can be 

justified if the lower core return expectations fail to 

be attractive. While undoubtedly the surging rates 

of occupier demand will cool in 2021 after vaccines 

are deployed and some sense of normalcy returns, 

we contend that the structural drivers behind 

e-commerce consumption remain intact and that 

reconfigured supply chains may at the margins, 

boost demand. 

Our base case even sees external trade volumes 

rebound quickly and remain fairly buoyant in the 

coming decade, despite some lingering geopolitical 

issues. Notwithstanding the low-yielding nature 

of prime, core logistics stock in the major global 

markets, we also believe that institutional capital 

will continue to recognise the many merits of this 

property type in the main markets. But we also 

believe that building to hold such stock may be 

preferable to buying it at increasingly lower yields.



Cold is hot 
Although a niche within the logistics sector, 

refrigerated warehousing or cold chain facilities are 

likely to gain increasing attention among investors 

in the near term. Cold storage facilities are not new. 

Many ancient civilisations constructed buildings to 

store perishable goods at appropriate temperatures 

to prolong shelf-life. Even in hot desert climates, 

Persians found ways to store blocks of ice to line 

meticulously-designed, underground structures 

so as to refrigerate fruit and dairy products for 

extended periods. 

In the modern era, advances in food safety 

and pharmaceutical advancements have 

gone hand-in-hand with the construction of 

temperature-controlled real estate which may serve 

as the processing and/or storage and/or distribution 

of these items requiring colder temperatures. 

In emerging markets, middle class expansion has 

allowed an increasing demand for such goods and 

globalisation of trade has allowed an increasing 

supply of such goods. But so too in developed 

economies, there remains considerable scope for 

expanded demand in this sector given that online 

trade of groceries and pharmaceuticals is low 

compared to other categories.

Exhausted inventories, limited opening hours of 

stores in addition to social distancing observation 

even when stores were open, and limited public 

transport all challenged access to food for millions 

across the globe in 2020/21 and that was even in 

the developed markets. E-commerce once again 

provided a lifeline for many millions of households 

globally when it rose to the challenges of the 

pandemic in 2020/21. 

Pre-pandemic, e-commerce grocery penetration 

was quite low. Research by Forrester 2018 found 

that South Korea was the world leader of online 

grocery demand at just over 10% of its total grocery 

sales but was forecast to surpass 20% by 2023. 

The UK was relatively high at 9.6% penetration 

in 2018. However in the US, Australia, China and 

Japan online grocery sales as a share of their total 

grocery sales were all below 5%. Forrester (2018) 

had forecast aggregate online grocery sales in Asia 

Pacific to surge from over USD 80 billion in 2018 

to USD 260 billion by 2023. Events of 2020 rapidly 

increased those adoption rates and has brought 

those targets forward. 

It seems that faced with a shock such as a 

pandemic, many households overcame their 

mistrust of online groceries but it also highlighted 

not only the potential growth in the sector but 

also the need for state-of-the-art cold logistics 

facilities. Liu et al found that many barriers have 

prevented online grocery sales from accelerating 

even more rapidly: meat sold online poses potential 

hazards with endpoint temperature control being 

the most important factor to ensure the safety of 

meat sold in China.12 Gao et al note that little has 

been known about whether and how an external 

shock, like a pandemic, may affect people’s 

online shopping habits, and especially of food 

purchases.13 They found that the share of confirmed 

Covid-19 cases in China increased the likelihood 

of consumers purchasing food online. Among their 

recommendations are that government support 

and regulation should focus on ensuring the safety 

of food sold on the internet and how to help those 

who are unable to purchase food online due to 

their technical skills with using the internet and 

smart phones.

12 Liu, C.X., Xiao, Y.P., Hu, D.W., Chen, W and Ren, D.X. (2019), The Safety Evaluation of Chilled Pork from Online Platforms 
in China, Food Control, 96 pp. 244-250 
13 Gao, X., Shi, X., Guo, H. and Liu, Y. (August 2020), To Buy or Not to Buy Food Online: The Impact of the Covid-19 
Epidemic on the Adoption of E-Commerce in China. PLoS ONE 15 (8) 
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The expansion of online grocery sales during the 

pandemic and the maintenance of some of those 

sales post-pandemic, combined with urgency 

around food safety issues should continue to drive 

occupancy. But what kind of occupiers in this 

space do landlords engage? In China, JLL identifies 

several distinct types of occupiers within the food 

category:14 3PLs, fresh food e-commerce, retail 

chains, restaurant franchises, food traders, and 

food producers. In the US. however, CBRE report 

that 79% of the refrigerated storage capacity is 

outsourced by food producers, distributors, retailers, 

e-tailers and other participants leaving only 21% 

to be in-house cold chain owner-occupiers which 

manage their own facilities.15 China’s cold chain 

logistics industry is highly fragmented, with the top 

ten players having a combined market share of only 

5%.16 Whereas in North America, the two largest 

cold storage companies –Lineage Logistics and 

Americold Logistics – combined, take up over half 

the space occupied.17

Vaccines, pharmaceuticals and also cosmetics 

are the other products driving occupancy for cold 

storage. In its annual report, published just prior to 

the greatest global effects of the pandemic being 

felt, the group Pharmaceutical Commerce forecast 

that 2020 would see overall cold chain logistics 

spending up by USD 17.2 billion and up by more than 

USD 19 billion in 2021.18 If the post-pandemic world 

does indeed place a greater importance on public 

health and aspires to fundamental principles such 

as mandatory vaccinations and universal access to 

medicines, then overall demographic growth as well 

as ageing of populations provide a strong basis for 

future demand.

How cold is cold? It depends on the goods being 

stored and typically facilities may have several 

chambers at varying temperatures. SF Express, 

one of the leading 3PLs in Asia, categorises its 

temperature-controlled warehouses as follows: deep 

frozen at under -25C; frozen -18 to -15C; chilled 0 

to 4C; and air conditioned 17 to 22C.19 How big is 

the cold storage sector and where are the largest 

growth opportunities? If we exclude countries 

like Iceland and the Netherlands possessing large 

amounts of refrigerated logistics space per capita 

due to their key exports of fish and flowers/dairy, 

respectively, then most developed countries like 

the US, UK, Canada and Japan have between 0.3 

and 0.5 cubic meters per urban resident. However 

emerging markets have far lower: for example, 

China around 0.13 cubic metres per urban resident. 

Massive potential can be found in emerging markets 

to begin catching up to levels in the developed world 

but even in the US, limited and tightly held stock and 

quite minimal new supply make them an attractive, 

albeit, difficult-to-access investment target.

Cold storage typically has higher capex and opex 

(which may or may not be borne by the landlord) 

but tenants tend to sign longer lease terms. As a 

more complex sub-sector, many mainstream 

developers have avoided constructing these 

specialised facilities. 

They have higher construction costs (often two 

to three times higher than conventional logistics 

and taking up to five months longer to complete) 

and need for specific expertise, limiting most 

speculative development in favour of partnerships 

with end users.

14 JLL (January 2019), Quantity to Quality: China Cold Chain Logistics Property Outlook, JLL China  
15 CBRE Research (2019), Asia Pacific Cold Storage: An Investor’s Guide 
16 JLL (January 2019), Quantity to Quality: China Cold Chain Logistics Property Outlook, JLL China 
17 CBRE Research (2019), Asia Pacific Cold Storage: An Investor’s Guide 
18 2020 Biopharma Cold Chain Sourcebook Forecasts a USD 17.2 Billion Logistics Market Pharmaceutical Commerce”,  
Available at https://www. pharmaceuticalcommerce.com/cold-chain-focus/2020-biopharma-cold-chain-sourcebook-
forecasts-a-17-2-billion-logistics-market/ 
19 CBRE Research (2019), Asia Pacific Cold Storage: An Investor’s Guide (27 April 2020). 



Investment channels may involve either the shell 

– just the physical real estate – or the fully fitted 

asset, which includes the equipment and systems 

contained within for the operations to take place. 

Typically, real assets investors have acquired the 

former while private equity prefer the latter but as 

the sector heats up, these lines may become blurred. 

Given the facilities are often built-to-suit and usually 

for a single occupier on a long-term lease, tenant 

strength is a key variable in underwriting. 

The environmental credentials are mixed as, 

although the amount of energy required to cool 

these assets is high, these facilities are also critical 

to reduce food spoilage. Enormous amounts of food 

are wasted each year due to inadequate refrigeration 

at any point between the farm to the consumer 

and these facilities are critical for maintaining 

hygienic food supply as well as safe pharmaceutical 

provision. Higher statutory requirements imposed 

by governments and regulators for food handling 

and storage to enhance food safety standards is also 

likely going forward.
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With vaccine distribution underway through most of the world, 
conversation surrounding the post-Covid future has centred around 
to what extent a “return-to-normal” will materialise. While much of the 
uncertainty has focused on the office sector, for many professional 
workers, being “at work” will no longer mean being tethered to a city 
centre office building five days a week. New workplace paradigms 
will have a profound impact on the residential sector. For many, 
the end of the pandemic won’t bring an end to working from home; 
instead, the question many workers may find themselves asking is: 
“Where should home be?” 

