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“In late-cycle markets, it 
is important to choose 
a real estate investment 
platform and manager 
that combine deep 
research capabilities, 
the resources to invest 
across property sectors 
and geographies, and 
in-house operating 
expertise to execute risk-
controlled investment 
strategies.” 
 
BOB PERRY 
Head of  
Strategic Partners U.S.

INTRODUCTION
Over the past decade investment advisors 
have relied on core real estate as a source of 
strong income and capital returns. As these 
beta-driven returns moderate, a question 
among advisors today is how to generate 
attractive total returns while continuing to 
benefit from steady income.

We believe value-add real estate can offer investors a powerful 
combination of income and capital appreciation. Managers 
generate price gains through active management that grows 
property net operating income, thereby increasing the value 
of the asset.

Investor sentiment today can be characterized by both optimism 
associated with steady economic growth and understandable 
concern about a late-cycle environment. Value-add strategies 
take a balanced approach that can allow investors to participate 
in near-term economic expansion while providing defensive 
characteristics in the event of a downturn.

Value-add managers seek downside protection by investing 
in lower volatility property sectors and in quality assets with 
durable in-place income. Managers also look to further reduce 
risk by limiting the use of leverage and gaining diversification 
across property sectors and geographies.
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Source:   CBRE Investment Management, as of January 2020.

Note: We consider NFI-ODCE returns from 2010 through 2019 as an indication that beta returns 
in core real estate are moderating. 





VALUE INVESTING IN COMMERCIAL REAL ESTATE
Like value investing in stocks, value-add real estate strategies emphasize intrinsic value and 
unlocking returns through active management. Managers focus on investing capital and growing 
cash flows through:

• SOURCING – identifying underperforming properties or assets with favorable supply-demand 
dynamics held by capital-constrained or motivated sellers that can be acquired below 
replacement cost

• ACTIVE MANAGEMENT – renovating, repositioning and leasing vacant space

• PORTFOLIO AGGREGATION – building property platforms through portfolio acquisitions or 
aggregation of single assets with the goal of generating a premium upon disposition

• FINANCING AND CAPITAL MARKETS EXECUTION – optimizing the debt-equity capital 
structure and maximizing price upon property disposition 

Value-add strategies employ highly specialized, labor-intensive active management to grow 
property net operating income (NOI). Investment managers use various techniques to unlock the 
return potential in real estate assets (FIG. 1).

FIGURE 1: Value-add strategies involve various active management techniques
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For illustrative purposes only. Categorizations are based on  CBRE Investment Management’ subjective views. Each investment is subject to its own unique risks.  3



POSITIONING VALUE-ADD ALONG THE  
RISK-REWARD SPECTRUM
Private equity real estate (PERE) strategies are often differentiated by the following characteristics: 
physical condition of the property, building location, occupancy level, credit worthiness of tenants, 
length/term of leases and amount of debt used to capitalize an investment.

Lower risk value-add strategies employ modest leverage and seek to generate returns through a 
balance of income and capital gains. Diversified value-add strategies invest across major property 
types – office, multifamily, logistics and retail – in major U.S. markets. Managers acquire properties 
with in-place cash flow and make improvements to grow income (FIG. 2).

FIGURE 2: The risk/return spectrum in private equity real estate
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4 Note: Leverage is measured in terms of loan-to-value. Income is measured as a percentage of total returns.  
For illustrative purposes only. Categorizations are based on  CBRE Investment Management’ subjective views. Each investment is subject to its own unique risks.  



INVESTMENT ATTRIBUTES
1. BALANCED DRIVERS OF RETURNS
A value-add investment strategy includes multiple drivers of returns, thereby seeking to reduce the risk 
of poor performance arising from any single source.

Alpha is a key driver of return in value-add investing. A manager’s ability to increase NOI across 
a portfolio of properties can represent a material component of total return. NOI growth involves 
property-specific business plans and represents idiosyncratic risk-return in a portfolio context.

Movement in cap rates (income divided by property value) can affect total returns. Contracting cap 
rates contribute to returns; expanding cap rates detract from returns. To be prudent, managers should 
underwrite stable cap rates or cap rate expansion, even in a continued low interest rate environment  
(FIG. 3).

