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This is one of the conclusions of 
Emerging Trends in Real Estate® Europe 
2014, but the same sentiment could be 
expressed for the US and Asia Pacific.

Interviewees and respondents to the 
surveys conducted for all three Emerging 
Trends reports have proclaimed the 
continuing influence of Asian sovereign 
wealth funds with their flow of capital  
into core property, and latterly into 
secondary assets.

Capital	flows
Direct investment in real estate is “almost back at the pre-crisis 
level” and increasingly the impetus is attributable to sovereign 
wealth fund and institutional capital, much of it from Asia.

Real estate fundamentals are expected to remain strong in prime markets such as the Central Business District in Beijing, China.

If anything, Asian capital – especially 
from China – is becoming more important 
to regional markets as each year goes by. 

According to Real Capital Analytics 
(RCA), sales of large lot size commercial 
property around the world totalled over 
$1.1 trillion in 2013, surpassing the trillion 
dollar mark for the first time since 2007.
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Capital flows

Figure 1 Cross-border capital into European real estate in 2014
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Figure 2 Asia Pacific investors’ regional allocation percentages
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The two biggest sources were the US 
and China – with the latter accounting  
for 35 percent of global volume. A big 
part of this came from land transactions 
in China – sales of land rights rose 39 
percent to $390 billion during the year 
– but the cross-border activity from 
Chinese investors was equally significant.

RCA calculates that Chinese investment 
in Europe alone tripled last year to  
€3.05 billion as developers and private 
individuals joined the country’s sovereign 
wealth funds in seeking to diversify their 
assets outside Asia. 

It was also the year when Chinese 
insurers emerged as a global force.  
In May 2013, China’s regulator relaxed 
the rules restricting investment in 
overseas real estate by insurance 
companies. Barely a month later Ping An 
Insurance made its first overseas 
purchase when it bought the Lloyd’s 
Building for €304 million.

And the flow of capital from China 
continues. In January, China Investment 
Corporation paid Blackstone about €917 
million for Chiswick Park in west London 
– already a contender for Europe’s largest 
transaction of 2014.

The ubiquitous presence of such Asian 
capital is one of the key trends highlighted 
in the Emerging Trends series and  
is largely seen as a force for good in  
the marketplace.
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Figure 3 Change in availability of capital for US real estate in 2014
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As one European fund manager says: 
“There is so much Asian capital coming 
into Europe, even if you pick up a small 
bit of this capital it’s actually very 
significant for you as an individual  
fund manager.”

There are encouraging signs that this 
strengthening of cross-border flows  
has emboldened domestic institutions, 
especially in the UK, which remains 
Europe’s biggest and most liquid 
investment market. “The UK is still 
dominated by non-domestic providers  
of equity but as far as UK institutional 
money is concerned, that tap is starting 
to be turned back on,” says one adviser.

Another interviewee adds: “We’re 
optimistic that these new sources of 
capital – a lot of which are recycled 
savings from emerging markets that are 
doing quite well – need to diversify and 
invest overseas. There is no reason why 
it will not continue, providing the 
environment stays benign.”

Nearly 80 percent of respondents to 
Emerging Trends in Real Estate® Europe 
2014 believe that capital from Asia will 
increase during 2014. The other big 
capital source is the Americas, and here 
67 percent of survey respondents expect 
a significant increase of funding in 2014. 
According to RCA, the US accounted for 
27% of global deals in 2013, with volume 
of $301.6 billion, up 21 percent. In many 
respects, RCA argues, US property 
investment is “close to a full rebound 
from the global financial crisis”.

Similar sentiment is expressed in 
Emerging Trends in the US, where capital 
availability is expected to improve in 2014. 
According to survey respondents, the 
biggest increase in the availability of equity 
capital will come from foreign investors, 
followed closely by pension funds and 
other large institutions; private equity 
funds, hedge funds and opportunistic 
funds; and private local investors.
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Capital flows

A recent survey of foreign investors by the 
Association of Foreign Investors in Real 
Estate, which is made up of nearly 200 
“investing organisations” in 21 countries, 
found that 81 percent of respondents 
“intend to increase their portfolio of 
assets in the US. They also believe that 
the US is “a stable environment in which 
to invest and is the best market for 
capital appreciation”. Specifically, 71 
percent “believe economic fundamentals 
had improved to the point that makes 
secondary cities – as opposed to core 
gateway cities – in the US worth looking 
at for new real estate acquisitions”.