Despite the apparent flurry of changes wrought by 

Covid, many of the trends visible over the past year 

have been in place for the better part of the last 

decade – largely a consequence of long-standing 

economic impacts following the global financial 

crisis (GFC). Population shifts from cities to suburbs 

is not a Covid-phenomenon, and many larger metros 

have been shrinking due to domestic outmigration 

for years. Whether it’s declining household 

formation due to delays in marriage, a persistent 

uptick in young adults living with their parents, or 

reduced geographic mobility, Covid will continue 

to accelerate existing behavioural shifts due to 

financial and demographic challenges. 

We see several implications for the multifamily 

market. Young adults – who typically comprise the 

majority of first-time homebuyers – are likely to find 

homeownership increasingly out of reach, even as 

mortgage rates have fallen to record-low levels in 

many parts of the globe. While a shift away from 

home purchases would typically be a positive for 

owners of rental apartments, in many countries the 

number of young people is expected to contract 

as the impact of declining birth rates over the last 

few decades is only now felt. Particularly in the 

US, unless an increasing number of baby boomers 

downshift from ownership to rentership, the stock 

of renters is apt to decline from current levels. 

The bright spot for the multifamily market will be 

a result of what is apt to be a permanent shift to 

full-time office work that occurs only part-time in 

the office. With office workers having proven the 

effectiveness of working remotely, commuting times 

will no longer figure as prominently into the housing 

equation. We see a number of sister-cities emerging 

as viable financial alternatives for young people 

forming their own households, and envision an 

increasing number of companies who no longer see 

a need to locate headquarters in pricey coastal cities 

– two trends that should bode well for rentership in 

secondary and tertiary locales. 

Below, we dispel five Covid housing-related myths 

and highlight five longer-term structural changes 

that we see ahead for residential markets, with a 

focus on the US and Asia Pacific.

“Sonny, move out to the country. Who needs a house 
out in Hackensack?”
Mama Leone in Billy Joel’s 1977 hit, “Movin’ Out”

“
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Myth #1: everyone is buying a house. 
Reality #1: housing sales are up, but affordability will keep most 
young adults in the renter pool. 

Home sales in the US are up, but perhaps not as 

much as headlines would suggest. Given the timing 

differences in this year’s trend of existing single-

family home sales versus years past, seasonal 

adjustments have skewed what has been an atypical 

selling season. In November, sales of existing homes 

stood at a seasonally-adjusted annualised monthly 

rate of 6.69 million – up 25.8% year-on-year – but 

this obscures activity over the course of the year. 

Home sales pre-pandemic started the year on a high 

note: sales in Q1 2020 were approximately 8% higher 

than they were in Q1 2019, and much of the strength 

into the end of 2020 is a result of the sharp decline 

in sales that occurred in Q2 2020. As a result, for 

the year through November 2020, total unadjusted 

existing single-family sales are up 4.8% versus 

the first 11 months of 2019 – firm, but hardly 

noteworthy (Figure 1). 

The increase in housing prices isn’t unique to the 

US; in the UK, the housing market has boomed 

in the second half of 2020 as pent-up demand 

from the earlier lockdown, a tax holiday, and a 

reassessment of housing requirements have driven 

activity. In November 2020, monthly mortgage 

approvals reached their highest level since 2007, 

and national house price growth is currently running 

at approximately 7.5% year-on-year, even as the pace 

of appreciation is likely to moderate this year. 

Similarly, the Netherlands and Germany have 

continued to see strong price gains, while housing 

prices in the rural/regional areas of Australia are up 

6.9% – a sharp contrast to the 2% rise in prices in the 

main cities – which is all the more notable given the 

fact that immigration has plummeted. Nonetheless, 

in Australia as in other parts of the world, record low 

borrowing rates, generous government allowances 

and massive monetary and fiscal stimulus have all 

worked to boost asset prices. 

Figure 1: US existing single-family home sales by month 
(not annualised), in 000s, (2020 through november)
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Figure 1a: Number of new homes sold in the Greater Tokyo area 
(Tokyo, Kanagawa, Saitama and Chiba), contract basis 
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Figure 1b: yoy % change in South Korean housing sales 
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1 CREIS, Dec 2020.

Housing sales and prices are also up dramatically 

in China, Japan and South Korea, aided by the 

unusually low interest rates that have been the 

hallmark of central banks’ responses to Covid. In 

China, the total sales volume in tier 1 cities increased 

by 13% year-on-year in 2020,1 while in the Greater 

Tokyo Area, the number of new homes sold has 

increased every month during H2 2020 (Figure 

1a). In South Korea, triple-digit increases in sales 

volume were observed earlier in the year, and while 

the pace of sales growth has slowed, sales in 2020 

were up every month versus 2019 (Figure 1b). 

During the past three years, the average apartment 

price in Seoul has soared 58%, which is 4.5 times 

the increase tallied for the nine years under the 

preceding two governments (although we note 

that the past administrations actively intervened to 

limit prices amid a then-soaring housing market.) 

For December 2020, CEIC reported that Korean 

house prices grew 8.3% year-on-year – a robust 

end to what was already a robust year.
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Figure 2b: South Korean homeownership rate, % of housing sales by buyer age
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Source: Korea Real Estate Board.

Even with the uptick in sales, most of 2020’s 

homebuyers were by and large not young renters 

who transitioned into first-time homeowners. 

According to data from the National Association 

of Realtors, sales of homes to first-time purchasers 

in the US have averaged 33% through November 

2020—about one percentage point higher than in 

2019, and well off the levels observed during the 

GFC (Figure 2a). Renters may be vacating their 

apartments as rising vacancy rates suggest, but they 

haven’t been purchasing homes en masse. 

Similarly, the market in the UK has also been 

driven by movers rather than first-time buyers. 

According to online mortgage broker Trussle,2 69% 

of first-time buyers have been priced out of the 

market, especially as the availability of low down-

payment mortgages has contracted. Still-tight credit 

standards in the Eurozone have led banks to report 

an increase in the share of rejected applications for 

housing loans; the results of the ECB’s October Bank 

Lending Survey highlight demand for housing loans 

that is “significantly above expectations” suggesting 

that low mortgage rates haven’t aided young buyers. 

In both South Korea and Japan, ownership is less a 

function of access to credit than it is of pure price 

appreciation; younger generations have a strong 

proclivity to rent versus buy given incomes that 

have been unable to keep pace with ever-rising 

home prices. 

Figure 2a: Fraction of existing home sales to first-time homebuyers in the U.S.
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2 “Are you a stranded first-time buyer?”, Trussle (2020). Available at https://trussle.com/mortgages/first-time-buyer 
coronavirus#69-of-first-time-buyers-priced-out-ofthe-market-by-coronavirus



In South Korea, investment-related demand for 

homes has contributed to a modest uptick for those 

who can afford them, with the homeownership rate 

for adults in their 30s having increased slightly 

(from 20.9% in November 2019 to 22.6% in November 

2020 (Figure 2b). Housing remains Koreans’ 

favourite investment asset, with apartments in 

the major districts of the largest cities especially 

popular, given their limited supply and high liquidity. 

Even so, South Korean bank KB has reported that 

a median-income Seoul citizen must save his or 

her entire wage for more than 15 years in order to 

purchase a median-priced house in the city, and 

Korea’s rental system all but insures that ownership 

is unattainable for the young. For the duration of 

the rental lease (typically two years), the tenant 

puts down a massive deposit with the landlord that 

usually equates to around 70% of the value of the 

home. In order to afford the inflated lump-sum rental 

deposit (“Jeonse”) that climbs alongside housing 

prices, young people often find themselves having 

to take out a loan just to rent an apartment, an 

additional burden on top of their student loan debt. 

The one place where there has been an increase 

in first-time home buyers? Australia, where 

first-time purchasers have accounted for over 

40% of new housing loans in recent months – 

well above average. Even so, the affordability 

equation may well deteriorate post-pandemic 

if government assistance is withdrawn and 

immigration trends revert to historical norms. 

Despite the more than one-point reduction in 

financing costs in the US over the year, home 

ownership has not become any more affordable; 

the drop in mortgage rates has almost exactly 

offset the impact of an increase in median prices on 

a national basis (from $274,100 in November 2019 

to $315,500 in November 2020) from a monthly 

payments perspective. In many places, the overall 

level of affordability has been reduced; according 

to Attom Data Solutions,3 it took nearly 30% of the 

average annual wage to afford a typical home in the 

fourth quarter, the largest amount for any three-

month period since 2008. Young renters may want 

to purchase a home, but the increase in sales has 

been heavily skewed to the upper end of the market 

more recently (Figure 3), where prices are largely out 

of reach. US luxury home sales increased 60.7% year 

over year in the three months ending November 

2020, according to Redfin, the largest jump since the 

company began tracking luxury sales data in 2013. 

In contrast, sales of affordable homes increased by 

just 6.8%.

Figure 3: US existing single-family home sales, yoy % change in number sold by price, November 2020 
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Source: National Association of Realtors.

