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Introduction At Colliers International, we know that the best decisions start with the best information. That’s why we’re proud to bring you the 2014 Global Investor Sentiment survey. We’ve canvassed opinion globally, from major investors across a broad spectrum ranging from institutional to private equity. In all, this year’s survey captures responses from over 520 investors from the United States, Canada, Latin America, Australia and New Zealand, Europe, Asia and the Middle East. The overall picture is one of improving investor confidence and expectations of increasing transactional volumes in 2014. While there is some evidence of investors moving up the risk curve, property fundamentals and yield are key drivers behind investment decisions. Some of the key themes from this year’s survey are: > Globally, investors are looking to invest and expand real estate portfolios, with US investors the most ambitious on an international front. > Despite the increasing globalization of the real estate investment market, investors still retain a significant focus on their respective domestic countries and regions. Capital is primarily sourced domestically at a time when political and economic uncertainty remains high on the agenda. In some regions, investors retain a primary focus on home soil. > For cross-border investors, the focus remains on stable markets and prime secure assets. Major cities such as London, New York, Toronto, Sydney, Tokyo and Munich are all prominent investor preferences.
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> We expect demand for ‘safe haven’ assets to continue in 2014. Good-quality product in these locations is in short supply and investors report being more creative in making acquisitions and generating performance. > While the availability of debt varies across regions, it is generally available for prime product. Underwriting standards are not expected to ease significantly and there is some caution expressed due to the uncertainty associated with the timing of anticipated interest rate rises as monetary support globally is withdrawn. > We expect new entrants to the lending market to continue to fill the void left by traditional funding sources.



With over 13,500 Colliers professionals in 62 countries, we are able to provide our clients with expert capital markets advice at a local, regional and global level. I trust that you will find the results of our 2014 Global Investor Sentiment survey of interest.



Tony Horrell Chief Executive Officer | UK & Ireland



The Global Picture Investor demand strong amid resurgent risk appetite In reviewing the summary data and the regional results, several key themes arise but are played out differently across the regional markets. The survey has detected strong investor appetite for real estate assets, especially in ‘safe haven’ cities. It equally highlighted a propensity to take more risk, especially where economic fundamentals are more supportive and investors are faced with less uncertainty. The profile of returns targeted by investors has not changed significantly in the last year. Investors in the most mature markets of Western Europe, US, Canada, and to a lesser extent Australia and New Zealand, typically seek returns (IRRs) in the 5%-10% range, although a significant portion of these equally looks at the 10%-15% band. Investors in Latin America and Asia are those targeting the highest returns, typically between 15%-20%. Approximately 32% of Asian investors seek to achieve returns in excess of 20%.
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Global cross-border capital flows YTD 2013 $4.8b $20b $8.3b



$4.8b



$0.39b



$9.2b $5.7b



$1b Year-to-date Q3 2013 investment flows (inward + outward). Source: Real Capital Analytics



Investor focus on fundamentals “We expect the larger players to be more creative in their approach.”



Perhaps the most interesting result, given the recent political and economic turbulence in the United States, is that survey respondents worldwide are increasingly willing to look beyond sovereign and political risk. Instead, property fundamentals and yields have reasserted themselves as the key decisionmaking criteria for investors worldwide. In the US and UK, a substantial shortage of commercial space is bringing greater investor confidence, especially as demand conditions look to be improving.



Improving outlook drives increased risk appetite in some regions Investors’ willingness to take more risk in future investment decisions is commensurate to the strength of local fundamentals and economic outlook. Investors from the UK, Asia and Pacific are those most likely to move



Factors influencing investment



up the risk curve in the next 12 months to generate higher returns. In contrast, EMEA investors (excluding the UK), who have been impacted by the Eurozone crisis and recent political instability in the Middle East, were the most cautious.



Investors in expansion mood Globally, investors are in an expansion mood, with 70% planning to expand property portfolios in the next six months. US buyers are the most ambitious in a global context. Some funds, particularly in Europe, have been under increasing pressure lately to spend capital that has been raised and deliver returns, having held back investment during the financial crisis. Now, a clearer economic outlook and improving capital values is releasing pent-up demand for real estate and boosting volumes. Investors are optimistic about the progress of property investment turnover going forward, particularly in the US and UK, where steady improvement is expected in 2013 and 2014.



Competition in stable markets impacting investor strategies While there is no lack of capital from investors seeking exposure to real estate, particularly to prime income producing assets, the survey stressed difficulties faced by investors in sourcing good investment opportunities (cited by 80%). A similar proportion equally acknowledged that volatility across different regions has led to greater competition in stable markets. Partly as a result of this, 65% of respondents said they had to behave differently than other property investors to maintain strong returns.



Last year Property fundamentals Economic growth of region Yield



NE



Asset appreciation



NE NE



Ease of entry/exit (liquidity) Sovereign/political risk Governance or legal risk/transparency Demographics Cost of debt/availability of financing Taxation Level of distress Currency risk/exchange rates



NE



Availability of local JV partners * Cost of debt and availability of financing were two separate options ** NE = New entry 05 Colliers International | 2014 Global Investor Sentiment



Investor outlook for 2014 (% respondents predicting improvement)



Percentage of investors likely to take more risk



60%



16%



57%



47%



41% 37% 15%



Capital primarily local A large majority of respondents invest primarily in, or close to their domestic market. Only 10% look beyond their home region for opportunities. In all regions, the dominant source of capital was also local. The analysis of investment flows, however, shows that capital is more mobile than the survey suggests: 17% of global capital in 2013 YTD was invested cross-border. Cultural and geographical proximity remains a powerful driver of cross-border capital flows. Outside their domestic borders, Canadian investors look primarily at the US. Likewise, UK investors target European continental markets. Perhaps unsurprisingly, the survey highlights strong linkages between Asia and the Pacific region as well. Once more, the survey underscores the appeal of global gateway cities (e.g., London, New York, Tokyo, Sydney) as a favored destination for both local and overseas capital. The weight of money flowing into these markets has led to continuing yield compression and contributed to distorted risk/return ratios.
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18%



100%



35%



In a global context, the US emerges as the most desirable investment destination, equal to last year. 44% of those considering the US their primary focus in the next 12 months are non-US investors.



Office property remains investor top pick Globally, Office CBD property remains the most popular sector to invest in, followed by Industrial & Logistics—the number one sector for US and Latin American buyers. Canadian investors prefer Shopping Centers. However, preferences vary by region, with some regions seeing great interest in residential investment, notably Europe and Asia. In the UK, a substantial number of investors will be adopting an opportunistic strategy.



0%



POSITIVE



NEGATIVE



Investors expect cost of debt to increase While debt is viewed as a desirable option by a large majority of the sample (70%), little change is expected, although debt cost is expected to rise (47%) and underwriting criteria to remain broadly stable (48%). All respondents are watching the US Federal Reservevery carefully as many anticipate a tapering of quantitative easing and a gradual return of base rates back to normal levels. There are obvious differences in debt experience across the regions, with the Pacific region finding more favourable conditions than EMEA. As an investment product, debt has yet to make its way among other asset classes, although 54% consider it an attractive investment.



Outlook 2014 While there are undoubtedly some exceptions, economic recovery, improving occupier markets and strengthening investor confidence will lead to higher investment volumes in 2014. The big issue for investors will be finding the opportunities, whether that be the locally focused domestic investor or the international fund. We expect the larger players to be more creative in their approach and activity in corporate acquisitions to increase. > There is a hunger among investors for real estate assets and while there is some appetite for risk, the more liquid ‘safe haven’ markets will continue to attract substantial international capital, particularly in the gateway cities. Institutions, particularly pension funds, will continue their search for long-term income to meet liability matching requirements, which will continue to draw some into niche and specialist sectors.



