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apital raised for
residential-focused
private real estate
funds may have
eclipsed all records
last year, but if Q1
2022 was anything to go by, then
even greater heights are in sight,
writes Charles Waine. The first
quarter ended $1.23 billion higher
than in 2021, with Pretium Partners’
Q1 final close breaking into the top
three largest residential funds over
the past five years.
Capital raised in 2021 had already
almost doubled the previous
year's total of $14.1 billion and

Capital raised ($bn) 1 Q1
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Insight

Three key trends The pace of
residential fundraising continues to
impress with a fourth consecutive

year of Q1 growth

the dominance of North American
focused funds shows no sign of
slowing. Only one Europe-focused
fund in Q1 made the top 15 largest
residential funds by size on final
close. Of the funds in market,
however, the situation is slightly
different, with an even split between

2022 is on track for a record-setting amount of residential-focused capital raised
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European and North American
regional focuses.

Residential fundraising, while
growing in absolute terms, is
accounting for a decreasing share
of real estate fundraising overall, a
trend that appears to be continuing
for a fourth consecutive year,
although the sector still bested
industrial, hospitality and office
segments with a 39 percent stake in
the market.

Multifamily in the

ascendancy
Investment in multifamily real estate
accelerated last year, exceeding
previous records, as demand
held strong in the face of the
pandemic and changing consumer
preferences. In the US, migration
to the Sunbelt was a major driver
of investment, particularly to cities
such as Dallas, Atlanta, Phoenix and
Houston, with occupancies at an
all-time high.

“The US is underhoused, meaning

that investment in multifamily, as well
as single-family rental, build-to-rent
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and other specialty housing, such
as senior and student, will remain
investor favorites,” says Colliers
director of research, US capital
markets, Aaron Jodka.

In Europe, record-breaking
deal volumes across 2021 were
driven mainly by large corporate
transactions, including Vonovia’s
takeover of Deutsche Wohnen
for €19.1 billion, and Heimstadan
acquiring 599 German, Swedish and
Danish properties for €9.1 billion.

"Germany continues to be a core
investment market, but we are also
seeing strong investor interest in
Spain, Ireland and Scandinavia,” says
Richard Valentine-Selsey, director
of residential research at real estate
services firm Savills. “While Europe
is growing, total volumes still lag
behind the US, [which] reached $352
billion in 2021, again driven by large
portfolio trades.”

Brian Murphy, chief executive
officer at real estate lending platform
Veleta Capital, adds that several
factors have converged over the past
few years to contribute to the record
run-up in multifamily. “An enormous
amount of liquidity coupled with
record low interest rates over the
last few years have compressed cap
rates and driven asset values to all-
time highs,” he says.

But whether demand and
investment growth in multifamily
can be maintained at the same
level across 2022 and beyond
will be touch and go. “The rapid
rise in interest rates, coupled with
supply chain issues, are significant
challenges to further investment
growth in the sector,” warns
Murphy. “Construction costs are up
dramatically, deliveries are taking
longer, and developers are having to
recast their stabilized assumptions.
There is some dislocation between
sellers and buyers on asset values
given the new rate environment and
the fear of a potential recession.”

June 2022

Residential funds were responsible for 39% of all real estate fundraising
in Q1 2022, surpassing the likes of industrial, hospitality and office (%)
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From the cradle to the grave
While the birth rate may be
in freefall across many developed
economies, aging populations
in Europe and North America
are only increasing the urgent
need for quality housing to cater
to the specific needs of senior
citizens.
According to Savills, just 1 percent
of people aged over 65 in the
UK live in integrated retirement
communities, or housing with care,
against roughly 6.5 percent in the US
and 5.5 percent in Australia.

Shortage of supply, combined
with the growing 65-plus
demographic, is creating the perfect
opportunity set for private real estate
investors. “Many active seniors don't

points out that retirees are often

still hesitant to move out of family
homes and into housing-with-care
facilities. "It's important that the next
generation of senior living continues

want to be isolated in a traditional
senior housing facility,” explains
Olli Fischer, investment director at
Nordic Real Estate Partners. “They
want to engage in a community,
and they want to have meaningful
activities and interactions with a lot

of different people.”

Colin Rees-Smith, a senior director
at BNP Paribas Real Estate, however,

Of the top 10 residential funds to reach a final close in Q1 2022, only one had a European focus

to be in homes that are attractive,
comfortable places to live and,
critically, part of the social fabric of
the wider community. A positive
living experience that tenants will

embrace, not fear.”

To provide this, investors and
developers need to consider the
requirements of senior living. “We
do have to be very careful to ensure

Fund Manager Current size ($m)  Strategy Region focus
Pretium Residential Credit Fund Il Pretium Partners 1,700 Debt North America
FPA Apartment Opportunity Fund VIII FPA Multifamily 1,450 Value-add North America
LMC/CPP Joint Venture Lennar Corporation 979 Value-add North America
KGAL Wohnen Core 3 KGAL 562 Core-plus Europe

Fairfield/CalSTRS Suburban Development JV Fairfield 510 Core-plus North America
IEC Institutional Fund V Interstate Equities Corporation 445 Value-add North America
Bell Core Fund | Bell Partners 230 Core North America
Bouwinvest/Man Global Private Markets JV Man Global Private Markets 200 Debt North America
HPI Real Estate Fund IX Hamilton Point Investments 195 Value-add North America
2021 Grubb Qualified Opportunity Fund Grubb Properties 152 Opportunistic North America

Greystar's $2bn 2019 fund leads the 10 largest residential funds to have closed in the last five years

Fund Manager Current size ($bn) Strategy Region focus
Greystar Equity Partners X Greystar Real Estate Partners 2.0 Value-add Multi-regional
Berkshire Multifamily Debt Fund Il Berkshire Residential Investments 1.9 Debt North America
Pretium Residential Credit Fund Il Pretium Partners 1.7 Debt North America
Bridge Multifamily Fund IV Bridge Investment Group 1.6 Value-add North America
Empira Residential Invest Empira 1.6 Value-add Europe
Invesco Commercial Mortgage Income Fund Invesco Real Estate 1.6 Debt North America
SFRJV-2 Tricon Residential 1.6 Value-add North America
Pretium Single-Family Rental Fund Il Pretium Partners 1.5 Core-plus North America
Focus Il Fund Schroders Capital 1.5 Debt Multi-regional
Waterton Residential Property Venture XIV Waterton 1.5 Value-add North America

Source: PERE
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The 10 largest residential funds in market as of the end of April were led by CDC Habitat’'s AMPERE Gestion Residential Fund

Fund Manager Target size ($bn)  Strategy Region focus
AMPERE Gestion Residential Fund CDC Habitat 1.8 Core Europe
Empira Residential Invest || Empira 1.8 Value-add Europe
HGI Multifamily Credit Fund Harbor Group International 1.8 Debt North America
AIG GRE US Real Estate Fund IV AlIG Global Real Estate 1.5 Opportunistic ~ North America
Bridge Workforce & Affordable Housing Fund Il Bridge Investment Group 1.5 Core-plus North America
US Single Family Housing V Man Global Private Markets 1.5 Core-plus North America
DTZ Investors Co-Living Fund | DTZ Investors 1.4 Core-plus Europe
Greystar Europe Multifamily Venture | Greystar Real Estate Partners 1.2 Value-add Europe
AIG GRE Europe Real Estate Fund |l AlIG Global Real Estate 1.0 Opportunistic ~ Europe
Black Impact Fund Sola Impact 1.0 Core North America

we have all the correct mobility
specifications in place,” says Patrick
Bone, a real estate fund manager at
Schroders Capital. “"Rooms must be
a certain width, so that they can have
wheelchair access. There are also
walk-in showers. So, in terms of the
design, a lot of consideration needs
to go into the fact that some of the
people living in these retirement
apartments are often facing mobility
issues.”

The desire for community-style
living is also not restricted to just
senior living. Lockdowns through the
pandemic period and affordability
pressures have boosted the appeal
of co-living spaces for young
Western consumers, particularly in
urban centers like London.

“Areas with significant higher
education establishments with
strong retention rates and high
levels of inward migration and low
unemployment are likely to be
where co-living works best. However,
many operators, particularly those
focused on small to mid-size
schemes, see the geographical
demand being much wider,” says
Richard Stonehouse, head of
residential investment at commercial
real estate services firm Avison
Young.

June 2022

As a case in point, Barings entered
the Italian market in April, investing
in co-living real estate in northern
Milan. “The residential market in Italy
has been very small historically by
western standards, but increasingly
that's changing,” says Ben Pile,
Barings head of residential investing
and asset management, Europe.
“Traditionally, people have bought
in ltaly, but house prices have got to
a level where there's a certain level
of unaffordability, and increasingly
people are turning to the rental
market.”

Eyeing opportunities

further afield
Investors may also increasingly turn
to emerging markets. While those
may have been slow to soak up
capital in recent times, with investors
largely favoring domestic real estate,
that appears to be changing. “The
argument is that in the past several
years a US-based pension fund or
endowment based in the northeast
of the US could invest in almost any
real estate in that region,” says Ken
Wainer, founding partner of Brazilian
investment manager VBI Real Estate.
"If they did so well over the past
decade, then why would they go
into a market they don’t know?”

But for those willing to take
the plunge, there are plenty of
opportunities in Latin America and
Asia-Pacific. Brazil hosts the largest
residential market in Latin America,
with Sdo Paulo topping the list for
real estate transactions.

“Brazil has a shortage of affordable
housing - the most recent data
shows a shortage of seven million
affordable homes - and this is a
consistent government problem of
providing homes for low-income
Brazilians,” says Joao Teixeira, senior
managing director at GTIS Partners.
“We've seen very strong production.
It's very dependent on the cost
of land because there is a ceiling
on the total price you can sell an
apartment for.”

In China, multifamily real estate
has proved robust despite the
pandemic and purchase restrictions.
Beijing has also put in place
favorable policies such as reduced
tax rates for multifamily operators.
“Throughout the pandemic,
multifamily rental assets have been
more resilient in terms of occupancy
rates and rent collection compared
to retail, hotel or office assets,”
explains Claire Tang, co-ClO for Asia-
Pacific and head of Greater China at
LaSalle Investment Management. m
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Founded in 2018, Funlive is one of China's largest-and leading multifamily owner-operators, with vertically integrated

capabilities across investment, development, operations and funds management. Leveraging on its competitive edges,
Funlive specializes in creating purpose-built, quality and sustainable multifamily communities in China. Funlive has

entered into 22 cities with nearly 40,000 rooms under management and a total AUM of more than US$2.8 billion.
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Editor’s letter

Residential demand is
building ever higher

James Linacre

james.|@peimedia.com

rbanization, changing demographics and migration are transforming

residential real estate. Last year’s strong performance — with new

multifamily records made in European investment as well as US rent
growth and net absorption — has continued into this year. Meanwhile, PERE
figures show record QI residential fundraising of more than $6.9 billion, up
from $5.7 billion in Q1 2021.

The strong interest is unsurprising. Housing is a basic need that is not, in a
post-covid, inflationary environment,
vulnerable to quite the same
challenges as retail, for example.
Occupancy rates and rent collection
outperformed retail, hotel and office
assets throughout the pandemic and
continued strong rent growth can
serve as an effective inflation hedge.

The further institutionalization of the asset class has played a part in its
increasing popularity, with single-family rental a case in point. While multifamily

k& Occupancy rates
and rent collection
outperformed retail,
hotel and office 73

has a long history and remains dominant, SFR has plenty of scope to grow.

Man Global Private Markets’ Anthony Cazazian says only 3 percent of SFR
units in the US are owned by institutional investors. Considering the asset class
saw rents rise 12.6 percent year-on-year in January, that figure is certain to grow.

Interest is also rising in previously overlooked jurisdictions. Emerging
markets such as Brazil and China are coming into — or back into — investors’
thinking. Brazilian student housing and Chinese multifamily are both attracting
attention, for example.

Of course, there is a lot of real estate in between these emerging markets
and asset classes aand the US and European rental assets which dominate
the residential space. It is that wide world of investment opportunity that is
generating so much excitement.

James Linacre
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Analysis

A strong year
for residential

funds

The past 12 months saw a domino effect of

private real estate heavyweights entering

the residential market, with a particular
focus on student housing

MAY 2021

APG sells half-share in Spanish

residential firm

Dutch pension manager APG sold half of
its stake in Vivenio, a Spanish multifamily

platform, to Australia’s second-largest pension
fund Aware Super for €400 million. The
platform was launched by APG in partnership
with Renta Corporation in 2017. At the time,
the firm said proceeds from the half-exit were
to be partly reinvested in the platform and

partly in other real estate investments.

OoCT

Australian build-to-rent

platform launches

Two former Mirvac executives teamed
up with Australian real estate developer
and investment manager Aliro Group
to launch Novus, a multifamily
platform, in Australia. The initial
capitalization strategy was focused

on the development of a A$2 billion
($1.6 billion; €1.3 billion) portfolio on

a value on completion basis.

12 PERE e June 2022

Multifamily
preferred equity

JV forms

Ivanhoé Cambridge
and Mount Auburn
Multifamily launched

a programmatic joint
venture to originate
preferred equity and

fill the gap between
sponsor equity and
senior mortgages. The
venture enables Ivanhoé
Cambridge to expand
its roughly $12 billion
residential portfolio and
helps the partners target
conventional, ground-
up developments in the
US Sunbelt.

Berkshire closes

US multifamily

debt fund

Berkshire Residential
Investments closed its

US residential-focused
lending vehicle, Berkshire
Multifamily Debt Fund
II1, on $1.85 billion. The
fund focuses primarily

on Freddie Mac Capital
Markets Execution
B-pieces. It also makes
opportunistic investments
in preferred equity,
mezzanine debt, B-notes
and discounted notes.

ADIA in $500m
re-up to US
student housing
venture

The Abu Dhabi
Investment Authority
reaffirmed its
commitment to the
resurging US student
accommodation
sector with a further
$500 million

equity to a joint
venture partnership
established in 2015.
The capital went to
Landmark Properties,
the Athens, Georgia-
based student housing
specialist.
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CPP Investments
makes €1bn
student housing
bet with Round Hill
CPP Investments
launched a new
European student
housing partnership
with Round Hill
Capital. The Canadian
pension plan agreed

to make an initial

€475 million equity
commitment to the
partnership, which is
targeting a portfolio size
of more than €1 billion.
The joint venture

is one of the largest
European purpose-built
student accommodation
partnerships.

Berkshire Residential holds final close
for multifamily value fund
Boston-based Berkshire Residential Investments held

the final close for its fifth multifamily value fund,
hitting its hard-cap of $550 million. The fundraising
for Berkshire Value Fund V marked an active year for
the Boston-based investment management company,
which, by the year’ end, closed funds totaling more
than $4.5 billion to deploy into short- and long-term
multifamily debt and equity investments across the US.

DEC

JAN 2022 FEB

Blackstone takes student
housing trust private

Blackstone announced it is taking
specialist real estate investment trust
American Campus Communities
private in a $12.8 billion transaction,
its biggest deal in student housing
yet. Capital for the deal was provided
by its individual and institutional
perpetual capital vehicles, BREIT and
Blackstone Property Partners.

Oaktree targets multifamily,
alternative assets with Veleta JV
Oaktree Capital Management inked

a joint venture with Veleta Capital,
taking a minority stake in the Los
Angeles-based manager to expand

its multifamily and alternative asset
portfolio. The JV will offer short-term,
senior secured loans on multifamily
and alternative commercial assets.

MAR

|

Azora launches Spanish residential fund
Spanish private real estate asset manager Azora
signed an agreement with an unnamed global
institutional investor to create BRISA, a new

vehicle focused on build-to-rent residential
developments across Spain. BRISA predicts an
investment capacity of over €1 billion and will
target the development of more than 8,000 units
over the next five years.

Brookfield looks to
sell Student Roost

Brookfield began the sale of

its $4.7 billion UK student
accommodation business,
Student Roost, which

the Canadian manager
began building in 2016
with the acquisition of

a 13-property portfolio

totaling 5,500 beds through

its Brookfield Strategic
Real Estate Partners II
fund. Since then, Student
Roost has grown to 20,500
units across more than 50
properties.

Bouwinvest makes US
single-family rental debut
The Dutch pension investor entered
the US single-family rental market
through a $200 million joint venture
with with Man Global Private

Markets, a London-based asset
manager with roughly 5,200 rental
homes throughout the US. The JV
aims to deliver as many as 1,000
energy efficient build-to-rent homes in
the coming years.
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Whether investors focus on tier-one, tier-two or tier-three locations,

residential real estate represents an asset class offering potentially

solid medium- to long-term returns, says Invesco’s fohn German

The diversity of real estate as an as-
set class remains one of its greatest
strengths. Alongside office, retail and
industrial assets, residential real estate
can potentially provide strong returns
for institutional investors, particularly
if they are looking to enhance their
long-term portfolio diversification.

Invesco Real Estate, the global real
estate investment management com-
pany, works directly with contractors
and developers and is eager to use its
experienced team to help clients nav-
igate recent market challenges in the
residential investment market, wheth-
er they stem from regulatory changes
or from the covid-19 pandemic.

June 2022

SPONSOR
INVESCO REAL ESTATE

John German, managing director
of residential investments at the firm,
considers some of the key trends and
outstanding opportunities in the mar-
ket.

How has the residential
market developed in
EMEA and the UK?
We have seen continued growth in
investor appetite for residential in-
vestments across both EMEA and the
UK. The largest sector continues to be

rental residential, but we are also see-
ing strong activity in the purpose-built
student accommodation (PBSA), sen-
ior living and co-living markets. These
subsectors were challenged by the
covid-19 pandemic, particularly the
micro-apartment co-living space, but
even here we are starting to see re-
newed activity.

If you look at residential as an asset
class, it is probably the second-most
traded in Europe after logistics. As
mentioned, the pandemic did have
an impact, but generally the value of
residential assets remained flat. This
was largely because rent collection was
maintained at an incredibly high level



Analysis

compared with the majority of other
asset classes.

Beyond the pandemic, there has also
been a growing number of investors
looking to establish portfolios across
a variety of markets beyond the estab-
lished ones. So, it is an asset class that
continues to attract investor interest,
and we see no reduction in investor
appetite — be that domestic or interna-
tional.

Are you seeing any

difference in the levels of
residential investment between
cities in EMEA?
Domestic investors will continue to in-
vest across the entire spectrum of their
respective markets. If we take a smaller
market such as Denmark, international
investors are largely comfortable stick-
ing to the major cities — Copenhagen
and Aarhus, for example.

The same is true of other markets. If
you look at Spain, international inves-
tors may be happy to invest in Madrid,
Barcelona or Valencia, but then beyond
those the interest starts to thin out.
This is a general theme. As you look
at investment in smaller cities, which
have smaller markets and potentially
less liquidity, you start to see less inter-
est — albeit with slightly higher capital-
ization rates.

This is perhaps not so surprising if
you assess the balance of risk and re-
turn. The key question to ask is how
tradable your asset in a tier-two or tier-
three city is going to be; it is always
easy to buy something, but it is not
always easy to sell it. Plus, in terms of
the differential between capitalization
rates, for some markets we are starting
to see very little difference, particularly
for stabilized assets.

One market where you perhaps see
a little more activity in tier-two cities
is student housing. There are certainly
strong universities outside capital cities
and if the fundamentals of the univer-
sity are strong and there is sufficient
demand for PBSA, we are seeing sig-
nificant investor activity.

occur to others

Wolfratshausen.

area,” says Invesco’s John German.