3 “Homeownership Slips Into Unaffordable Territory Across Majority of U.S. in Fourth Quarter of 2020”, ATTOM Data 
Solutions (31 December 2020). Available at https://www.attomdata.com/news/market-trends/home-sales-prices/attom-
datasolutions-q4-2020-u-s-home-affordability-report/
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Even if affordability were not an issue, the labour 

force status of the “prime renter” cohort of those 

aged 25-34 is likely to be a factor keeping young 

adults in the renter pool in 2021. The unemployment 

rate for this group, which stood at 6.7% in November 

on an unadjusted basis (Figure 4) is being 

depressed by the fact that a sizable portion of the 

potential labour force has exited entirely (Figure 5). 

As is often the case during recessions, a portion 

of workers who are discouraged by their inability 

to find a job leave the labour force, with the result 

that the unemployment rate appears lower than it 

otherwise would be had these workers remained 

in the labour force. Securing a mortgage is all but 

impossible without a stable income source – further 

entrenching this demographic in the renter pool. 

Figure 4: Unemployment rates by age, not seasonally adjusted
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Figure 5: Labour force changes by age, not seasonally adjusted

Source: BLS.

4 “A majority of young adults in the U.S. live with their parents for the first time since the Great Depression”, Pew 
Research Center (4 September 2020). Available at https://www.pewresearch.org/fact-tank/2020/09/04/a-majority-of-
young-adults-in-the-u-s-live-with-their-parents-for-the-first-time-since-the-great-depression/ 
5 Hill, K., Hirsch, D., Stone, J. and Webber, R. (2020) Home truths: Young adults living with their parents in low to middle 
income families, Edinburgh, Standard Life Foundation.

The pandemic has propelled many millennials 

back to their parents’ homes; a study from the Pew 

Research Center4 found that by July 2020, the 

percentage of young adults (aged 18-29) living at 

home with a parent had risen by five percentage 

points versus July 2019, which translates into 

an additional two million people having returned 

home – the majority of whom would otherwise be 

renting on their own or with a roommate, partner or 

spouse. This phenomenon is also apparent in cities 

like Berlin and Stockholm, where the net decline in 

the under-25 population has been pronounced as 

internal migration remains muted and international 

students remain at home. Even prior to Covid, two 

in three singles in their 20s in the UK were living 

with their parents – a fraction that is likely to grow 

given Covid’s disproportionately high impact on 

the jobs and incomes of young adults.5 Covid may 

cause a geographic shift for these young adults, but 

for most, they are likely to be in less of a financial 

position to buy than they were pre-pandemic. 

To date, vacancy rates in many of the US’s most 

expensive cities have increased dramatically, even 

though these cities have avoided the worst of the 

job losses. The monthly establishment survey of 

nonfarm payrolls is based on the location of the 

establishment – not the worker – and to date, 

few establishments have relocated (even if they 

have downsized.) Similarly, it is those cities were 

rents were the highest that rents have fallen the 

most (Figure 6), suggesting that for many, paying 

for an expensive apartment in proximity to one’s 

stated (physical) workplace has become an 

unnecessary expense. 

Myth #2: millennials want to live “in the city.”
Reality #2: many millennials have been priced out of cities and may 
increasingly choose more distant “second cities.” 

Age cohort
Labour Force  
(millions) Nov-19

Labour force  
(millions) Nov-20

Labour force,  
% change

Decline in labour 
force participation 
rate, pp

Ages 16+ 164.4 160.5 -2.4% -1.8

Ages 20-24 14.9 14.6 -2.0% -1

Ages 25-34 37.6 36.2 -3.8% -3

Ages 35-44 34.3 34.1 -0.6% -1.3
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Figure 6: Percentage change in rent vs. Rent level by metro, Q3 19 – Q3 20
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In Tokyo, residential rents have fallen as vacancy 

has risen, with rents in the Central five wards having 

fallen more than in the 23-ward area of Tokyo. Given 

how weak real wage growth has been in Japan 

for years, providing workers the option to fully or 

partly work from home (WFH) could become a staff 

retention and recruitment tactic. The Central area 

is the most amenity-rich and close to the largest 

concentration of jobs; it remains to be seen how 

any equilibrium re-establishes itself post-pandemic 

between the central and suburban rental 

submarkets in the world’s largest metropolitan area. 

It is possible that urban rents will reset significantly 

lower due to the fallout from Covid, which could 

ultimately incent young workers to return. 

In the US, even pre-Covid, there had already been 

a high percentage of young workers who lived 

outside of the city of their workplace. For example, 

almost three-quarters of those aged 29 and younger 

who were employed in Manhattan lived outside of 

Manhattan as of 2018 (the period for which the most 

recent data are available); the comparable figures 

for young workers in Boston and San Francisco were 

65% and 59%, respectively (Figure 7). Clearly, for 

many, city living has been aspirational. 

Figure 7: Percentage of us workers aged 29 and younger who lived in the same 
city as their place of work (All primary, private sector jobs)

Place of work 2013 (%) 2018 (%)

Manhattan 26.8 25.7

Boston 32.4 34.8

San Francisco 39.9 41.5

Seattle 41.4 46.1

San Jose 43.1 42.8

Los Angeles 46.6 48.2



While lower asking rents, in tandem with aggressive 

concessions, will likely allow some workers to 

“upgrade” to living in a city rental, for many, 

proximity to the office no longer holds the allure it 

used to have. Even so, 

which means that while a longer commute may 

be tolerable, an exceptionally lengthy commute 

is impractical, and therefore, unlikely. In Australia, 

the terms “seachangers” and “treechangers” have 

denoted people leaving life in the city and buying 

homes in small seaside towns or rural locations, 

typically as they seek a slower pace of life and 

more affordable living at points in their lifecycle – 

usually upon retirement or when starting a family. 

But the WFH experiment of 2020 may encourage 

millennials, who typically have had a greater ability 

to work remotely, to do so on a forward basis outside 

of large cities. This phenomenon may explain why 

regional housing prices in Australia have surged by 

over three times the pace of urban prices in 2020, 

according to January 2021 data from CoreLogic. 

To date, very few companies have announced 

that they will be entirely remote on a post-Covid 

basis (Figure 8) and both young workers and their 

employers have indicated the difficulty with being 

entirely remote. We believe that many office-based 

businesses will have in-office “collaboration days,” and 

office-optional remote days the balance of the week. 

According to a Pew study released in December, 

among those working from home all or most of the 

time, those younger than 50 are significantly more 

likely than older workers to say it’s been difficult 

for them to be able to get their work done without 

interruptions (38% for workers ages 18 to 49 vs. 18% 

for workers 50 and older) and feel motivated to do 

their work (42% vs. 20%).6 The youngest workers are 

among those most likely to say a lack of motivation 

has been an impediment for them: 53% of those 

ages 18 to 29 say it’s been difficult for them to feel 

motivated since the pandemic began. Similarly, many 

executives have noted the difficulty of providing 

the relevant formal and informal training that young 

workers need to succeed in the career. (We also 

explore these issues in the “name of offices article” 

in this edition of Global Vision.) 

We believe that most office workers will find themselves back in the 
office on a part-time basis post-vaccination,

*Applies to a majority, if not all, of the workforce. Source: News reports.

Figure 8: Companies that have announced their intention to have a fully remote workforce post-covid 
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The upshot is that rather than cross-country 

moves, we expect many space-constrained and 

cost-burdened renters and owners will migrate to 

nearby “second cities” and suburbs, particularly 

in those areas that already have a large portion of 

employees who have been teleworking due to Covid 

(Figure 9). Examples include trading San Francisco 

for Sacramento (or even Reno, Nevada), Boston for 

Manchester, New Hamprshire and Manhattan for New 

York’s Hudson Valley. (New Hampshire, like Nevada, 

does not tax earned income and New Hampshire’s 

3% tax on interest and dividends will be phased out 

entirely in another three years – potentially providing 

an added relocation benefit.8) We note that this 

stands in contrast to many cities in Europe, 

personal taxation rates are less of a determinant of 

locational preferences; rather, access to affordable 

housing and general quality of life seem to play a 

greater role. 

Additionally, we expect that companies will rethink 

the concept of their headquarters. Several high-profile 

companies have already announced their departures 

from these high-tax locales in the US (Figure 10), 

and many companies may opt for additional divisions 

that are distributed throughout the country. Already, 

New York’s Elliott Management, Virtu Financial and 

Blackstone have announced the opening of Florida 

offices as has Chicago and New York-based Citadel; 

Tesla, Apple and BAE have started a “techodus” with 

major expansions in Austin.

6 “How the Coronavirus Outbreak Has – and Hasn’t – Changed the Way Ameri-cans Work”, Pew Research Center (9 
December 2020). Available at https://www. pewsocialtrends.org/2020/12/09/how-the-coronavirus-outbreak-has-and-
hasnt-changed-the-way-americans-work/ 
7 -Email and FAQ from Google CEO, Sundar Pichai, to employees  
https://www.cnbc.com/2020/12/14/google-ceo-email-delays-return-to-sept-2021-no-permanent-remote-work.html 
8 At issue: whether jurisdictions can tax the income of remote workers who are no longer commuting to the office. 
The debate is headed to the Supreme Court. See: https://www.wsj.com/articles/states-square-off-over-taxing-remote-
workers-income-11608735600 
9 Source: Redfin survey, May 2020

1 in 4 newly remote workers expect to continue to work 
remotely once shutdowns end…more than 50% of people in 
New York, Seattle, San Francisco and Boston would move if 
work-from-home became permanent.9

“

We will pilot a hybrid model in which teams come together 
for ‘collaboration days’ in the office and spend the other days 
doing focused work for home or the office… you will need to 
work from your assigned Google office and will be expected to 
live in commuting distance of your assigned offices.7

“



*Of participants who responded to the survey question. 
Source: US Census Bureau Household Pulse Survey, November 25 – December 7.

