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SectionOne: Trying times
for property investors

Property is a significant source and store of wealth for high
net worth individuals around the world, a major destination
for their capital and, in many cases, a source of huge
pleasure and enjoyment. It is a long-term investment that
offers the potential for income, capital gains and a hedge
against inflation.

But for investors in most areas of global property, the
past few years have been torrid. In the US, the
S&P/Case-Shiller House Price Index, which is a
composite of single-family home price indices for the
nine US Census divisions, fell by 32 percent from its
high in the second quarter of 2006 to the first quarter
of 2009. More recently, however, it has shown some
signs of stabilising, rising slightly in the second quarter
of 2009 for the first time in three years. The Federal
Housing Finance Agency’s monthly House Price Index,
which is calculated using purchase prices of houses
backing mortgages that have been sold to or
guaranteed by Fannie Mae or Freddie Mac, showed
that in August, prices were 0.3 percent lower than in
the month before and 3.6 percent lower than a year
before. As of August, prices were 10.7 percent below
the April 2007 peak. 

In the UK, the Nationwide House Price Index fell from
367 in the fourth quarter of 2007 to 298.7 in the first
quarter of 2009, a drop of 19 percent. Again, there was
stabilisation in the second quarter of the year. That

stabilisation is also seen in the August House Price
Index put out by the Department for Communities 
and Local Government. It found that prices rose by
0.5 percent from July to August; however, August
prices were still down 5.6 percent from the
year before. 

Following the trend in the US and Europe, the property
market in Dubai, which had enjoyed a spectacular boom
over the past three years, has also suffered. According to
Colliers International, a global affiliation of independently
owned real estate services firms, there was a year-on-
year decline of 48 percent between the second quarter
of 2008 and the second quarter of 2009.

Other regions of the world have fared somewhat
better. During 2009, house prices have been booming
in China, for example, thanks largely to a massive
government stimulus package. According to the
National Bureau of Statistics, house prices rose by
two percent from July to August 2009 in the nation’s
biggest cities, double the increase from June to July.



The picture for the real estate investment trust (REIT)
market is also mixed. Since the second quarter of
2009, the FTSE NAREIT Equity REIT index, which
tracks US REITs, has shown strong returns, after falling
heavily following the collapse of Lehman Brothers. 
The index dropped by more than two-thirds between 
mid-September 2008 and early March 2009, but rose
by 30 percent in the second quarter and more than 
40 percent in the third quarter. The pick-up in

performance has been fuelled by a broader recovery in
equity markets and a wave of equity issuances, as the
industry recapitalises itself, often to take advantage of
distressed assets in the property market. However, the
index is still about 25 percent lower than it was a year
ago and there are many challenges ahead for the
market, including weak balance sheets and looming
debt maturities.

Preference for property persists
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There are concerns, however, that the massive
liquidity that has been injected into the market could
cause an asset price bubble to form, as loose
monetary conditions help support unsustainable rises
in the Western world.

If prices are starting to stabilise in some residential
markets, the picture for commercial property is more
mixed. With unemployment continuing to rise in many
markets, albeit at a slower pace, demand for
commercial property in general is likely to remain

muted and lag behind a broader economic recovery.
The IPD Global Property Index, which measures the
combined performance of commercial property
markets in 23 countries, fell significantly in US dollar
terms during 2008, showing returns of -10.1 percent
compared with 16 percent in 2007. The UK fared
particularly badly, showing a return of -22.1 percent in
2008. However, demand for well-let, prime property is
starting to recover in some places, with the IPD UK
Monthly Index rising by 0.2 percent in August, the first
time it has been positive in 26 months.

Although the outlook for the property market as a whole
remains highly uncertain, high net worth investors will
continue to see the asset class as an important part of
their portfolio. Among the 2,000 high net worth
investors surveyed for this report, the average proportion
of their portfolio allocated to property is 28 percent,
not including their main residence. Of course, there is
no one ‘right’ allocation to property for all investors. An
investor’s own ideal position will depend on a host of
factors, including their investment horizon, risk
appetite, location, age and personal preferences.
Property experts questioned for this report express a
range of opinions about allocation. Basil Demeroutis, a
Partner at Capricorn Investment Group (a multi-family
office started by the co-founder of eBay), suggests an
optimum figure of between six percent and
eight percent, while Laurent Nouvion, who runs the
Nouvion family office in Monaco and has a strong
preference for property assets, holds up to 50 percent.