> While debt remains available for the right product, underwriting standards are not expected to ease significantly. Investors are exhibiting a degree of caution around the withdrawal of quantitative easing and the timing of rising interest rates. > Substantial cross-border funds have been raised and the pressure to invest these monies will directly drive capital growth in the most liquid and transparent markets, and indirectly drive growth in a number of recovering regional markets.



Global cities targeted by investors Origin of investors



Targeted cities



Asia



AUS/NZ



Canada



USA



Latin America



EMEA



UK



São Paulo, San José



London



London



Singapore



Sydney



Toronto



Chicago, New York, San Francisco, Los Angeles



Mumbai



Melbourne



New York



Toronto, Miami



Rio de Janeiro



Munich



Madrid



London



Monterrey (Mexico)



Frankfurt, Copenhagen



Glasgow, New York, Tokyo



Shanghai



Brisbane



Source: Colliers International



Tweet this survey
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Vancouver



Asia Most believe Asia’s property markets will improve Investors remain cautious in the face of the possible tapering of quantitative easing in the US and slower than expected economic growth in Asia. They have started to look for higher rates of return by sourcing quality real estate investment opportunities that offer premium yields and stable rental returns. Despite the increased risk premium among Asian investors, capital is likely to continue flowing into the region in the long term, as investment sentiment is expected to remain strong in 2014. According to the survey, most Asian investors (62%) believe Asia’s property markets will improve over the next 12 months. This shows that they remain quite positive about investment opportunities in the region. Many Asian investors (41%) believe investment volumes in the region will increase by more than 10% year-over-year in 2013. This is mainly due to the strong performances of its asset markets. In 2014, respondents are more conservative with 41% believing that volumes would increase between 1% and 10%. This is in line with concerns that interest rates may rise. Meanwhile the introduction of various government cooling measures in both the residential and commercial sectors during Q1 2013 dampened investment demand in individual markets. However, cash-rich end users remained active in the sales market to avoid the risk of rental volatility. This trend was illustrated by a turnkey purchase of the West Tower at One Bay East in Hong Kong during Q2 2013 by Manulife, a Canadian-based financial services group, for a total price of US$577 million (HK$4.5 billion).



Asian investment volume forecast (2014 vs 2013)



“Investment decisions by most Asian investors are driven by fundamentals.”



5%



24%



41%



30%



Down 1%-10%



No Change



Up 1%-10%



Up 10%+



% of Asian investors who responded



Asian investor intentions: property portfolio (next 6 months)



1% Reduce



30% Maintain
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69% Expand



Property fundamentals to drive portfolio growth



Risk appetite is up to meet high-IRR targets



Some 69% of Asian investors plan to increase their property portfolio during the next six months, similar to 2012 when 70% planned to expand. Like their counterparts worldwide, Asian investors regard property fundamentals as the most important factors in their investment decisions, followed by economic expectations (especially economic growth) and property yields. In contrast, currency risks, the availability of JV partners and the level of distress were considered to be the least influential factors.



Asian investors have begun to price greater risk premiums into their search for returns. They are doing so in anticipation of an interest rate hike amid increased worries that the US Federal Reserve may start tapering quantitative easing measures. Most (55%) said they were ‘likely’ to take on more risk over the next 12 months, while 10% were ‘highly likely.’ Compared with global peers, prospective real estate investors in Asia are demanding higher rates of return. More than half (67%) of the respondents were targeting IRRs above 15%, while a large percentage (32%) were targeting in excess of 20% on a leveraged basis.



Where do you primarily source capital? (% Asian respondents)



30%



5% 11%



40%



75% 100%



1%



12%



0%



Note: Each respondent could choose multiple regions



Asian investors: primary investment focus (next 12 months) 4%



EMEA



4%



3%



US



UK



12%



77% Asia
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Top five cities for investment revealed Asian investors still prefer their home markets. Most Asian investors (75%) sourced the lion’s share of their capital within Asia, followed by EMEA (40%) and the United States (30%). This was roughly in line with where the capital is being invested; 77% of Asian respondents considered Asia to be their primary investment focus during the next 12 months. While Asian investors still prefer their home markets, there is a growing trend of Chinese investors looking overseas for growth and diversification opportunities in gateway cities like New York, London, Sydney and Melbourne. On a country level, the investment focus was strong in China and Singapore, with 42% and 21% of Asian respondents respectively indicating that they plan to invest in those markets during the next 12 months. Investors considered Singapore, Mumbai, Shanghai, Tokyo and Hong Kong to be the top five cities to focus on in the future. Mumbai has jumped up the ladder to enter the top five since last year. The city’s emergence as one of the most attractive locations for real estate investors in Asia can be explained



by its status as India’s business hub; the country’s economy has also grown steadily and consistently in recent decades, supported by government assistance in upgrading the local infrastructure to international standards.



en bloc transactions in Beijing during Q2 2013 was the purchase of an office project by China Merchants Bank, a China-based commercial bank, for a total consideration of approximately US$637 million (RMB3.9 billion).



Office developments in CBDs win “most popular”



Economic cooling measures unlikely to deter investors



Office developments in CBDs were the most popular among Asian investors, with 62% of respondents indicating that they intended to target this sector within the next 12 months. Residential and property developments were also preferred (45% and 33% respectively). One China-based property company revealed that it chooses to invest in particular sub-sectors on the basis of potential returns and market conditions. If good stock is available, potential investors and cash-rich end users are likely to take advantage of the current low funding costs to acquire quality office developments for long-term business needs and investment purposes. The office investment market was especially active in China’s first-tier cities, with many domestic and foreign institutions sourcing deals. One of the most noteworthy



The cost of debt is expected to edge up. Most Asian investors indicated they were likely to use debt to leverage future investments, while only 11% were unlikely to do so. The largest group (59%) anticipated the cost of debt will increase over the next 12 months. This may be the consequence of the possible tightening of current US monetary policy, dependent on the source of capital (US or other countries). Asian investors had mixed views about the underwriting standards of lenders during the past six months. Almost equal numbers believed credit underwriting standards had tightened or that there had been no change. Almost half (47%) anticipated there would be no change in the coming months.



Investors watch interest rates, but remain positive Most Asian investors agreed strongly that good investment opportunities existed in the market, but that they were increasingly difficult to find. One private equity fund based in China mentioned that, when the opportunity arises, they will be willing to take on more risk in foreign markets, such as Europe, in order to acquire quality assets in key cities where yields above 7% a year can be achieved. Also popular was the view that the economic cooling measures implemented by some Asian governments will only have a short-term impact and that the measures would not discourage long-term investments. This again highlights the fact that Asian investors remain positive about the outlook for 2014, believing long-term capital will continue to flow into Asia, which is where the growth is. However, the liquidity inflow might not be as strong as 2013 because risk aversion is likely to remain a key issue among Asian investors over the next 12 months, amid worries that the current low interest rate environment might end in the next two years.



Tweet this survey
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“...Asian investors remain positive about the outlook for 2014, believing long-term capital will continue to flow into Asia...”



“The majority of investors (72%)…plan to increase their property portfolios…”



Australia & New Zealand High investor optimism Down Under Global investors continue to remain positive about property investment conditions in the Australia/New Zealand region, consistent with the previous two years. More than a third of respondents (35%) expect conditions to improve over the next 12 months, with 43% expecting no change. Very few respondents (9%) expect a deterioration of conditions. Not surprisingly, this positivity towards investment conditions is being reflected in our respondents’ outlook for investment volumes. Only 8% of respondents expected that yearover-year investment volumes would decline in 2013. This pattern is also mirrored in investment volumes forecasts, with 59% of participants forecasting an increase in turnover in 2014 compared with 2013. Investment transactions data from Real Capital Analytics (RCA) shows that commercial property investment volumes across Australia and New Zealand increased substantially from US$9.6 billion in H1 2012 to US$14.3 billion in H1 2013, a 47% change. Given the low interest rate environment, the second half of the year is expected to see volumes continue to rise. Australia, in particular, is forecast to see a strong finish to 2013 and may in fact, reach pre-Global Financial Crisis levels.