Leveraging local knowledge

Investing creatively can unlock opportunities that may not

Leveraging its local knowledge, one of Invesco Real Estate’s recent
residential investment strategies looks to be a little more creative in
terms of how it assesses new opportunities. The company has a small
investment in a German town with a population of less than 20,000 called

“The main advantage of Wolfratshausen, from an investment point
of view, is that it is located on the S-Bahn, making it possible to be in
the center of Munich in approximately 40 minutes. This means that the
physical real estate is in a tier-three city in terms of size, but it is more
accurate to think of the investment as being part of a tier-one catchment

“Our residential investment in the French border town of Bossey, a
20-minute drive from Geneva, relies on similar principles. This is the
benefit of local knowledge — leveraging the returns of a tier-one city, while
investing in what is, conceptually, a tier-three market.”

Lammekaer,
Denmark:
Invesco’s 56-unit
development
outside
Copenhagen
offers affordable,
high-quality family
housing

How are current price

increases impacting
the funding of residential
developments and affecting
overall residential strategies?
Price rises are certainly having an effect
on new developments. It isn’t necessar-
ily making investments unsustainable,
but it may mean a change of strategy.
Having a partner that shares in this
heightened construction cost risk is
very important.

New developments can stll take

place, but the strategy may now be to
review the market in a few years after

completion. The great benefit of resi-
dential is that it gives you two options
— you can sell the asset or lease it. You
potentially have greater flexibility and
optionality.

Choosing the right partner is im-
portant to mitigate price increases. We
always look for an alignment of inter-
ests. We are seeing a slight move away
from forward funding towards joint
ventures.

For some projects, the developer’s
profit is not delivered at the end of the
development but at a later date and is
predicated on the asset performing
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well. Will there be a bigger risk pre-
mium for residential development pro-
jects? That hasn’t materialized yet, but
it is certainly something we are contin-
uing to monitor.

Other developments that we are
keeping an eye on include changes to
tax and interest rates, and how these
are changing in various markets. If we
look again at Denmark, they recently
introduced a mark-to-market tax on
residentdal investments and also an-
nounced a change to how property tax
will be calculated on an annualized ba-
sis for residential investment. This will
have an impact on returns.

There also seems to be an under-
standing that governments will have to
pay for the cost of covid over the last
two years and the only way they can
do this is through taxation. We are not
seeing material increases in taxation
across the board so fortunately it is not
making investments uneconomic yet.

Interest rates may present a bigger
challenge, and one that is not particu-
lar to the residential market. They im-
pact any sector that needs to borrow to
enhance returns. Also, as interest rates
rise, this may put pressure on bond
pricing and could lead to outward yield
shifts, although we haven’t seen this
yet.

How are deals being

structured today to avoid
construction cost risk?
For the most part, deals are simply not
being done. Depending on which mar-
ket you are in, the concept of a fixed-
price bill contract does not necessarily
mean you won’t have construction cost
increases.

As soon as you become a landowner
in Italy, for example, you have some de-
gree of liability for increased construc-
tion costs — it is a function of the law in
that market.

You can’t completely avoid con-
struction cost risk, but you can mit-
igate it by working with contractors
that are thinking about methodologies
of construction that don’t necessarily

June 2022

replicate what has happened before. It
is beneficial to work with partners who
are more creative about where they are
sourcing their product and, perhaps,
accept that they may have to buy do-
mestically at a slightly higher cost but
from a more reliable supply chain.

In terms of joint ventures, we may
also see more deals where the devel-
oper is further incentivized to keep
construction costs down. Ultimately,
although we are still witnessing deals
being completed, fewer people are pre-
pared to take construction cost risks at
the moment.

What are the current

similarities and
differences across the EMEA
region when investing in
residential and its subsectors?
Every market is different. What works
in one country won’t necessarily work
in another.

In the UK, for example, we are see-
ing the emergence of a multitude of
amenities in residental buildings. In
Germany, however, building tenants
have to pay for building staff them-
selves, so you are likely to see a push-
back when developers want to intro-
duce, say, a concierge to a residential
property. National regulations and

“The key question to
ask is how tradable
your asset in 4 tier-
two or tier-three city

is going to be; it is
always easy to buy
something, but it is not

always easy to sell it”

requirements will dictate how assets are
created, built and managed.

If we compare residential with other
real estate assets, it is performing bet-
ter than some and not as well as others.
In recent years, some asset classes, like
hotels, have been hit hard by the im-
pact of covid-19 and now potentially
the war in the Ukraine, so residential
outperformed those.

Opverall, residential may have under-
performed against asset classes that you
would classify as “hot” but has consist-
ently been “warm.” It’s a diversifier: a
defensive, counter-cyclical asset class.
On a medium to long-term basis, resi-
dential is probably one of the best asset
classes you could consider.

How do you expect the

market to develop from
here?
We see residential as an important
component of our offer to our investor
base. It delivers some compelling op-
portunities as part of a balanced portfo-
lio. We are continually seeing the mar-
ket evolve, with different areas opening
up. Rental residential isn’t going away.

It is worth noting that residential,
unlike other forms of real estate, is
operational. You are operating for the
tenant, so it is a lot more hands-on than
other real estate asset classes.

The operations side is going to be-
come an increasing focus area for us in
the next few years. We brought in an
operational director two years ago to
bolster what we can offer our residential
investors. Having the internal resources
to understand residential operations is
key to strong market performance. We
are also seeing global investors moving
into other markets. These investors
generally have deeper pockets.

With everything going on in rela-
tion to interest rates and inflationary
pressure, I think it is going to be hard
to justify the continued compression of
capitalization rates. And we are going
to see the continuing growth of emerg-
ing markets, probably around tier-one
locations.
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Demographics, interest rates and a supply and demand
imbalance favor growth for the sector; reports Keith Button

ecord rent increases and
a rosy growth outlook
have helped boost the
appeal of US single-fam-
ily rental (SFR) housing
with institutional in-
vestors, while demographic trends,
diversification advantages and rising
interest rates are providing tailwinds
for the sector.

Single-family rentals have enjoyed
a steady stream of record rent in-
creases. Rents for US SFR properties
rose 12.6 percent in January, which
was the largest year-on-year increase
in more than 17 years, according to
the CoreLogic Single-Family Rent
Index.

January also marked 10 straight
months of record rent growth for SFR
properties. The increase was three
times as large as the January 2021 year-
on-year increase, and four times the
January 2020 increase.

Institutional interest

SFR is still a fairly new asset class for
institutional investors. With roughly 3
percent of the 16 million SFR units in
the US owned by institutional inves-
tors, there is significant opportunity for
investment expansion of SFR markets,
says Anthony Cazazian, head of US

residential real estate for Man Global
Private Markets.

“It’s a highly fragmented young as-
set class from an institutional owner-
ship perspective, akin to multifamily
decades ago,” Cazazian says. “We think
we have a lot of opportunity and a long
road ahead of us.”

Large institutional investors once
perceived SFR properties as too diffi-
cult to manage over a large, scattered
portfolio, especially when compared
with the relative ease of potentially
managing several hundred units of
multifamily in a single building, notes

Nishu Sood, head of real estate re-
search at Pretium Partners. At that
point in time, there were questions
about whether owning SFR on a large
scale — 10,000 units or more — could
be profitable because of the property
management issues.

But that perception changed with
technology improvements and the
evolution of large-scale management
practices for communicating with ten-
ants and executing lease renewals, per-
forming repairs, standardizing renova-
tions and identifying good properties
in areas of high demand. “What has
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been proven out over the past decade is
that it is possible to effectively manage
assets that are scattered across an area,
and to do it well,” Sood says. “That’s
really the change in the industry in re-
cent years.”

SFR has also improved its appeal to
institutional investors by showing resil-
iency in recent years, with occupancy
and demand trends for SFR remaining
steady even through covid-19, Sood
adds.

Housing demand was strong en-
tering the pandemic, and SFR gained
strength during that time, Sood says.
Even with the Fed interest rate hike
earlier in May — its largest since 2000
— SFR demand has remained resilient.

“Going forward, I foresee that the
demand for single-family homes in
particular is going to remain strong; I
don’t think this was just a temporary
phenomenon,” Sood says.

US housing is the largest and most
liquid real estate asset class in the world,
and institutional investors that wanted
direct exposure to rental properties had
historically put 100 percent of that ex-
posure with multifamily households,
Cazazian says.

But today, with a track record of
returns for more than a decade, SFR
is viewed almost as a core real estate
sector.

“Institutions realize they should
really be diversifying their exposure
across both single-family and multi-
family — something that is more repre-
sentative of the US housing market as a
whole,” Cazazian says.

For investors, SFR tends to offer
diversification with larger homes, more
suburban properties, higher monthly
rents, slightly higher occupancy rates,
more married couples, and more cou-
ples with children or pets than with
multifamily properties, Cazazian says.

Rent growth and home price ap-
preciation has been similar in SFR
and multifamily over the last 30 years.
But SFR historically has
formed multifamily during economic

outper-

downturns in rent growth, with SFR
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enjoying “stickier” tenants who stay
longer, Cazazian says. Generally, mul-
tifamily turnover is around 50 percent
per year, compared with 25-33 percent
for SFR.

Other growth drivers

‘Traditionally, home ownership has
been the primary way for households
to access single-family housing. In the
mid-2000s, for example, home pric-
es rose as the housing demand surge
led to an increase in home purchases,
but rents did not move much. Now,
demand has increased and there is a

“What bas been
proven out over the
past decade is that it
is possible to effectively
manage assets that
are scattered across an

area, and to do it well”

NISHU SOOD
Pretium Partners

shortage of supply across all housing —
for purchased homes, multifamily and
SFR. As professional management of
SFR properties increases and as reno-
vated rentals make up a larger part of
SFR, growth will continue in the space,
Sood predicts.

Demographics also favor SFR hous-
ing growth as millennials reach their
early 30s, when households typically
begin to favor single-family housing.

“You have the largest age groups in
the US, generally represented by the
millennial generation, who are coming
of age and entering life’s major mile-
stone years and getting married, hav-
ing children and needing more space,”

Cazazian says. “When you need more
space in the US, you’re typically look-
ing for a single-family home, whether
as an owner or as a renter.”

Rising interest rates will push
the cost of home ownership higher
through higher mortgage rates, leading
to increasing demand and increasing
rents in both SFR and multifamily. “It’s
hard not to have some shifting of de-
mand towards rentals if 30-year mort-
gage rates have gone up more than 200
basis points, as they have,” Sood says.

SFR does well as an inflation hedge
for investors because its leases reset
every one to two years, plus home pric-
es and rents have equaled or outpaced
inflation over the last 30 years, Caza-
zian says.

Rising interest rates have started to
have an impact across real estate sec-
tors, with some of the demand and cap
rates starting to soften in certain mar-
kets for certain assets, with lower valu-
ations reflecting higher financing costs,

he adds.

Trends to watch
According to Pretium, the SFR stock
shrunk by 700,000 units over the
four or five years to 2021. To address
that historically low SFR inventory,
more build-to-rent projects are mov-
ing ahead — that is, construction of
single-family homes for rentals. Build-
ing new SFR inventory also opens
opportunities for investing in energy
efficient, sustainable,
bon-emissions projects, Cazazian says.
Securitization is another area to
watch, because of the Fed rate hike.
“The rapid rise in rates recently
has impacted the securitization market
very quickly and dramatically, and that
is going to have a pretty meaningful
impact on where some of the largest

net-zero-car-

SFR operators acquire these portfoli-
os,” Cazazian says.

Cost of debt for the latest securitiza-
tions has been around 5 percent, com-
pared to about 2 percent or 2.5 percent
for securitizations in 2021. “That’s a
massive shift,” Cazazian says. m
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Smart, sustainaple and
orofitable residential”

Efforts to improve sustainability in residential real estate may not always
offer the most attractive returns, writes Barclay Ballard. But technological
innovation may unlock new profits and help meet environmental goals at
the same time, even in older building stock
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ustainability
huge deal of interest from
investors, as well as indi-

attracts a

viduals with no interest in

financial matters of any

kind - so, too, does hous-
ing. However, these twin preoccupa-
tions are often in opposition with one
another.

Collectively, homes generate 20
percent of the globe’s carbon emissions,
according to publisher TechNative. As
much as we all need access to satisfac-
tory housing, we also need a planet that
remains inhabitable for a population of
almost eight billion.

Increasingly, it has become clear
that investing in sustainability and
housing isn’t necessarily counterpro-
ductive. The global smart home mar-
ket is predicted to be worth $622.6
billion by 2026, according to market
researcher Fortune Business Insights,
with growth driven by a rising tide of
green projects. These projects are like-
ly to gain additional financial backing,
too, with research showing that prop-
erties with green certification yield a
rental premium of 6 percent and a sales
premium of 7.6 percent.

Technological innovation is en-
suring that sustainable housing is no
longer an oxymoron. Examples range
from the pioneering to the prosaic.
Dutch multinational firm Philips now
offers Ultra Efficient light sources that
consume 60 percent less energy than
standard LED bulbs. In construction,
electrochromic glass is being used to
reduce a home’s reliance on artificial
lighting. Whether it concerns insula-
tion or automation, smart tech is fast
making the sustainable home a reality.

“Real estate investors are really fo-
cused on technology that helps us man-
age our assets more efficiently,” says
Sadie Malim, director at Moorfield
Group, a leading UK real estate fund
manager. “This includes technology
built into the BMS [building manage-
ment system], technology that gathers

“Energy efficiency is
one driver of demand
for mew-build stock,
especially in light

of rising energy

costs, but also given
tighter government

regulations coming in”

ANNA WARD
Knight Frank

energy data remotely and analyzes how
it is being used, and technology that
oversees the customer journey.”

But if the market for sustainable
homes was already growing under its
own steam, it has received added im-
petus from recent challenges. The war
in Ukraine has resulted in significant
energy price rises in many markets,
with governments around the world
attempting to reduce their reliance on
Russian gas. Fossil fuels may not be go-
ing away just yet, but the market trajec-
tory is clear.

Sustainable, smart homes have a
bright future. For now, real estate in-
vestors have some decisions to make.
Do they want to buy or build green?
And will government regulations ulti-
mately make up their mind for them?

Watch this space

The market for sustainable homes is
not only flourishing due to the height-
ened prominence being given to envi-
ronmental issues, but because they can
offer good returns, too. While it is true
that smart building technologies typ-
ically lead to a 30 percent reduction
in energy usage, as per TechNative,
they also deliver financial benefits for
real estate investors and construction
firms (not to mention cost savings for
occupiers).

“We are seeing strong demand for
new-build residential, with Knight
Frank new home applicant volumes up
50 percent in the first quarter of 2022
compared with the five-year average,”
Anna Ward, Knight Frank senior res-
idential analyst, explains. “Energy ef-
ficiency is one driver of demand for
new-build stock, especially in light of
rising energy costs but also given tight-
er government regulations coming in,
which will eventually create additional
cost pressures for owners of existing,
older homes.”

Some of the new homes Ward is
referring to include the Moda, McE-
wan in Edinburgh, a new 476-home
development that uses technology to
prioritize environmental and personal
wellbeing.

The £215 million ($264 million;
€251 million) build-to-rent property
boasts wellness sensors in each home
and communal space to collect re-
al-time data on light, sound, tempera-
ture, and CO2 levels. It is the first res-
idential scheme in Europe to receive a
Fitwell three-star rating for its sustain-
able practices.

Outside of the UK, the regeneration
of Paris’ Clichy-Batignolles “eco-dis-
trict” has recently been completed at a
cost of €505.7 million. The implemen-
tation of solar photovoltaic roofs and
smart grid technology demonstrates
that smart, sustainable homes are not
merely a UK phenomenon.

Simon Heawood, co-founder and
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CEO at Bricklane, provider of the
largest PropFinTech institutional in-
vestment platform in Europe, describes
the market in stark terms. “Institution-
al demand for UK residential property
is skyrocketing; institutional demand
for unsustainable housing strategies is
zero,” he says. “Investment in residen-
tial property simply has to be sustaina-
ble, and ESG remains front of mind for
investors.”

While it may be too early to say
with any certainty whether recent in-
creases in energy prices will turbo-
charge the growth already being wit-
nessed, residential real estate investors
will no doubt be interested to see how
this trend evolves over 2022 and be-
yond. Certainly, occupiers are already
reacting to recent events, with figures
from UK building society Nationwide
suggesting 69 percent of households
intend to make their homes greener.
Eventually, this is likely to translate
into a more pronounced shift in favor
of energy-efficient new-build assets.

A smart evolution

The Coalition for Urban Transitions
initiative estimated that 36.5 percent
of emissions can be cut from residen-
tial buildings using proven technolo-
gy alone. Many of these technologies,
such as smart thermostats, are already
well-known but have not achieved the
necessary scale.

As of February 2020, the EU rated
around 75 percent of its building stock
as energy inefficient. Whether existing
or novel technologies, more needs to
be done to get them into homes.

“There’s  considerable
ment about new technologies coming
through alongside this surge of inter-
est in sustainable housing — from smart

excite-

meters through to heat pumps,” says
Heawood.

“While the largest impact often
comes from more traditional approach-
es, such as insulation and appliances,
we see huge potential in these new
technologies to improve the energy ef-
ficiency of properties.”
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Partnerships like the recently-an-
nounced collaboration between Sam-
sung Electronics and multinational
technology firm ABB should help make
smart home innovations more com-
mon. The two companies have pledged
to develop a one-stop shop for Internet
of Things solutions, integrated with
some of ABB% hardware portfolio, in-
cluding renewable energy equipment
like photovoltaic inverters and chargers.

Innovations that help developers
and occupiers measure the sustain-
ability of their properties are to be
welcomed, but both parties also need
access to solutions that can not only
aggregate and analyze this information
but also incentivize its use in tangible
terms.

One example of the latter is the
Carbonlite Challenge developed by
Atelier Capital Partners together with
the Royal Institute of British Archi-
tects. The pilot initiative encourages
residential developers to build more
sustainable homes by offering loans
to qualifying developments where the
greener the design, the more favora-
ble the financial terms available. The
scheme, which can potentially bring
the annual cost of borrowing for res-
idential development down to 4.99
percent, has already been employed for

the construction of six energy-efficient
homes in south London, with devel-
opers set to receive a rebate of over
£200,000 following the completion of
a post-construction assessment.

If, as forecast by market data firm
Statista, the number of smart homes
is set to almost double by 2025, smart
solutions — both hardware and software
— will need deployment on a wider
scale. With the sustainability agenda
unlikely to disappear, the demand for
sustainable homes will eventually reach
a critical mass. Investors looking for
decent returns would be wise to back
smart home projects with strong ESG
credentials before the prices of related
assets become prohibitive.

The scale of the challenge

While sustainability may provide a
significant impetus across many mar-
kets, there are unique challenges in
the residential real estate sector. One
is cost — particularly where it concerns
retrofitting older buildings to meet rel-
atively new environmental standards.
In the UK, for example, the rate of
retrofit needs to be seven times great-
er than its current level, with Energy
Performance Certificates (EPC) data
suggesting that this could cost as much
as £330 billion.
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A proptech partnership

Last year, Moorfield Group and Bricklane entered into a
£600 million joint venture with sustainability as one of its

central pillars.