FIGURE 3: The building blocks of return in value-add investing
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For illustrative purposes only. Categorizations are based on  CBRE Investment Management’ subjective views as of January 2020. There can be no 
assurance any particular investment will experience the return attributes shown above. 5



2. ATTRACTIVE RISK-ADJUSTED RETURNS
Value-add strategies play an important role in the PERE opportunity set. The addition of a value-
add investment strategy to a portfolio with core and opportunistic real estate exposure would have 
produced higher nominal returns and improved risk-reward characteristics.

For example, broadening a PERE portfolio from a mix of 50% core and 50% opportunistic (Limited 
Spectrum PERE) to a mix of 50% core, 25% value add and 25% opportunistic (Full Spectrum PERE) 
would have lowered portfolio volatility and increased returns over the past 20 years (FIG. 4).

FIGURE 4: PERE strategies and combinations of strategies (trailing 20 years)
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Sources:  U.S. Core: NCREIF Fund Index-Open End Diversified Core Equity; U.S. 
Value Add: NCREIF Fund Index – Closed End Value Add; Global Opportunistic: 
Cambridge Associates Global Opportunistic as of December 31, 2018. Index 
performance reflects total return, net of advisory fees.  
 
For illustrative purposes only.

Limited Spectrum PERE: 50% U.S. Core, 50% Global Opportunistic

Full Spectrum PERE: 50% U.S. Core, 25% U.S. Value Add, 25% Global Opportunistic
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3. FOCUS ON DOWNSIDE PROTECTION
Value-add investors seek downside protection by acquiring properties with strong  
in-place income in lower volatility property sectors, limiting leverage and gaining portfolio 
diversification (FIG. 5).
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INVESTMENT ATTRIBUTES (CONTINUED)

FIGURE 5: Strategies aimed at creating downside protection in value-add portfolios
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“The addition of  
well-executed, lower-risk, 
value-add real estate to 
a portfolio can increase 
risk-adjusted return 
potential as a diversifying 
complement to investors’ 
allocations.” 
 
LIZ TRONI 
Global Portfolio Strategist

CONCLUSION
Overall market conditions in commercial real 
estate are in relative equilibrium, supported by 
an extended stretch of economic growth that 
has boosted tenant demand. This equilibrium 
has been aided by generally cautious and 
disciplined underwriting and a delayed supply 
response due to restrictive credit conditions in 
the post-financial crisis recovery period. As a 
result, excessive risk-taking generally has been 
curbed, allowing for improving fundamentals 
without significant imbalances in supply-
demand, pricing or debt.

Economic expansion and low interest rates have supported 
rising real estate prices, which have compressed yields across 
property types. With unemployment levels at near-historic 
lows, vacancy levels are approaching cyclical lows. Given this 
backdrop, investors can expect price returns to be modest in 
the coming years, although income levels in stabilized real 
estate will remain attractive relative to other asset classes.

We believe value-add investing can be a compelling strategy at 
this stage in the cycle given its continued ability to deliver both 
income and capital gains. Additionally, differences in regional 
growth dynamics have metros at different points in their cycle 
of supply-demand balance. This provides astute managers 
with an opportunity to exploit asynchronous growth cycles to 
identify mispriced assets.

Source:  CBRE Investment Management, as of January 2020.78
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DISCLAIMER
This presentation ( the “Presentation”) is being furnished on a confidential basis to a limited number of accredited investors on 
a “one-on-one” basis for information and discussion purposes only and does not constitute an offer to sell or a solicitation of 
an offer to purchase any security. Any such offer or solicitation shall be made only pursuant to a confidential private placement 
memorandum (as amended, restated, supplemented or otherwise modified from time to time, the “Memorandum”) of the 
corresponding fund or program, which describes risks related to an investment in such fund or program as well as other 
important information about the fund or program and its sponsor. Offers and sales of interests in any fund or program may 
not be registered under the laws of any jurisdiction and will be made solely to qualified investors under all applicable laws. By 
accepting the Presentation, you agree to keep it confidential and to not disclose it to anyone except to (i) your legal, tax and 
financial advisors who agree to maintain these materials in confidence, or (ii) a governmental official upon request, if entitled to 
such information pursuant to a judicial or governmental order. The information set forth herein does not purport to be complete 
and is subject to change. This Presentation is qualified in its entirety by all of the information set forth in a Memorandum, 
including, without limitation, all disclaimers, risk factors and conflicts of interest. A Memorandum and a partnership agreement 
and subscription documents of a fund or program must be read carefully in their entirety prior to investing in a fund or program. 
This Presentation does not constitute a part of a Memorandum.