“There is no doubt that a certain amount of property
can provide return enhancement and diversification

benefits in most investors’ portfolios,” says Philip
Jeffcock, Director, Real Estate at Barclays Wealth. “The
proportion of wealth allocated to property should be
reasonable given an investor’s liquidity requirements,
and their ability to deal with the possibility that they
might have to sell an asset with poor liquidity when
things go bad.” 

The average allocation to property of 28 percent
among the survey respondents conceals considerable
variation in allocations across regions. Spanish
investors, for example, have the highest levels of
property holdings out of the ten focus markets for the
survey. On average, they allocate 51 percent of their
portfolio to property, while 59 percent have allocations
to property of 50 percent or more. Spain has long had
a strong cultural affinity with property ownership and
the government offers generous tax relief on
mortgage payments. It has also been a mecca for
foreign investors and speculators, especially during the
housing boom of 1995 to 2007, which saw prices rise
by 300 percent.

What is your current approximate allocation to real estate in your overall investment portfolio
(not including the primary property in which you live)?

Chart 2 – Average property holdings as a percentage of overall investment portfolio, by country
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Chart 1 – Total return on all property types between 2006-2008 



Property has generally been considered to have a low
correlation with both equities and bonds, although
correlations do fluctuate slightly over the course of an
economic cycle. However, in the financial crisis of
2008 and the subsequent economic downturn,

correlations spiked and many asset classes
experienced substantial losses. So while diversification
can help lower risk over the long term, in short-term
crises, there is still the potential for many asset classes
to suffer at the same time. 
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Investors from Switzerland have the lowest average
allocation to property, at 17 percent, and only
14 percent have allocations of 50 percent or greater.
Those from the US and Monaco also have relatively low
allocations at 23 percent. In the case of Switzerland and
Monaco, which are both long-established property
markets, there is some evidence that more experienced
investors stayed out of the market as prices soared.
“Although we have been investing in property for some
50 years, we stopped investing in 2006 and 2007,”
confirms Mr Nouvion. “Prices were simply far too high.
They had lost all sense of reality.” 

The survey suggests that, in general, allocation to
property increases with wealth. For example, investors
with assets of greater than £30m have an average
allocation to property of 37 percent, compared with
36 percent for those with wealth between £10m and
£30m, 31 percent for those with wealth between £1m
and £10m, and 23 percent for those with assets
between £500k and £1m. 

It is important that investors hold a range of asset
classes, not just property, in order to have a diversified
portfolio. Diversification is important for two reasons.
One, it is difficult to predict which asset class will be the
best performer each year, as seen in Chart 4, so
investors should hedge their bets. And two, some asset

classes’ returns are more closely correlated than others –
meaning their returns tend to go up and down in
tandem – so it is vital that investors have asset classes
with differing characteristics that will outperform in
different market conditions. Diversification helps raise
returns for a given level of risk.
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What is your current approximate allocation to property in your overall investment portfolio (not including the
primary property in which you live)?
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Source: Economist Intelligence Unit Survey, September 2009
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Chart 3 – Weighted average allocation, by wealth band
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Chart 4 – Unpredictability of asset class rotation

With some major global property markets stabilising
after significant falls in value, investors are considering
whether now may be the right time to increase their
allocation. In general, high net worth investors
questioned for this survey plan a slight increase to
their overall allocation to property over the next two
years. On average, allocation will increase from
28 percent to 30 percent. For those who plan to

increase their allocation, the main reason cited is that
they believe that property offers better long-term
prospects than other asset classes. This suggests
continuing uncertainty about the trajectory of financial
assets and a desire for more tangible, ‘straightforward’
investments after the turmoil of the financial crisis,
which many people perceive to have been caused by
complex financial instruments. 

Upping the ante? 