Sources: Press releases and news articles.

Figure 9: Fraction who substituted some or all of typical in-person work 
for telework because of coronavirus, us and the 15 largest metros

All workers* (%) Workers with bachelor’s degrees or higher* (%)

US 37 62

Washington, D.C. 57 78

Boston 53 73

Seattle 53 73

San Francisco 51 74

New York 48 69

Los Angeles 43 67

Chicago 44 69

Philadelphia 44 68

Phoenix 41 59

Miami 40 55

Atlanta 40 68

Dallas 40 62

Detroit 39 65

Houston 37 64

Riverside 32 57

Figure 10: Select corporate moves in 2020

Firm Prior HQ New HQ

Hewlett-Packard California Texas

Charles Schwab California Texas

Oracle California Texas

Icahn Enterprises New York Florida

Starwood Property Connecticut Florida
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As in the US, young adults in both Japan and South 

Korea have felt the pinch of rising housing costs. 

According to a 2020 survey, 71% of young men over 

the age of 19 in South Korea rely on their parents 

to provide housing. Particularly for those in Seoul 

(note that the Seoul Metropolitan area is home to 

nearly half of the nation’s 51.6 million residents), the 

surge in home prices has pushed young, first-time 

job holders out of Seoul to several satellite towns, 

forcing them to commute for hours on crowded 

public transit to reach their jobs downtown. 

This is also partly the case in large Japanese 

cities. Since the Covid outbreak, some residential 

developers have released many new homes in major 

cities’ peripheral areas, with most of them well-sold 

out. People want larger homes with more space 

to work-from-home and are willing to compromise 

on accessibility to the city/central business area in 

order to secure more space. The movement out of 

Tokyo is also evident in recent population trends: 

the population of the Tokyo prefecture has been 

gradually decreasing since the onset of Covid, 

while the populations in a number of neighbouring 

prefectures have been increasing.

Myth #3: single family rentals have widespread appeal.
Reality #3: rental homes may make sense in pricey locales, but 
landlords face higher acquisition prices and more competition from 
potential buyers, which may limit their expansion going forward. 

Many people purchased their last apartment or house 
thinking they wouldn’t be there much; you’d eat out every 
night at a restaurant, go to the gym in the morning, bars on 
weekends, go on vacations several times a year, and now you 
can do none of that. So you just sit at your dining room table 
and think, ‘I hate this place, I need a backyard and an office 
and a bigger kitchen.10

“



In the aftermath of the GFC, a glut of foreclosures left 

banks “house rich and cash poor.” Bulk home sales, at 

often discounted prices, led to the era of the for-rent 

home. Popularised by two large institutional players, 

American Homes 4 Rent and Invitation Homes, 

which own more than 130,000 homes on a combined 

basis, the for-rent home offers the amenities of home 

ownership (more space, a backyard) accompanied 

by a flexible time horizon but without the requisite 

down payment. Home rentership is often a temporary 

stop; portfolio turnover in 2019 at American Homes 

4 Rent and Invitation Homes was 36.9% and 30.1%, 

respectively, only modestly lower than the comparable 

figures for apartments renters. 

While homeownership remains out of reach for many, 

few dream of becoming a lifelong renter; the number 

one reason for purchasing a home across buyers 

aged 22-64 according to NAR’s annual survey is the 

desire to own a home of one’s own.11 Importantly, 

the desire to be closer to job/school/transit ranked in 

the single digits – just 3% across all buyers – while 9% 

of buyers cited the “desire for a larger home” as the 

primary impetus behind their home purchase. If the 

post-Covid environment offers the greater work-life 

balance that many envision, a certain segment of the 

population may be able to trade proximity to their job 

for a larger space – and that larger space may be in 

a less pricey area that lends itself to homeownership, 

rather than renting. 

The same headwinds that potential homebuyers face 

given the rapid price appreciation of single-family 

homes over the past year present an equal hurdle 

for institutional homebuyers, who risk adding to their 

inventory at record-high prices. American Homes 4 

Rent, which also builds new to-rent homes, also faces 

additional competition from builders and developers 

for raw or entitled land – where prices have soared – 

in addition to softwood lumber prices that have more 

than doubled since April. 

A potential source of supply for these institutional 

single-family landlords may be the more than 2.8 

million homes that are in mortgage forbearance 

should these homeowners end up ultimately losing 

their homes in foreclosure. However, there is a 

significant difference between homeowners who 

are behind on rent today versus those who were 

behind on rent during the GFC: homeowners have 

significantly more equity in their homes today, so an 

outright sale may be more likely than a default. 

While those that have the luxury of being able to 

work from home may not mind a slightly longer 

commute in the future, there will always be jobs that 

must be performed at a work location – whether a 

construction site or a hospital – and finding enough 

space at an affordable price point in a house or 

apartment can be a challenge for households with 

children. (The average square footage of an American 

Homes 4 Rent property (1,986 sf) and an Invitation 

Homes property (1,870 sf) easily translates to three 

bedrooms and two bathrooms – and are decidedly 

aimed at families.)

In many markets in the US, even a 3.5% down 

payment on an FHA-insured mortgage is out of reach 

for many, particularly in coastal metros like Anaheim/

Santa Ana (Q3 2020 median prices: $910k), San 

Francisco ($1.125 million) and San Jose ($1.4 million). 

However, in the Southern California markets where 

Invitation Homes operates, such as Los Angeles (Q3 

2020 median price: $709k) and San Diego ($729k), 

Invitations’ rental homes will likely see robust demand. 

Their Southern California homes rent for an average 

of $2,533, below the cost of owning the median-

priced home, particularly once property taxes are 

incorporated into the buy-vs-rent equation. In these 

markets, even the $15,000 tax credit that President 

Biden is advocating for first-time home buyers will not 

move the needle for these would-be buyers.12 

11 National Association of Realtors (2020) 2020 NAR Home Buyer and Seller Generational Trends. Available at https://www.
nar.realtor/sites/default/files/docu-ments/2020-generational-trends-report-03-05-2020.pdf 
12 Institutional single-family rentals are a relatively new product category, although CBRE Global Investors did acquired a large 
residential portfolio for its Dutch Resi-dential Fund, where two-thirds of the units (605 in total) were single-family homes. 
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The GFC and its aftermath brought the era of 

“boomerangers,” children of baby boomers who 

had graduated university and/or were starting 

their careers, and who subsequently lost their 

jobs (or never secured employment to begin with) 

and returned to the family nest. As this trend 

began prior to the onset of the last recession and 

continued through the boom of the last decade, 

it cannot be entirely attributed to the reduced 

employment prospects of young adults during the 

GFC. Nonetheless, the increasing willingness of 

young people to return to their parents’ home is one 

factor eroding household formation of this segment 

of the population. Yesterday’s “boomerangers” are 

today’s “Zoomerangers,” chatting with their friends 

(and colleagues, if employed) from their childhood 

bedrooms. In the US, any stigma about moving in 

with one’s parents appears to have evaporated 

(Figure 11). Two million students are estimated 

to have received their bachelor’s degrees in the 

US in 2020, and the timing of their graduation – 

during the heart of a recession – may have lifelong 

implications for their incomes, with earnings’ losses 

that persist for 10-15 years,13 in turn making future 

homeownership that much more elusive.

Myth #4: today’s young adults are more independent than their 
predecessors.
Reality #4: in some countries, young people are increasingly delaying 
the formation of their own household, which is reducing the growth 
of the renter and homeowner populations. 

13 von Wachter, T. (2019), Lost Generations: Long-Term Effects of the COVID-19 Crisis on Job Losers and Labour Market 
Entrants, and Policy Options, Fiscal Studies, forthcoming. Available at http://www.econ.ucla.edu/tvwachter/papers/LT_
effects_ Fiscal_Studies_TillvonWachter.pdf

According to Michigan State’s Collegiate Employment 
Research Institute Fall 2020 survey of 2,408 employers, 
a quarter of responders ceased recruitment efforts or 
rescinded full-time offers to recent graduates. Similarly, 
about 25 percent of surveyed companies are not planning to 
recruit from colleges, at least until 2021.

“



Figure 11: Fraction of young adults in the us aged 25-34 living at home (parent is householder)
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Source: Eurostat.

As in the US, 27% of people in the UK aged 20-34 

years were living with their parents in 2019 – the 

highest proportion since the series began in 1996 – 

and a sharp increase from earlier figures (22% in 2009 

and 20% in 1999), according to the Office for National 

Statistics. By contrast, however, the experiences in 

the US and UK run counter to the trends observed 

in continental Europe, where household formation 

rates generally have exceeded the growth of the adult 

population growth in most markets (Figure 12). 

In Madrid and Munich, for example, household 

formation rates are roughly twice as great as the rates 

of general population growth. However, we note that 

household growth in Europe has been led by older, 

single adults; among single women and men aged 

55-64, the percentage change in households between 

2010 and 2019 was 23.3% and 47.7%, respectively, 

more than twice the rate of growth of single 

households for those aged 25-54.

