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The past year was unlike any other. If we’re lucky, we’ll never 
see another one like it.

As travel restrictions, personal protective equipment, social 
distancing, and quarantine periods become a routine part 
of our lives, attitudes, decorum, and professional standards 
evolved in kind. Just as COVID-19 has accelerated trends 
already underway, it has also bolstered the importance of 
collaboration and community—underscoring the critical  
role played by associations, such as AFIRE, in advancing 
industry leadership.

To spite the existential threats enhanced by this elongated 
period of social distancing, Summit Journal has evolved at a 
rapid pace this year. We increased the frequency of Summit 
from twice-yearly to quarterly, and we have woven the ideas 
and experts from each issue into our entire media and events 
ecosystem, including podcasts, virtual meetings, videos, and 
our exclusive, members-only app, AFIRE Global.

Summit Journal was recently awarded a 2020 Platinum 
MarCom Award and a 2020 Graphic Design USA Award 
in recognition of our work—and the work of all our 
contributors—positioned at the forefront of thought leadership 
in our industry.

This current issue, appearing at the end of 2020—with the 
pandemic still spiking around the world and a volatile  
political situation in the US and abroad—is a continuation of 
the critical conversation AFIRE has been leading since 1988. 
Importantly, the ideas contained in this issue also represent the 
responsible outlook of an industry that demands the surety of 
the long-term view.

In “City Vs. Property” (p. 8), Grosvenor Americas builds a 
case for rethinking philosophies of portfolio diversification—
an idea echoed in “Value-Add Beyond the Pandemic” (p. 18), 
from Barings Real Estate. Then, New York Life Real Estate 
Investors builds on all of these ideas—and gives investors 
valuable tools—in “Metros, Sectors, and Market Volatility” 
(p. 22). Berkshire Residential Investors looks at emerging 
demographic trends in “Shifting to the Suburbs” (p. 14); 
Nuveen Real Estate provides an outlook on industrial real 
estate trends in Europe and the US in “Ugly Duckling, or 
Swan?” (p. 46); and PwC (p. 50), Madison International Realty 
(p. 38), Tricon Capital (p. 42), and Jonathan Rose Companies 
(p. 56) tackle nascent and accelerated trends in the future of 
technology, officing, operations, and sustainable communities.

Underscoring each of these ideas is the notion of acceptance—
and that even if 2020 is not likely to ever be repeated again, 
the world in 2021 (and beyond) will be forever changed. 
Opportunity lies in accepting the present and looking  
into the future.

Benjamin van Loon 
Communications Director, AFIRE 
Editor-in-Chief, Summit

NOTE FROM  
THE EDITOR
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THE 
CASE FOR
ACCEPTING 
CHANGE

Gunnar Branson, CEO
AFIRE

It isn’t easy to accept the world 
as it is right now, but if we do, 
we will likely thrive.

LOADING...
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Many believe the world will return to 
normal once the pandemic passes. Whether it’s 
the economy, political systems, or the future of 
real estate demand, predictions of future trends 
are usually influenced by hidden assumptions that 
a post-COVID world will mostly look like the 
pre-COVID world. It’s described blithely as the 
“new normal.” An emotional need for a return 
to the past may obscure understanding of what is 
happening right now. 

What is happening? Current thinking has 
consolidated around the idea of an acceleration of 
pre-COVID trends. That appears to be accurate. 
Online shopping, virtual work, movement from 
high-priced gateway cities to less expensive 
secondary markets, evolving supply chains, and 
new technologies are emerging trends that have 
been around for some time. 

But trend acceleration assumes that at some 
point everything will go back to a slightly altered 
normal. Some compare this crisis to the tragic 
and frightening events of the 9/11 attacks on the 
World Trade Center in 2001. It interrupted lives, 
especially in New York City, but within a year or 
so, despite the loss of loved ones and additional 
security in airports, life and work continued 
mostly as before. Today’s crisis, however, is 
different. Everyone in the world is personally 
affected. Everyday life is disrupted. The impact 
of other issues such as racial injustice, economic 
inequality, and climate change are now  
impossible to ignore.

And the longer disruption continues, the more 
fundamental the impact will be. When people 
say “trend acceleration” are they really taking 
everything into account?

After other global crises of similar duration 
and magnitude, life did not return to normal. 
Wars, economic depressions, and pandemics 
defined entirely new eras because fundamental 
assumptions changed. In this kind of crisis, 
investing can be terrifying. How confident could 
an investor have been about their strategy in 1917, 
1930, or 1939? 

The longer this goes on, the more likely new 
behaviors will become permanent. According to a 
study conducted by researchers at the University 
College of London in 2009, new habits are 
established in 18 to 254 days.1 At the end  
of 2020, there have been at least 300 days of 
Zoom calls, social distancing, and limited travel. 
New habits are replacing old habits. Even when 
vaccines and therapeutics become universally 
available, returning to pre-COVID behaviors  
will be difficult.

Active participants in the market may have 
a reasonable idea about which asset classes 
will weather expected changes (such as Class 
A+ Offices in Manhattan, multifamily in the 
suburbs, or Amazon distribution centers), but 
every “certain” investment thesis will become 
less certain the longer the crisis goes on. More 
than once, I have heard active investors say some 
version of the following, “This is a great time to 
invest…but I hope we are right.”