Breaking the survey results down by region, there is a
remarkable consistency of opinion, with investors from
nine out of the ten markets expecting to increase their
allocation by between one percent and four percent.
The major exception to this trend is Spain, where the
average allocation for investors will fall by 15 percent,
according to the survey. More dramatically, perhaps,
13 percent of Spanish investors intend to reduce their
holdings of property to zero, taking the total with no
exposure to the property market from 15 percent to
28 percent. This striking finding suggests a continuing
lack of confidence in the Spanish property market,
even after significant price falls. Asesores Financieros
Internacionales (AFI), an analyst, forecasts that
Spanish property prices will fall by 30 percent from
peak to trough and that the market will not turn
positive until at least 2011.

A key reason for this gloomy forecast is a glut of
supply. “There are over one million unsold new
properties in Spain which will need to be cleared out
prior to any recovery,” says Paul Bradley, a
spokesperson for the Spanish Owners Property Guild.
“That will take at least another three to four years. So
the ideal time to return is just prior to these unsold
properties being cleared out, when new development
begins again.”

Investing with a home bias

Just over three-quarters of the investors questioned for
the survey invest primarily in their domestic market.
But asked about the overseas country where they saw
the greatest potential for returns, two interesting
themes emerged. The first of these is that the market
regarded as the most promising, by some margin, is
the US. There is clearly a view that recent price falls, a
weaker currency and the long-term prospects for the
US economy, offer significant opportunities. Similar
reasons are likely to influence the selection of the UK
as the joint second most promising market.

Liam Bailey, Head of Residential Research at Knight
Frank, a property agent, notes that the London prime
property market has begun to see strong buying
interest. “We have seen an increase in registered
interest for prime and super-prime property, which is
usually an indication of coming price increases,”
he says.

Some interviewees caution, however, that there may
be more turbulence to come in the US market.
“Housing markets in the US currently enjoy the
support of direct policy intervention,” says Sam
Chandan, President and Chief Economist of the
Faculty of Real Estate at The Wharton School of the
University of Pennsylvania. “As these interventions
taper off, the dynamics of the housing market could
be upset.”

“There are over one million unsold

new properties in Spain which 

will need to be cleared out prior to

any recovery.”
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It is also clear that investors perceive opportunities for
bargains amidst the fall-out from the crisis. The belief
that recent price falls mean that property is now
undervalued is the second most important reason given
for increasing allocation to property. Nonetheless,
experts say that investors have, in general, become

much more discerning. “At the height of the bubble,
many buyers lost sense of basic considerations:
location, quality of building, reasonable financing and
so on. However, today investors are much more
discerning; the property has to be exactly right.” says
Yolande Barnes, Director of Research at Savills. 
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Which of the following factors have been most influential in determining your increased allocation to property?

Chart 5 – Key reasons for increasing allocation to property, all respondents

What do you expect to be the average percentage change in your property portfolio over the next two years?

Chart 6 – Expected average change (%) in property portfolio over next two years, by country

Source: Economist Intelligence Unit Survey, September 2009
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Managing uncertainty in the US

Although the US was chosen by more survey
respondents than any other country as the market
(other than their own) where ROI is expected to
perform most strongly over the next two years,
some experts are less convinced that property
prices are stabilising. 

Wayne Vandenburg, Chairman and CEO of TVO
Groupe, an international property investment and
management services company, believes that the
bottom of the market has not been reached in the
US, and ongoing uncertainty is making some
potential investors reluctant to jump back in. 

Many major institutional investors have already
written down significant losses. For example,
Mr Vandenburg says that Calpers, the California
Public Employees’ Retirement System which
manages approximately $190bn in assets, has
reportedly re-priced its property portfolio down to
approximately $11.2 billion from $17.9 billion to
reflect changes in current capital values. 

Other investors who are leveraged are simply
handing the keys back to the lender. Mr Vandenburg

describes a major developer who recently let go of
several large office buildings in a California city
because the equity in the property was gone (due
to falling prices) and the income the buildings were
generating was insufficient to service the loans.
Mr Vandenburg says this was the right business
decision and highlights what the US is facing. 

However, not all property investors are cutting their
losses just yet, even when their preferential
financing deals come to an end. “Say you owe
$50m on a property and the outstanding loan
matures, but the bank now can only underwrite a
$42 million loan, or $8 million less,” Mr Vandenburg
says. “You can write a cheque for that $8 million
but in these troubled times how many people have
that amount of liquidity in addition to the other
issues facing most investors? So the banks do
something the industry commonly refers to as
‘pretend and extend’, which means they extend the
loan at the old property value for a short period of
time such as one year. But of course, they hike up
the rate to make it worth their while.” 

