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The Evolving Landscape in Global Real Estate 
Investing

Demand for cross-border, private real estate has grown over the past 10 years, prompted 
by improvements in the investing landscape and the desire for a broader real estate 
investment opportunity set. Increased market transparency, benchmarking advances, 
and new implementation options will facilitate continued momentum in global real 
estate mandates.

Fixed-income and equity investors, including REIT 
investors, have embraced portfolio globalization, 
but investors in private real estate have generally 

stayed close to home. “The home-ownership bias in real 
estate is much higher than in most of the other asset 
classes,” notes Prashant Tewari, a principal with real asset 
advisory and investment firm the Townsend Group and 
head of Townsend’s global investment strategy. “There are 
several issues with investing globally,” Tewari says. “One 
is a lack of understanding of global real estate markets. 
How does an American investor know what is going on 
in the UK, or in China, or in India, or Australia? The lack 
of that knowledge is the first impediment. The second is 
a lack of good execution options and vehicles.”

Despite the barriers, demand for unlisted cross-border 
real estate has been increasing over the last 5–10 years. 
According to IPD, an MSCI provider of global real estate 
performance analysis, indexes, and benchmarks, aggressive 
pricing in a number of developed real estate markets—in 
particular, the United States, Canada, and Australia—has led 
some investors to look outside their home markets. Other 
investors are adopting pan-Asian or pan-European man-
dates. “There is a slow but gradual shift in real estate from a 
definite home bias where most investors wouldn’t consider 
buying any real estate outside their home market to think-
ing at least regionally and perhaps even globally,” says Mark 
Clacy-Jones, head of applied research at MSCI Real Estate.

At the other end of the spectrum, says Clacy-Jones, 
are large sovereign wealth funds, particularly Middle East-
ern and East Asian funds that have just begun to initiate 

real estate exposure. “These funds are building their expo-
sure from scratch, and a global mandate seems obvious to 
them in the same way a global allocation to equities and 
bonds makes sense.” As the appetite for global unlisted real 
estate develops, the investment landscape is slowly becom-
ing more favorable to investors. In addition to changing 
attitudes, improvements in risk and transparency and 
advances in unlisted global real estate benchmarking are 
facilitating future growth.

IMPROVING TRANSPARENCY
With interest in global real estate investing gaining 
momentum, investors and developers have been demand-
ing higher levels of transparency, according to the most 
recent biannual Jones Lang LaSalle Global Real Estate 
Transparency Index. Since the global financial crisis, trans-
parency has steadily increased across markets. In the 2014 
edition of the index, transparency gains were recorded in 
more than 80% of markets over the past two years. Five 
sub-Saharan African countries were among the countries 
measuring the greatest improvements. The report states 
that governments, particularly in emerging economies, are 
beginning to recognize the importance of real estate trans-
parency. “Open data” policies, such as providing online 
access to land registry information, are becoming more 
common among governments, even in such emerging 
economies as Kenya and Uruguay. Gains in transparency 
have also come in the form of more stringent regulations 
in banking and finance that flow through to commercial 
real estate. The introduction of the common legal structure 
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of REITs to a country also increases data availability. As 
REIT structures are adopted by more markets, increases 
in transparency should follow.

The Transparency Index also found that real estate 
investors have been “moving up the risk curve,” extend-
ing investments into new property types and geographies, 
and even selectively expanding into emerging markets. 
Emerging markets provide higher growth rates, but there 
is typically a trade-off in terms of transparency and rule 
of law, or investor protection. Tewari sees value in some 
emerging markets as the investment landscape improves. 
“The rule of law in emerging markets is becoming more 
favorable toward investors, and structural reforms are 
slowly being introduced,” he says. “In many countries, the 
asset values haven’t fully reflected that yet. This creates an 
interesting investment environment while the risk is not 
fully understood.”

ADVANCES IN BENCHMARKING
Because private real estate has been primarily a domestic 
investment, benchmarks exist for countries, but how to 
resolve the complexities of structuring a global benchmark 
has been the subject of much debate in the real estate 
investment community. Two global fund benchmarks have 
been launched to aid in industry transparency, provide 
some definition to the fund universe and opportunity set, 
and offer a way to identify and evaluate sources of return. 
The indexes and their subindexes also facilitate compari-
sons of unlisted fund characteristics by region, property 
type, leverage, and cash.

In 2013, IPD launched its Global Property Fund 
Index, which measures performance on a quarterly basis 
dating back to December 2007 for funds invested in the 
regions of North America, Europe, and Asia Pacific. 
The Global Fund Index differs from IPD’s established 
Global Property Index, or direct property index, in that 
it is designed to be a benchmark for actively managed 
funds. Whereas the Global Property Fund Index is made 
up of funds, the Global Property Index includes only indi-
vidual assets—buildings that have been fully constructed 
and developed. The direct property index excludes any 
development activity or performance from purchasing and 
selling assets, which is the active management component 
of real estate that produces alpha. The direct property index 
also excludes other elements held in property portfolios, 
such as indirect property assets or REITs, units in unlisted 
funds, derivatives, and so on.