Pacific investment volume forecast (2014 vs 2013)



10%



30%



45%



14%



Down 1%-10%



No Change



Up 1%-10%



Up 10%+



1% Down 10%+



% of all investors who responded



Dramatic increase in investors expanding portfolios



Pacific investor intentions: property portfolio (next 6 months)



2% Reduce



72% Expand



26% Maintain



The majority of investors (72%) in the Pacific plan to increase their property portfolios over the next 12 months, a dramatic increase from last year when 56% of respondents indicated that they planned to expand their portfolios. This is consistent with investment trends recorded so far this year, with Australianbased investors becoming far more active. In 2012, investment volumes for some property types, particularly core property, were dominated by offshore investors. With local investors back in the market, overseas investors have been less prevalent in 2013. Consistent with previous surveys, property fundamentals remain the most important consideration in guiding property investment decisions, followed by economic growth. Yield was voted the third most important determining factor. Like other regions, investors are increasingly looking beyond sovereign/political risk. Currency risk/ exchange rates and availability of local JV partners did not come up as critical factors.
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Many more ANZ investors plan to take risks Pacific investors are far less risk-averse than many of the other regions surveyed. In total, 64% specified that they plan to take on more risk over the next 12 months. Only 2% of respondents were recorded as not at all likely to take on more risk. This is in stark contrast to last year when the majority (70%) indicated that they were not prepared to take on more risk. > At present, we are seeing a widening gap between prime and secondary yields in the Pacific market as the majority of capital focuses on better grade stock. To access a wider range of opportunities, as well as higher yields, many local investors are looking to secondary properties. As an example, a number of major Australian institutions are believed to be creating funds to specifically target non-CBD office properties as they seek to diversify their portfolios and target higher yielding assets.



“The majority of Pacific investors (88%) are likely to use debt…”



Where do you primarily source capital?



13%



7% 8%



25%



39%



(% Pacific respondents)



100%



85%



0%



Note: Each respondent could choose multiple regions



Pacific investors: primary investment focus (next 12 months) 4% US



4%



Asia



92%
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Investors stay close to home markets



Wanted in 2014: $100M+ lot sizes



The majority of investors (85%) continue to source capital in the Pacific and this proportion has increased since last year. It is likely that an easing of monetary policy over the past 18 months has been a key reason for this. Nevertheless, those that are not sourcing capital locally look to Asia (39% of respondents), EMEA (25% of respondents) and the US (13% of respondents).



CBD offices held the top spot as the preferred investment product among Pacific investors (57% of respondents). In fact, we’re seeing a much higher level of interest in offices this year than last, when only 28% indicated that it was their preferred investment class.



The majority of investors continue to invest locally—either within their domestic market (75%) or within the Pacific region (17%). Only 8% primarily invest outside the Pacific region. These proportions are not expected to change over the next 12 months, with the Pacific being the primary focus for investment for 92% of investors. Investors in the Pacific overwhelmingly prefer to invest in eastern seaboard Australia. The global cities in which investors are most likely to invest are Sydney (55%), followed by Melbourne (12%) and Brisbane (4%).



The second-most preferred investment class was Industrial and Logistics at 39% of respondents. This is slightly higher than last year. Interest in Shopping Centers has increased dramatically since last year, with 37% of investors intending to focus on this over the next 12 months, an increase from 12% last year. These results were consistent with global results, as well as investment volumes in the region. The survey shows that there continues to be strong interest in new development, the fourth-most-voted asset class.



In terms of investment capacity, the majority of Pacific investors (64%) plan to focus on investments in the over-US$100-million bracket. This is in distinct contrast to some of the other regions, particularly EMEA, where only 8% are looking to acquire properties worth more than US$100 million. Very few investors (7% of total) were looking at investments below US$25 million.



Improved debt conditions lure majority surveyed The majority of Pacific investors (88%) are likely to use debt to leverage purchases in the future. This is an increase from last year when 80% planned to use debt. The availability of lower-cost debt is likely to be a key factor in this decision, with 81% stating that the cost of debt had declined over the past 12 months, in line with the easing of monetary policy in Australia and consistent with low borrowing costs in New Zealand. Debt costs are expected to increase in New Zealand in the next 12 months, but this is less likely in the much



bigger Australian market. This helps explain our finding that over the next 12 months, most respondents (60%) believe that there will be no change in the cost of debt, with a further 24% believing that the cost will decline. This is in stark contrast to the global results where a high proportion (47%) believe that the cost of debt will increase over the next 12 months. Most (53%) believe that credit underwriting standards have loosened over the last 6 months however there are mixed views as to how they will change over the next 12 months with half of respondents believing there will be no change and 44% believing that they will continue to loosen. Very few respondents (6%) believe there will be a tightening of standards. As an alternative asset class, debt is considered attractive by 56% of Pacific respondents.



The race is on for good investments Approximately 83% of Pacific investors agreed or agreed strongly that ‘Good investment opportunities exist in the global market but are increasingly difficult to find’. This perception has likely been reinforced by reported stiff competition for core/core plus assets at a global level. As a result, it is not surprising that the majority of investors agreed that they need to behave differently, compared to other property investors to maintain strong returns.



Tweet this survey
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“Good investment opportunities exist…but are increasingly difficult to find.”



Canada Economy approaching ‘tipping point’ as confidence rises Canada’s recent economic performance has been rather lukewarm, with little sign of improvement in H1 2013. This appears to be changing recently with positive signals coming from the housing markets, consumer and business confidence and a rise in US exports. This sense of improvement was confirmed in a recent statement from the Bank of Canada’s governor who suggested that the economy is close to a ‘tipping point’; GDP growth is forecast to reach 2.4% in 2014 and to accelerate to 2.9% in 2015. Despite an improving economic backdrop, a majority of Canadian investors (66%) believe property investment conditions will stay the same in the next 12 months. Canadian investors are more bullish about growth of investment volume; 48% anticipate an increase in 2013 compared with 2012. This view is in line with the strong performance of the domestic investment market. When looking at deals of 10 million dollars or greater, volumes in Q1-Q3 2013 are within 3% of the same period last year. This masks a dramatic shift in investment by asset type, with offices losing ground (-48%) and retail seeing a surge (+95%).



Canadian investment volume forecast (2014 vs 2013)



“...most Canadian investors are on the hunt for opportunities...”



25%



25%



41%



6%



Down 1%-10%



No Change



Up 1%-10%



Up 10%



3% Down 10%+



% of Canadian investors who responded



Canadian investor intentions: property portfolio (next 6 months)



3% Reduce



24% Maintain
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73% Expand



The drivers of this growth in retail investment were portfolio and entity level transactions, the largest being H&R REIT’s acquisition of Primaris REIT, valued at around CA$3.1 billion/US$2.97 billion, and related transactions in which KingSett Capital bought a portfolio from Primaris valued approximately CA$1.9 billion, while RioCan and the Ontario Pension Board took full or partial positions in a series of other Primaris assets. Also significant was the Crombie REIT acquisition of 70 retail properties from Sobey’s for US$951 million. This past year has seen a couple of Canada’s largest retail operators, Loblaw’s Grocery Stores and Canadian Tire, converting their property holdings into REITs, primarily to unlock capital for re-investment into core businesses. This has been fueled by buoyant property valuations and investor appetite for yield, accessed when buying REIT units. In the other property types, a 14% increase (US$250 million) in industrial property investment was offset by a 28% decrease (US$750 million) in multi-residential.