Other investors are taking advantage of
opportunities presented by cash-strapped
corporations due to the upheaval in the credit
markets. Mr Vandenburg says that many companies
are looking at net leaseback transactions, where
they sell their property to an investor and then lease
it back from them. This gives the company a source
of financing – which they may need to fund their
company in these credit-crunched times – and
provides the investor with a property with a
guaranteed tenant and yield. “This sector is just
gearing up,” says Mr Vandenburg. “Net lease
transactions are at ten percent of what they will be
in the next 24 months.” 

“Many companies are looking

at net leaseback, where they

sell their property to an

investor and then lease it back

from them.”
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In which country, other than the one in which you are personally based, do you expect ROI to perform most
strongly over the next two years?

Chart 7 – Top ten countries (other than respondents’ own) where highest ROI is anticipated

The second interesting theme is related to the growing
appeal of emerging markets as property investment
destinations, with China and India second and fourth
respectively on the priority list. Compared with the UK
and US, these are non-traditional property markets for
the wealthy, but investors are clearly attracted by the
solid economic growth currently being seen in both
countries, and the emergence of a huge middle class
that, for the first time, will have disposable income to
purchase property. 

Santosh Rungta, President of the Confederation of Real
Estate Developers Associations of India, suggests that
the Indian market is one that shows promise.
“Demand for residential property is slowly growing,

particularly in the affordable category,” he notes.
“Projects have re-aligned their prices and this has led
to strong demand.” 

Concerns persist in these markets, however. For
example, a huge injection of lending by the Chinese
government has fuelled property speculation and
prompted concerns that the current rises in property
values will be unsustainable over the longer term. 
In India there continues to be a highly fragmented and
inconsistent legislative environment, although 
in September 2009 the government announced
proposals for a new regulatory authority to oversee 
the property industry.

With investors expected to increase their allocation 
to property over the next two years, it follows logically
that they perceive opportunities in the current
environment. In general, this seems to be the case,
but there is a significant difference between the
perception of opportunities in residential and
commercial markets. In addition, the availability of
credit makes a big difference in the ability of investors

to take advantage of available opportunities – even for
those at the wealthier end of the spectrum. 

In all, 76 percent of investors say that they perceive
opportunities in residential property markets, but
60 percent of that total agree when asked whether a
lack of available credit is making it difficult to take
advantage of them. Even though many wealthy

Opportunities abound but credit is still crunched 
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Which of the following statements best describes your current view of the global property market across the
following categories? Commercial

I believe there are opportunities in the current environment, and 
I intend to take advantage of them

I believe there are opportunities in the current environment, but a 
lack of available credit is making it difficult for me to take advantage 
of them

I do not believe there are any opportunities in the current environment

24%
31%

45%

Source: Economist Intelligence Unit Survey, September 2009

I believe there are opportunities in the current environment, and 
I intend to take advantage of them

I believe there are opportunities in the current environment, but a
lack of available credit is making it difficult for me to take advantage 
of them

I do not believe there are any opportunities in the current environment

32%
18%

50%

Source: Economist Intelligence Unit Survey, September 2009

individuals buy with low levels of leverage, investors do
seem to feel that a lack of access to credit is having an
impact on their ability to take advantage of
opportunities. In most areas of the world, banks are
providing much less mortgage finance, with lower
levels of loan-to-value.

There is slightly less optimism about the opportunities
in commercial property – and credit here is a much

bigger issue. A total of 68 percent of investors see
opportunities in the current market, but three quarters
of that group say they are finding it difficult to take
advantage of them because of a lack of credit. This
finding demonstrates how important leverage had
become in the commercial market. Today, if debt is
available at all for this type of investment, only the
most experienced investors and developers with a
proven track record can access the market.

Chart 9 – Attitudes to opportunities in commercial property, all respondents

Which of the following statements best describes your current view of the global property market across the
following categories? Residential

Chart 8 – Attitudes to opportunities in residential property, all respondents “There is no doubt that a certain 

amount of property can provide return

enhancement and diversification benefits

in most investors’ portfolios.”

Philip Jeffcock, Director, Real Estate at Barclays Wealth
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