Highlighting the in-roads that smart solutions have made into the residential
housing market, Moorfield Group, a UK real estate fund manager, and
Bricklane, a proptech residential investment platform, announced a
collaboration last year targeting a £600 million ($734 million; €698 million)
UK portfolio of professionally managed homes for rent. The partnership
claims to represent the “most significant technology-driven investment in the

UK’s residential market to date.”

Both companies have strong sustainability credentials that are expected to
be furthered through the joint venture. For example, Bricklane works with
the California start-up Wren to ensure its entire property portfolio is carbon-
neutral, while Moorfield says it plans to be operationally net-zero by 2030.

“The core challenge to making sus-
tainability improvements in housing at
scale is access,” Heawood notes. “In
order to have a rapid, meaningful ef-
fect on the housing market, unlocking
access to make improvements to the
UK’s 5.4 million private rented sector
homes that are already built is critical.
The fragmented nature of the housing
market has historically made this dif-
ficult, but a technology-led approach
can help crack this granularity issue,
and enable the rollout of improve-
ments at a scale that would otherwise
be impossible.”

As Heawood suggests, smart solu-
tions can help facilitate the devel-
opment of more sustainable homes
but the returns for investors remain
questionable. In the UK’ private
rental sector, there are indications
that landlords will soon face tighten-
ing environmental standards that will
place an additional financial burden
on private investors. What is more,
the returns for retrofitting sustaina-
ble improvements are already limited.
The payback period for energy im-
provement projects costing £6,472 to
take a home from EPC grade D to C
could be as high as 36 years, according
to some estimates.
regulatory

Alongside changes,

governments could also look more
closely at the role taxation plays in
encouraging sustainable real estate in-
vestment. Tax changes, whether they
serve as more of a carrot or a stick for
investors, can deliver the marginal
improvement in returns that push in-
vestors to support sustainable projects,
whether for greenfield or brownfield
development.

“At present, it’s hard to point at any
evidence of tech-enabled sustainable
assets securing any pricing premium
specifically for that reason — it’s too
nascent,” Malim acknowledges. “How-
ever, in our experience, the investors
focused on future-proofing their assets
are also the ones putting the most ef-
fort into the design, operations, and
customer experience, so it’s all in the
mix when it comes to achieving the
highest institutional valuations”

Looking back to move forward

Undoubtedly, there is a great deal of
momentum behind sustainable hous-
ing, driven, at least in part, by the
emergence of new smart technologies.
Around the world, 28 major cities have
signed up to the World Green Building
Council’s Net Zero Carbon Buildings
Commitment but new builds alone will
not be enough to reach their aims. “We

“Institutional
demand for UK
residential property
is skyrocketing;
institutional demand
for unsustainable
housing strategies

is zero”

SIMON HEAWOOD
Bricklane

expect to see increased institutional
momentum behind the retrofitting of
existing properties as a means of im-
proving carbon and energy efficiency,”
Heawood concludes.

Retrofitting existing homes with
more sustainable solutions is already
underway in some markets, of course.
In New York, the historic Waldorf As-
toria hotel has had 5,300 windows re-
placed and upgraded to offer modern
thermal performance. London-based
Q-Bot, which received £3.6 million of
Series A funding from French multi-
national Saint-Gobain in 2019, uses
robots to scan underfloor spaces, create
a 3D map, and spray insulation mate-
rial where beneficial. Evidently, invest-
ment potential does exist around sus-
tainable, smart homes — even for older
properties.

Relying on new homes to make
housing stock more energy efficient
could take decades but tech-enabled
institutional investment in upgrading
existing residential property can drive
greater improvements at a much faster
rate. With the regulatory space contin-
uously shifting around sustainability,
investors in buildings old and new may
want to incorporate ESG into their
strategies soon — if they haven’t already
done so. m
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EXPERT COMMENTARY

Local, regional and central governments have spent heavily
to create smart cities, says Mahdi Mokrane, PATRIZIA head
of investment strategy and vesearch. But a rethink is required

The future needs 'smartened
Up cities, not smart cities

For the past two decades, governments
have invested vast sums to create smart
cities. These are urban environments
that leverage information and commu-
nications technology to manage a city’s
assets and processes efficiently and
provide connectivity and mobility to an
ever-growing urban population.

The sleek, mas-
ter-planned  metropolis  providing
data-driven efliciencies, conveniences
and new development opportunities
is powerful. According to one count,
the number of smart city projects
announced annually worldwide rose
from three in 2011 to 78 in 2019.

However, enthusiasm is waning for

vision of a

grand smart city visions. Part of this is
due to covid. The rise of the pandemic
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saw many initiatives pushed back or
canceled. But there is also a growing
litany of smart cities across the globe
falling well short of the lofty aims
proclaimed for them by developers and
entrepreneurial city leaders.

Reprioritizing

One problem is the growing realiza-
tion that places designed from scratch
often fail to capture what makes a city
successful in the first place: the history,
culture, promise, vibrancy and people.
Simply put, a lot of urban life simply
‘does not compute.’

Does this mean smart cities are a
foolish idea? Currently, 56 percent of
the world’s 7.9 billion people live in
existing cities, and the number of urban
dwellers will only continue to swell in
the coming decades. The alternative
to constructing gleaming, data-driven
cyber-cities on greenfield sites is to
graft innovative technologies onto ex-
isting cities in ways that allow cities to
reinvent themselves.

It is what successful cities, whose
existence has spanned centuries or even
millennia, have always done: incorpo-
rate the best innovations of the time
— electric lighting, elevators, trains,
sewage systems, viaducts — to enhance
urban life.

The building components of smart
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PATRIZIA European Living Cities Index: Investment strategy goals matrix
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city concepts are sensors, cameras,
communication networks, cloud infra-
structure and the Al processes needed
to process the ever-growing masses of
data. Such solutions have already been
successfully implemented in places like
Barcelona, London, New York and
Singapore — four cities that regularly
feature on smart city lists.

At PATRIZIA, we consider the best
use of innovative technologies is not in
building smart e-topias but in ‘smart-
ening up’ existing cities. Our legacy
cities face immense challenges — over-
crowding, traffic congestion, decarbon-
ization, environmental degradation,
resource scarcity and environmental
threats. The key to addressing these is
retrofitting our cities’ infrastructure,
buildings and services in an intelligent
way so they remain secure, resilient
and, above all, livable in the future.

Picking the right targets

From a real estate investment
perspective, we believe residential
will be one of the property types
that will continue to deliver superior
risk-adjusted returns. However, to
maximize returns, capital needs to be
deployed strategically, based on sound
market research that also considers
how cities are smartening up.

This is important because not
all European cities present invest-
ment opportunities. Urbanization is a
worldwide trend, but in Europe it has
a significant demographic twist: the

continent is also aging rapidly. This
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Attractiveness

decade, the long-term consequences of
demographic drivers - increasing
lifespans and fewer babies — will be-
come a reality.

The number of employed people in
the EU 27 peaked in 2020 and compa-
nies will increasingly find themselves
competing for an ever-shrinking pool
of young talents. Importantly, by the
end of the 2020s, the last of the Baby
Boomers will be entering retirement,
which will also reshape aspects of soci-
ety beyond the workforce.

For example, young people will
continue to flock to successful cities,
but adjusting healthcare, mobility ser-
vices, public infrastructure, housing
and social policy will severely burden
many other cities.

These challenges will be exacerbat-
ed in countries with declining popula-
tions: Greece, Italy, Portugal and much
of eastern Europe. Such long-term
factors as demography, technology and
social change mean investors need to
be highly selective concerning Europe-
an cities.

We have developed what we believe
to be a market-leading approach to
identifying investment opportunities.
First, our focus is tightly urban — and
with good reason. After all, Europe has
been on the path toward ever greater
urbanization since the 1950s. Then
the share of people living in urban
areas was 51.5 percent. Today, it is
75 percent and projected to rise to al-
most 84 percent in 2050.

Large European cities should see
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growth continue, particularly the cap-
itals. Such cities routinely outperform
their national economies, sometimes
to a quite staggering extent. Between
2005 and 2019, for instance, Oslo saw
more than twice the GDP growth as
Norway as a whole.

The economic strength of London
and Paris is quite extraordinary. For ex-
ample, London has a GDP of €801 bil-
lion, which, if it were a country, would
see it ranked eighth in Europe above
Switzerland, Sweden and Ireland.
Paris, with a GDP of €685 billion,
would place 10th.

Quite simply, cities are increasingly
the engine rooms of economies world-
wide, particularly in Europe. However,
it is still essental that investors fully
understand city dynamics to match
locations to investment strategies. For
example, when other capitals were
booming, Brussels and Lisbon saw sig-
nificantly lower growth than Belgium
and Portugal. Then, too, many invest-
ment opportunities lay outside the city
boundaries of the capitals.

Identifying opportunities

A key aspect of our approach to under-
standing the emerging issues and chal-
lenges confronting European cities is
the PATRIZIA European Living Cities
Index, which takes in a wide range of
demographic and economic factors and
each city’s innovative capacity and con-
nectivity to build a rich picture of in-
dividual cities and how they sit relative
to each other. All these factors are used
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to rate a city’s attractiveness. The most
recent update has enhanced the analy-
sis on the fundamental side and in the
attractiveness analysis to reflect smart
city and sustainability aspects.

However, this is only part of the
picture. The index also provides intel-
ligence on how liquid the residential
market is in the 142 cities examined.
This is critical as liquidity dictates
how quickly capital can be deployed
and how active portfolio management
activities can enhance property value
while the fund matures.

The index then allows us to place
cities into four quadrants: powerful,
aspiring, liquid and innovative. All
four sections are seen as investable as
they provide different opportunities
depending on fund strategy and,
crucially, desired levels of risk and
return. Inevitably, some are categorized
as neither attractive nor liquid and are
placed in a fifth section, which we view
as un-investable but that we continue
to monitor.

However, it should be said that cit-
ies move between segments with each
iteration of the index. For instance,
in the latest iteration, Luxembourg
moved from innovative to powerful
due to increased liquidity.

By building a powerful picture of
individual city dynamics and how they
compare to other locations, we can also
target investments towards residential
subsectors as appropriate. For instance,
within multifamily housing, we have
identified Dublin and Paris as leading
locations for investment.

Dublin is currently benefiting from
the fallout from Brexit, with both the
financial and technology sectors con-
tinuing to attract well paid, relatively
young people, thereby creating a grow-
ing demand for high-quality rental
accommodation.

Meanwhile, in Paris, new opportu-
nities are opening due to the improve-
ments delivered by the Grand Paris
Express. When finished in 2030, this
infrastructure project will have created
a 200km metro loop around Paris with
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68 new stations and connections to the
city’s three airports.

The price tag is nearly €40 billion,
and the ambitious aim is to dramat-
ically shift the way people think and
move about the capital. Two million
people a day will use the Grand Paris
Express. Carbon emissions should also
be slashed, primarily by eliminating the
daily commute through the city heart,
possible for many today only by car.
The project uses both established and
new technologies alike to increase the
quality of life in one of Europe’s most
famed metropolises. Smart move!

Think beyond the capitals

Paris is an example of a successful Eu-
ropean city using technology to smart-
en up its infrastructure. The design of
the index also captures many of the
institutional, human and technological
vectors that help investors identify cit-
ies that are smartening up their urban
environments. This gives investors a

“The alternative to
constructing gleaming,
data-driven cyber-
cities on greenfield sites
is to graft innovative
technologies onto

existing cities”

solid footing to build them into their
investments in a forward-looking
approach.

Importantly, investment opportu-
nities do not stop at the city limits of
the capital. Many second-tier Euro-
pean cities provide the conditions for
sound investments and solid long-term
returns. But as urbanization and demo-
graphic change are moving at different
speeds and degrees, it requires a thor-
ough understanding to benefit from
the trends.

Some of the second-tier cities that
rate highly in the index in terms of
innovation are Grenoble, Lille, Lyon
and Toulouse in France, and Eind-
hoven in the Netherlands. Espoo, the
second-largest city in Finland, has a
vibrant, innovative ecosystem.

Bordeaux, one of the world’s famous
wine centers, is busily smartening itself
up. Since 1990, the city has restored its
neoclassical architecture, introduced a
high-tech public transport system, and
turned the former industrial docks area
into an emerging arts district. A pro-
ject called Bordeaux Euratlantique also
aims to transform Bordeaux by 2030,
turning it into a leading European city,
attracting a targeted 30,000 new jobs
and housing for 50,000 people.

Bordeaux cannot currently be found
in any of the world’s top 10 (or even
30) most livable cities indexes. (On
the PATRIZIA index, it ranks 54.)
However, as it transforms itself from
a city in decline into a future-looking
city, its rankings are bound to rise, and
opportunities abound as part of the
right strategies.

In the end, cities of the future don’t
have to be ‘smart,” well-engineered or
cleverly designed. They need to be
fair, green, sustainable, safe, healthy,
affordable and resilient. The internet,
the mobile cloud and clever buildings
and infrastructure will contribute to
this. We believe the best investment
opportunities will be in places seek-
ing to create livable communities that
are humane environments that engage
people and that work.
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Multitamily residential
Keeps oN rising

021 was a record-setting
year for multifamily real
estate. The pandemic may
have triggered an exodus
from expensive urban
centers, but demand for
multifamily properties reached unprec-
edented levels, boosted by a combina-
tion of higher spendable income and
historically low interest rates.

US government-sponsored mort-
gage provider Freddie Macs mult-
family unit estimates that investment
in the country across the first nine
months of 2021 alone hit $179 billion,
almost eclipsing the highest-ever annu-
al total of $193 billion, setin 2019, with
three months to spare.

“Investors are looking to asset class-
es with the strongest rent growth po-
tential as a means to offset inflation,”
says Aaron Jodka, director of research,
US capital markets at real estate firm
Colliers. “Multifamily and industrial
are the best poised asset classes, along
with alternative assets such as life sci-
ence, to do that via rising rental rates.”

Booming investment in the US
showed up in two key areas. “The
number of units sold in Q4 2021 alone
accounted for 42 percent of the num-
ber traded over the past four quarters,”
says Matt Vance, Americas head of
multifamily research for CBRE.

“But it is more than just the num-
ber of properties that sold. The price
per unit has risen 24 percent in the two
years from Q1 2020 to Q1 2022. Again,
strong fundamentals and competition

Changing work
practices and retail
uncertainties have shifted
a wall of investment to
the asset class, writes
Charles Waine, setting
records in the US and
surpassing the office
sector in Europe
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among buyers has put significant
downward pressure on cap rates and
boosted asset pricing.”

In Europe, real estate firm JLL
estimates that €22.5 billion real es-
tate services firm was invested in for-
ward-funding multifamily deals last
year, accounting for 39 percent of total
transaction volume in the sector and
exceeding the office sector for the first
time.

“There were several things con-
tributing towards increased activity
in the European sector, such as low
interest rates, the resilience of the sec-
tor through covid lockdowns, as well
as investor uncertainty around the fu-
ture of office and retail,” says Richard
Valentine-Selsey, director of residen-
tial research at real estate services firm
Savills.

Multifamily investment in Germa-
ny was the continent’s main driver last
year, topping 55 percent of total invest-
ment in the sector, mainly due to Vo-
novia’s acquisition of Deutsche Woh-
nen, while Sweden and Denmark were
also boosted by the Heimstaden-Ake-
lius megadeal. Combined, Savills esti-
mates that the two deals accounted for
40 percent of total European multi-
family investment.

“Several factors have converged
contributing to the record run-up in
multifamily over the last few years,”
explains Brian Murphy, CEO at real
estate lending platform Veleta Capi-
tal. “An enormous amount of liquidity
coupled with record low interest rates
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over the last few years have compressed
cap rates and driven asset values to
all-time highs.”

Murphy adds that the government
stimulus and the global shift in the way
people work has also contributed to
surging rental growth in the US over
recent years. Record rental growth in
an already supply-constrained asset
class has only fueled activity and fa-
vored sellers.

Strong appetite
While last year may have been truly ex-
ceptional, multifamily momentum ap-
pears to have kept pace across the first
quarter of 2022. In the US, investment
volumes hit $63 billion, a 56.4 percent
increase year-on-year and the highest
Q1 on record. CBRE figures show that
multifamily accounted for 37 percent
of total commercial real estate invest-
ment volume, followed by office at 21
percent and industrial at 20 percent.
“Strong migraton to the Sun-
belt has supported incredible rent
growth, while occupancies are at
all-time highs across markets,” high-
lights Jodka. “This has attracted capital
to cities throughout the Southeast and

Southwest. That said, investment cap-
ital is chasing properties throughout
the country, with strong volumes in the
Northeast, Midwest, and West as well.”

All 69 markets tracked by CBRE
in the US recorded year-on-year rent
growth in Q1, with 56 of them hitting
double digit gains, up from 49 in Q4
last year. All Pacific markets achieved
double digit growth, while the South-
east region reached rent growth of 22
percent.

“Although the overall market has
seen increased investment, the Sunbelt
markets on this list are the real ‘hot-
spots” today,” adds Vance. “Looking
ahead, as rent growth responds posi-
tively to the tightening occupancies in
major coastal cities, we expect buyers
to expand their Sunbelt focus into the
gateway cities and other large coastal
markets like Seattle.”

In Europe, Germany-based lending
specialist Catella Real Estate describes
the residential market as the most dy-
namic of all asset classes in Q1, but
warns that the war in Ukraine, rising
inflation and lingering effects from the
pandemic are likely to slow economic
recovery.

From the 63 European cities that

Catella tracks, average monthly apart-
ment rents increased by 3.82 percent
year-on-year in QIl. The cheapest
apartments were found in the Belgian
city of Liege, followed by Brno in the
Czech Republic and Malaga in Spain,
while the most expensive rental market
was still Geneva, Switzerland.

Many countries across Europe
are seeing falling yields, according

to Catella, with sideways movement

Dallas continues to dazzle

"Five of the top 10 multifamily investment markets [in the US]
have seen a big jump in recent years. And investment activity
is trending well above historical annual averages,” says CBRE
Americas head of multifamily research Matt Vance. These
include Dallas/Fort Worth, Phoenix, Houston, Miami/South

Florida and Atlanta.

Vance notes that renter demand and a healthy, but manageable, supply
pipeline have pushed vacancies to a new record low of 2.3 percent. These
strong fundamentals and the short-term nature of apartment leases have
positioned the sector well to capture the persistent inflation and net operating
income growth. Colliers director of research, US capital markets, Aaron
Jodka, points to the strength of the Dallas market in particular. “Last year,
Dallas had more sales volume ($29.1 billion) than the entire region of the
Mid-Atlantic, Midwest, or Northeast (individually, not all three combined).
Dallas has been the top investment sales market since 2016.”
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notable in the UK, Poland and Swit-
zerland. In the final quarter of last
year, JLL pointed to strong capital
pressures in Europe that were already
turbo-charging yield compression.

Turning the page

The outlook may be positive for fur-
ther investment, but there are still
some looming challenges to consider.
“The main headwinds are coming from
inflation (cost of materials and labor),
rising interest rates and their impact on
borrowing costs and geopolitical fac-
tors,” says Will Mathews, multifamily
lead at the Colliers Capital Markets
board of advisers.

Veleta Capital’s Murphy adds
that the rapid rise in interest rates,
coupled with supply chain issues, are
significant challenges to further invest-
ment growth in the sector. “Construc-
tion costs are up dramatically, deliver-
ies are taking longer and developers
are having to recast their stabilized as-
sumptions,” he explains. “The market
is in price discovery, and we expect that
to last another handful of months as in-
vestors weigh opportunities.”