13 von Wachter, T. (2019), Lost Generations: Long-Term Effects of the COVID-19 Crisis on Job Losers and Labour Market 
Entrants, and Policy Options, Fiscal Studies, forthcoming. Available at http://www.econ.ucla.edu/tvwachter/papers/LT_effects_ 
Fiscal_Studies_TillvonWachter.pdf

Figure 12: Growth rates of the adult population by main type of households, 
sex and age, EU-27, 2010-2019 (%)

 Women, Ages 15 and older Men, Ages 15 and older

Adults in a couple 3.6  4.1 

Adults in another type of household -7.7 -8.7 

Single adults 12.4 27.0 

Total adults 2.1 3.4 
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Several Asian societies – notably Japan and South 

Korea but increasingly, urban China as well – have 

long highlighted the flip side to the positive impacts 

that investments in education bring. With young 

people in these societies working very hard in 

the early stages of their careers to “recoup” the 

investments in their higher education, marriage and 

child-rearing have become less of a priority. 

While this has caused the number of single 

households to increase – which would typically be 

seen as a positive for rental apartment demand – the 

Statistics Bureau of Japan estimates that the total 

number of households will peak in 2023, after which 

point, the number of households will begin to decline 

for another decade.14

After a period of decline in the late 1990s, the 

population of those aged 20-34 in the US has 

steadily risen, with a pronounced increase over the 

last decade, particularly among those aged 25-29. 

However, the wave of growth among young adults 

is set to come to a halt in 2021, after which point, 

the expected population of people aged 20-34 is 

expected to decline for the next three decades 

(Figure 14). This decline is also expected in Europe 

– in Eastern Europe in particular – and makes 

in-migration that much more important given that 

immigrants tend to be significantly younger than 

other residents. For example, at the beginning of 

2019, the median age of the total population of the 

EU-27 stood at 43.7 years, while it was 29.2 years 

for immigrants to EU-27.15

Working-age populations are expected to 

contract throughout most of Asia (Figure 13, with 

implications not only for output growth, but also 

residential demand. 

Recently, the South Korean government reported 

its first population decline in 2020 for the first time 

in the country’s history—the culmination of a multi-

decade deterioration in demographic trends. Births 

in 2020 were down 10.7% year-on-year according to 

the South Korean Ministry of the Interior and Safety’s 

census16 and Korea’s working-age population is set 

to decline by an average of just under 1% a year 

over the next decade. In China, the proportion of the 

Chinese population aged 20-34 continues to shrink, 

down from 27.3% in 2000 to 21.7% in 2019 according 

to National Bureau of Statistics. With a birth rate 

that has declined over the past 20 years (and that 

reached a record low of 10.5 births per 1,000 people 

in 2019), we expect this trend to persist. As in Japan, 

where an insufficient amount of in-migration has been 

unable to offset a widening gap between deaths and 

births (deaths have exceeded births for since 2006), 

in many parts of Asia, the number of young adults 

is contracting. 

14 Statistics Bureau of Japan (2020). Statistical Handbook of Japan 2020. Avail-able at https://www.stat.go.jp/english/data/
handbook/c0117.html and National Institute of Population and Social Security Research (2018). Household projections for 
Japan; 2015-2040. Available at http://www.ipss.go.jp/pp-ajsetai/e/hhpr-j2018/t-page_e.asp 
15 Eurostat (2020) Migration and migrant population statistics. Available at https://ec.europa.eu/eurostat/statistics-explained/
index.php/Migration_and_migrant_pop-ulation_statistics 
16 The decline in births in South Korea is so severe that beginning in 2022, every pregnant woman will receive 1 million won 
($920), followed by 2 million won  
($1,839) upon birth, with additional subsidies if both parents opt for childcare leave within the first year of birth.

Myth #5: a wave of millennials will boost renter and 
homebuyer demand.
Reality #5: the cohort of 20-34 year-olds is set to decline for 
the first time in 20 years.



Figure 13: Projected annual change in the working age population by country (%, annual average)
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Figure 14: US historical and forecast population of age cohorts 20-24, 25-29 and 30-34 years old
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Source: Capital Economics.

Source: Census and Moody’s forecasts.

In many places, while there has been an increase 

in the age of the renter population over time, 

the demand for rental units in major urban centres 

is likely to weaken from its current trend, unless 

some of this demand is offset by downsizing 

older homeowners, who choose to sell and rent 

instead. Nonetheless, in many cities, young adults 

overwhelmingly live in rental housing, and in many 

cases, the quality of the rental stock is geared to 

this demographic. In 2019, 2/3 of US households 

headed by individuals age 34 and under were renters 

(versus owners), but in Manhattan and San Francisco, 

these figures stood at 93% and 88%, respectively.

Moreover, many of these cities have experienced net 

domestic outmigration for several years – a trend 

that has preceded Covid (Figure 15) – and face the 

potential for an increasing exodus with the trifecta 

of rising crime (Figure 16), record fiscal deficits and 

underfunded transit systems. (In many American 

cities, crime had been on a steady downward trend 

since the early 1990s.) It is too soon to tell whether 

any of these factors will deter young renters, but 

should cities seek to recoup their lost income and 

sales tax revenues by hiking property taxes, renters 

may find their rents rising precisely at the same time 

the convenience and allure of living in a city fades.
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Figure 15: Sources of population change, April 2010 – July 2019, 
35 largest us metros ranked by 2010 population
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Sources: https://www1.nyc.gov/assets/nypd/downloads/pdf/crime_statistics/cs-en-us-city.pdf 
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Covid’s impact extends far beyond the typical 

recession, reshaping individuals’ financial decisions 

and allowing many to prioritise lifestyle choices 

in a way that has been previously out of reach. 

Coastal city centres in some of the most expensive 

residential rental markets are likely to underperform 

as households rethink their housing options, but we 

see many areas that will be favourable for the next 

generation of renters. 

Metros that 
will multiply 
Atlanta 

Austin  

Charlotte 

Dallas 

Denver  

Miami 

Nashville 

Phoenix 

Raleigh 

Salt Lake City 

Metros to 
monitor 
Boise 

Charleston 

Cleveland Memphis 

Oklahoma City 

Tampa 

Tulsa 

Tucson 

San Antonio

Figure 16: Murder and burglary data, 2020 ytd vs. 2019 

City
Murder, 
2020

Murder, 
2019 % Change

Shooting 
victims 
2020

Shooting 
victims 
2019 % Change

Chicago 762 491 55 3,237** 2,120** 53

Philadelphia 469 346 36 2,222 1,446 54

New York City 447 317 41 1,855 914 103

Los Angeles 343 257 34 1,301 938 39

San Francisco* 45 34 32 n/a n/a n/a

Seattle 47 28 68 n/a n/a n/a



How should we 
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If 2020 has taught us anything, it’s that forecasting is for fools. 
How many of us had factored in a global pandemic that would 
result in the world economy being very deliberately put into a coma 
for much of the year? Indeed, looking back at Q1 2020, it’s rather 
embarrassing how those of us living in the West with very little 
experience of modern epidemics underestimated the length and 
destruction of the pandemic. Back then, too many of us discounted 
it as being, like MERS and SARS, a regional rather than a global 
issue. I’m as guilty as anyone. Delaying a tour of Pinewood Studio 
booked for late March, I picked a date in December, thinking that was 
beyond safe. December 2021 might have been the better option. 

All of these speaks to our inability to think 

systematically and rigorously about risk. After all, 

a global pandemic is not, to use Nassim Nicholas 

Taleb’s typology – a Black Swan. A Black Swan is 

an unforeseeable economic shock with extreme 

consequences. By contrast, Taleb has described 

the global pandemic as a White Swan – something 

eminently foreseeable, and something which some 

national agencies did indeed plan for, but which 

others discounted as too low a probability to be 

worth investing in preparedness. Moreover, as  

Taleb explained in his article in the Neue Zürcher 

Zeitung, this particular White Swan was even more 

dangerous because of how mobile people, goods 

and services are and how little buffer we allow for  

in our interconnectedness. 

This feeds into Taleb’s wider thesis about 

anti-fragility: that in a world of “increasing 

interconnectedness and exaggerated optimisation”, 

we have created a global economic system that is 

perfectly designed to communicate shocks with 

devastating speed. 

Accordingly, as prudent investors, we have two tasks. 

The first task is to try to forecast the economic 

cycle and any foreseeable shocks and factor those 

into risk-adjusted return forecasts and portfolio 

construction. This has been the meat and potatoes 

work of real assets research teams for decades.

But the second, equally important, task is to admit 

our fallibility and that there will be both White Swans 

that we could but typically fail to adequately price 

in, and Black Swans that we cannot properly price in, 

and that both will have a potentially extreme impact 

on portfolio performance. Accordingly, we need to 

approach portfolio construction by looking at types 

of asset that perform under different circumstances. 

This is a concept that has been explored in great 

depth by Louis Gave at Gavekal, and which I will try 

to apply to the world of real estate investment in the 

rest of this essay.
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Long-term structural trends 
that drive secular demand; 

Where we are in the 
economic and investment 
cycle;

The risk of White or Black 
Swan shocks.