The Global Property Fund Index is more useful for 
fund comparisons than the direct property index, which 
should not be used as a benchmark. “The publicly avail-
able [Global Property] indexes are designed to track the 
asset class so it can be viewed alongside equities and 
bonds, but performance should be evaluated versus a 
fund benchmark that includes the impact of transactions, 
such as buying and selling, because those are the types 
of activities that managers undertake to add value,” says 
Clacy-Jones. The principal nonproperty factor affecting a 
fund’s performance is leverage. The performance impact 
of leverage is not included in the direct property index 
but is included in the Global Property Fund Index. Cash 
as well as funds’ expense ratios are also accounted for in 
net fund performance. “The property index measures 
pure passive property level beta, whereas the fund index 
includes the active decisions on fund structuring,” says 
Clacy-Jones.

Also launched recently was the Global Real Estate 
Fund Index (GREFI), jointly created by the National 
Council of Real Estate Investment Fiduciaries (NCREIF), 
the European Association for Investors in Non-Listed 
Real Estate Vehicles (INREV), and the Asian Associa-
tion for Investors in Non-Listed Real Estate Vehicles 
(ANREV). The GREFI’s stated goal is to improve trans-
parency in the real estate asset class and provide informa-
tion for investors to make better-informed investment 
decisions. Quarterly performance history for the GREFI 
begins in December 2009 and includes open-end funds 
for the NCREIF index and both open- and closed-end 
funds for the INREV and ANREV indexes.

Despite similar goals, the two indexes differ in sev-
eral ways. The GREFI comprises both core (high-quality, 
stable-income properties) and noncore (value-added 
and opportunistic) funds for its European and Asian 
index components, whereas IPD’s Global Property Fund 
Index includes only open-end (investable) core real estate 
funds. The GREFI has 345 funds, compared with the 
86 funds in the Global Property Fund Index, providing 
greater breadth in universe coverage by size and fund 
type. Returns for the IPD indexes are calculated in local 
currency as well as in the British pound, the US dollar, 
and the euro; returns for the GREFI are calculated in 
local currency and in the US dollar. Calculating returns 
in both the property’s local currency and an investor’s 
home currency isolates the effect of currency fluctuations 
on performance.
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BENCHMARK LIMITATIONS
Although the global fund benchmarks serve as an 
important milestone in industry development, they 
do have limitations. Perhaps the most notable one is 
that they rely on voluntary fund performance report-
ing. “There is no regulatory body dictating funds must 
submit data,” notes Clacy-Jones. Databases that rely on 
voluntary reporting can suffer from selection bias, where 
poor-performing funds do not report performance, and 
to survivorship bias, where reporting funds that subse-
quently have poor performance stop reporting. Clacy-
Jones says that the reporting funds generally perceive 
value in the index data and so are unlikely to exit the 
database. “Funds that report data see a benefit not only 
in the fund-specific analysis that we provide them with 
but also in transparency at the market level,” he says. 
Funds that stop reporting may not reenter the Global 
Property Fund Index in the future. The index grew by 
one fund in calendar year 2014. In contrast, the num-
ber of funds in the GREFI declined from 372 to 345 
during 2014.

Another limitation lies in the short performance 
track records of these indexes. Historical performance 
for the GREFI dates back to December 2009 and the 
performance record for the Global Property Fund Index 
begins at year-end 2008. Investment horizons for real 
estate are typically quite long, from 3 to 10 years for a 
medium investment horizon and 10 or more years for a 
long-term investment horizon. The relatively short per-
formance track records are not sufficient for statistically 
robust analytical purposes, though informative compari-
sons can be made.

Both indexes also remain in a “consultative phase” 
as the providers work with investors to gather feedback 
on index construction and methodology for modifica-
tions and improvements. As such, they are “unfrozen,” 
meaning that historical figures and since-inception dates 
are subject to future revisions. Finally, the fund indexes 
are quite different from equity or fixed-income indexes 
in that they are essentially universes of peer groups and 
strategies, not asset class benchmarks that can be pas-
sively bought and held.

CONCLUSION
The steep impediments traditionally faced by cross-border 
real estate investors have gradually begun to recede. New 
regulations, gains in transparency, the global expansion of 
REITs, and the launching of the first global fund indexes 
are increasing the amount of data available to investors and 
reducing the risks associated with cross-border investing.

New approaches in asset class accessibility are slowly 
evolving as well. In addition to commingled funds, inves-
tor “clubs,” and separate accounts, the “open architecture” 
approach, though relatively uncommon, is beginning to gain 
traction. The Townsend Group uses the multimanager open 
architecture approach to structure a fund of local managers 
who have expertise in particular sectors, regions, or strate-
gies, depending on which countries attractive opportunities 
are found in. Because real estate conventions and laws have 
developed independently in each country, real estate invest-
ing varies significantly by country. Engaging local expertise 
is essential to reducing risk when investing in nondomestic 
markets. “It is critical to partner with a manager who under-
stands local real estate law and business conventions when 
selecting a property for investment,” says Tewari.

Investment activity in real estate markets has risen 
dramatically since the global financial crisis, and a num-
ber of factors are prompting investors to seek opportuni-
ties outside their domestic markets. Whether a global 
real estate mandate will provide long-term benefits may 
depend on the investor’s home country, but the recent 
changes in the asset class point to an expanding investor 
base and increased momentum in demand.
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