Considering properties under contract and historical average quarterly volumes, investment volume in 2013 should equal 2012 volumes (which was US$2-4 billion higher than the peak of the last cycle in 2007). Looking forward to 2014, 41% of Canadian investors expect an increase in investment volumes between +1 to +10% compared with 2013 increase, while 25% predict volumes to remain almost unchanged.



Investors’ swift pace moves from office to retail Reflective of overall fundamental health in the Canadian commercial property market, improving economic conditions and solid debt availability, 73% of Canadian respondents are planning to expand their portfolios in 2014. Solid leasing market performance in the last few years, combined with ultra-low bond rates, has made property investment attractive to a broad range of investors. Retail investors have been looking for dividend income by buying REIT units, thereby enabling the REIT IPOs expansion and acquisition activity of recent years. The pace of growth within the REIT



92% 30%



11%



Where do you primarily source capital? (% Canadian respondents)



14%



5%



100%



3% 0%



Note: Each respondent could choose multiple regions



Canadian investors: primary investment focus (next 12 months) 3%



3%



LATAM



EMEA



13% US



81% Canada



sector will likely be slower as they face more challenging conditions for raising capital as investors’ perception of interest rate risk impacts REIT unit saleability. Similar to last year’s results, the typical Canadian investor is squarely focusing on the basics, with property fundamentals marking the number-one factor influencing investment. New to the top of the list this year is yield as the second-most important factor, followed closely by economic growth expectations. While the top three factors seem highly intuitive, the rank of demographics seems in line with the current focus and investment activity in the retail sector and is well connected to the housing market, a huge driver of economic activity, retail sales and logistics.



Canadian investors stay in portfolio growth mode Investors’ view of risk appears linked to size, with larger investors looking to maintain their current risk profile, while smaller and perhaps more opportunistic investors are willing to take on more risk. Overall, the survey indicates that
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53% of Canadian investors are unlikely to take on more risk, while 44% are okay with moving further out on the curve. The lion’s share (73%) of Canadian capital is primarily invested, and sourced (92%), in the domestic market. The United States is the second-most important market for Canadian investors (19%). The story doesn’t change when looking at the next 12 months (81% and 13% respectively). Only 3% are planning to invest in the EMEA Region and another 3% in Central and Latin America. Toronto (38%) emerged as the preferred global city for Canadian investors, followed by New York (12%) and Vancouver (12%). The next tier included Calgary, London and Munich, all rated equally by respondents (6%). These results are consistent with the clear predisposition to invest within Canada. When capital is invested offshore, it is most often placed in major global centers. This focus on major markets matches with the risk approach at the property level, where fundamentals are the highest priority.



Of note is the disproportionate amount of capital that is flowing from Canada. Although the number of respondents indicating that they intend to invest offshore appears small, they tend to be the larger players and the dollar volumes are significant. In 2013 Canadian investors were the largest foreign buyer of US property and was also one of the most active nations globally in terms of offshore investment.



Focus is domestic, but the US is a destination Retail property has seen the highest transaction volume and is the top focus of survey respondents, with Shopping Centers as the number-one target (66%). Canadian shopping centers are typically large, trophy assets that are held tightly by large institutions or public real estate companies and are on the low end of the risk spectrum. Forecasts for the next two years point to healthy growth in retail sales, which is likely to draw in new retailers who have been competing fiercely for prime mall space.



The Industrial and Logistics property sector (49%) is the second-ranked target for survey respondents, a sentiment evidenced by the increased dollar volume to-date in 2013. The performance of this sector was bolstered by new retail entrants with logistics needs in Canada and also by the capital markets environment that enabled the formation of speciality industrial property REITs. The dynamics of the office investment market (historically low cap rates and prime asset values at or above construction cost) have made industrial returns attractive and the more fragmented ownership base made acquisitions somewhat easier to source. However, acquisition activity has slowed notably since the summer. This may reflect expectations of higher interest rates and the perceived impact on Canadian REITs, which dampened their ability to raise capital to fund acquisitions. Despite high valuations, lack of product and concern over weaker growth in office-based employment, investors still rank CBD office property as their number-three-ranked target (43%). Prime assets, particularly, are still seen as a safe bet for large investors with long term horizons.



Cost of debt expected to increase, underwriting tightens A consensus suggests that the cost of debt is likely to increase, accompanied by a tightening of underwriting standards in the coming year. In this year’s survey, 82% of Canadian investors believe that the cost of debt will be increasing during the next 12 months. This sentiment is linked to the recent rise in Canada’s bond yields. A majority of investors also believe that underwriting standards will become tighter over the same time frame. This outlook appears to be supported by the view that cap rates are more likely to move upward than downward; and that moderate economic growth will have an influence on the demand for commercial space and rental growth. These shifts, while underway, will likely cause lenders to take a more conservative position on assumptions and projected income when looking at loan requests.
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Canadians finding fierce competition in ‘safe havens’ Canadian respondents (81%) are focused on domestic opportunities. Consequently, global issues do not weigh heavily in most investment decisions, although global economic performance remains on the radar. With a solid domestic market and good access to capital, most Canadian investors are on the hunt for opportunities, but 89% of respondents agree that, while good opportunities exist globally, they are increasingly difficult to find. In fact, the strongest response can be seen when 92% of respondents agree that as a result of global volatility, competition is fiercest in stable markets. Like other international investors, Canadians are targeting New York, London and Munich as top international picks. Competition has been keen and 79% of Canadian respondents agreed that a disproportionate amount of capital has flowed into ‘safe haven’ markets.



Tweet this survey



“Canadians are targeting New York, London and Munich as top international picks.”



EMEA Improved investor sentiment in Western Europe Positive developments in the Eurozone have improved investor sentiment toward the European core. Almost 41% of all respondents believe that property investment conditions in Western Europe will improve in the next 12 months, while only 14% thought it would get worse. By contrast, there is more caution towards CEE-Russia-Turkey and MENA (18% and 15% respectively expect improvements). For some Tier 2 markets, this might be explained by uncertainty stemming from political risk. This pattern is mirrored in investment volumes expectations, with 63% of respondents anticipating an increase in turnover in Western Europe (excluding UK) in 2013 vs. 2012 and again in 2014 vs. 2013. For CEERussia-Turkey and MENA, expectations were more subdued at 44% and 26% respectively. Investment transactions data from Real Capital Analytics (RCA) shows that property investment volumes in Western Europe (excluding the UK) are up 8% in the first nine months of 2013 and likely to accelerate toward year-end. Germany is on course for another strong year with turnover estimated to reach US$41 billion (€30 billion) compared with US$35 billion (€25.4 billion) last year. Colliers’ analysis of investment transactions in Eastern Europe suggests stability relative to 2012, albeit with pockets of strong performance.



EMEA investor intentions: property portfolio (next 6 months)
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Majority of investors planning expansion The survey shows that 61% of EMEA investors plan to expand their portfolios, up marginally on 2012 (59%). Globally, the EMEA expansion ambitions are near the bottom of the table, just above Latin America (56%). The most active buyers in EMEA in 2013 include NBIM (Norway’s sovereign fund) and the Qatar Investment Authority, both of whom have been targeting large prime assets in ‘safe haven’ markets. PATRIZIA Immobilien, AXA and Morgan Stanley have also been active. Morgan Stanley bought the 205,000-squaremeter Metropolis shopping centers in Moscow for a reported US$1.1 billion (€799 million), the largest transaction ever recorded in the Russian commercial real estate market. They have subsequently sold a 50% share in the asset to Hines CalPERS.
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Property Fundamentals remains the most important investment criterion to EMEA respondents (4.0 on a scale of 0 to 5), followed by economic growth (3.9). Sovereign risk (3.8) scored second-highest globally behind Asia (4.0). The effect of the on-going debt crisis on the risk premium remains substantial between core and peripheral European markets despite recent improvements in economic and political sentiment. Cost and availability of debt was less important (3.0), which reflects the profile of survey respondents as predominantly core/ core plus fund investors with cash. For private investors, the cost and availability of financing remains a significant constraint.