01 02 03

Incorporating exogenous shocks into our House Views process
To begin, it’s worth restating the framework for portfolio construction. Figure 1 shows a schematic of the 

process. We need to consider three factors: 

In fact, we already follow this approach in our Global 

House Views process. The first step is to consider 

which structural trends are driving real assets 

investment themes over the long-term, regardless 

of where we happen to be in the economic cycle. 

For example, for the past five years we have leaned 

into the structural trend toward e-commerce as 

a driver of logistics demand and reduced our 

strategic allocation to retail. Similarly, today, we 

are strategically overweight to data centres and 

renewable energy given the structural trend toward 

cloud computing; the internet of things; and a 

heightened focus on climate change. Many of the 

essays in this publication have re-tested these 

assumptions about structural demand drivers in  

light of the pandemic.

The second step is to formulate a national to city 

level global macro-economic house view that in turn 

powers our five-year real assets return forecasts. 

This enables us to take a view on where we are in 

the economic cycle and how to tactically position 

our portfolios given our view on where relative value 

lies. This is the work that was summarised in our 

recent Global House Views publication.

It’s the third step that isn’t currently part of our Global 

House Views process. To be sure, we do run a set of 

downside macro-economic forecasts that translate 

into real estate forecasts. These are in turn used to 

stress-test our asset-level underwriting and business 

plans. But they are more concerned with foreseeable 

and iterative risks to our base case. For example, 

in the latest House Views process our downside 

scenario assumed that the vaccine was not delivered 

in H1 2021 but in H2 2021 causing further stress to 

the real economy and increased the chances of a 

temporary shock leading to a global financial crisis 

(GFC)-like balance sheet recession. So effectively 

what we – and most other forecasters are doing – 

is increasing the amplitude or length of a cyclical 

downturn and seeing what consequences that would 

have for economic and real assets performance.

This is a sensible approach because one clearly 

can’t – by definition – incorporate a Black Swan 

event into one’s forecasts, and even with White Swan 

events it would be easy to pick the wrong one(s)  

to incorporate and assign the wrong probabilities.  

So, trying to do so might give false comfort – 

creating endless spools of number crunching but 

actually not really adding insight to investment 

committee debate or improving client outcomes.



Figure 1: A schematic for portfolio construction through the economic cycle
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And this leads us back to the Gavekal approach of 

categorising assets by the role they should play in  

a balanced portfolio and then toggling the weights 

of those according to one’s assessment of structural 

risk, cyclical risk or exogenous shocks. They sort 

assets into five categories:

1. Structural growth assets. These benefit from 

favorable long-term behavioral trends and have 

predictable cashflows that are less dependent on 

the macro cycle 

2. Cyclical growth assets. These perform when 

the economy is in a cyclical upswing but see 

performance suffer in recessions e.g. prime offices.

3. Anti-fragile assets. These assets actually 

outperform in recessions

4. Defensive assets. These have predictable 

cashflows and lower volatility than the broader 

market, providing a low risk-return bedrock of 

stable unexciting returns.

5. Disruption assets. These are typically high-growth 

– although often loss-making – which increases 

the risk of ownership when liquidity runs dry.

Figure 1 shows a hypothetical schematic of how 

portfolio construction might vary given a) the 

risk-return preferences of the investor and b) the 

position in the economic cycle. 
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We feel that structural growth assets should be the 

bedrock of any portfolio for core investors, providing 

growth despite the position of the economic cycle. 

The proportion of the portfolio made up of these 

assets will of course vary by how far the investor 

wishes to play the macro cycle or be a long-term 

structural investor. We have put them in here at a 

fifth of the portfolio, but frankly for core investors, 

this would be far higher. 

The next choice is between cyclical growth and 

anti-fragile assets. Logically, one should increase the 

allocation to cyclical growth assets at the trough of 

the cycle and take profits at the peak of the cycle, 

mindful that calling the cycles perfectly is far from  

a perfect science. We also need some portion of  

anti-fragile assets for the reason that not all shocks 

can be foreseen. But we also think it’s wise to 

increase that protection the closer one is to  

the peak of the cycle because the disruptive 

consequences of shocks are worse when the 

economy hits a downturn. 

The final choice is between defensive and disruptive 

assets. One approach could be to toggle this over the 

cycle in much the same way as the choice between 

cyclical and anti-fragile assets. However, given how 

much cycle-timing risk is inherent in that part of the 

portfolio, it might make better sense to simply make 

a choice here depending on the long-term risk-return 

preferences of the investor. So, for core investors, add 

a top layer of defensive assets that should provide 

safe cashflows at most points of the cycle, but at 

the cost of lower yields. And, for more opportunistic 

investors add a top layer of disruptive assets – that 

deliver high risk returns, in full awareness that these 

might prove illiquid in cyclical downturns, or during 

periods of exogenous shock. 

At the start of the cycle, we would increase cyclical 

growth assets and toward the end we would 

increase anti-fragile assets.



Structural Growth Assets
Unsurprisingly, and in a vindication of Global House 

Views approach, not only has industrial done well 

during the cyclical upswings, it has also performed 

relatively well during the 2001 recession, the GFC 

and the pandemic. We show this in a worked example 

using private market US data in Figures 2 and 3. In the 

UK, we have private market quarterly performance 

data back to 2002, and it shows that industrial clearly 

outperformed during the GFC and the pandemic 

to date, but also outperformed for much of 2010s, 

opening up a clear gap against offices after the Brexit 

referendum in 2016. (Figure 4). Turning finally to 

Continental Europe, we have quarterly private market 

going back to 2008. Figure 5 shows once again that 

industrial outperformed in both recessions as well as 

in the expansion period. 

01

The post-GFC period is really interesting because 

in both the UK and US, thanks to the rise of 

e-commerce, industrial appears to have taken 

over some of the defensive characteristics that 

we would have typically associated with prime 

retail. A good example of this is the high degree of 

relative outperformance of US neighbourhood and 

community centre (NCC) retail during the GFC. 

Similarly, we believe that the structural headwinds 

for retail continue to be severe and indeed 

exacerbated by the pandemic.  

 

Mapping Private Real Estate Asset Types onto the Five-Component Portfolio 
Construction Approach
The next step in this thought experiment is to look 

at historic real estate performance and see which 

sectors and geographies map onto our five asset 

types listed above. Given that most countries only 

have annual valuations and market data, we began 

by looking at the MSCI US Quarterly Property Index. 

Another factor is how people live – whether in dense 

cities or more spaced out suburban or rural settings. 

Or taking it one step further, whether they typically 

live in single-person or single-family households or 

in multi-generational multi-family households. Finally, 

countries went into the pandemic with radically 

differing public health infrastructures – whether in 

terms of national registers of patients or intensive 

care unit (ICU) capacity relative to population size. 

Accordingly, even if public policy had been delivered 

with the same speed and clarity and aims in each 

country, the efficacy of that policy would have been 

different. Indeed, putting these three factors goes 

a long way to explaining the different pandemic 

experiences of our major markets. Japan, the UK 

and the US are great examples of how the different 

factors collide and contrast. 
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Accordingly, we would continue to be both 

strategically and tactically underweight to this 

sector. That said, the forced rapid repricing taking 

place due the pandemic could mean that certain 

asset types and qualities within retail rebase and 

look attractive sooner than previously expected. 

Indeed, we started to see the first hint of this as 

the US NCC segment began to look attractively 

priced on our RARE framework during our H2 2020 

House Views round. Performing a similar analysis 

using listed market data in the US, where we have 

the richest dataset, confirmed these performance 

characteristics. While Industrial REITs haven’t 

always been relative out performers, it has been 

increasingly true over the last decade (Figure 6). 

Given the conclusions of our logistics essay, we 

would argue that this both private and public 

logistics assets will retain these characteristics over 

the next cycle, and that it should continue to be a 

bedrock of any real assets portfolio. 

However, by extending our analysis to the listed 

sector we can also find other niche asset classes. 

Figure 6 shows that storage REITs are benefiting 

from long-term secular growth drivers around the 

accumulation of consumer goods and the lack of 

affordability of residential space in many major 

markets, as described in our residential essay earlier 

in this publication. And, although the history is 

short, Figure 7 shows the outperformance of data 

centres and towers. This is unsurprising given the 

exponential growth in the penetration of global 

cellular phones and broadband connections, and the 

exponential rise in our data needs as we move to 

cloud computing and online work, leisure and retail. 

(Figures 8 and 9.)

Figure 2: US total returns by sector, % Y/Y
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Figure 3: historic real estate returns

Compound over the period stated. The darker green the more the degree of outperformance relative to the 

All Property average – conversely the darker red the more the degree of underperformance.