Vance says that in the US invest-
ment activity this year should come
close to 2021, despite rising borrowing
costs, but cautions that “we could see a
deceleration next year.”
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“The price per unit
has risen 24 percent in
the two years from Q1
2020 to Q1 20227

MATT VANCE
CBRE

“Construction costs
are up dramatically,
deliveries are taking
longer and developers
are having to recast
their stabilized

assumptions”

BRIAN MURPHY
Veleta Capital
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Jodka emphasizes that “since 2021
set an all-time investment sales record,
breaking 2019% previous peak by 82
percent, it will be hard to maintain that
level of investment growth.”

Before the war in Ukraine added in-
flationary pressures, JLL said that reg-
ulatory changes in Europe could also
impact market activity and potentially
deter further investment.

In February, the Spanish govern-
ment passed the “Right to Housing
Law” bill aimed at controlling rental
prices and making housing more af-
fordable. Landlords that leave houses
unoccupied for more than two years
will face higher municipal tax rates,
while the new law also caps rental pric-
es in areas deemed “stressed” because
of high housing demand.

Last year, Germany’s highest court
ruled that the government’s similar
experiment with market intervention
was illegal following the introduction
of a rental cap in Berlin in February
2020. Real estate investors successful-
ly argued that the move was unconsti-
tutional on the grounds that the law
could only be determined by the fed-
eral government rather than the state.

In 2022, the German federal court
also denied a call for a referendum on
rental freezes in Bavaria. Like Spain,
Germany has struggled to solve its
housing crisis, with supply failing to
match spiralling demand.

Elsewhere in Europe, the Irish gov-
ernment has introduced tighter rent
controls and a transfer tax surcharge on
bulk purchases of single-family rental
homes. In December, the rules were
amended so that rent cannot exceed
inflation or increase more than 2 per-
cent annually, depending on which is
lower.

Investors will be conscious of the
impact further government regulations
in 2022 and beyond may have on the
market, but with a supply crunch in
many countries rumbling on, authori-
ties will also be wary of deterring pri-
vate capital. m
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Building to reinvent rental

BTR is blossoming in the UK and Australia, observe Macquarie’s Paul Checchin and
James Bechely-Crundall, with both markets offering plenty of potential for growth

The UK and Australia are playing
catch-up with the US in the world of
purpose-built, professionally-managed
rental accommodation. From a near
standing start just a few years ago, the
build-to-rent (BTR) sector in the two
countries has continued to grow.

BTR developments have gone up
in prime locations across Melbourne,
Manchester, Sydney, Birmingham, Ed-
inburgh and London. A growing mar-
ket offers growing opportunities, both
to continue to offer premium rental
apartments but also to cater to a broad-
er customer base.

Macquarie Asset Management has
worked with experienced developers to
form Local in Australia and Goodstone
Living in the UK to create offerings
that cater to a broader customer base
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that has found it increasingly difficult
to get onto the property ladder. Mac-
quarie Asset Management managing
director Paul Checchin and senior
vice-president James Bechely-Crun-
dall explain why the BTR sector is well
placed in Australia and the UK, how
the two markets differ and where their
model fits into this increasingly com-
petitive market.

How has the housing
market changed over the
last year?
James Bechely-Crundall: The story

in the UK has been the continuation
of the well-documented narrative of
stretched housing affordability. This
has been around for some time and will
not be solved anytime soon.

House prices have outstripped wage
growth for over a decade now. Pric-
es are up 12 percent over the past 12
months and London median prices
now represent more than 13.5 times
average incomes. Combining this with
tighter credit conditions for first home
buyers and growing cost-of-living
pressures has created more and higher
barriers to home ownership, although
unlike in Australia, rents held up pretty
well during the pandemic.

Paul Checchin: Low interest rates
have been a key driver of house price



Analysis

growth in Australia, and in the calendar
year of 2021 house prices were up 22
percent Australia-wide, which is obvi-
ously very strong.

Even before the recent appreciation
in house prices, house price growth has
outstripped wage growth in Australia.
In the 20 years to 2021, house prices
in Australia have grown at 6 percent
per annum, whereas wage growth has
only been 3 percent. It has resulted in
the same dynamic as in the UK, where
affordability has deteriorated to now be
at very stretched levels.

From a rent perspective, follow-
ing the onset of covid in 2020, rents
generally initially fell, but it did differ
between markets. In the past six
months rents have begun to grow quite
strongly, coinciding with the reopen-
ing of borders and fading fear of covid
lockdowns.

One of the key factors for that s that
vacancy rates have declined quite sub-
stantially. In Sydney, for example, the
vacancy rate is currently 1.6 percent,
down from 3.4 percent 12 months ago.
In Melbourne it is 1.9 percent versus
4.4 percent last year. What we are see-
ing is a flattening of house price growth
and an acceleration of rental growth.

Does this mean there is

a growing trend towards
rental in the future?
PC: The shift to renting is not new
and has been happening for the past
two decades. The proportion of rent-
ers has been growing and we expect
this will continue, taking into account
unaffordable housing and demographic
trends in Australia. Collectively these
factors provide a strong tailwind for
growth in the rental market.

It starts with population growth.
Australia has one of the highest rates
of population growth in any devel-
oped economy. There has also been
an especially large increase in the key
20-34-year-old demographic over the
past decade, who are the main renter
cohort. This cohort is now tending to
place greater emphasis on flexibility

and convenience, and the idea of rent-
ing gives them a greater freedom in
that respect.

JB-C: Similar to Australia, favorable
demographic and lifestyle changes have
been postponing home ownership over
the past two decades. The average first
time buyer in the UK is now 34 years
old versus 26 in the late 1990s, which
further emphasizes that more people
are renting for longer.

What makes BTR the best

way to respond to these
trends?
PC: In Australia, the existing rental
offering has generally delivered a poor
experience to the renter. The supply of
high-quality, purpose-built accommo-
dation that offers security of tenure,
well thought-out and purposefully de-
signed amenity and living spaces and
service that is desired by consumers has
a strong case in Australia.

JB-C: In the UK the story is almost ex-
actly the same, except that the quality of
the existing housing supply is generally
much worse and, simply, often not fit
for purpose. This is not surprising once
you consider that the UK has the oldest
housing stock in Europe, with around
40 percent of it having been built be-
fore the end of World War Two.

The pandemic has been a trend ac-
celerator for the global build-to-rent
sector. It has become the catalyst for
residents to demand more from the
space where they live, work and re-
lax. This fundamental demand shift
has created an opportunity for BTR
groups, like Goodstone Living and Lo-
cal, to develop new residential homes
that leverage the latest in design, amen-
ity, customer experience and sustaina-

ble building.

PC: In BTR it is also easier to deliver
positive ESG outcomes relative to tra-
ditional build-to-sell apartments. For

market?

behavior.

Has working from home had an effect on the BTR

JB-C: Yes, certainly. Today’s renter is demanding more flexibility from
their home and the existing housing stock isn’t conducive to home
working. This provides an opportunity for new purpose-built rental homes
that incorporate workspaces within the building to align with customer

PC: Working from home has certainly made people think more about what
they want from their space. Renovation activity in Australia is high, with
people seeking to enhance comfort and wellbeing in their homes whilst
often also accommodating the ability to work remotely effectively.
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example, investing in solar becomes
viable, as the owner will benefit from
reduced ongoing operating costs. It is
similarly more feasible to invest in in-
itiatives that deliver water and waste
efficiencies.

In the specific case of Local, the
platform will also deliver a positive
social impact by providing specialized
accommodation for people with dis-
abilites, affordable housing for key
workers and single women over the age
of 55, a demographic which has been
identified as particularly vulnerable to
homelessness.

Is now the right time to
enter the market?
JB-C: We think so. Customers are de-
manding more, and there is no short-
age of them. What there is, however,
is a severe lack of high quality, pur-
pose-built rental homes.

To put it into context, the UK has
5.2 million private rental households,
which is 19 percent of all households.
On the supply side, there are fewer than
100,000 operational BTR units, which
represents less than 2 percent market
penetration. The sector is much more
mature in the US, where market pene-
tration is approximately 37 percent.

Odur strategic approach to this sector
has been to create and grow specialist
developer/operator businesses to take

“In the 20 years to
2021, house prices

in Australia have
grown at 6 percent per
annum, whereas wage
growth has only been

3 percent”

PAUL CHECCHIN
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advantage of this market displacement.
We think this is the best way to play
this early-stage growth market.

PC: In Australia the sector is stll in
its infancy but we believe it will insti-
tutionalize. We invested in a specialist
BTR developer and operator — Local
— founded by industry veterans Dan
McLennan and Matt Berg, who have a
lot of experience in the BTR sector in
Australia.

Local is differentiated in that it is
targeting a broader range of customers
in a broader number of target markets
than most of the other operators. This
means that rather than focusing on the
exclusive and premium end of the mar-
ket, Local will deliver a very high-qual-
ity product catering to renters from di-
verse communities comprising all age
groups and backgrounds. Ultimately
this means that the addressable market
is large, catering to the whole spectrum
of the growing renter population.

JB-C: We recently established Good-
stone Living, a specialist real estate
platform focused on the UK’s build-
to-rent sector. Similar to Local, our
investment is partnering with two de-
velopers, Darryl Flay and Martin Bell-
inger, 35-year veterans of the residen-
tial sector.

The business has been set up to cre-
ate a better way to rent. This means
designing, delivering and operating the
next generation of rental communities
designed around three core principles:
better homes; bigger, better spaces; and
better, simpler service.

Goodstone Living takes a highly
analytical approach to its building lo-
cations and amenity offering, while
also prioritizing customer wellbeing
through enhanced access to open and
green spaces. The team is currently de-
livering these next generation schemes
across two sites — Camp Hill Gardens
in Digbeth, Birmingham, and Skyliner
in Leith, Edinburgh. Both are excellent
projects and the business has a deep
pipeline of development opportunities.

“The UK bhas the
oldest housing stock in
Europe, with around
40 percent of it having
been built before the
end of World War

Two”

JAMES BECHELY-CRUNDALL

Additionally, Goodstone Living is
focused on delivering its private units
for long-term rental at an accessible
price point. This means that at least
half of its units are accessible to at least
half the local community — providing
its customers with a combination of the
flexibility of renting and the certainty
of homeownership.

What does the future hold

for BTR?
PC: BTR is an exciting opportunity in
Australia. We think the proposition for
the consumer is compelling and superi-
or to existing rental options. If you look
at the US, multifamily accommodation
accounts for about 11 percent of the to-
tal housing market. In Australia it is not
far off zero, so if we transition to just 1
percent of housing stock to BTR itis a
A$90 billion ($62 billion; €60 billion)
opportunity.

JB-C: The UK market is still early
stage and has a very bright future. The
growth of this sector in the US is a use-
ful gauge of scale and therefore poten-
tial; applying the US penetration rate to
the UK implies a market for a further 2
million purpose-built and professional-
ly managed rental homes. This has very
much crafted our approach in focusing
on earlier stage markets that exhibit
strong underlying fundamentals.
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Hong Kong conditions
are right for co-living

Circumstances are right for entry into the Hong Kong market, writes Iris Lai

ong Kong’s residen-
tial real estate market
has fared better than
many peers through
the recent challenges
of covid-19, US-China
trade tensions and 2019 social unrest.
The housing price index rose 6 percent
from January 2019 to March 2022, ac-
cording to the Hong Kong Rating and
Valuation Department.

While economic headwinds and
covid-19 have reduced corporate de-
mand for offices and border closures
have dampened the retail and hotel
sectors, the residential market has held
up quite well.

Asset manager Value
Group’s head of real estate, Ra-
chel Tong, notes that “there is still
positive carry for most residential

Partners

assets.”

Investing in Hong Kong for sale
residental through redevelopment is
“in-line with the government’s hous-
ing policy and healthy pricing out-
look,” says Joelin Ma, director of real
estate, Asia-Pacific at Dutch pension
investor APG Asset Management. It
represents a “defensive asset class,”
supported by fundamental supply
scarcity, strong purchasing liquidi-
ty and population inflow from the
Greater Bay Area integration with
China.

3.9-4%

Lofter’s Alvin Leung notes
co-living redevelopment property can
give core returns

Among the most attractive ways
of investing in the market is in the
co-living space, with plenty of oppor-
tunities to convert hotels into co-living
properties. Multifamily is also always
an option.

“The recent correction in both cap-
ital and rental values should make the
entry proposition look more attrac-
tive,”
estate Hong Kong at investment man-
ager Schroders Capital. Rents are typ-
ically higher for serviced apartments,

says Ingrid Chen, head of real

while co-living properties generally
generate higher yields than other class-
es in traditional residential.

Supply and demand

JLL Hong Kong chairman Joseph
Tsang says demand always outpaces
supply in the city. The government
changed the public to private housing
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supply ratio to 70:30 in 2018, slowing
down new private housing construction
since 2020 and lifting overall prices.

“There is very high pent-up de-
mand for homes,” says Samuel Chu,
co-founder and chief investment of-
ficer at private equity real estate in-
vestment group Phoenix Property In-
vestors. “This strong housing demand
is driven by the fundamental growth of
domestic needs for marriages/divorces
but not led primarily by mainlanders.”

Housing supply is not expected
to keep up with demand in either the
short or medium term. It is constrained
not least by increasing material costs
and labor shortages, which have made
it more expensive to build. That lack
of supply makes the market attractive
even despite the current high prices.

In the wake of covid’s fifth wave
with stricter social measures, home
rents held up well in the first quarter
and the prevailing price correction
“will only be short-lived,” says Keith
Chan, director and head of research
at real estate services firm Cushman &
Wakefield Hong Kong.

Residential prices are projected “to
go up by 3 percent to 5 percent” in
2022, says Martin Wong, head of re-
search and consultancy Greater China
at property consultancy Knight Frank,
with relaxed mortgage rules set to “cer-
tainly speed up the recovery.”

However, An Chen, assistant port-
folio manager of Asia-Pacific at real
estate manager AEW Real Estate Se-
curities, notes that potential interest
rate hikes could be a headwind in the
second half of the year.

The call of co-living

The pandemic has prompted a rising
proportion of institutional funds to en-
ter Hong Kong residential. With bor-
rowing costs set to increase, Chan at
Cushman & Wakefield says, “cash-rich
investors are welcomed by local players
as an alternative source of capital.”
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“Recent correction in
both capital and rental
values should make
the entry proposition

look more attractive”

INGRID CHEN
Schroders Capital

“We haven’t seen such
active investment for a

long while”

CAROL CHOW
Lofter Group

Hong Kong’s connectivity with
China “should continue to buttress
the city’s appeal to institutional capi-
tal,” notes Chen of Schroders Capital.
Institutional and private equity funds
are seeking to allocate capital in Hong
Kong, primarily in alternative invest-
ment classes like co-living, senior living
and — beyond residential — data centers
for risk diversification.

Phoenix Property’s Chu says some
funds have targeted co-living, includ-
ing through hotel conversions. This

is something that Carol Chow, found-
er and chairperson of local developer
Lofter Group, has also seen.

hotels
investors for

Pandemic-stricken have

attracted conversion
into co-living properties, Chow says.
Central-located tenement buildings
with attractive prices offered by dis-
tressed landlords also lure investors.
For example, Lofter has teamed up
with Singapore-based SC Capital Part-
ners to acquire such aging buildings for
HK$418 million ($53 million; €50 mil-
lion) for residential conversion.

Co-living’s stable rental income and
high occupancy rate of over 95 percent
have driven private equity funds’ inter-
est for value-add opportunity. Last No-
vember recorded three deals by foreign
funds. Chow comments: “We haven’t
seen such active investment for a long
while.”

With long-term income yield of
about 3.5-4 percent, co-living redevel-
opment property is “core” for private
fund investors as part of asset diversi-
fication in Asia-Pacific, says Alvin Le-
ung, director of investment manage-
ment at Lofter. A number of co-living
operators have partnered with for-
eign funds for investment aiming at
long-term stable cashflows, instead of
short-to-medium term capital gain.

Competition is seen for hotel
co-living conversions, with a handful
of private equity funds seeking targets
for potential conversion, says Alan Yau,
head of real estate in Hong Kong at
KPMG China. These include insur-
ance and pension-backed funds from
the US and Europe.

Co-living suits a high-density city
like Hong Kong, where affordable
housing options with good ameni-
ties in convenient locations catering
to young professionals remain scarce.
High occupancy during the pandemic
“is a testament to the strength of this
sector,” says David Fassbender, head of
Southeast Asia at PGIM Real Estate. m
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INTERVIEW

The right model

for China mult

.

fami

Y

China rental residential is supported by government and demographics,
but Funlive’s Keith Chan notes it needs the right model to thrive

Multifamily residential has been one
of the most popular asset classes for
global investors in recent years, and
China offers enormous potential due
to its size, government support and the
demand for quality rental assets from
migrant workers and those who cannot
afford to buy. Keith Chan, chief execu-
tive of Funlive, a vertically integrated
multifamily operator and investment
manager, says the right business model
is crucial in capitalizing on the oppor-
tunity and bringing increasing institu-
tional investment to a rapidly growing
and developing sector.

What is driving the
multifamily residential
market in China?

SPONSOR
FUNLIVE

The dynamics of the multifamily sec-
tor in China are straightforward, and
the fundamentals for the tier one cities
and the top tier two cities are driven by
three major factors.

Firstly, China’s urbanization rate has
been consistently rising and converg-
ing to the world average’s 80 percent.
As a result, the urban population of
these cities is huge and can be treated
as metropolises by world standards —
25 million for Shanghai and close to 10
million for Nanjing, for example.

Secondly, following the develop-
ment of these urban metropolises, there

has been an explosion in the migrant
work population, which has expanded
2.5x nationally relative to 20 years ago.
This translates into a need for these
cities to consistently provide quality
housing — a key urban infrastructure to
keep high value-adding talent to drive
the development of these metropolises.

Thirdly, the capital value of resi-
dential properties in these cities is high
and has been outpacing rental. This
has led to an overall lower affordability
for home purchases and pushed young
professionals and families into renting.
We are of the view that if these three
trends stack up for a city, then the fun-
damentals are robust.

Adding to this, the government
has been supporting the residential

June 2022 e Residential 35



36 PERE e

Analysis

sector since 2014-15, and promoting
the idea that residential units are not
for speculation, but accommodation,
which supports a professionally man-
aged multifamily sector. In fact, it has
been pushing state owned enterprises
(SOEs) into the rental and affordable
housing sector; however, progress has
been slow.

The government also introduced
tax breaks for multifamily in 2021: VAT
has gone down from 9 percent to 1.5
percent, while real estate tax has de-
creased from 12 percent to 4 percent.
While this does not make a huge differ-
ence on the bottom line, it does boost
yield given the buy-to-hold, operating
nature of this asset class.

Multifamily is a preferred asset class
within real estate, following overall
government support. In China, mul-
tifamily has been classified differently
compared to for-sale lending for major
banks as an “encouraged sector” with
favorable terms.

For example, we secured bank lend-
ing for one of our platforms and the
bank has since been proactive in look-
ing to work with us more in the mul-
tifamily projects, even in the second
half of 2021, standing in contrast to
the attitude towards single-family res-
idential for-sale projects amongst the
capital markets. We are confident that
this is not only because of the sound
fundamentals of the multifamily sec-
tor, but also an echo following positive
government support, where banks see
it as a safe investment with a smaller
overhang.

Finally, the multifamily sector is in
a process of institutionalization, with a
clear best model emerging and strong
interest from sources of long-term in-
stitutional capital both internationally
and here in China.