EMEA investors amid the most risk-averse The survey shows that EMEA investors are more risk-averse than their peers in other regions. Only 33% of respondents plan to take on more risk in the next 12 months, the lowest percentage in the global sample and down from 39% in last year’s survey. This finding



contrasts with the recent surge in investment activity in Europe’s periphery. Investment turnover tripled in Spain and was up 50% through to Q3 2013 on the previous year. The increase comes off of a low base, but the impact of the December 2012 European Central Bank (ECB) accord and further assurances of Eurozone support from the ECB cannot be underestimated. While peripheral markets have been a hunting ground for opportunistic investors throughout the crisis, recent improvements, especially in Spain, have generated greater interest from an increasingly diverse pool of institutional and foreign buyers, including German funds. The Irish market is also benefitting from substantial overseas investor interest, with a strong focus on Dublin offices. Total volumes for 2013 year-to-date is already ahead of 2012 (US$1.13B/€950M vs. US$828M/€600M). Further investment momentum is anticipated, provided that the economic recovery is not de-railed by a new episode of uncertainty.



“Property fundamentals remain the most important investment criterion to EMEA…”
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Home is where the investor heart lives Investors belonging to each one of the three EMEA territories examined (Western Europe, CEE and MENA) source the majority of capital in their home regions. If they look outside, Western European investors look to the UK and US, CEE-Russia-Turkey look to Western Europe and the US, and MENA looks to Asia. EMEA investors also look to invest domestically. Western Europe is the focus of 80% of Western European investors, just as CEE-Russia-Turkey invests domestically in a similar proportion. In contrast, MENA investors have a wider geographical focus, with nearly a third targeting Asia. Globally, UK investors are the largest group of non-EMEA investors looking at the region for acquisitions in the next 12 months, with the majority of them targeting Western Europe. For all investors, Germany is the preferred European target market, followed by France. Investors looking at these countries are prevalently based in Western Europe and the UK, underscoring the domestic bias of capital flows.



The appeal of Germany is well illustrated by its current level of market liquidity. In the year to end-September, Germany has seen transactions valued at over US$26 billion (€19 billion), an increase of 31% y/y; and of this total, over 55% was invested in the six dominant cities. This is apparent in the EMEA respondents list of global cities to be targeted over the next 12 months. Munich (8%) and Frankfurt (7%) were ranked second and third as investment targets, preceded only by London (10%). The first non-European city in the rankings was New York (6%) in sixth place. Benelux, at the moment, rarely features as a primary target for international capital due to economic concerns, particularly around the Netherlands. Nonetheless, the two most important regional cities, Amsterdam and Brussels, have recently seen some activity involving investors from Asia. In CEE, international investors remain mainly focussed on capital cities in Tier 1 countries: Warsaw, Moscow and to a lesser extent Prague. The Russian market, with few exceptions, remains dominated by domestic capital.



Residential property and development attracts more interest CBD Offices remain EMEA respondents’ preferred asset class (60%), followed by Residential (37%—MENA’s top pick). The residential sector was also singled out by several Western European investors, prompted no doubt by a sharp positive re-pricing in some countries. Residential assets are not regarded as institutional product across all EMEA countries, although student housing is a special case and deals have increased substantially in the last 24 months due to strong income fundamentals. Spain has also seen a number of residential deals involving foreign buyers. For example, Blackstone acquired 18 apartment blocks recently from the City of Madrid, with an estimated value of US$172 million (€125 million). Survey respondents also showed an appetite for new development (32%), the third-mostvoted asset class, particularly from MENA and Western European investors, although at present there is little construction underway across sectors and geographies. Industrial



and Logistics (18%) has drawn much attention recently, due to its income component, but was seventh in the EMEA survey rankings. Most I&L investment in the EU is cross-border, especially from the US, and has limited market penetration of around 10% for Europe as a whole. Smaller lot sizes are the most popular among EMEA respondents, with 64% targeting the $0-$50M/€36M bracket. Only 8% are looking for assets in the $100m+/€73m+ range. In global terms, EMEA investors are most active in the lower-value brackets. This may have less to do with debt availability and more to do with risk.



Cost of debt expected to increase A majority of EMEA respondents (59%) plan to use debt in the future to leverage purchases. This is a decline from the 2012 response (76%). Most respondents (61%) saw little change in underwriting standards over the last six months, but 33% report that debt costs are up and 46% anticipate further increases. This is in line with market expectations; that improved economic performance and normalization of monetary policy will mean interest rate rises sooner, rather than later. The responses may also reflect a bias toward institutional funds and REITs that are well capitalized. As an alternative asset class, debt is considered attractive by 48% of EMEA respondents. Many investors have established funds seeking to fill the funding gap arising from the exit of bank senior lending and costly mezzanine capital. Investors, such as Allianz Real Estate in Spain, are looking seriously at the lending market as a way to gain exposure to distressed markets.
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Tier 2 Eastern European cities likely to rebound in 2014 Approximately 87% of EMEA respondents agreed that ‘Good investment opportunities exist in the global market, but are increasingly difficult to find.’ This perception is reinforced by intense competition for core/core plus assets in many European markets. Some 75% also agree that economic and political volatility across regions has led to increased competition in stable markets, with 72% concluding that a disproportionate amount of capital has flowed into ‘safe haven’ markets. In Europe, London, Paris and the German Big Six markets have been the main beneficiaries, although sentiment towards Paris weakened earlier this year due to concerns over French governance and the economy. In H1 2013, cross-border investment in Paris was 33% lower than in the corresponding period of 2012. Slightly more than half of EMEA respondents agreed that pricing adjustment in Europe’s peripheral markets are providing good investment opportunities. Analysis of Tier 2 markets in the Eastern European subregion, for example, show that capital values for prime offices and shopping centers remain down, in line with 2006 values. They both remain down significantly on 2007/08 peak values. Rents have bottomed out and with economic growth expectations increasing for 2014; we may yet see an even stronger rebound in sentiment towards this region, similar to the turnaround witnessed in Spain and Italy in 2013.



Tweet this survey



“72% of EMEA investors believe that a disproportionate amount of capital has flowed into ‘safe haven’ markets.”



United Kingdom Positive economic news boosts investor sentiment Recent positive economic news in the UK has impacted investor sentiment substantially. Increasing momentum in the UK and global economies has led a majority of UK respondents (87%) to believe that UK property investment conditions will improve in the next 12 months (57% globally), while only 1% of UK investors anticipate a decline. Property fundamentals and economic growth prospects scored highest on the list of factors influencing investment at 4.5 and 4.0 respectively on a scale of 0 to 5. Both factors scored much higher than sovereign political risk (3.2), financing issues (2.8) and taxation (2.8), suggesting that investors are beginning to look beyond risks associated with the sovereign debt crisis and ever-tighter regulatory regimes. Consequently, 72% of all respondents (including non-UK based ones) expect investment volumes to increase in 2013 compared to 2012. In fact, 23% of the sample believes that volumes will increase by 10% or more. Similarly, 70% of respondents expect volumes to increase in 2014, with 15% of respondents expecting them to increase by more than 10%. In 2012, around US$52 billion (£32 billion) was transacted in the UK, still modest compared to the pre-recession peak of US$97 billion (£60 billion). So far in 2013, transactions are running around 17% ahead of 2012, suggesting a yield of US$60 billion (£37.5 billion), but given the latest economic trends, a bullish year-end could see transactions push up beyond the US$65 billion (£40 billion) mark. However, the shortage of quality product, especially in sought-after locations, makes this a challenging target.