 TOTAL RETURN

Dotcom 
recession  

2Q01 - 4Q01
Expansion 

1Q02 - 4Q07
GFC Recession 

1Q08 - 3Q09
Expansion 

4Q09 - 4Q19
COVID-19 

1Q20 - 

Retail 4.9% 135.9% -21.4% 126.4% -6.2%

Super / Regional Malls 5.6% 147.6% -13.7% 133.9% -8.6%

Community / Neighbourhood 4.3% 133.4% -23.5% 132.2% -3.9%

Power Centers -25.7% 126.9% -3.5%

Other Retail -26.2% 118.9% -7.3%

Apartment 7.3% 97.6% -25.0% 170.2% 0.0%

High Rise Apartments -22.7% 144.4% -1.1%

Mid Rise Apartments -26.9% 158.3% -0.2%

Low Rise & Garden Apartments 7.1% 98.0% -25.0% 184.3% 0.8%

Office 1.5% 101.1% -28.8% 155.3% -0.5%

CBD Office 3.3% 105.9% -28.2% 169.9% -0.9%

Urban Office -3.0% 117.1% -29.6% 147.5% 0.0%

SBD & Suburban 1.1% 86.6% -29.7% 122.70% 0.0%

Medical Office -25.5% 211.2% 2.3%

Industrial 8.6% 92.2% -25.0% 239.7% 4.2%

Warehouse 9.4% 96.4% -24.9% 245.9% 4.2%

Other Industrial 5.1% 76.0% -25.7% 191.8% 3.8%

All 4.5% 103.7% -25.9% 165.3% -0.2%
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Figure 4:  UK total returns, % Y/Y
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FIgure 5: Pan european total returns, % Y/Y
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Source: MSCI.

Figure 6: US listed industrial and self-storage trailing 12 month relative returns  
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Figure 7:  US listed towers, data centers and net leased: gaming trailing 12 month relative returns
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Figure 10: US O�ice sector total returns, % Y/Y
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Source: MSCI.

Figure 11: US listed hotels, CBD o
ice, retail and apartments trailing 12 month relative returns
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Figure 12:  US listed medical o�ice and large cap healthcare trailing 12 month relative returns
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Figure 14:  US listed single-family rented housing, net leased gaming, data centres and towers trailing 
12 month relative returns
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Figure 18: Annual fund returns of core versus higher-return seeking funds, % Q/Q
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Figure 8: Mobile cellular and fixed broadband subscriptions per 1 million people
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Figure 9: Secure internet servers per 1 million people
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Figure 13A:  Eurozone tertiary education enrollment and GDP, %Y/Y 
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Figure 13B:  UK tertiary education enrollment and GDP, % Y/Y
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Income return Retail Apartment Office Industrial

10 Years
Return 5.16% 4.20% 4.80% 5.16%
Volatility 0.34% 0.24% 0.28% 0.36%
Ret/Vol 15.4 17.2 17.2 14.2

15 Years
Return 5.48% 4.42% 5.14% 5.49%
Volatility 0.38% 0.29% 0.38% 0.40%
Ret/Vol 14.5 15.4 13.4 13.7

20 Years
Return 6.18% 4.90% 5.86% 6.10%
Volatility 0.69% 0.54% 0.72% 0.64%
Ret/Vol 8.9 9 8.2 9.6

Figure 15: historic US income returns and volatility of income return



Figure 16: Historic UK income returns and volatility of income return

The darker the shade of green the greater the degree of outperformance and the reverse for the shade  

of red.
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10 

Years

Return 

(%)
7.25 3.19 0.15 0.01 5.31 2.35 9.60 9.03 11.43 10.70 11.69 11.38 11.43 9.53

Volatility 

(%)
3.06 3.99 6.33 5.17 3.06 4.35 2.08 3.53 3.33 3.47 3.56 3.18 3.34 3.02

Ret/Vol 2.37 0.8 0.02 0 1.74 0.54 4.61 2.56 3.43 3.08 3.28 3.57 3.43 3.16

15 

Years

Return 

(%)
8.11 3.56 -0.49 -0.62 6.71 2.82 17.43 10.42 12.20 10.87 12.42 12.00 12.25 12.30

Volatility 

(%)
6.86 7.35 8.31 7.83 5.96 8.53 6.67 7.30 6.59 6.48 6.34 6.71 6.59 4.83

Ret/Vol 1.18 0.48 -0.06 -0.08 1.13 0.33 2.61 1.43 1.85 1.68 1.96 1.79 1.86 2.55

Source: MSCI.
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2Y 17% 18% 17% 18% 22% 22% 23% 22% 24% 29% 29% 34% 36% 37% 37% 45% 51% 53%

3Y 16% 18% 20% 17% 19% 19% 22% 20% 22% 26% 25% 29% 32% 31% 32% 38% 43% 44%
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1Y 8.6% 6.4% 11.1% 9.1% 4.9% 5.3% 4.0% 3.5% 3.2% 5.7% 4.0% 6.8% 6.0% 8.8% 8.7% 11.1% 14.2% 14.6%

2Y 6.7% 4.8% 8.1% 7.1% 4.3% 4.0% 3.3% 2.6% 2.4% 4.6% 3.1% 5.1% 5.0% 6.4% 6.2% 7.9% 10.4% 10.5%

3Y 5.9% 4.2% 7.0% 6.1% 3.8% 3.6% 3.1% 2.9% 2.2% 3.9% 2.7% 4.3% 4.5% 5.3% 5.3% 6.6% 8.8% 8.6%

4Y 5.7% 3.9% 6.4% 5.5% 3.5% 3.4% 2.9% 2.7% 2.2% 3.4% 2.5% 3.9% 4.2% 4.7% 4.9% 6.0% 7.8% 7.7%

5Y 5.5% 3.6% 5.9% 5.4% 3.5% 3.5% 3.0% 3.2% 2.3% 3.2% 2.6% 3.6% 3.9% 4.5% 4.7% 5.5% 7.5% 7.0%

7Y 5.5% 3.2% 5.3% 4.7% 3.2% 3.1% 2.7% 3.6% 2.2% 2.9% 2.6% -- 3.6% 3.9% 4.2% 4.7% 6.7% 6.0%

Figure 17: Listed sector historic volatility and tracking error

Sources: CBRE Clarion, MSCI US REIT Index.



Figure 19: a schematic for portfolio construction through the economic cycle

PRIVATE  

MARKET

LISTED  

MARKET

Toggle between defensive 

and disruptive assets 

depending on risk 

preference, 25%

Disruption assets,  

5-20%

Development assets X X

Highly levered value-add assets X X

Assets in low liquidity small or 

EMs
X X

Defensive assets,  

5-20%

Multi-family residential X

Manufactured homes X

Medical office X

Towers X

Data centres X X

Net lease gaming X

Toggle between cyclical 

and anti-fragile assets 

depending on position in 

economic cycle, 40%

Anti-fragile assets,  

5-35%

Self-storage X X

Student housing X

Healthcare X X

Life science X X

Medical office X X

Cyclical growth 

assets, 5-35%

Multi-family residential X

Single-family rented housing X X

High quality tourist-driven retail X

Hotels X X

Leisure X X

Future-proof CBD office X X

Bedrock through the cycle 

at 35%

Structural growth 

assets, 35%

Towers X

Data centres X X

Net lease gaming X

Self-storage X X

Logistics

Highly attractive segments that perform a double duty of underpinning growth AND providing a 

recessionary hedge  

Highly attractive segments that perform a double duty of being defensive AND potentially providing 

a recessionary hedge
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Cyclical Growth Assets
Looking at both the US and the UK, as we would 

expect, the office sector underperformed in the 2001 

recession, the GFC and the Covid crisis to date. So, is 

this offset by them being the best performers in the 

cyclical upswings? Figures 3 and 4 show that the US 

evidence mixed. In the 2000s expansion, the best 

performer was retail and in the 2010s expansion, the 

best performer was industrial. But Figure 10 shows 

that CBD and urban office would’ve also beaten the 

index in the 2000s upswing and CBD office would’ve 

beaten the index in the 2010s. This is mirrored by 

the performance of Central London office, at least 

until 2016. The message is that US and UK CBD 

offices were cyclical growth assets historically. 

The evidence in Europe, perhaps influenced by very 

low in-going yields and patchy rental growth outside 

of the “big three” markets, offices failed even to be 

the cyclical upswing outperformer in the late 2010s 

recovery, with particularly weak performance in 

2013-14 during the Eurozone crisis (Figure 5).

The key question is whether we should expect 

such outperformance again in the post-pandemic 

recovery. As we argued in our Future of Offices 

essay, this will depend on the market and most 

specifically the quality of the office assets in 

question. Our view is that investors cannot simply 

add a “market beta” sample of offices and play the 

forthcoming cyclical upturn. Rather, that offices 

will exhibit “K-shaped” performance, with the best, 

future-proof, flexible, amenitised, ESG compliant 

offices providing that historically typical cyclical 

growth, but with everything else performing poorly  

as it feels the ill-effects of a structural shift away 

from office demand. We strongly believe that  

being just the wrong side of this dividing line  

will be heavily punished. 

02

With the portion of offices that we would feel 

comfortable including in a cyclical growth portfolio 

now smaller, the question is what we should replace 

the good secondary office play with. One answer 

could be to look to the pro-cyclical niche sectors, 

such as leisure and tourist-driven hotels. We expect 

to see an even more than usually juiced up cyclical 

bounce-back given the forced high savings of 

consumers during the pandemic. (Figure 16 in the 

pandemic Essay). The best quality tourist-driven retail 

could also fall into this sector once pricing has settled. 