The American Emerging Trends report 
also reveals that the movement into 
secondary markets is underpinned by an 
increase in both debt and equity capital. 
Respondents to the report are particularly 
positive about the prospects for equity 
capital from institutional investors and 
private equity funds, as well as debt from 
insurance companies, mezzanine lenders 
and issuers of commercial mortgage-
backed securities. Secondary cities are 
also benefiting from foreign capital – 
notably Miami, which has seen an influx 
of South American investment.

As for capital heading out of the US  
for Asia, the picture is more complex.  
The steady stream of capital inflows  
to Asia that was so much a hallmark  
of US economic easing in 2012 went  
into reverse in 2013, as the prospect  
of reduced economic stimulus in the US 
prompted investors to repatriate assets 
back to the West. So far, the impact of 
this sell-off has been largely confined to 
developers and real estate investment 
trusts (REITs) listed on the region’s capital 
markets. By contrast, as the Asia Pacific 
Emerging Trends points out, the physical 
market has been left unscathed.

The report notes that, unlike other asset 
classes, real estate in Asia has “barely 
flinched” in response to the tapering  
of the US economic stimulus and 
expectations of higher interest rates.  
The major real estate investment 
destinations, such as China and Australia, 
remain the same as in previous years 
while Japan has re-emerged strongly  
as an investor favourite.

This apparent resilience is due, in part,  
to the increase in sovereign wealth and 
institutional capital being directed to 
Asian markets, as well as the substantial 
volume of Asian capital being exported 
from China, Singapore and South Korea 
into real estate assets across the region.

In fact, Asian investors of all types – from 
high-net-worth individuals to sovereign 
wealth funds, institutional funds and 
insurance companies – are buying real 
estate throughout Asia in unprecedented 
volumes. Again, many of the buyers have 
come from China.

One reason for this is that the volume  
of capital accumulated in many Asian 
countries has far outstripped the capacity 
of domestic markets to absorb it. In 
terms of private investment, there has 
been a significant rotation of foreign 
capital away from Hong Kong, where  
the introduction of regulations aimed at 
stemming speculative investment in real 
estate has seen high-net-worth Chinese 
money move to other destinations. 
Similar regulations have been introduced 
in Singapore. 

The fact is that interviewees report 
substantially higher levels of Chinese 
capital in almost every major Asian 
market, especially for high-end 
residential assets. It seems that Asian 
capital is just as important at home as  
it is across the globe.

The US is a stable 
environment in which  
to invest and is the  
best market for capital 
appreciation.
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Figure 4 The top 10 cities for commercial property investment across 
the world in 2013

Rankings

2012 2013 Market 2013 Sales Volume ($M) YOY % Change

1 1 New York  $47,200 

2 2 London  $43,981 

3 3 Tokyo  $31,818 

4 4 Los Angeles  $27,370 

8 5 Washington DC  $18,086 

5 6 San Francisco  $17,930 

6 7 Paris  $16,004 

7 8 Hong Kong  $13,472 

14 9 Berlin  $12,671 

9 10 Chicago  $12,499 

Sales of large lot-size commercial 
property around the world totalled 
over $1.1 trillion in 2013, surpassing 
the trillion dollar mark for the first  
time in the post-financial crisis  
era, according to Real Capital 
Analytics (RCA).

RCA says that the strength of the US,  
a revival of transactions in Europe and  
a massive volume of land deals in China 
all contributed to this remarkable upturn 
in activity.

Such overall volume growth left the 
position of the world’s most active 
investment markets unchanged in  
2013 compared with the previous  
year, although there was a significant  
re-shuffling further down this global 
league table.

The top five cities all posted healthy 
gains, illustrating that despite a renewed 
risk appetite causing volumes to surge  
in secondary markets, investor demand 
in core locations remained very strong.

So much so that one of those core 
investment markets, Berlin, broke into  
the top 10 for the first time. Other big 
advancers further down RCA’s rankings 
included Atlanta, Sydney, Moscow and 
Osaka, which reflected the growing 
capital base targeting higher yields than 
available in core locations.
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The top five cities all posted 
healthy gains, illustrating 
that despite a renewed risk 
appetite causing volumes 
to surge in secondary 
markets, investor demand 
in core locations remained 
very strong.
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