UK investor intentions: property portfolio (next 6 months)
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Vast majority of investors plan to further investment Given improved investor sentiment, it is little surprise to see that 73% of UK respondents plan to expand portfolios over the next six months, with only 7% planning to reduce holdings. UK institutions and retail funds are under increasing pressure to buy, with strong monthly cash inflows recorded from April this year to date. This trend reflects, in part, an investor rotation out of bonds and into property. Equally, those UK funds representing foreign investors are also under pressure to place funds as the overseas appetite for London and, increasingly, UK regions is undiminished, spurred on by ongoing political and economic instability in the Middle East, North Africa and in Europe’s southern periphery. Approximately 37% of respondents are sourcing capital from EMEA investors (ex-UK), with 19% sourcing from Asia. Funds have been looking to buy ‘secure income’ on behalf of these foreign investors and have driven prime yields lower, especially in Central London. Increasingly though, the
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weight of this money is affecting UK regional markets, where North American investors have been active for some time, especially in pursuing distressed assets as well as development and repositioning opportunities. Around 31% of respondents sourced capital in the US or Canada for investment in the UK. UK institutions and overseas investors account for 68% of all purchases in 2013 with overseas investors accounting for 42% of the total. The investor spectrum in the UK ranges from domestic private property companies and REITS to Asian and Middle Eastern HNWIs to institutional funds and sizeable international private equity houses. The US remains the top international buyer of UK property (US$7.4 billion/£4.6 billion Q1-Q3 2103) , but China has become the second-largest investor in 2013 (US$2.6 billion/£1.6 billion) having already more than doubled the amount invested in 2012. London is typically the gateway for Asian capital coming into the UK and, often, the continental market. The attraction of London to Asian investors is not simply its ‘safe haven’ status and liquidity, but a wide range of other factors such as education, culture, tourism and a degree of familiarity.



Economic momentum inspires investors to take more risk Given the weight of overseas money, UK institutions have been unable to compete in Central London given fund performance constraints, but appear to be moving up the risk curve (from core to core plus assets) and at the same time moderating their return expectations. This move has meant greater UK institutional exposure to development risk and increased use of joint venture agreements with developers and asset managers to improve performance from institutional grade secondary assets. Of UK-based respondents, 74% said they were likely to take more risk, with almost 20% suggesting they would be highly likely to take on riskier investments. So far, this shift has not had an impact on UK regional investment volumes due to limited stock availability, but pricing on regional assets coming to market has been noteworthy. In Birmingham, offers on prime assets have been at yields of up to 75 basis points below asking price. Potential buyers included both UK and
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overseas investors. Equally, interest in large portfolios, especially assets such as industrial and business parks with large numbers of tenants, has been great, as UK institutions look to achieve higher yields relying on the tenant mix to mitigate risk.



Investor focus remains domestic, with one-third of respondents investing overseas Given the foregoing sections which show that respondent expectations for improved UK economic performance have improved substantially, that expectations of increased UK property investment have risen, and that respondents are likely to take on more risk, it is little surprise that the focus of the survey’s investment intentions remain in the UK. A decisive 93% of UK respondents said that their primary investment target over the last 12 months has been the UK domestic market; with 30% having invested within the EMEA region and only 21% investing further afield in Asia, the Americas or Oceania.



Despite increased interest in higher returns from UK regional markets, the survey shows that London remains a primary target for 71% of UK respondents planning to invest in their homeland in the next 12 months. London also scored highest for UK investors willing to consider other global cities. Familiarity with home markets obviously has great appeal. Outside London, Manchester, a fast growing regional city, was a target for 49% of domestic investors with plans to invest in the UK. Interestingly, Edinburgh was also a target for 41% of investors who are looking beyond the risks associated with the Scottish independence referendum in September 2014. Leeds and Birmingham scored 40% and 39% respectively. While London continues to attract the majority of international capital, the UK regions are clearly on the radar of the international private equity houses, often partnering with an asset manager. Examples include Blackstone/Sovereign Land’s purchase of St Enoch Centre in Glasgow (US$300 million/£186 million) and Oaktree / Moorfield Group’s acquisition of 100 Barbirolli Square offices, Manchester (US$66 million/£41 million).



For respondents who invested outside the UK in the last 12 months, interest remained primarily within the EMEA region, followed behind by the US and Asia/Pacific. The survey shows that this focus on the EMEA and UK will intensify. Only 20% of respondents plan to focus outside the UK, with just 4% looking beyond the EMEA. Confidence in the UK and Europe has clearly increased.



Limited development pipeline and occupier demand increase rental growth expectations Similar to the EMEA sample, CBD offices held the top spot as the preferred investment product by 50% of UK respondents. Improved economic expectations, lack of quality space, a limited development pipeline and improving occupier demand have increased rental growth expectations. The same formula applies to industrial and logistics assets—a target for 45% of the sample. At existing take-up rates, there is only a two-year supply of new or refurbished quality space available; in the



South East the estimate is one year, and in West London, three months. Developers are finally beginning to move, with Prologis recently announcing over 500,000 square feet of speculative development in the Midlands and South East. Around 46% of respondents are targeting opportunistic deals. The scope for refurbishing and repositioning assets to take advantage of shortages is great. Large portfolios are also a target where the opportunity to buy ‘wholesale’ and sell ‘retail’ is too great to ignore. Distressed debt should seemingly fall into this category. But debt was identified by only 14% of respondents as an interesting target; there has been a trend towards buying the debt element of the capital stack. With Shopping Centers and High Street Retail cited by 35% and 32% respectively, retail fell outside UK investors’ top three targets. However, evidence supports renewed investor interest in shopping centers this year, particularly those with asset management potential. Year to date investment volumes in 2013 are almost 20% ahead of the full year 2012 figures. The weight of capital chasing regional retail property has been placing yields under pressure. Likewise, suburban offices, land and hotels were not high on the radar. Increased risk appetite is also accompanied, perhaps not surprisingly, by a focus (43%) on smaller lot sizes (0 to US$25 million/£15 million range) A further 20% is looking at the US$26M/£16M to US$50M/£31M range. Only 15% of the sample might be described as large-scale buyers of prime assets in the US$201M+ (£124M+) category.



Cash will remain a key driver of the UK market The availability of commercial property debt in the UK remains limited. The latest (Q3, 2013) Bank of England Credit Conditions Survey shows that bankers expect credit to commercial real estate to tighten over Q4, 2013. Furthermore, BoE data shows that net lending to UK real estate has been contracting since 2009. When asked about the likelihood of using leverage in the future, 65% of UK respondents responded positively. This may
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prove to be wishful thinking in the short term, although cash buyers may seek to finance their holdings to release cash when debt conditions ease over the next few years. It is telling that 35% of respondents were unlikely to use debt leverage. The UK market is ‘cash’ driven and likely to remain so through 2014. Colliers’ experience, nonetheless, suggests that many lenders are competing to provide debt financing against prime stock, while for others, asset type funding is still relatively difficult to come by. Around 54% of those surveyed confirmed improvement in debt conditions in the last six months, but only 44% see further easing of underwriting standards over the next 12 months, with only 20% expecting finance costs to moderate.



Central London remains a primary investment target, but interest in the UK region is building. Of all the statements offered as part of the GIS survey, there was widespread agreement among UK investors (92%) that international regional volatility has stoked competition for assets in stable markets. In the UK, London and the South East have been obvious beneficiaries of ‘safe haven’ investment flows. This looks likely to continue through 2014 and beyond. Respondents generally agreed (75%) that a ‘disproportionate amount of capital has flowed from high risk nations to ‘safe havens’. Respondents also acknowledged (78%) that good investments exist in the global market, but lamented that they ‘are increasingly difficult to find,’ with 71% citing ‘global economic volatility’ as a key difficulty in making property decisions. Artificially low bond yields in Europe’s core were also cited (64%) as a problem due to the distorting effects on investment appraisals. In contrast, only 19% agreed that the retreat of quantitative easing in the US would affect real estate investment planning in the next 12 months, despite the potential impact on low bond yields in Europe.