How is the multifamily

residential investment and
operating model developing?
A couple of years ago, the multifamily
sector in China was fairly distinct from
that of the US or Japan. Initially, all
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atall?

Nanjing.

Has your view on the best cities for investment changed

There are eight cities where we think we will focus for the time being.
The first five would be the priority: these are the tier-one cities of Beijing,
Shanghai, Guangzhou, Shenzhen and also Hangzhou, which is an
important tech and manufacturing center. However, we would also look at
three other cities which have very good potential: Wuhan, Chengdu and

the operators tried to adopt the mas-
ter lease model, where they would take
long-term leases over properties and
then rent short term to tenants. So,
back in 2018-19, a number of players
tried to get into the industry by adopt-
ing this model because it would allow
them to scale up very quickly.
However, to scale up, they took
on too many projects at low margins
or even making a loss, and a lot of
these platforms went bankrupt, even
those that had received private equi-
ty backing. Now, operators looking
to go down an asset-light model need
to either choose to be more like a ho-
tel operator, managing the assets and
generating fees, or turning to reve-
nue-sharing with the owners rather

than having a fixed cost through the
master leases.

The alternative to this is a more as-
set-heavy business, where you build to
rent. You can buy land and develop, or
buy existing assets and convert to mul-
tifamily. Of course, this requires devel-
opment skills and is capital intensive.

Chinese developers tend not to be
keen on this as most do not want to be
long-term owners of the assets, even
where a section of a development has
been reserved for rental housing. To
meet the challenges of this model, you
need to be a fund manager in order to
build the capital for these projects.

This is what we do at Funlive: we
are the developer and operator of the
assets and also a fund manager for
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vehicles that will own them in the long
term.

I believe this operating and asset
management model is the best way to
go in this sector — like GLP and ESR
in the logistics sector, that is where we
want to be in the multifamily space.
We have a first mover advantage in
this space given we launched in 2018
and the competitive landscape in mul-
tifamily funds management in China is
not so crowded, yet investors have been
supportive because this model has been
proven in other markets and asset class-
es globally.

Is investor interest in the

sector still growing?
Yes, we continue to see more and more
investors coming into the space. Tradi-
tionally, the multifamily sector all over
the world has been popular due to its
resilience and stable cashflows, and we
note that this is increasingly the case
post-covid. Since 2018, we have been
able to establish investment ventures
with Proprium Capital, Gaw Capital
Partners and various sovereign funds.
We also are managing a conversion
project for Blackstone Group - their
first China multifamily investment.

Last year, we teamed up with KKR,
which invested in a 3,000-unit multi-
family development that we will op-
erate in Beijing. So, that interest from
global investors in the sector and in this
fund manager/operator model remains
strong.

Furthermore, we are seeing more
interest from Chinese institution-
al investors. Going back a year or 18
months, insurers were still in the pro-
cess of working out the policy angle to
multifamily given its residential nature.
However, that attitude has changed a
lot in favor of multifamily since then.

Through active conversations, we
have noticed that major insurance com-
panies have enlisted multifamily as one
of their strategic focuses if they have
a real estate allocation. Given the sta-
ble and resilient nature of multifamily,
this should fit well into the long-term

“Investors have been
supportive because this
model has been proven
in other markets and

asset classes globally”

investment profiles of insurance capi-
tal, and to this end we are hopeful that
we can add Chinese insurance compa-
nies as our investors.

One more thing that is supporting
investor interest and the institutionali-
zation of the sector is industry consol-
idation. In the past, there were many
failed operators due to missteps in
business models. Now there is a small-
er number of better and more stable
players in the market, which is good
because the whole sector will be more
healthy and more appealing to both in-
vestors and renters.

How has the ongoing

pandemic affected the
multifamily residential market
in China?
When covid first emerged in Q1 2020,
site visits to projects by potential rent-
ers were largely limited by the gov-
ernment. This has coincided with the
Lunar New Year, where most residents
have returned to their home cities and,
as a result, new leasing activities were
challenging.

Once we got to late April 2020,
however, things recovered quickly, our
occupancy rebounded from low 80s to
an average of 92 percent and has stayed
ata high level since then. For 2022, the
omicron outbreak is having a similar
impact on occupancy and leasing, yet
key metrics including rental collection
rates have been strong and we are pos-
itive multifamily will remain one of the
less affected asset classes and business
sector.

We also note that residents are in-
creasingly appreciative of the fact that
a professionally managed multifamily
building offers more support during
lockdown, because there are staff there
to help. Our staff have been working
very hard during this period. This is
something I experienced myself in a
modern, professionally managed resi-
dential complex in Shanghai; organiz-
ing supplies and other things is much
easier than for people in older build-
ings without proactive management.
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he pandemic, skyrock-

eting house prices and

a desirable style of liv-

ing are reshaping what

young professionals seek

from their living ar-
rangements. But for gen Zs, in particu-
lar, the prospect of leaving university
and moving into a house in multiple
occupation (HMO) is, like, so last year.
Enter co-living.

Co-living takes the idea of shared
living spaces to a new level. While a
prior generation of renters may have
shared kitchens, bathrooms and util-
ity rooms with their housemates,
co-living seeks to promote communi-
ty and convenience with on-site gyms,
service staff and the prospect of con-
necting with a like-minded community.

What emerged as a response to an
affordability crisis in Asian tech hubs is
now seeping into the western market,
with both investors and potential res-
idents eyeing up attractive opportuni-
ties from this new way of living.

Young, employed, lonely

Global investment in co-living devel-
opments increased threefold each year
between 2015 and 2019, according to
JLL, but the pandemic “amplified” the
motivations for western consumers
to be drawn further to co-living, says
Richard Stonehouse, head of residen-
tial investment at commercial real es-
tate services firm Avison Young.

The allure of urban locations runs
parallel to issues of loneliness and af-
fordability for young professionals.
Meanwhile, the premium end of the
build-to-rent (BTR) market is demon-
strating the “ambitious rental levels”
that the millennial demographic ten-
ants are willing to pay for a quality
home with excellent service, amenities
and community, adds Stonehouse.

“The co-living market focuses on
these qualities while appealing to a
broad, aspirational and transient de-
mographic that may be unable to pay
the levels [these BTR] schemes are
achieving,” he says.
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Co-
westerm
Momentum

Ng'S

Social forces are driving more young
professionals in Europe and the UK to embrace
co-living, and it is also strengthening the investment
case for these assets, writes Tom Higgins

Similarly, Ben Pile, manager Bar-
ings’ head of residential investing and
asset management, Europe, says that
“affordable, good-quality alternative
accommodation” is emerging in cities
where “living is expensive and will be-
come increasingly so as the cost of liv-
ing crisis hits everybody.”

In London - a city that retains 47
percent of its graduates and attracts
one in four of all other graduates in the

UK, according to CBRE - the co-liv-
ing boom is already maturing.

Co-living on the continent

The Co-Liv Fund, launched as a joint
venture between co-living provider
The Collective and D'TZ Investors in
2019, became the UK’ first dedicated
co-living fund and has a target gross
asset value of £1 billion ($1.23 billion;
€1.17 billion).
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Elsewhere in Europe, the same eco-
nomic and social drivers are creating
similar investment opportunities. In
April, Barings announced its entrance
into the Italian residential BTR market
with the acquisition of a development
opportunity in northern Milan, com-
plete with co-living offerings.

“The residential market in Italy has
been very small historically by west-
ern standards, but increasingly that’s
changing,” Pile says. “Traditionally,
people have bought in Italy, but house
prices have got to a level where there’s
a certain level of unaffordability, and
increasingly people are turning to the
rental market as an alternative because
they can’t afford to buy where they
want to live.”

Across Europe, the response to this
widespread trend is “the most advanced”
in Spain, but Italy, Germany and France
are also close behind, notes Pile.

Stonehouse says there is some de-
bate as to where co-living will grow in
the years ahead, but he views urban en-
vironments as likely locations attracting
gen Z and millennial occupants.

“Areas with significant higher edu-
cation establishments with strong re-
tention rates and high levels of inward
migration and low unemployment are
likely to be where co-living works best.
However, many operators, particular-
ly those focused on small to mid-size

schemes, see the geographical demand
being much wider,” he adds.

Back in the UK, and looking beyond
London, co-living schemes in Reading,
Manchester and Leeds already have
been completed. But in Liverpool,
the city council signed off on a plan-
ning advice note in March that placed
co-living developments, which had
not previously fallen within a particu-
lar planning class, under the umbrella
of existing residential policies. This
means facilities must adhere to min-
imum space standards and be easily
converted into regular accommoda-
tion, raising questions about the feasi-
bility of the co-living approach. Similar
regulatory moves elsewhere could cre-
ate additional hurdles for co-living.

Investor interest

For investors and developers, the at-
traction to co-living in Europe comes in
the form of “lower amounts of compe-
tition generated by a nascent market,”
says Stonehouse. Alongside this comes
the opportunity for “considerable

“Areas with
significant

higher education
establishments with
strong retention rates
and high levels of
inward migration and
low unemployment
are likely to be where

co-living works best”

RICHARD STONEHOUSE
Avison Young

growth” and a perception that a larger
rent roll can be “created through small-
er unit types and a payment in lieu of
affordable housing.”

The softer factors are important,
too. Community, which is one of the
“principal drivers of the growth of the
BTR market,” according to Stone-
house, is also at the heart of co-living.
Meanwhile, the provision of “support to
individuals’ lifestyles and well-being, as
well as a natural affordability” means in-
vestors can create social value, enabling
a thematic integration of ESG factors.

Pile points to the “health and
well-being of the ultimate customer,”
as a social factor considered by inves-
tors, whether that is “the receptionist
or concierge being there” or the classes
you put on in the gym — “yoga or Pi-
lates, whatever it might be.”

While some may view this as a su-
perficial add-on to a tenancy, Pile
points out that modern tenants are
“much more focused on the environ-
ment than historic occupiers” and they
are looking in earnest at how the land-
lord or developer is “taking that into
account for how the site is operated.”

That includes generating as little
waste as possible, minimizing plastic
on-site, assessing how energy efficient
the building is or whether it is using re-
newable energies, among other factors.
“This feeds into the end consumer’s
decision-making process much more
than it did five years ago,” Pile adds.

As such, private equity has “raced
toward the sector, seeing the ability to
create scale and rental outperformance
as the market matures,” explains Stone-
house. “Inevitably delivering a scaled,
operational platform over time will
prove extremely attractive to more in-
stitutional capital, affording the oppor-
tunity to create very significant capital
appreciation.”

Co-living has gathered momentum
over recent years, and as the number of
renters across Europe increases, there is
an opportunity for investors to diversify
their real estate portfolio while creating
attractive forms of alternative living. m
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A social focus
for senior living

An aging population is making senior living assets an

increasingly attractive investment proposition,
and a good play for capital with a social impact agenda,
writes Christopher Marchant

here is a growing num-

ber of retirees and senior

citizens the world over.

An October 2021 World

Health Organization re-

port on aging and health
estimates that by 2030, one in six peo-
ple worldwide will be aged 60 years or
over. In the UK, a 2021 government
brief, Housing an ageing population, re-
ported that in 2019, the 65-plus age
group increased by 23 percent between
2009 and 2019, at a time when the
whole UK population only increased
by 7 percent.

The covid-19 pandemic has served
as a reminder that society’s oldest
members are also often the most vul-
nerable. And with an aging population
in many Western markets, there is an
urgent requirement for more housing
that caters to the unique needs of this
demographic.

Indeed, the pandemic has rein-
forced the view that quality housing for
senior citizens should be a priority of
governments. And from an investment
perspective, capitalizing the endeavor
can be a boon to any institution’s ESG
credentials.

Olli Fischer and Carl-Adam von
Schéele are investment directors at
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Nordic Real Estate Partners (NREP)
with the remit of developing ‘fu-
ture-proof’ senior housing, care homes
and social infrastructure. NREP, the
largest investment manager in the Nor-
dics, has a strong ESG ethos, including
committing to net zero by 2028. And
the firm’s approach to the provision of
senior housing is to ensure these assets,
and their tenants, remain fully integrat-
ed into the wider community.

“Many active seniors don’t want to
be isolated in a traditional senior hous-
ing facility,” explains Fischer. “They
want to engage in a community, and
they want to have meaningful activities
and interactions with a lot of different
people.

“So, NREP has developed a model
for active seniors where their housing is
mixed with families and younger peo-
ple, so they become a valuable part of
a community. These relationships with
other people are extremely important

for their health and well-being.”

Holistic approach

Basil Demeroutis is the managing
partner of property investment and
development firm FORE Partner-
ship, which recently submitted plans
for a sustainable integrated retirement

community in Bristol, England, along-
side operator partners Amicala. St
Christopher’s Square aims to be one
of the first net-zero communities in
the UK, sitting on a five-acre site and
providing 122 homes for seniors and a
range of community benefits.

When creating senior living spaces,
Demeroutis says ESG must be consid-
ered holistically. “There is a false divi-
sion we have created in our industry.
You can’t separate health and well-be-
ing from low-carbon solutions or gov-
ernance and social. If you see them as
interconnected, you can create an au-
thentic place that people want to live
and gather in.”

There are also very specific require-
ments for senior living spaces, which
developers and investors must factor
in to cater to the health and wellness
needs of their tenants. This can range
from increased provisions for mobility
to increased capacity for ventilation.

These are considerations highlight-
ed by Patrick Bone, real estate fund
manager at Schroders Capital, which
is creating a new retirement village in
Southampton, England.

“We do have to be very careful to
ensure we have all the correct mobil-
ity specifications in place,” says Bone.
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“Rooms must be a certain width, so
that they can have wheelchair access.
There are also walk-in showers. So, in
terms of the design, a lot of considera-
tion needs to go into the fact that some
of the people living in these retirement
apartments are often facing mobility
issues.”

However, there is shortage of sup-
ply in many markets, the UK being a
case in point. According to a February
2022 Savills report, UK Senior Living
— the Inflection Point, just 1 percent of
people aged over 65 in the UK live in
integrated retirement communities
(‘housing-with-care’), compared to ap-
proximately 6.5 percent in the US and
5.5 percent in Australia.

Andrew Fyfe is associate director
within the BNP Paribas Real Estate
healthcare and senior living team. He
is also founder and chair of the Scottish
Housing with Care Taskforce, a body
established by retirement community
operators, investors and local author-
ities to establish why Scotland, and
the UK as a whole, is lagging behind
comparable countries when it comes to
providing housing-with-care.

“Historically, some funders have
seen senior living as a real estate
play and others as operational or

“It’s important that

the next generation of
senior living continues
to be in homes that are
attractive, comfortable

places to live”

COLIN REES-SMITH
BNP Paribas Real Estate

“[Many seniors]
want to engage in

a community, and
they want to have
meaningful activities
and interactions
with a lot of
different people”

OLLI FISCHER
NREP

care-related. As such, it can fall be-
tween two stools. For some, the term
on which the debt would typically be
offered would be too tight to build and
sell all the apartments within [a devel-
opment].”

However, this shortage also sig-
nals the future opportunity for capital
and some are spotting it. “There are a
number of funds targeting the sector,”
notes Fyfe, highlighting the example of
Cheyne Capital, which has just agreed
to fund senior residence developers
Lifestory.

Positive living

There is also something of a marketing
exercise required to make these assets
attractive to prospective tenants. As
Colin Rees-Smith, a senior director
at BNP Paribas Real Estate, observes,
many older people are reluctant to
move out of the family home and into
housing-with-care facilities.

“So, it’s important that the next
generation of senior living contin-
ues to be in homes that are attractive,
comfortable places to live and, critical-
ly, part of the social fabric of the wider
community. A positive living experi-
ence that tenants will embrace, not
fear,” he says.

On this aspect, NREP’ Fischer
points to his firm’s focus on providing
communal areas to combat loneliness
among seniors while Schroder’s Patrick
Bone highlights that those senior citi-
zens with a decreased sense of isolation
make fewer calls to their doctor, reduc-
ing pressures on healthcare provisions
in the wider community.

A current shortage of housing-for-
care and senior living assets that appeal
to a more discerning older demograph-
ic coupled with their desire to remain
fully active citizens of the communities
where they reside can inform investors
of the type of developments most likely
to provide performance in the years to
come. It can also outline the opportu-
nity to make a valuable social impact a
part of their own sustainable investing
journeys. m
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Hedging inflation with
student accommodation

Student accommodation is a scalable opportunity with inflation-
hedged cashflows, says Mapletree deputy group CEO Chua Tiow Chye

Student accommodation has come a
long way since the gloomy halls and
shabby, sparsely furnished flats many
will remember, and has become an
attractive asset class backed by strong
underlying funda-
mentals.

Singaporean developer and invest-
ment manager Mapletree has been
investing in the sector since 2016
and now has a portfolio of more than
24,000 beds across 38 cities. It also
has a private real estate fund with
35 assets and is targeting to grow its
student housing assets to $10 billion
over the next five years. Deputy group
chief executive officer Chua Tiow

counter-cyclical

Chye considers the sector’s unique
qualities.
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Why is the student housing

sector attracting interest
from real estate investors?
The student housing sector has gained
strong interest, especially from insti-
tutional investors, as it has stable and
secure income streams. This is under-
pinned by strong underlying funda-
mentals with attractive student demo-
graphics and a relatively low stock of
high-quality student housing, not only
in the main markets of the US and UK,
but also in several higher education
markets around the world.

We see the immense opportunities

of diversifying our portfolio as well as
the potential for scale. Student accom-
modation used to be largely a ‘mom
and pop’ business with a few private
investors involved. Students also used
to stay in typically older, unamenitized,
sparsely furnished dorms on campus.
More student housing specialists have
entered the market in the UK and US,
but most markets are still undersup-
plied with student housing, and espe-
cially so with high-quality, well-man-
aged accommodation.
This reinforces the demand for
high-quality student housing operated
and managed professionally as a sepa-
rate, specialized asset class. As an indi-
cation, the student-to-bed ratio in the
US and UK markets is around 2.5x.
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There has been a great increase in
the number of investors and operators
since we became involved in the busi-
ness, and this has compressed yields.
When we first entered the UK, capi-
talization rates were as high as 6-7 per-
cent, but have since dropped to sub-4
percent in London and slightly higher
than 4 percent in the UK regions.

In 2021, student housing experi-
enced a near-record transaction year,
exceeding $10 billion in investment
sales volume, according to CBRE. This
more than doubled from 2020.

The student housing sector’s re-
silience during downturns has prov-
en to be one of its main attractions to

investors. Student accommodation has
a track record of being relatively reces-
sion-proof when compared with office
or retail asset classes, as well as being an
inflationary hedge in periods of rising
inflation due to the dynamic pricing of
rates (with tiers) and shorter-term leas-
es to tie in with the academic periods.
This sector has also since seen a strong
rebound post-pandemic, given higher
student application numbers, driven
by both deferred admissions and a suc-
cessful rollout of vaccination programs.

Over the medium-to-long term, the
outlook for the student accommoda-
tion sector continues to remain funda-
mentally attractive due to demographic

tenant.