This is borne out by looking at evidence from the US 

listed market, where hotels have joined CBD offices 

in being highly procyclical. However, it’s fascinating 

to see multi-family apartment REITs looking like 

cyclical growth plays in the listed, but defensive 

assets in the private markets (see later section). In the 

listed space, multi-family experienced negative net 

operating income (NOI) growth after the Dotcom 

crash, during the GFC and during Covid. This is likely 

because the market cap is heavily skewed towards 

the coastal markets that are inherently more volatile. 

Sunbelt markets, which are a smaller part of the 

listed market, have been significantly more stable. 

We will investigate the differential performance 

between listed and unlisted multi-family further in  

a forthcoming Insights paper. 

We also note that historically malls and community 

shopping centres looked like cyclical growth assets, 

but we are highly sceptical that this categorisation 

will continue given the structural headwinds facing 

the sector. 



Anti-fragile Assets
One might argue that industrial could be an  

anti-fragile asset, given its performance during the 

pandemic. However, we suspect that this is because 

of the forced step-change in e-commerce activity 

during periods of restricted physical movement. It is 

highly likely that as logistics demand is driven by the 

movement of goods due to international trade and 

retail – both highly cyclical economic activities –  

that in a normal recession in the future, industrial 

would see poor performance in line with the  

economic downturn.

Better examples of anti-fragile assets might be 

those seen as truly anti-cyclical, such as the medical 

office and life science sectors. Performance history 

in the private markets is limited so it is hard to test 

this assumption. However, it is the case that since 

2006, US medical office has far outperformed the 

wider office sector, and that it is the only subsector 

without a negative quarter of performance during 

the pandemic (Figure 10). Moreover, Figure 12 shows 

that medical office and large-cap healthcare REITs 

have typically outperformed the REIT market during 

contractionary periods. That said, large-cap healthcare 

underperformed during the Covid-19 contraction due 

to exposure to the at-risk/elderly population.

Another niche sector that might prove anti-fragile 

is the student housing sector. Again, performance 

data is limited, but it is certainly true that graduate 

student numbers increase during recessions as 

undergraduates look to delay their entry to the 

labour market (Figure 13).

Finally, even though it exhibits many characteristics 

of a structural growth asset, one might also consider 

self-storage to be an anti-fragile asset, given that 

recessions typically lead homeowners to downsize 

or put more renters in the position of not being able 

to make rent payments. Either one could increase 

demand for self-storage facilities. 

03

Although the history is short, Figure 14 also throws 

up some more candidates for anti-fragile assets 

in the listed space. Single-family rented housing 

has indeed outperformed in the pandemic-driven 

recession, but one wonders whether this is because 

of specific behavioural issues around suburban flight 

driven by the need for more space. Will this truly 

hold in a more typical cyclical downturn? We think 

the answer to this lies in the relative affordability 

differentials discussed in our residential essay earlier 

in this publication. While the assets are larger, the 

fact that they are not in expensive city centres 

suggest that they may be more recession proof  

than multi-family. 

Evidence from the Netherlands may prove helpful 

here, where there is a thriving single-family rented 

housing sector, admittedly with more of the assets 

in the rent-capped sector than in the US. In that 

market the sector has indeed proved to be a  

cyclical growth sector, doing well in expansions, but 

modestly underperforming in the GFC. As in the 

listed sector in the US, it has done relatively well 

during the pandemic but again we feel that is  

due to the very special nature of this particular 

downturn. So, we are going to assign single-family 

rented housing to the cyclical growth sector albeit 

with a watching brief!

It’s also interesting to see that net leased gaming, 

data centre and tower REITs have outperformed 

the REIT market during contractionary periods. 

The question is whether they belong in the 

structural growth or anti-fragile buckets, and the 

answer is arguably both. In other words, for investors 

looking for structural growth and a recession hedge, 

these sectors look incredibly attractive indeed. 
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Defensive Assets
In the private markets, the most obvious example 

of a defensive asset is the apartment sector, where 

thanks to very stable income returns performance 

has typically been in the middle of the pack 

regardless of the position in the economic cycle. 

Figure 15 shows that in the US, over the trailing 

10, 15 and 20 years, apartments have had the 

lowest income return volatility. Similarly, in the UK, 

residential has been particularly defensive with 

much lower volatility than the other sectors over 

both 10 and 15 years (Figure 16).

In the listed sector, one way of measuring this is to 

look for sectors with both relatively low volatility 

and low tracking error versus the REIT market. 

Manufactured home, life science, medical office, and 

single-family rented housing home for Rent REITs 

meet these criteria (Figure 17). Once again, we have 

some scepticism around how the characteristics 

of single-family rented homes will behave after the 

pandemic. But it’s fascinating to see that medical 

office appears in this category in the listed space 

and in the anti-fragile category, and in the anti-

fragile category in the US private markets – it 

suggests that it’s a sector that is doing double-

duty, defensive at the very least, and potentially a 

recessionary hedge with anti-fragile characteristics 

and some upside. Whether one gets the upside 

probably depends on the nature of the downturn. 

For example, in the current recession, where 

the focus on medical science is heightened, it is 

unsurprising to see a rush for medical office assets.

04



Disruption Assets
This is perhaps the hardest asset type to map to 

a real estate sector. The definition of “disruption” 

asset is one with high returns but a lack of liquidity 

in a recession. This seems to echo our experiences 

of investing in smaller, less liquid markets, rather 

than a particular asset type. For example, there 

will be times in economic cycle when investing in 

Central and Eastern European (CEE) markets, or 

smaller Western European markets such as Lisbon, 

can provide super-normal returns because of rapid 

“catch-up” growth. But in periods of market crisis, 

as investors become risk-off, one typically sees a 

withdrawal to the largest, most liquid markets, such 

as the UK, France and Germany.

05

Another way to describe disruption assets is to look 

at standing investments versus developments. Or 

low levered assets versus highly leveraged assets. 

It’s a source of great controversy how far value-add 

or opportunistic activities can deliver sustainable 

risk-adjusted outperformance or just levered 

market beta. Indeed, this sounds like a great topic 

for a future Global Vision essay! However, for now, 

Figure 18 shows that value-add funds do indeed 

have higher amplitude returns than core funds. The 

nature of the underlying assets (higher development 

exposure) as well as typically higher leverage make 

opportunistic funds in particular vulnerable to a 

withdrawal of liquidity and financing support in 

periods where investors and lenders are risk-off.
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Conclusions
As our taxonomy has shown, different real estate 

segments exhibit characteristics that could see them 

perform various functions in a well-constructed 

portfolio, and in the case of retail, office and single-

family housing, we could yet see those characteristics 

evolve in response to ongoing structural change.  

That said, we feel that the framework outlined in this 

essay provides a useful way to assess exactly how 

each additional investment is going to potentially add 

to the outperformance and resilience of the whole. 

While far from a perfect science, it was fascinating to 

see the commonalities and differences across listed 

and unlisted markets, suggesting that an optimal 

portfolio should exploit the characteristics of both.  

Some of the things that struck us powerfully were:

• The idea that logistics should continue to be the 
bedrock structural growth asset in any portfolio;

• The changing nature of office, requiring us  
to look for other sectors to provide cyclical 
growth opportunities;

• The limited role of retail, at least while it is re-rating, 
in providing any of the desired characteristics;

• The different characteristics of multi-family  
vs single-family housing held in the listed  
and unlisted sectors – a topic requiring  
further investigation;

• The idea that certain segments provide highly 
attractive combinations of characteristics:

 — For risk-averse investors, medical office 
appears to be defensive at the very least, and 
anti-fragile (providing a recessionary hedge)  
at best;

 — For growth-seeking investors, still seeking 
some defensive characteristics, towers, data 
centres, self-storage and net leased gaming seem 
to provide both structural growth AND defensive 
characteristics;

• It also does not escape us that the segments 
performing “double duty” are all in the niche 
sectors, validating the increasing investor focus 
on some of these sectors.

Looking again at Figure 1 suggesting how one might 

construct a portfolio at different points in the cycle 

and given different risk preferences, we can actually 

put some real estate sectors and segments into 

each of those buckets. 

Figure 19 shows that logistics remains the bedrock 

of the portfolio, but is now complemented by towers, 

data centres, net lease gaming and self-storage.

On top of that we toggle between cyclical growth and 

anti-fragile assets depending on where we are in the 

cycle. Cyclical growth will be delivered by residential 

and future proof office with hotels and leisure in the 

niche sectors. As recession risk increases we would 

rebalance toward niche residential and medical office, 

life science and healthcare.

And the final layer toggles between defensive and 

disruptive assets according to the investor’s risk 

preference. Defensive assets would be underpinned 

by multi-family residentials with niche holdings in 

medical office, data centres, towers and net lease 

gaming. By contrast higher risk-return seeking 

investors would include Disruption assets, with 

greater leverage, development and exposure to low 

liquidity markets. 

Naturally, this approach to portfolio construction 

is only one of the tools that should be given 

consideration, alongside our cyclical risk-adjusted 

return forecasts and thematic viewpoints. But it both 

validates the Global House Views process we have 

used in the past – pushing us toward the logistics 

and niche sectors at the expense of retail – as well 

as sharpening our thinking about the fundamental 

characteristics of each sector, and how their 

attractions will vary over the cycle. 
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