Tweet this survey



“...the opportunity to buy ‘wholesale’ and sell ‘retail’ is too great to ignore.”



“Recent developments in Mexico have the potential to drive an increase in volumes…”



Latin America Respectable growth amid uncertainties but Mexico pensions offer promise Although the region continues to boast respectable growth rates, Mexico and Brazil, the two largest regional economies, are faced with considerable economic and policy uncertainties. Mexico GDP growth forecasts for 2013 have been recently revised downward to 1.8%, from 3.1%. Equally, an increase in interest rates, high inflation and a downgrade of sovereign credit rating cast some shadows on Brazil’s economic performance. These developments have negatively impacted investor perceptions, with a recent surge in capital outflows and ensuing depreciation of some local currencies. Against this backdrop, it’s no wonder that only 23% of all investors expect property investment conditions to improve in Brazil in the next 12 months. The same investors, however, seem more optimistic about the region as a whole, with 37% anticipating an improvement over the same period. In a global context, this places Central & Latin America above Canada (14%) and Pacific (34%).
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Latin American investor intentions: property portfolio (next 6 months)
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In a similar vein, a majority (nearly 50%) predict that investment volumes will increase this year compared with 2012. Preliminary Real Capital Analytics (RCA) YTD figures for 2013 support this expectation. Total commercial investment in Latin America is already 50% higher than for the same period last year. An even greater portion of investors expects a rise in 2014 investment volumes.



56% Expand



Recent developments in Mexico have the potential to drive an increase in volumes across the region. National public pension funds (known as AFORES), the most important local institutional investors, have been recently allowed to diversify their holdings away from stocks and bonds and to invest in Mexican real estate. It is estimated that they have more than $US152 billion funds under management, of which up to 10% (approximately $US15 billion) may be partly allocated to the thriving local REIT industry. To date, AFORES have purchased more than 16% of the US$6.87 billion dollars (90.5 billion pesos) invested in Mexican REITs. Brazil has also seen a multiplication of real estate investment funds and these are expected to play a growing role in the coming years.
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REITs (FIBRAs) draw investors as most plan expansion The survey shows that investors from this region are, globally, those most conservative in terms of expansion plans. 56% are looking to increase their portfolio, compared with a global average of 69%. REITs (locally known as FIBRAs) have been some of the most active buyers in Mexico in 2013, and have proved particularly popular among investors since their creation. The first Mexican REIT, FibraUNO, made its debut in 2011, and others have been launched recently: FibraHotel, Fibra Inn, Macquarie Mexican REIT, Terrafina (Prudential), Fibra Shop and Fibra Danhos. FibraUNO recently acquired 29 industrial properties and four other properties for its land reserve for US$ 275 million. It currently has over 315 properties in its portfolio. Two new FIBRAs—Fibra Prologis (industrial) and Fibra Sendero (retail)—will be launched soon.
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Latin American investors: primary investment focus (next 12 months)
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The economic backdrop (4.2 on a scale of 0 to 5) is the number-one criterion influencing investment decisions for Central and American investors, followed by yield (3.9) and property fundamentals (3.7). Interestingly, this was scored the lowest globally. Despite exchange rate-related risks (3.1) ranking relatively low, only Asian investors attach more importance to this factor (3.4) in absolute terms. This is not surprising when considering the fragmentation of the region from a currency perspective, particularly relative to single-currency dominated blocks (Europe, US) and the sensitivities of certain currencies to capital flows.



Most LATAM investors not taking risks in 2014
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Central and Latin American investors are equally more risk-averse than others. 60% don’t intend to take any additional risk in investment decisions in the next 12 months. This reluctance may be a consequence of the deterioration of growth outlook. In our survey, only EMEA buyers show less appetite for risk.



Investors favour home regions, São Paulo and San José lead Globally, the survey has once more evidenced a strong domestic bias in capital flows, and Central & Latin America is no exception. 95% of investors from this region have primarily invested within the region’s boundaries in the last 12 months; likewise, 92% said they’ll target the same geography for future acquisitions. It‘s perhaps unsurprising that all global cities cited by Central and Latin American investors as likely investment target in the next 12 months lie in their home region: São Paulo and San José in Costa Rica scored highest (22%), followed by Rio de Janeiro (14%), Monterrey (12%), Mexico City (10%) and Guadalajara (8%). The analysis of real estate investment flows to/from South America, the largest block in Latin America, suggests the region is currently a net exporter of capital to other regions.



I & L leads sectors, especially in Brazil Industrial and Logistics property (55%) is Central and Latin American investors’ favored asset type, followed by CBD Offices (47%) and Shopping Centers (33%). The Industrial and Logistics sector has grown stronger in recent years, particularly in Brazil. This growth has been underpinned by infrastructure development/upgrading and by the healthy pace of economic expansion. Net absorption of industrial/logistics Class A premises is around 1 million square meters per year (3.28 million square feet) in Brazil and has been growing substantially. This has attracted global companies that have entered the market mainly through partnerships with local players: Six years ago, Prologis formed a partnership with Cyrela Commercial Properties; recently, Goodman partnered with leading Brazilian development company WTorre; and investment manager Clarion Partners marks another new entrant in this segment of the market.



Debt, Leaseholds, High Street Retail and opportunistic purchases were identified as the less palatable investment categories. 58% of Central and Latin American investors are looking mainly at lots in the US$0-50 million dollar range, with only 12% targeting assets in the US$200-million-plus category.



Most investors plan to use debt, despite tightening When asked about the likelihood of using leverage in the future, 66% responded positively. This figure is underpinned by an almost equal share of respondents arguing that the use of debt to leverage investments is still desirable, even in this environment. A large majority (69%) have seen no change in credit standards in the last six months, but there is comparatively a greater number of respondents expecting tighter conditions in the next 12 months (27%). It’s also telling that 67% anticipate an increase in the cost of debt over the same period. This concern is understandable given Brazilian monetary authorities ongoing attempts to curb rising inflation through interest rate hikes. Recent moves suggest Brazil’s refinancing rate may reach 10% by the end of the year.



Domestic focus continues in 2014 forecast Part of the survey was aimed at gauging investors’ opinions on a variety of matters. 67.5% of Central and Latin American investors strongly agree or agree that ‘Using debt to leverage investments is still desirable, even in this environment’. Similarly to many other investors, 65.9% acknowledge that they ‘need to behave differently to other property investors in order to maintain strong returns’ while 63.9% believe that ‘a disproportionate amount of capital has flowed from high risk nations into “safe haven” markets’. Interestingly, only 56%, against a global average of nearly 80% and 95% in the US, agreed that ‘Good investments exist in the global market, but are increasingly difficult to find’. This is possibly a reflection of the more domestic focus of the investor sample in Latin America. In contrast, Central and Latin American investors don’t appear to be worried by the impact of forthcoming regulatory changes (e.g., Basel) on their ability to invest in property (15.7%), the anticipated retreat of quantitative easing in the US (18.8%), and generally by events more closely related to Europe (sovereign debt crisis).
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“REITs (FIBRAs) have been some of the most active buyers in Mexico...”