What particular factors are involved in being a manager
of student accommodation?
Compared with other real estate sectors such as offices or logistics,
there is a far greater operational element involved in managing student
accommodation. Hence, we need a responsive and experienced operational
team. If operations are well executed, this will ensure that residents are
satisfied. There is a peculiar challenge in dealing with our residents, as they
are typically young adults and have very different needs from a corporate

This was very apparent during the covid-19 pandemic, which was a
tough time for our property management staff. We had to quarantine
residents in the buildings and frequently checked in to make sure everyone
was doing okay. However, having this arrangement was a comfort for the
residents and their parents. Hence, the health and safety needs of our
residents are of the utmost importance. Aside from buying or building well,
we need to manage and operate our assets even better.

The Chestnut at
University City:

the Philadelphia
building's property
management

team rolled out a
slew of measures to
ensure the health and
safety of residents
during the pandemic

growth, rising participation rates for
higher education and supportive gov-
ernment policy to grow enrolment lev-
els. Another aspect is that international
students are a critical source of funding
for universities.

Why is the cashflow

profile of student
accommodation unique?
Unlike commercial real estate sectors,
the student accommodation properties
lease to students who sign shorter leas-
es in tandem with the academic year.
This means a shorter weighted average
lease expiry compared with the office
or industrial sectors.

However, the sector starts market-
ing the beds as early as one academic
year before, so with renewals, there is
good visibility of pre-leased cashflow
for the coming academic year. There
is also greater certainty to a steady
cashflow as it is supported by parental
guarantees or the government and, in
the case of international students in
the UK, usually paid upfront and in
advance.

The nature of the cashflow has an
inflationary hedge in-built, where in
periods of rising inflation the dynam-
ic pricing of rates can be used to offset
this impact.

For student accommodation, rates
can be adjusted each year, or over even
shorter time periods, to account for
rising costs, while balancing affordabil-
ity for students and parents. It is more
dynamic and flexible in taking inflation
and rising costs into account. In the
current global inflationary environ-
ment, this will be even more valuable.

Which markets are of the

most interest to investors?
The two main markets we are targeting
are the US and the UK, because these
are the top choices for overseas stu-
dents as they have the most top-ranked
universities. The US has a huge do-
mestic market, so overseas students are
a relatively smaller percentage of our
residents as compared with the UK.
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The US and UK continue to be
the largest and most liquid markets we
operate in and where we will look to
scale up, because of the strength of our
platform and the opportunities we see
there. We can buy small or large port-
folios, as well as individual assets. On
top of these, we are also able to under-
take greenfield developments.

To tap these opportunities, we have
developed local teams and manage-
ment with the right operational knowl-
edge. The US and UK have account-
ed for more than two-thirds of global
transactions per annum since 2011.

At the same time, continental Eu-
rope is very interesting. Previously,
many European students studied in the
UK, but this has somewhat declined
due to Brexit. Furthermore, European
universities are trying to attract more
overseas students by offering courses
in English. Overseas students are more
inclined to seek purpose-built and pro-
fessionally managed student accommo-
dation as they are less familiar with the
cities and markets.

The other two markets where we
see opportunities are Canada, which
has many good universities teaching
in English, and Australia, which is the
prime choice for many prospective
students in Asia. Unfortunately for
Australia, over the last two years the
sector has underperformed, driven by
covid lockdowns, but is now gradually
reopening. We are therefore putting in
a concerted push to enter that market.

What are the options for

an investor looking to
expand in this sector?
There is greater competition for ex-
isting assets and the cap rates have
compressed substantially, but there
are also development opportunities.
There is still a shortage of specialized,
high-quality accommodation so devel-
opment is a good option to bring better
stocks at higher return to the market.

In the UK, the planning regulations

for new student housing develpoments
are very restrictive. Demand for better
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“The outlook

for the student
accommodation sector
continues to vemain
fundamentally
attractive due to
demographic growth,
TISIng participation
rates for higher
education and

supportive government

policy”

design and specifications as well as the
need to provide more amenities are
also drivers for new development.

Whereas in the US, the develop-
ment market is different as there is
more land available and selecting sites
within walking distances to the univer-
sity campuses is critical. Of course, de-
veloping the assets by ourselves means
that we get the higher yield on cost
rather than acquiring existing assets
from the market.

How important is ESG in

this sector?
ESG is very important; we are fully
committed to our ESG journey and
will finalize our net-zero carbon plan
for the business over the next few
months. There will also be individual
plans for our business lines to address
the ESG factors.

For this particular sector, we will
carry out environmental due diligence
when acquiring assets, understand the
building’s energy performance, set up
plans for improvement and compliance
with energy standards, and attain green
building certifications. This will be
part and parcel of each asset plan.

Everyone needs to play their part
in ESG. While we will carry out work
to, for example, add sensors and LED
lights, install solar PV panels and plant
trees, we need the property managers
to keep an eye on energy efficiency
and encourage more environmental-
ly-conscious conduct in our residents,
eg, turning off the heating and air-con-
ditioning when they leave their rooms.
To supplement this, we are looking at
technology solutions to help us.

There are also more opportunities
in this sector to work on the ‘S’ in ESG,
which we have been doing through our
corporate social responsibility pro-
gram, including community work and
projects that benefit residents and the
wider community. This ties in with the
work our ground teams put in during
covid to ensure our residents were well
looked after from the health and safety
aspects.
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Student housing
proves resilient

The sector’s outlook is rosy despite the shrinking student population,
writes Keith Button

emand for student
housing remains
high, rents are rising
and institutional in-
vestors have returned
to the space in ear-
nest, despite an overall decline in un-
dergraduate enrollment. Transaction
volume in the student housing sector
reached more than $10 billion in 2021,
the second-highest level ever recorded
and more than double the sales in 2020,
according to CBRE figures.

One reason for the near-record
sales volume was investor flight to stu-
dent housing driven by a yield spread
that was the widest it has been since
2013, says Jaclyn Fitts, CBRE execu-
tive vice-president and co-leader of the

firm’s national student housing team.

The average delta between multi-
family and student housing cap rates
in 2021 was 56 basis points. The gap
was at its widest in the second quarter
of 2021, when the student housing cap
rate average was 5.3 percent, compared
with 4.7 percent for multifamily hous-
ing, according to CBRE.

There is another reason behind
the 2021 transaction volume: for the
2020-21 school year, student housing
occupancy rates had declined 4 percent,
but for the 2021-22 school year occu-
pancy rates rebounded to a level that
was even higher than pre-covid levels.
That, along with increases in average

“Consolidation
actually means that
as an investment it
can continue to grow
even in the face of the
overall decline in the

school age population”

JEFF ADLER
Yardi Matrix

rents, showed investors that the sector
was resilient. “The industry as a whole
held up very well,” Fitts observes.

Institutional capital and some large
non-US investors had waited on the
sidelines to see how student housing
would perform through the pandem-
ic. And as the sector proved it was
recession-resilient, those investors re-
turned in late 2021 with several large
transactions, Fitts says.

Growth despite enrollment fall
Despite an overall decline in the under-
graduate student population in the US
and the closing of smaller colleges, the
investable student housing market is
growing, says Jeff Adler, vice-president
and general manager of Yardi Matrix,
which tracks student housing data. The
firm compiles data for the Yardi 200,
a listing of the 200 largest public and
private universities by student popula-
tion, which represents 90 percent of all
off-campus student housing in the US.
The overall number of undergrad-
uate students is declining, because of
demographic changes. National Stu-
dent Clearinghouse Research Center
numbers show that overall undergrad-
uate enrollment dropped 3.1 percent in
fall 2021, compared to one year earlier.
Enrollment has dropped by more than
one million over the past two years.
But Adler says he has a positive
outlook for the off-campus student
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housing market because enrollment
at the largest schools is growing. The
higher education industry is consol-
idating, with smaller private liberal
arts schools and some smaller state
schools closing, but 90 percent of all
off-campus student housing in the US
is concentrated in the 200 largest pub-
lic and private universities.

“In an environment where total
enrollment is headed down, consol-
idation is a big story,” Adler says. “If
you just look at the broad numbers of
school-age kids, you say, ‘Oh, my gosh,
the sector is not going to do that well
because it’s got fewer people.” But the
consolidation actually means that as
an investment it can continue to grow
even in the face of the overall decline in
the school age population. And that’s a
huge thing.”

Tailwinds for student housing
The enrollment decline bears watch-
ing, but the student housing market
has several other factors working in
its favor, Adler says. A college educa-
tion remains valuable, and students
value the in-person experience of at-
tending college. Larger school endow-
ments are still doing well. Off-cam-
pus student housing tends to focus on
the top 30 to 40 percent of students,
socioeconomically.

Also, student housing is general-
ly viewed as a defensive sector: When
there are downturns, its performance
remains steady. During the 2008 global
financial crisis, enrollment increased,
for example.

“Even in the scrambled eggs of
covid, the sector actually performed
fine,” Adler says. Student housing rent
growth was limited to 1 or 2 percent,
but it was generally full. “The kids
wanted a place to go to that wasn’t at
home.”

Student
a submarket of multifamily, but it

housing  behaves like

has less volatility than convention-
al multifamily and a slightly high-
er return, based on its capitaliza-
tion rate. The sector has benefited
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from Freddie Mac and Fannie Mae
financing.

One of the defining features of stu-
dent housing is that it is rented by the
bed, so the student and their parents
aren’t on the hook for the roommates’
rents. Also, it tends to have a more
upscale amenity package compared to
multifamily alternatives.

“It is a unique niche within multi-
family,” and it runs off a different set
of dynamics than with multifamily, Ad-
ler says. “You don’t look at job growth;
you don’t really look at migration pat-
terns. You look at what’s happening at
that school: Is its enrollment growing?
Is there a need for dedicated student
housing?”

The student housing sector is also
beginning to transition from a pure-
ly development-led sector to one that
also has enough mass for sales of exist-
ing properties, which is playing a larger
role in the sector as the housing stock
grows. “It’s a brand-new product; it
didn’t exist 20 years ago,” Adler says.

Rent increases coming

In 2022, the sector is performing ex-
tremely well, based on rents and pre-
leasing figures — what students have
agreed to rent when the next school
year begins. Both measures were even
better than in 2019, before covid.
“Within the investable universe, the
segment is growing and the fundamen-
tals this year are fantastic,” Adler says.

“We’re starting to see
the rental increases
that the multifamily
sector has already

experienced”

JACLYN FITTS
CBRE

As of the end of April, the Yardi
200 had preleased 72.7 percent for fall
off-campus move-ins, up 12.9 percent-
age points from one year earlier and up
8.1 percentage points from April 2019.
As of March, average rents for the Yar-
di 200 were $777 per bed, up 2.9 per-
cent from one year earlier and up 0.5
percent from the month before.

Rent growth accelerated signifi-
cantly in April, driven by the limited
supply of student housing and owner
confidence in the lease-up, Adler says:
“You only have so many units left to
rent, you might as well start pumping
the rents up.” Student housing is also
boosted as a derivative effect from
the rapid rise in rents for multifami-
ly. “[For] the schools that are in cities
where multifamily is also doing really
well, they’re doing exceptionally well,”
he says.

Within the Yardi 200, the larger
schools that have lower acceptance
rates, modest student housing supply
and higher capture opportunities are
also performing even better than their
peers.

CBREs Fitts says that anecdotally,
student housing rents are expected to
increase by 5 to 10 percent in the com-
ing year. When the pandemic hit in
March 2020, multifamily rents started
dropping while student housing rents
held steady because many leases for
the 2020-21 school year were locked
in. Then, multifamily rents rebounded
and grew significantly through 2021
while student rents did not, because
rents are adjusted only once a year.

Now, student housing rents are ex-
pected to grow similarly to multifamily
increases, Fitts says. “We’re starting to
see the rental increases that the multi-
family sector has already experienced,
and that’s really just been the delay
associated with us only leasing once a
year.”

Empty pipeline

The lack of new student housing de-
velopments in the pipeline — substan-
dally less than past levels of planned
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development — will also strengthen
individual student housing markets.
“That will drive future rent growth in
those markets as well, because we’ve
continued to see really strong occupan-
cies across the sector,” Fitts says.

Many university areas have simply
run out of land available for new pedes-
trian student housing — housing within
walking distance to campus, defined by
CBRE as within a half mile, Fitts says.
Pedestrian housing is the most attrac-
tive type of student housing for institu-
tional investors.

For the non-profit Provident Re-
sources Group, the 10th largest own-
er of US student housing, the goal is
to keep rents as low as possible. That
is  becoming increasingly difficult
with rising interest rates and global
supply-chain issues driving up the cost

of construction materials, says Steve
Hicks, Provident’s chairman and chief
executive officer.

“We’re seeing a lot fewer potential
housing projects, certainly than what
we saw on an annual basis pre-covid,”
Hicks says. Nearly all of Provident’s
student housing inventory is on cam-
pus, owned in partnership with a uni-
versity, while private equity investment
in the space is primarily in off-campus
housing.

Investor interest in student housing
was spurred by Blackstone’s big bet:
its $12.8 billion acquisition of Amer-
ican Campus Communities in April,
which made the behemoth investment
manager the largest owner of student
housing. That deal has been viewed by
other investors as a vote of confidence
in student housing, Fitts says.

Good digs: despite
a drop in overall
enrollment numbers
student housing
remains an attractive
market

The Blackstone deal is “an indica-
tion of what the private equity mar-
kets think about the student housing;
they’re strong believers in it,” Hicks
says. Another indicator is the willing-
ness of some PE investors to buy stu-
dent housing with cap rates of around
4 percent, or even sub-4 percent cap
rates, or to pay $150,000 or more per
bed for a student housing project, he
says.

“That’s huge,” he says. “It’s re-
flecting the long-term value that the
institutional investors see in student
housing.” And, it reflects an under-
standing that state universities and
non-profit private universities likely
won't be able to finance student hous-
ing projects of their own to handle all
of their students’ housing demand,
he says. m
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Affordable housing is
Nging the changes

Affordable bousing approaches are evolving as investors
seek both impact and profit, CBRE Investment Management's

Perhaps like no other area of invest-
ing, affordable housing has a direct,
long-term impact on quality of life for
families and their communities, and
the current geopolitical and economic
pressures have only heightened that.
Hannah Marshall, fund manager for a
European residential impact strategy at
CBRE Investment Management, dis-
cusses how to achieve both impact and
financial returns in this area.

How can you satisfy

institutional investors’
demands for social impact
without sacrificing financial
returns?
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Hannab Marshall observes

SPONSOR
CBRE INVESTMENT
MANAGEMENT

You need to keep in mind the defini-
tion of impact investing: investments
made with the intention to generate
positive, measurable social and envi-
ronmental impact alongside a finan-
cial return, and that last part is really
important. It has been our experience
that impact investments lead to superi-
or risk-adjusted returns.

In the context of residential real
estate, the investments are sustaina-
ble over the longer run, so the capital

expenditures are reduced. If the rents
are affordable and the well-being of the
tenants is at the center of your impact
strategy, then that should translate into
lower void periods and lower expendi-
tures, and that in turn improves the fi-
nancial performance of the investment.

Different investors are in different
stages of what they are seeking from
this investment space. Dutch investors
are probably at the forefront of impact
investing, as a generalization. There
are exceptions to that rule, and I am
not suggesting that capital hasn’t come
from elsewhere, but I think it is be-
coming more widespread, and there is
a desire by investors to have an impact
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within the region or country in which
they operate.

We have been having conversations
with investors to think about that, and
about how they develop an impact
strategy for what they want to do. It is
probably one of the areas that we have
seen the most interest in over the last
couple of years, because it is sustainable
for the long term in every sense: sus-
tainable returns, sustainable building,
sustainable solutions.

Four years ago, we still had to do
some educational work with some in-
stitutional investors in explaining the
concept of investing for impact plus the
financial return. But now, most inves-
tors are up to speed.

How can you measure

the social impact of your
investments?
The starting point for successful impact
investing is clearly defining your inten-
tions at the outset. You need to be fairly
specific about the type of impact that
the investor wishes to focus on. Start
by thinking about the market context;
the challenge that has been identified
or what you are trying to address.

In a residential sense we are think-
ing about shelter, so what is the solu-
tion that you are trying to provide to
that challenge? Then, it is really im-
portant to develop a robust impact
framework: the intention with specific,
objective, target metrics. How are you
going to hold yourself to account and
what are the portfolio outcomes that
you're looking to achieve?

Once you have set those objectives,
it is really important to measure all
stages of that process. In a real estate
sense, that starts with the sourcing, the
underwriting, the acquisition and then
the ongoing portfolio monitoring.

At a very early stage, we made the
decision to engage with an independ-
ent impact advisory firm and they have
really helped us to develop that impact
framework and then continually reset
the challenges, because everyone is still
learning and this is still evolving. We

going to address the longer term.

What role should institutional capital play in increasing
the supply of affordable homes?
These are long-term problems. Political cycles, as we all know, are pretty
short in nature, every four to five years. Institutional capital and not just
government policy needs to be at the heart of these solutions if we are

Institutional capital needs to be working with and alongside government
policy, and potentially finance. It is a partnership, and it shouldn’t be the
expectation that institutional capital alone solves the problems. You are
always going to have government regulation and intervention for these
more vulnerable groups, but you are working alongside to find a solution.

wanted to develop something that was
future-proofed and was independently
verified in the absence of an industry
standard benchmark, which we don’t
have at the moment.

If you compare it to environmental
measurement standards, in the begin-
ning there wasn’t a globally accepted
benchmark. Now you have GRESB,
which, particularly in a real estate funds
context, is the accepted benchmark.
But there isn’t a social impact global

benchmark that exists.

That will develop over time. What
we have done is develop a framework
so that we have a more long-sighted
approach, which enables us to adapt
and be robust in the face of new bench-
marks.

What impact targets do
you set?
We began investing in affordable hous-
ing to respond to the affordability crisis
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in the UK - a very specific challenge
that was primarily driven by a long-
term systematic demand/supply im-
balance within that part of the market.
Essentially, demand was outstripping
supply over the long run. We felt
strongly that there was an opportu-
nity for private sector investment to
fill some of that gap and address that
long-standing undersupply of afforda-
ble housing.

Our pan-European strategy is sim-
ilar; it is responding to an affordability
crisis in the housing market for mid-
dle-income households. We clearly de-
fine what we mean by a middle-income
household and then set the affordabili-
ty criteria that we are working to.

We developed a proprietary impact
investment framework built on five
impact pillars: social need, affordabil-
ity, funding sustainable developments,
providing quality services and increas-
ing supply. They form the basis of all
of our investment decisions, so we look
at each individual investment and score
them against that

Each investment is different, but
that enables us to ensure that any asset
that goes into the portfolio fulfills that
specific impact criteria that we have
identified and the need that we are try-
ing to address.

It also means impact can be meas-
ured and then, importantly, commu-
nicated to our investors. Transparency
is a very important piece of impact in-
vesting as well — the transparency of re-
porting those metrics and sharing them
with the investors.

As an example, if we are looking at
an individual investment, as part of our
due diligence we would commission an
impact due diligence report, the same
as if you get a building survey or an
environmental report on that particu-
lar investment. And then each quarter
we would do a portfolio-level audit,
and then every year our impact adviser
conducts a review of all of our invest-
ments.

The review evaluates our approach
and assesses our effectiveness against
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that impact intention that we had iden-
tified. Then that is published in an in-
dependent report and shared with our
investors. So, alongside the set finan-
cial statements that are standard every
year, we also have a standalone impact
report.

How have best practices

evolved for impact
residential investing and where
do you see the greatest need
for improved practices?
No one has all the answers on this, and
the area is still evolving. You need to be
open to that evolution and continual-
ly develop, but I think through actual
investing, our understanding of impact
is much more practical. We can move
from that theoretical piece to the reali-
ty of implementing it, and then to own-
ing it for the longer term.