The information contained herein is given as of the date of this Presentation and must be treated in a confidential manner and 
may not be reproduced, used or disclosed, in whole or in part, without the prior written consent of  CBRE Investment Management.

Past performance of the prior funds’ or programs’ investments is not necessarily indicative of the future returns of any current or 
future fund or program. There can be no assurance that any fund or program will be able to make investments similar to those 
made in the prior funs or programs. The ultimate returns realized by any fund or program will depend on numerous factors that 
are subject to uncertainty. Accordingly, there can be no assurance that any return objectives will actually be realized.

Targeted and forecasted returns are derived from analysis based upon both quantitative and qualitative factors, including market 
experience and historical and expected averages related to the risk/return profile and criteria for investments (the “Investment 
Targets”) of the fund or program. The Investment Targets are based on the expected cumulative internal rates of return generated 
by the expected investments across a multi-year period. After synthesizing this information,  CBRE Investment Management has 
arrived at what it believes are realistic target returns for the fund or program. Any target data or other forecasts contained herein 
are based upon subjective estimates and assumptions about circumstances and events that may not yet have taken place and may 
never do so. If any of the assumptions used do not prove to be true, results may vary substantially. Actual individual investment 
performance may not achieve the Investment Targets upon realization/liquidation as initially expected, which may have a material 
effect on overall realized portfolio performance over the life of the fund or program and the ability to achieve targets. The ability 
to achieve a given Investment Target may be affected by numerous factors including, but not limited to, investment values, cash 
flow, environmental and structural factors, ratings and market conditions. Many factors affect performance including changes in 
market conditions and interest rates and changes in response to other economic, political or financial developments. The target 
returns are pre-tax and represent possible returns that may be achieved, but are in no way guaranteed. The target returns are 
subject to change at any time and are current as of the date hereof only. In any given year, there may be significant variation from 
these targets, and there is no guarantee that the fund or program will be able to achieve the Investment Targets in the long term.

Assets under management (AUM) refers to fair market value of real estate-related assets with respect to which  CBRE Investment 
Management provides, on a global basis, oversight, investment management services and other advice, and which generally 
consist of properties and real estate-related loans; securities portfolios; and investments in operating companies, joint ventures 
and in private real estate funds under its fund of funds programs. This AUM is intended principally to reflect the extent of  CBRE 
Investment Management’ presences in the global real estate market, and its calculation of AUM may differ from the calculations 
of other asset managers.

Statements contained in this Presentation that are not historical facts are based on current expectations, estimates, projections, 
opinions and beliefs of the fund or program’s sponsor. Such statements involve known and unknown risks, uncertainties and 
other factors, and undue reliance should not be placed thereon. Additionally, this Presentation contains “forward looking 
statements.” Actual events or results or the actual performance of any fund or program may differ materially from those reflected 
or contemplated in such forward-looking statements.

Certain economic and market information contained herein has been obtained from published sources prepared by third parties 
and in certain cases has not been updated through the date hereof. Neither  CBRE Investment Management, any fund or program 
or its general partner, nor their respective affiliates nor any of their respective employees or agents assume any responsibility for 
the accuracy or completeness of such information.

Any opinions expressed are as of the dates specified – or, if none is listed, at the document date – and may change as subsequent 
conditions change.

All target or projected gross internal rates of return (IRRs) do not reflect any management fees, acquisition fees, reserves, carried 
interest, taxes, transaction costs and other expenses to be borne by certain and/or all investors, which will reduce returns. Gross 
IRR or Gross Return shall mean an aggregate, compound, annual, gross internal rate of return on investments.

 CBRE Investment Management has not made any representation or warranty, express or implied, with respect to the fairness, 
correctness, accuracy, reasonableness or completeness of any of the information contained herein (including but not limited to 
information obtained from third parties), and they expressly disclaim any responsibility or liability therefore.  CBRE Investment 
Management does not have any responsibility to update or correct any of the information provided in this Presentation.

Prior to investing in a fund or program, prospective investors should consult with their own investment, accounting, regulatory, tax 

and other advisors as to the consequences of an investment in the fund or program.
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