United States Broadening of economic growth and supply-side constraints support values Economic growth in the US remains muted in 2013, with GDP growth below 3% and monthly job creation averaging less than 200,000. Nevertheless, intellectual capital, energy and education (ICEE) industries are expanding. Markets with large concentrations of these industries are attracting domestic and cross-border investors, a trend also observed in EU countries with similar concentrations of ICEE industries. The remaking of US and global supply chains through the Panama Canal expansion, as well as the on-shoring of manufacturing to the US, are additional bright spots in the economic picture. Also, most US metropolitan areas are now adding jobs, which has boosted investor confidence in a wider range of markets and property types than earlier in the recovery, when major gateway cities dominated. The appeal of real estate as an inflation hedge is also a positive driver of activity.



*US regional survey results include investors based in US. Parent company may be located elsewhere.



“US investors…(92%) are expecting to increase the level of investment in their property portfolios.”



US investment volume forecast (2014 vs 2013)
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US investor intentions: property portfolio (next 6 months)
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Supply-side constraints are enhancing the appeal of US real estate investment. Commercial real estate construction remains limited by several factors, including costs, which continued to rise through the recession and ensuing recovery period. We also expect punitive banking and capital regulations to continue to limit construction activity. These factors should support further improvement in real estate fundamentals as existing space is absorbed. Headwinds to our outlook include on-going US political gridlock related to budgets, the debt ceiling, health care reform and regulation of financial institutions. With the US remaining a bright spot globally for investment, transaction volumes continue to increase across a range of property types. According to Real Capital Analytics, commercial property sales totalled US$196.5 billion year-to-date through August 2013, an 18.7% increase compared with the first eight months of 2012. The strongest increase occurred in the hotel sector, up 34.0% amid improving fundamentals. Demand for apartments also remains robust, up 23.6% to over US$40 billion, making it the most active



property type. The difficulty among wouldbe, first-time buyers in entering the for-sale housing market, as well as a preference among many ‘echo boomers’ for renting, remain key demand drivers, attracting both investor and developer interest in apartment properties. Transaction volumes are likely to pick up in Q4 2013 amid continued economic growth and buyers’ desire to lock in low interest rates. Despite this pickup, volumes are unlikely to match the surge in Q4 2012, when impending tax increases pulled sales activity forward considerably. Based on Real Capital Analytics data, many of the markets with the largest increases in transaction volume this year were secondary and tertiary markets, including Las Vegas, Jacksonville, Indianapolis, Atlanta, Tampa, Philadelphia and Long Island. These increases reflect optimism in the sustainability of the US economic recovery, as well as investors moving into riskier locations and assets, given fierce competition for, and low returns on, high-quality properties in the most desirable markets.



“...political risk remains a relatively low concern among investors.”
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Majority of American investors plan to expand portfolios US investors surveyed remain bullish on the prospects for commercial real estate during the next 12 months, with 92% of respondents expecting to increase the level of investment in their property portfolios, compared with just 8% that plan to reduce their portfolios. Reflecting investor optimism, 85% of all investors (non-US included) expect property investment conditions in the US either to improve or stay the same, while only 6% expect conditions to decline.



Risk tolerance grows higher in the US Investor appetite for risk is likely to increase further: 50% of US respondents indicated that they are ‘highly likely’ or ‘likely’ to take on more risk during the next 12 months, while the other 50% indicated that they were ‘unlikely’ to take on more risk. No investors responded that they were ‘not at all likely’ to take on more risk.
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Among US investors, the most important factors affecting investment decisions include property fundamentals, economic growth of the region, ease of entry/exit, and yield. These factors reflect the relative economic strength of the US, as well as the attractive riskadjusted returns still offered by most types of US commercial real estate. The least important factors to US investors were currency risk, availability of local JV partners, level of distress, and taxation. Also, despite ongoing gridlock in the federal government, political risk remains a relatively low concern among investors.



Most plan to invest in the US US investors indicate a clear preference for assets in their home country, with 77% of respondents anticipating that their primary investment focus during the next 12 months will be in the US. Central and Latin America, as well as the UK, lag far behind with responses at just 7% each. Within the US, global gateway cities remain the preferred targets for local and foreign investors, with the largest groups of buyers looking at the



Californian markets followed by Chicago and New York. Despite budgetary uncertainties, Washington, D.C., also remains in favor, with about 23% of US investors indicating that they plan to invest there. About 37% intend to invest in US locations outside of these areas. Toronto (9%) was the only global city outside of the US that US investors were most likely to target, reflecting investors’ preference for their local/regional market. US investors’ mostfavored property types are the Industrial and Logistics (68%) and CBD Office sectors (60%), while Developments, Land, Leaseholds and Hotels are the least desired.



Debt costs are expected to rise US-based investors indicated a continued desire to use leverage to finance transactions despite anticipated increases in the cost of debt. About 63% of respondents are either highly likely or likely to use debt, despite 75% of respondents expecting debt costs to increase in the next 12 months. Most investors do not expect underwriting standards to increase during the next year, but responses were mixed regarding whether they will loosen or remain the same. Slightly more (44%) expect them to remain the same than to loosen (39%).



QE tapering expected to impact investments Investor responses to several statements demonstrate the high level of competition in markets and regions perceived as relatively safe for commercial real estate investment, including the US. More than 90% of US respondents agreed or strongly agreed that volatility across different regions means that competition is greater in stable markets. Also, about 78% of respondents agreed or strongly agreed that a disproportionate amount of capital has flowed from high-risk nations into ‘safe haven’ nations. Eurozone issues were cited as an impediment for investment in the EU by nearly half of all investors.
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Other notable responses included 95% of respondents agreeing or strongly agreeing that good investment opportunities exist in the global market but are increasingly difficult to find. Also, although recent increases in interest rates have had a relatively minor effect on investment activity thus far, more than 40% of respondents agreed or strongly agreed that the anticipated retreat of quantitative easing (QE) will affect their real estate investment plans during the next 12 months.
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The 2014 Global Investor Sentiment Survey was launched on 3rd September 2013 and closed on 22nd September 2013. The survey contained a wide variety of questions generated by Colliers International Research in collaboration with senior professionals from Colliers International Global Investment Services. Major institutional and private investors representing a broad cross section of property investors across the globe were invited to complete the survey. There were a total of 522 respondents across the US, Canada, Latin America, Australia/New Zealand, Europe, Asia and the Middle East.
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The primary purpose of the survey is to better understand the attitudes and outlook of property investors at a global and regional level over the coming 12 months.
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The information contained herein has been obtained from sources deemed reliable. While every reasonable effort has been made to ensure its accuracy, we cannot guarantee it. No responsibility is assumed for any inaccuracies. Readers are encouraged to consult their professional advisors prior to acting on any of the material contained in this report.
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About Colliers International



Our Services



Colliers International is a leader in global real estate services, defined by our spirit of enterprise. Through a culture of service excellence and a shared sense of initiative, we integrate the resources of real estate specialists worldwide to accelerate the success of our partners.



The foundation of our service is based in the strength and depth of our specialists. Through careful listening and a system of uncovering client needs, we understand the subtle business drivers behind key real estate decisions. We design truly customized services to transform real estate—often one of the largest expenses for a business—into a competitive advantage. We do that as professionals who know our communities and industries inside and out. Whether you are a local firm or a global organization, we provide creative solutions and ease in managing all of your real estate needs.



When you choose to work with Colliers, you choose to work with the best. Our highly skilled experts are passionate about what they do. We connect through a shared set of values which shapes a collaborative environment in our organization in ways that are unsurpassed in the industry. This is evident throughout our platform—from Colliers University, our proprietary education and professional development platform, to our client engagement strategy that encourages cross-functional service integration. That’s why we attract top recruits and have one of the highest retention rates in commercial real estate. Colliers International has been recognized as one of the “best places to work” by top business organizations across the globe. It’s a world we care about. At Colliers, we’re deeply committed to socially and environmentally responsible business practices—the kind that keep our communities healthy, while supporting the long-term success of business. It’s the Colliers way.



Colliers International colliers.com
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