Sometimes having a positive impact

in one area can create issues in anoth-
er area, so there is always that balance.

“There is a desire by
investors to have an
impact within the

region or COUNLry in

which they operate”

You need to take it all into account and
look at it in a very holistic sense.

In the relationship between sustain-
ability in an environmental sense and
impact management, you might have
a high-level amenity — a community
swimming pool, for example — and a
build-to-rent scheme could conflict
with affordability. Someone has to pay
the service charge for that amenity. So,
in this case, the amenity could be pos-
itive in that it helps create community
and well-being, but you have to balance
it against the cost.

As for the need for improved prac-
tices, the greatest need is the environ-
mental space and getting each stake-
holder in each part of the process to
understand what is needed from a
sustainability perspective and how that
interacts with the impact intention.
By stakeholders, I mean developers,
funders, and the individuals and fami-
lies who make these places their homes.

For example, consider heating solu-
tions — they are not practical to change
in the future. If you are developing
something, you need to think about
things like heating solutions upfront,
but also how the choice of heating in-
teracts with affordability: the ongoing
cost of utilities, maintenance and other
housing costs.

So, choosing a certain heating solu-
tion can have a positive impact on the
environment, but does it have an im-
pact in terms of affordability for that
tenant? When we are preparing for
the net-zero agenda, how do we collect
data from individuals? How do we en-
courage individual behavior? It is all of
those things.

There also needs to be more work
done on setting standards for measur-
ing and evaluating various types of im-
pact against each other. And we need
universally accepted measurements
— common metrics — to make it eas-
ier for investors to evaluate different
strategies, to judge one opportunity
over another and, importantly, hold
the managers they are investing with to
account.
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‘nnovation N

affordable housing

Despite massive on-the-ground demand for affordable bousing in the US,
there is surprisingly little available available. Developers and investors are

looking to innovate in response, writes Michelle Phillips

t first impression,

the affordable and

low-income/work-

force housing mar-

kets in the US seem

to be struggling. On
the one hand, ordinary housing prices
across the country have risen drastical-
ly (10.4 percent in 2020 and 19 percent
in 2021, according to the S&P Core-
Logic Case-Shiller US National Home
Price Index), drawing attention away
from the less sexy “affordable” alter-
natives. On the other hand, no state in
the US has enough affordable housing
units for its population, with some only
meeting 18 percent of need, according
to the National Low Income Housing
Coalition’s Gap Report.

On the investment side of the mar-
ket, things don’t appear that much
better in terms of equity. There are
only four commingled funds dedicated
to affordable housing in the market,
and only one closed in the last year:
TruAmerica Family’s debut fund, with
$575 million raised.

At this point, some are calling the
affordable housing shortage a crisis,
with the National Low Income Hous-
ing Coalition citing a gap of 6.8 million
affordable housing units — and that is
only in the extremely low-income fam-
ilies sector.

However, Angela Kelcher, senior
managing director at JLL, says that
this cursory picture of the market does
not indicate investor disinterest in the
sector. In reality, she explains, inves-
tors are chomping at the bit to get into
the affordable housing space; they just
aren’t making big headlines because the
deals tend to be smaller in nature.

Unmatched demand

The fundamentals for the affordable
housing market remain very good,
Kelcher explains. Rent growth has
outpaced wage growth for many years,
driving more people to seek more af-
fordable rent; the pandemic’s economic
crisis has only exacerbated that trend.
The subsidies and leverage coming
from the public sector have also been

increasing. Fannie Mae and Freddie
Mac must still dedicate at least half of
their budgets specifically to affordable
housing products, and states like Cal-
ifornia are also dedicating funds to the
sector.

The long-term outlook for afforda-
ble housing has always been good, as
demand for it has never wavered. Over
the next few years, even decades, ex-
perts expect demand to increase.

“We’re seeing the financial bot-
tom line being pursued because the
long-term outlook for this segment,
the need, is unlimited,” Kelcher says.
“There is such an undersupply relative
to the demand of affordable housing,
and those fundamentals aren’t going to
change for some time.”

Of course, returns may not be as
high as some of the more traditional
sectors, but Kelcher sees many inves-
tors quite happy to take a 20 percent
reduction in their financial bottom line
in exchange for the stability the sector
offers. Furthermore, these investors of-
ten want a “double bottom line,” using
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their capital to further their corporate
responsibility aspirations or ESG goals.

“Historically, low-income and af-
fordable housing are very low-risk sec-
tors,” agrees Jim Mullin, founder and
chief executive of Arizona-based devel-
oper American Resort Communities.
“People need housing; it’s a fact of life.”

More than money

Mullin has also been impressed by the
generous terms a few select sellers and
investors will offer to developers, be-
cause they believe so strongly in giv-
ing back to the community tangibly. “I
think what we do strikes a soft spot in
their hearts,” he says.

In the end, the disconnect between
the need and investor capital is not a
lack of interest or a liquidity, Kelcher
explains, but rather a lack of supply.

“There is a massive lack of product
for affordable housing, while devel-
opers and investors are facing other
headwinds like increased construction
costs,” she explains. While there is sup-
ply coming online in affordable hous-
ing, it is not getting completed fast
enough to meet demand. Redevelop-
ment is also difficult, both Kelcher and
Mullin add, as landlords often want to
hold out for a higher price.

“The lack of housing and deals isn’t
necessarily holding developers and in-
vestors back from raising capital, but
maybe its holding them back from
deploying it,” Kelcher says. Investors
have capital that they want to commit
to affordable housing, but deals are
harder to come by and smaller in na-
ture, often clinched on a case-by-case
basis rather than compiled into in a sin-
gle large fund.

“When landlords get excited about
higher prices, it pushes developers far-
ther out from the main cities, and re-
stricts dealflow,” Mullin confirms.

That being said, the affordable
housing and workforce housing mar-
kets are far from stagnant. The capital
stack is just more varied.
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“I'he long-term
outlook for this
segment, the need,

is unlimited”

ANGELA KELCHER
JLL

According to data from JLL Re-
search, the 2021 affordable debt mar-
ket was $44 billion. When expanded
to include workforce housing, that
roughly doubles to $98 billion. Al-
though equity is harder to track across
deals without commingled funds, the
Low-Income Housing Tax Credit is
one of the equity drivers, and placed
roughly $22.5 billion of equity in the
market.

New approaches

Affordable housing has historically
been considered a niche market, given
the tight restrictions and requirements
placed on it by government regula-
tions. Tenants have to meet certain
criteria, and developers have to meet
many requirements to get their assets
approved for subsidies.

“You have to be sure that companies
understand the risks and complexi-
ties that come with affordable hous-
ing,” Kelcher explains. “They either

understand this segment or they don’t.”

However, with need rising, af-
fordable and workforce housing are
becoming more mainstream — more
investors are coming to understand this
segment. Kelcher notes that a decade
ago, she would never have expected as
much interest in the sector, with inves-
tors like Blackstone forming affordable
housing-dedicated branches like April
Housing. Yet large players like Amazon
are doing just that.

With increased interest, Kelcher
says she is excited to see creative inno-
vations in investment and development
models coming through the pipeline.
“In this space, the challenges do pres-
ent the opportunities.”

Developers like Mullin are already
banking on innovation being the solu-
tion to the affordable housing crisis.
His firm, American Resort Communi-
ties, has come up with a model where
homeowners buy the house, but not
the land - instead leasing the land
from investors. This provides a steady
stream of income to investors beyond
the initial sale of a home and allows
them to add extra amenities to the
neighborhood that can make the assets
appreciate in value.

“There are so many investors on
the sidelines wanting this kind of
asset-backed investment and returns,
and so many people on the sidelines
who want to own a home,” Mullin
says. “And I think the key to cracking
the code of the affordable housing and
attainable living gridlock is to separate
the house from the land.”

Mullin’s model is in fact so effective
that they do not even need the govern-
ment subsidies to turn a profit for in-
vestors, he says. Kelcher adds that she
is seeing more and more innovations
like this, successful and profitable even
outside the government pipeline.

“Innovation and creativity have be-
come a necessity, and I'm looking for-
ward to seeing how we can meet these
challenges head-on,” Kelcher says. m
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Going Dutch for
affordable housing

Bouwinvest’s Michiel de Bruine outlines why it pays
to take the long view on affordable bousing investing

There is a notable housing shortage in
the Netherlands, illustrated not least
by last year’s pledge by one group of 34
organizations to build one million new
homes in the country within a decade.
Michiel de Bruine, director, Dutch
residential investments for Amster-
dam-headquartered Bouwinvest Real
Estate Investors, believes that target
will be difficult to reach with costs ris-
ing, but that institutional investment
can play a significant role in addressing
the nation’s supply shortage.

How might the goal of
one million new homes in
the Netherlands translate into
investment opportunities?
In the Netherlands, the population

SPONSOR
BOUWINVEST
REAL ESTATE INVESTORS

and number of households is increas-
ing. That, coupled with construction
stopping during the financial crisis,
and the changing needs of the aging
population, has resulted in a housing
shortage.

As a result, prices have risen dramat-
ically over the past few years and made
it very hard, especially for first-time
renters or buyers or for young families,
to find an attainable home. There is re-
ally a lack of affordable rental or own-
er-occupied homes in the Netherlands,
particularly in the larger cities.

To change this, we think more
housing should be built and that insti-
tutional investors can help solve this
problem, along with investments from
pension funds, which are highly inter-
ested in this area.

We want to invest in the afforda-
ble segment especially as it is the one
where the demand is the highest and
the supply is the lowest. This makes
it a great opportunity for institutional
investors.

Beyond addressing the housing
shortage, these investments also help
to improve and make cities more liv-
able, and they align with our strategy
of creating inclusive spaces where peo-
ple want to live, both now and in the
future.
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Should institutional

investors make any
concessions to help solve the
housing shortage?
The only way to solve the problem is to
work together with local governments,
housing corporations and development
companies. The mentality of working
together fits institutional investors
very well — they are used to working
together to solve a problem. This fits
very naturally with the long-term in-
vestment character of our investment
strategy.

However, working together also
means that you have to make conces-
sions; when the different parties un-
derstand each other, these concessions
can be balanced. The concession that
institutional investors make is not fo-
cusing on a maximum return, for exam-
ple, but rather accepting a more stable
income-generating return, making
moderate rent increases instead of the
highest increases possible. Investing in
affordable homes generates stable re-
turns as the supply shortage as well as
the demand remains high.

We also want to keep our homes
really up to date technically, so we do
that constantly, and not only when ten-
ants are calling us about it and they are
unhappy in their home! It is a more
proactive way of managing the real
estate.

Institutional investors also need to
accept a long-term investment hori-
zon, which in our case is 20 to 30 years.
The average age of properties held in
our portfolio is 18 years, and we invest
€200 million-€300 million per year. By
keeping properties for a long time, it
behooves us to manage those proper-
ties in a more resident-friendly manner.

How will rising

construction costs and a
labor shortage affect residential
construction and investment in
the future?
What we do see now is that we are
confronted by increasing construc-
tion costs. This is really worrying, as
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affordable housing.

performance label for a house.

continued living.

Besides standard financial metrics, how do you measure
ESG impact with housing investments?
We have a Paris-proof roadmap and a green portfolio, with all our assets
having a green label. We want at least 60 percent of our acquisitions to be

On the social side, we also have other indicators in place. One example
is our “Home for Life,” which will be a label that shows how suitable a
home is for aging people or people with a disability, much like an energy

As people grow old, more and more of them want a home where they
can live for as long as possible. Almost 20 percent of our tenants are older
than 60, but it is difficult to gain insights into how suitable a home is for

With our partners, we developed a methodology to make it possible
for our tenants to gain insight into how lifecycle-proof a home is: how
accessible a home is; how close it is to shops or bus stops; those things that
make it possible for elderly people to stay longer and live longer in their
homes. That is one of our social goals within an ESG framework.

the ambition to add one million new
homes in the Netherlands is getting
more and more difficult when the con-
struction costs of homes are rocketing.

In the past few years, the govern-
ment has also increased its regulation
of the rental market. There is a social
pressure to act to counter rising rents
and house prices, and we see that the
government and politicians are tempt-
ed to take measures in the short term.
Along with new sustainability meas-
ures, this makes the development of
new housing quite an ambitious feat.
It is getting more and more difficult
to buy the right products at the right
location.

What are some of the key

risks to consider when
investing in new housing?
Unfortunately, as described above,
there are a few key risks at this mo-
ment.

But on the other hand, we have

a new housing minister who has ac-
knowledged the importance of insti-
tutional investors. And I must say I
have good hopes he will really take our
view on the market into account: that
regulation is fine, but you shouldn’t

overregulate, and they should listen
to institutional investors as we are the
ones who can really help solve this
problem.

For us, one of the biggest risks we
have our biggest focus on is the climate.
The real estate business has a huge cli-
mate footprint at this moment, but it
also has the opportunity to pull all the
plugs to really decrease the footprint
and make real estate climate positive.

When I look at our company, I be-
lieve that we are very well equipped to
operate in this challenging environ-
ment. We are a Dutch housing mar-
ket specialist, with the right network
and have people in the market who
enable us to offer low-risk, sustaina-
ble investments. Our company started
in 1952, and up until 15 years ago we
were building the houses ourselves, so
we can speak the language of a devel-
opment company when we are negoti-
ating with them.

How will climate change

and carbon footprint
concerns affect future
investment in new housing?
One of our fundamental strategy pillars
is sustainability. We have a Paris-proof
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roadmap ready and we are already im-
plementing it, meaning that by 2045
our entire portfolio will meet the Paris
Agreement’s net-zero carbon emission
goals for 2050.

When we acquire new properties,
these have to be Paris-proof. But we
also see these sustainability goals from
another perspective: energy-efficient,
carbon-neutral buildings keep their
value longer and in the long run deliver
higher returns.

Climate change measures may be
expensive to implement in the short
term, but over the long term their
benefits will provide a greater return
on investment. So, there is a benefit
for investors and for society as a whole.
Users benefit from the low energy cost
and greater comfort, and we benefit
from creating environments where
people want to live, work and be. This
also gives us a greater guarantee that
our income for our clients will be sta-
ble.

Sustainability is an intrinsic part of
our DNA. T see so much enthusiasm
within our team to do our utmost and
reach our sustainability goals. That re-
ally gives inspiration to walk an extra
mile.

Last year, for example, we ran a cli-
mate risk scan on our entire portfolio
as a first step toward making it climate
resilient. For all our assets, we mapped
out exposures to physical risks such as
flooding, heat stress, sea level rises and
droughts. This is a very good start-
ing point to reach our goal to have a
portfolio that is resistant to all these
changes.

What role can institutional

investors play in
increasing housing mobility?
Housing mobility allows people to
move from one home to another as
they move through the different phases
of life. We invest in the mid-rental seg-
ment, which is between the regulated
and the more expensive segment.

There is huge demand for mid-rent-

al homes and a huge shortage. Many

“The ambition to add
one million new homes

in the Netherlands

is getting more and

more difficult when
the construction costs of

homes are rocketing”

State Amsterdam:
Bouwinvest's
sustainable
residential tower
has 160 rental
apartments on the
banks of the Amstel

people who start out in regulated hous-
ing and then advance in their careers
and want to move into a mid-rental
home can’t because it is too expensive.
That is why we focus on that segment.

Once people who are in the
mid-rental segment start earning more
money, they can go up the ladder to
more expensive rental homes or the
owner-occupied homes. Or they get
in a relationship or have kids and they
want to move to a bigger home.

Elderly people may end up in a
family home with a lot of extra space
because their children left, and some
of them might want to go back to a
smaller home in the city, to be closer
to shops, museums and theaters. This
is just an example of how a housing ca-
reer can go, and if these people want to
move, those homes should be available.
Pension funds and other institutional
investors can play a crucial role in fill-
ing this gap. m
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t the height of the

covid-19  pandemic,

homes became not

only places to eat

and sleep, but they

also had to quickly
convert to remote workspaces. Kitch-
en counters became desks, spare bed-
rooms transformed into Zoom meeting
rooms.

Houses became many peoples’ high
streets as shops remained closed, play-
ing further to the shift to online shop-
ping. Many homes resembled retail
warehouses, as they received deliveries
of grocery orders, while bedrooms be-
came fitting rooms.

The upshot is a growing trend for
developers, and capital providers, to
look to distressed property assets, such
as office and retail buildings, for con-
version to residential use. This solves
two problems: making use of obsolete
commercial space and addressing the
undersupply of housing.

As Nick Whitten, head of UK res-
idential and living research at JLL,
says: “There are places to live, places
to work and places to play. What the
pandemic showed — and, in fact, history
has repeatedly demonstrated — is that
we might change the way we work, we
might change the way we play, but the
one certainty is that we need places to
live.”

The shortage of housing is a global
issue. In the US, research by Freddie
Mac estimates that as of Q4 2020, there
was a housing supply deficit of 3.8 mil-
lion units, up from 2.5 million units
in 2018. In its Australian Residential
Market Update published in May 2022,
Knight Frank refers to a NHFIC fore-
cast that the country will be 163,400
homes short of demand between 2025
and 2032.

From retail to residence

Adam Cradick, executive director, res-
idential land at CBRE, has witnessed
a trend in London in recent years to
repurpose retail warehousing and shop-
ping centers into residential property.
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This has been driven by changes in the
retail sector.

“Going back 12 to 24 months, there
were a number of retailers experienc-
ing challenging circumstances, and
that meant some retail assets were
struggling,” Cradick says.

Whitten says the move from a high
street to an “i-street” — alluding to
the e-commerce boom — means some
retail assets are now obsolete. He ob-
serves that retail outlets in central
high-street locations “more naturally
lend themselves” to being converted

into housing. But shopping malls and
out-of-town retail parks might require
a bit more vision from a developer and
will certainly be a longer-term project.

“It’s a bit harder to see how those
immediately convert and they, perhaps,
become the seed of a larger new town
or regeneration scheme, rather than
an easy conversion,” Whitten says. He
describes these redevelopment oppor-
tunities as “a new kind of mixed-use
community,” which will include some
retail, but on a much smaller scale
than the type of retail that previously

Changing rooms

Empty office blocks, struggling retail parks
and even former prisons are plugging the housing
shortfall. But Ellie Duncan finds converting these

distressed assets to residential comes with challenges,
particularly amid rising build costs
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existed, as well as access to other amen-
ities, such as schools and health ser-
vices, and additional infrastructure to
accommodate residents.

It is not just retail assets that have
been given a new lease of life. Many
developers have identified buildings
that were originally designed and used
as offices that could be better suited for
residential.

Pieter Akkerman, co-head of Schro-
ders Capital Real Estate Netherlands,
says the shortage of homes in the
Netherlands means more than 300,000
residential units must be built “over the
next [few] years at least, and it’s only
increasing.”

He observes that in the aftermath of
the global financial crisis in 2008, offices
were being bought by developers to
convert into flats and apartments. “In
the Netherlands, during the last four
to five years, 10-12 percent of newly
created residential was coming from
conversion from offices,” Akkerman
says.

In the UK, developers have been
incentivized by the government to buy
and convert vacant office space into
homes. “Offices-to-residential has been

the big one in the UK, over a period

“We might change
the way we work, we
might change the way
we play, but the one
certainty is that we

need places to live”

NICK WHITTEN
JLL

of about 10 years now. Permitted De-
velopment Rights were put in place to
allow owners of vacant office space to
automatically get planning permission
to convert that into a new use for hous-
ing,” says Whitten. “It would be fair to
say it’s been a useful policy in terms of
increasing supply.”

Bringing buildings up to
standard

Cradick says that growing interest in
redeveloping secondary office stock
over the coming years will be predomi-
nantly driven by sustainability require-
ments.

“Investors holding secondary and
tertiary office space that is moving to-
wards obsolescence will be aware of the
significant investment they’re going to
have to spend in order to bring those
up to standard in regard to ESG. Those
assets may well then be perceived as
opportunities for alternative use, such
as residential,” he says.

Research published earlier this year
by JLL shows that more sustainable
buildings can have increased rental
value of between 6 and 11 percent, and
lower void periods.

Schroders Capital Netherlands is
part of a consortium working on a re-
development project in Amsterdam
to convert a former prison site into a
mixed-use neighborhood of around
1,350 dwellings. At completion in
2026-27, the site will be part of a
car-free district of Amsterdam, the
buildings will be 100 percent energy
neutral, and 98 percent of the materi-
als from the demolition of the former
prison will be re-used, either for this
project or others.

Akkerman calls it a new model for
“urban healthy living,” which will pro-
vide a blueprint for other, similar de-
velopments in the country. However,
he adds: “One of the main challenges
is the sustainability ambitions that we
had and realizing them in practice.
We are working with a lot of very
skilled parties — from universities to
engineering parties — to realize these
aspects.”

High rise or rising costs?

Like many residential developers and
investors, Akkerman is wary of build
cost inflation.

“The combination of rising con-
struction costs, with higher interest
rates is going to be a big challenge for
residental developments, not only in
the Netherlands but all over Europe.
Also, because municipalities still want
to get the highest price for the land
they provide to developers for new res-
idential development,” he says.

While land values remain buoyant,
so too have the prices at which resi-
dential dwellings sell for, mainly driven
by the global shortage. Whitten says:
“[Globally] we’ve been seeing values
rising at circa 10 percent per annum, to
a certain extent shielding some of this
build cost inflation.

“There’s still a widely held view
that this spike in build cost inflation
will begin to normalize at some point
— it’s just peaking at a higher level and
lasting for longer than most forecasters
had imagined at the outset, which is the
challenge.” m
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The houses always win

The pandemic has accelerated demand growth for rental residential, notes Brice
Hoffer, with mature and frontier markets each offering compelling opportunities

The rented residential sector has been
a magnet for global institutional capi-
tal for years, first as a sound diversifi-
cation play for commercial real estate
investors but increasingly as a source of
stable income that can ride out the ups
and downs of the economic cycle. If
anything, the pandemic has reinforced
the long-term trend of investors look-
ing for resilient income from residen-
tial — in all its forms — that is seen to ben-
efit from strong demographic drivers.
With real estate investment now
being played out against a backdrop of
geopolitical uncertainty and above-av-
erage inflation, the residential sector
is still proving its worth, according to
Brice Hoffer, head of real estate re-
search and strategy for the DACH re-
gion at UBS Asset Management. But as
Hoffer mentions, residential is usually
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more asset management intensive than
commercial property, regulatory as-
pects have to be accounted for and
investors must adapt their strategies
between mature and “frontier” markets.

There has been a long-

term shift of capital into
private rented residential - an
accelerating trend during the
pandemic. What is driving this
increasing investor interest in
the sector?
More institutional capital started flow-
ing into this asset class way before the
pandemic. If you look at global prop-
erty transaction volumes by sector, 10

years back rental residential accounted
for about 12 percent of total volume
and now it is at least one out of five
transactions. This growth is mostly
supported by very long-term structural
and demographic trends.

Despite discussions about an aging
society, most developed economies
continue to grow resulting in more
inhabitants. Another important factor
in demand - both for rental and own-
er-occupied-housing — is that the aver-
age size of households is decreasing.

Even if the population is stagnating
or not growing as much as it used to do
— in Germany, for instance — the overall
trend of decreasing household sizes is
creating more demand for residential.

It is true, however, that institutional
investment in residential, as well as in-
dustrial, has really increased as a result
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of the uncertainty created by the pan-
demic. During the pandemic, it was
not such a concern to collect your rent
from the residential and industrial sec-
tors. Also, if you would acquire an in-
dustrial property, especially logistics —
or in the case of residential, multifamily
assets — there was no question about
convincing investors that it would per-
form even in this troubled time. This
pandemic boost has been a bit of a reac-
tive play, but it is ongoing now because
there is still uncertainty in the market.
Equally important, however, is the
fact that the private rented sector is

Real rental growth 2013-21 (% per annum)

-0.5 0.5
France
Germany

Switzerland

UK

IIII.o

Canada
Sweden
Netherlands
Denmark

us

growing at a faster pace than housing
overall and for good reasons. Young-
er generations are not attracted to big
mortgages anymore. Flexibility and
mobility are more important for this
generation. They see real estate as a
product, rather than a long-term com-
mitment. Lifestyle is an important aspect
for the continuous growth of the sector.

In this year's economic

environment of above-
average inflation and rising
interest rates, will the residential
growth trend continue?

Ml Residential HM All sectors
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Markets (REPM), May 2022

We will still have growth in most de-
veloped economies, albeit lower than
forecast before the outbreak of the war
in Ukraine. Inflation is skyrocketing,
and we think this will continue at least
for a few months before it reaches a
peak because we have additional pres-
sure on prices of fuel and basic goods
coming from the war.

There is clearly more downside
risk for real estate values than before,
although we don’t foresee a major cor-
rection as of today. The other central
element driving real estate perfor-
mance is income return, which is very
stable in residential and not highly cor-
related with the economic cycle. In this
respect, it remains a good diversifica-
tion away from commercial property.

As for inflation, the best way of mit-
igating risk is through rental growth.
Residential demand is very strong in
most markets, while supply isn’t be-
cause it has been relatively difficult to
secure third-party financing for devel-
opment since the global financial crisis.
In addition, building land availability is
becoming scarce in growing urban re-
gions. If we compare the track record
of all property rents in the long run,
the residential rental sector has usually
been the best inflation hedge in most
markets.

One consequence of

covid has been greater
scrutiny of lifestyles and the
enduring appeal of big cities.
How will residential investment
influence this debate?
The US has been an interesting case
to observe during the pandemic, as we
saw people moving towards the sub-
urbs and secondary cities (particularly
in the Sunbelt states), with housing
affordability and quality of life among
the drivers. But large cities will still
be sought-after living destinations, as
they will remain at the center of the
job market as well as the education and
entertainment sectors. That will not
change post-covid, in our view.

For young people in the early steps
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of their career, New York, London,
Paris or other big cities around the
world will always be attractive. And we
think the demand for residential units
in the rental sector will still be impor-
tant coming from this client segment.

The question is whether the dig-
italization of the work environment
with allow a long-term dilution of this
demand toward more secondary cities
and agglomeration areas. But we think
that we will still have many people
commuting to and from city centers to
work onsite.

I don’t think that we will be work-
ing fully remotely. Even twice or three
times a week in the office might be
enough of a reason for some people
to be willing to move outside central
areas.

We believe the concentration of in-
dustries and activities will increase in
selected secondary cities where, in the
US for example, some large corporates
are expanding and therefore fueling
housing demand. The structure of res-
idential demand is also changing. By
the time people are at the household
formation stage they may be looking
for larger-sized housing outside city
centers but still in commuting distance
to the office location.

This means there are two main client
segments for rental property, requiring
different products, and investors can be
successful in both. If you are going to
the suburbs, you can target larger mul-
tifamily units. Also, single-family hous-
ing rentals are increasing in popularity,
particularly in the US. However, for the
younger client segment, micro-apart-
ments, co-living or smaller-sized units
in multifamily schemes in the big cities
will be in demand now that we are com-
ing out of covid.

What are the key
opportunities, challenges
and barriers to entry?
It depends on the markets you are tar-
geting. In areas with established, in-
stitutionalized markets, capital can be
deployed very quickly — for instance,
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“Large cities will
still be sought-after
living destinations, as
they will remain at
the center of the job

market”

the US, Germany, the Netherlands and
the Nordics. In Asia Pacific, we see this
trend only in Japan at the moment.

Many other markets are just in the
process of becoming institutionalized
— Canada, the UK, France and south-
ern Europe as well as Australia — which
makes them more complicated to ac-
cess. Capital can’t be deployed at scale
in these frontier markets and there is
often the need of a local partner. The
high turnover of tenants, requiring
more local market expertise than com-
mercial real estate, makes residential
more intense and granular to manage.

There is also regulation, which is
seen as a big issue for residential in-
vestment. In our view, regulation is
not problematic when clear rules about
rental growth and tenants’ rights are set
and these are stable over time; regula-
tion becomes more of a problem when
you have regulatory volatility — when
some rules of the game become unpre-
dictable and could change over time.

Overall, we spend a lot of time
looking at the agglomeration areas and
attractive secondary cities, where you
tend to face less political pressure and
uncertainty. But, nowadays, I would
say that regulatory risk applies across
Europe. You really need to monitor it
closely and work with thorough local
expertise.

In my view, the growth of residen-
tial investment has really been lifted
by structural trends and we believe this
will continue to be the case. But there
remains the question of how we will
tackle all the social and affordability is-
sues around housing.

It will be interesting to see how gov-
ernment and private institutions will
manage to work together in the com-
ing years to solve those challenges in a
constructive way. If we have too much
regulation and not enough cooperation
between private and public sectors,
the risk is that supply will continue
to undershoot demand in many local
markets. And that is not helpful for an-
ybody.

How should investors

adapt their investment
strategies between mature and
frontier markets?
In many mature markets, capital can be
deployed rather quickly and in a num-
ber of locations across the country. In
Germany for instance, this is particu-
larly true in the agglomeration areas.
This doesn’t mean city centers won’t be
in demand anymore; but their current
high price is tied to a higher regulato-
ry risk and lower affordability for most
tenant segments.

That is why we think in terms of en-
try price and rental growth prospects.
For some investors, certain secondary
cities and commuting locations in the
agglomerations are more interesting
now than the really prime big city mar-
kets.

With frontier markets that are not
so institutionalized, such as the UK
or Australia, you have the opportuni-
ty to be a front runner and capture a
niche yield that does not exist anymore
in established markets. However, you
will need to take on more market risk
and may need to find a local developer,
which can result in a higher yield. But
that is not for everyone; it is really for
investors with more appetite for risk
and a very active approach in terms of
asset management.



Analysis

-inding emerging
opportunities

Emerging markets have been less of a focus for US and European
residential investors of late, but there are pockets of opportunities in Brazil and
China sparking interest again, writes Stephanie Baxter

nstitutional capital has been mak-

ing good money investing in resi-

dential in developed markets over

the past decade, so the argument

for moving into emerging markets

has not been hugely compelling.
Add political tensions in markets like
Brazil, China and Russia into the mix
and it is perhaps understandable that
investors have approached with cau-
tion.

Adam Alari, head of European res-
idential research at Savills Investment
Management, says this is a factor but
also points out that there are other
challenges.

“The scale of opportunity is so large

in our own backyard,” he says. “I believe

that in the context of Europe, including
the UK, the scale of the issues affect-
ing or forming directly out of the lack
of residential are so enormous that the
opportunity is significant enough that
you needn’t be concerned with emerg-
ing markets. There is a huge need for
affordable housing in Europe.”

That is not to say emerging markets
do not present very compelling oppor-
tunities, caveats Alari, but it will take
time for the wider market to really ac-
knowledge that.

Fewer foreign investors

in Brazil

Joao Teixeira, senior managing direc-
tor at GTIS Partners and the person

responsible for the firm’s Brazilian in-
vestments, says GTIS has not been at-
tracting the same level of European
and US institutional investment that it
used to in the Brazilian residential mar-
ket. There is a problem of governance
where there has been a lot of political
friction under President Jair Bolsonaro.
“To a certain extent, I think Europe-
an investors have been in ‘wait and see’
mode when it comes to investing in the
local residential market,” says Teixeira.
Also, Brazil lost its investment-grade
rating in 2014/15, which eliminates a
lot of institutional capital. There has
also been a lot of currency volatility.
Teixeira says some Chinese and
Middle Eastern investors have invested
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in the real estate segment recently, but
“they are not enough to replace the
European and American investors that
used to be in our markets, and in real
estate specifically,” he says.

“We have also been facing difficul-
ties because the scenario in the last
two years during the pandemic was
not easy. Most of the companies were
shrinking and capital markets were not
very easy to access.”

For VBI Real Estate, which invests
solely in Brazilian residental, capital
flowing into the sector has been do-
mestic rather than global. The firm’s
founding partner Ken Wainer says:
“The argument is that in the past sev-
eral years a US-based pension fund or
endowment based in the northeast of
the US could invest in almost any real
estate in that region.

“If they did so well over the past
decade, then why would they go into
a market they don’t know where there’s
a different rule of law, currency risk —
that explains why it hasn’t been that
compelling to invest in an emerging
market like Brazil.”

Bright future for affordable
housing

Looking forward, however, GTIS’s
Teixeira believes opportunities for for-
eign capital in Brazil residendal space
are good. Sio Paulo is the biggest
and deepest market in South America
in terms of residential development
and real estate transactions in gener-
al, while Rio de Janeiro is the second
biggest market in Brazil for residential
development.

"Teixeira says there is a strong devel-
opment of new projects in affordable
housing segments in Sio Paulo and
across Brazil. “We’re now seeing a de-
velopment in a kind of barbell strategy,
meaning that the most promising areas
for residential development are in the
high-end and affordable housing pro-
jects.” he notes.

Under the Casa Verde e Amare-
la program, the affordable housing
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market has an incentive from the gov-
ernment to homebuilders to produce
homes providing mortgage credit with
a special level of interest rate for af-
fordable housing. Teixeira says this is
boosting the activity and production of
affordable housing nationwide.

“Brazil has a shortage of affordable
housing — the most recent data shows
a shortage of seven million affordable
homes — and this is a consistent gov-
ernment problem of providing homes
for low-income Brazilians. Demand is
nationwide and we’ve seen very strong
production. It’s very dependent on the
cost of land because there is a ceiling
on the total price you can sell an apart-
ment for.”

In the Northern regions, it is eas-
ier to buy land for affordable housing
in the urban areas, Teixeira explains.
“Whereas in the Southeast of the
country, it is much more difficult to
produce this type of affordable housing
due to the cost of the land, especial-
ly in areas such as Sdo Paulo and Rio
de Janeiro, even though the produc-
tion has increased materially in recent
years.”

In Sdo Paulo, 40 percent of resi-
dential units offered in the market last
year were in the affordable housing
segment, Teixeira says, adding that af-
fordable housing projects can deliver
returns in the range of 20 to 25 percent
IRRs.

“Affordable housing has been at-
tracting foreign investment through
direct partnerships allocating equity
to local developers at project level, or
specifically institutional investors pro-
viding equity as shareholders at the
entity level of private and public traded
homebuilders,” he adds.

Student housing in Brazil

The student housing market also pro-
vides opportunities for institutional in-
vestors to make residential allocations.
Brazil is the fourth-largest university
market in the world with nine million
students.

“I'he most promising

areas for residential
development [in
Brazil] are in

the high-end and
affordable housing

projects”

JOAO TEIXEIRA
GTIS Partners
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VBI Real Estate started investing
in Brazilian student housing about
three years ago, making its first invest-
ment with UK-based property giant
Grosvenor Group, which created some
of the first purpose-built student hous-
ing in Brazil. VBI’s Wainer says the
residential real estate market is being
forced to find new ways to add value,
particularly in this segment.

“Universities do not provide hous-
ing and the Brazilian real estate players,
apart from the shopping mall owners,
are generally not used to managing real
estate,” says Wainer. “Brazilian devel-
opers know how to sell real estate and
how to rent on a triple net-basis on
office and industrial, but gross rent-
ing and operating is not something
this market is very familiar with. We
built the whole property manage-
ment operation from the ground up
and we looked to the UK and US as

references.”

Analysis

One of the attractions for an inves-
tor such as Grosvenor in the Brazilian
residential market is that in very few
markets is it possible to put $50 million
to $60 million to work and be the num-
ber one market player.

“In Brazil, because there’s a lag and
new ideas evolving, they could put $60
million to $70 million to work. Along
with VBI’s money, they’re now the en-
abler of the number one player in mar-
ket share for Brazilian student housing,
so that’s going to be exciting for them,”
says Wainer.

Some recent student housing pro-
jects are delivering 10-12 percent sta-
bilized annual yield on cost, according
to Teixeira.

Multifamily prospects in China

There are also opportunities in the
multifamily ~ residential
Asia-Pacific, which is a nascent asset

sector in

class across many parts of the region.

Claire Tang, co-chief investment of-
ficer for Asia-Pacific and head of
Greater China, both at LaSalle Invest-
ment Management, says the demand is
driven by investors that view the sector
as relatively resilient through the pan-
demic and investors seeking to diversi-
fy after over allocating to the office and
retail sectors.

“In China, for example, various pur-
chase restrictions in tier one markets,
such as Beijing and Shanghai, have
contributed to delays in home pur-
chases among younger white-collar
workers, creating strong appetite for
well-located, institutionally managed
rental properties in these locations,”
Tang says.

“With rental housing identified as
a solution to combat prevailing hous-
ing issues, the government has put
in place favorable policies such as re-
duced tax rates for multifamily oper-
ators and owners. This has led to the
growth of multifamily rentals in recent
years.”

In addition, the new pilot program
for domestic multifamily REI'Ts will
also improve overall liquidity and sup-
ply longer-term capital to the asset
class, she adds.

Multifamily is a key asset class for
LaSalle in Asia-Pacific, and Tang says
that in China, with limited land avail-
able for development — especially in
Beijing and Shanghai — she is seeing
more opportunities to convert existing
hotels or offices to apartments with
attractive margins. “Throughout the
pandemic, multifamily rental assets
have also been more resilient in terms
of occupancy rates and rent collection
compared to retail, hotel or office as-
sets,” she says.

There are clearly several prospects
in residential real estate in emerg-
ing markets such as Brazil and China.
While there are various reasons why
developed market investors are focus-
ing less on emerging markets right
now, there are pockets of opportunities
worth exploring. m
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“You can’t separate health
and well-being from
low-carbon solutions or
governance and social. If you
see them as interconnected,
you can create an authentic
place that people want to
live and gather in”

Basil Demeroutis
FORE Partnership

“Investors holding
secondary and tertiary
office space that is
moving towards
obsolescence will be aware
of ... opportunities for
alternative use, such

as residential”

Adam Cradick
CBRE

“I'hroughout the

pandemic, multifamily

rental assets have also
been more resilient

in terms of occupancy
rates and rent collection
compared to retail,

hotel or office assets”

Claire Tang
LaSalle Investment Management
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thougnts

Expert insight on
the world of residential

“Inevitably delivering a
scaled, operational platform
over time will prove
extremely attractive to
more institutional capital,
affording the opportunity
to create very significant
capital appreciation”

Richard Stonehouse
Avison Young

..........................................................................................................................................................

“Investors are looking
to asset classes with the
strongest vent growth
potential as a means to
offset inflation”

Aaron Jodka
Colliers
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“Investment n residential

property simply has to be

sustainable, and ESG

remains front of mind

. for investors”

Simon Heawood
Bricklane

“There is such an
undersupply relative to
the demand of affordable

housing, and those

. fundamentals aren’t going

to change for some time”

Angela Kelcher
JLL
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