In this environment, it doesn’t make sense to resist 
change. The world will not do what we want it to 
do, just as the millions of tenants will not do what 
we think they should do. As Evert Verhagen, a 
consultant on how to understand and design cities 
said, “Expecting everyone to behave according to 
your thoughts is simply authoritarian, dictatorial 
stupidity. It just doesn’t work.”2 

So, instead of asking when or how we will return 
to normal behavior, it might be more instructive 
to ask, what are people doing right now and why?  
Here are a few observable trends to consider:

New habits are 
established between 

18 and 254 days

The longer the crisis 
continues, the more  

it disrupts

WHAT ARE PEOPLE DOING RIGHT NOW AND WHY?
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WORKING FROM HOME
According to surveys conducted by Nicholas 
Bloom, a Senior Fellow at the Stanford Institution 
for Economic Policy Research, 42% of the 
US labor force is now working from home full 
time, 26% are working away from home and 
33% aren’t working at all. Two thirds of US 
economic activity now come from the 
42% that are working at home.3 A large number 
of companies plan to allow employees to work 
from home after the pandemic is over. Many 
estimate that employees will work from home on 
average two to three days per week, permanently. 

TRAVEL
For more than a hundred years, companies have 
relied on salespeople travelling to meet clients 
and prospects in person, share a meal, and make 
the case for purchases big and small. But what 
do those salespeople actually do when they are 
“on the road?” There are a couple of things that 
immediately come to mind: (1) building trust in 
people and assets and (2) expanding networks. As 
smart salespeople fi nd ways to fi ll their book of 
business and meet new customers without travel, 
it makes sense to ask, “how much travel and in-
person connection is actually needed to sell?”

Until this year, it would be imprudent to make 
a commercial real estate investment without 
visiting the asset, perhaps several times. However, 
despite a drop in transactions, US$68.4 billion 
of acquisitions still closed in the third quarter 
of 2020.4 That’s a lot of deals to underwrite 
when travel is so diffi cult. Investors improvised 
with trusted parties able to reach the properties, 
virtual tours, and very limited in-person visits. 
This invites the question, “how much in-person 
inspection is actually required?”

INTERPERSONAL CONTACT
People are going to extraordinary lengths during 
this pandemic to see each other in person – 
whether it’s online, in parks, on sidewalks, or 
even parking lots. Unfortunately, there are also a 
great number of people ignoring social distancing 
entirely, driving new spikes in infection rates. 
Humans need contact, but today they are spending 
much more time with family and close friends 
and are even learning how to cook. How much of 
those behaviors will linger when the crisis lifts? 
After the Great Depression in the 1930’s, an entire 
generation continued behavior learned during the 
crisis for the rest of their lives. Are we seeing a 
beginning of a similar change in priorities?

A year or more without vacation travel may 
change behaviors as well. It’s diffi cult to believe 
that people will continue to stay put once travel 
restrictions are lifted, but will they travel at 
the same frequency? No longer in the habit of 
spending large portions of their disposable income 
on a trip or two every year, how long before they 
return to that frequency, especially if the cost of 
travel is higher than it was before? 

These are just a few observable trends. There are 
many more, of course. But these observations 
should prompt important questions for every 
investor in real estate:

Should we change the process for investment 
due diligence? 

Are there sources of data that can better assess 
value, risk, and expected pro-formas that do not 
rely on the collected heuristics or “gut instinct” 
of an investor visiting a property? With new 
processes and habits learned in this time of crisis, 
can the process be improved?

42%
US labor force 

currently working full 
time from home

26% 
working away 

from home

33%
not working at all

$68.4 billion,
acquisitions closed 

in Q3 2020
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Will we continue to need more  
than 11 billion SF of the office space 
currently in the US?5  

Will we need all the cubicles, desks, 
lobbies, and reception areas, or can that 
space be used for something else? What 
might it cost to re-purpose? If workers 
are commuting less, will that impact 
parking requirements, mass transit 
infrastructure, and official office hours?

What about hotels?

There are more than five million guest 
rooms in the US. Before COVID, more 
than 75% were filled with business 
travelers.6 Certainly, most of those rooms 
are not getting filled this year. What will 
it take to bring hotels back to life? How 
long before hotel demand goes up again? 
How many business trips will actually 
happen in a post-COVID world after a 
year or more of virtual contact? 

How will housing change?

With many people confined to their 
homes during the pandemic, migration to 
suburbs and the “sunbelt” region of the 
US have accelerated. On the other hand, 
walkability and proximity to services 
such as retail and office space is high on 
the list for generations that resist long 
commute times. Does this mean that 
demand for higher density mixed-use 
village-like communities in suburbs  
will increase?  

What will retail look like?

According to Adobe Analytics, since 
COVID began, US online sales increased 
43% year-over-year.7 Of course, in a 
time of social distancing and stay-at-
home orders, more people will choose 
to provision themselves online, but 
how much of that habit will outlast the 
pandemic? Do consumers actually need 
the 13.7 billion SF of retail space in the 
US today?8 

Investors have to accept that change has 
already happened. According to Ekemini 
Uwan writing in Atlantic Magazine,  
“I have come to believe that the only way 
to move forward is to grieve the life we 
once knew, and to shift our mindsets to 
radical acceptance of our present reality 
in order to create a new normal that is 
better than our pre-pandemic life.”9 

About the Author
Gunnar Branson is the CEO of AFIRE, the 
association for international real estate 
investors focused on commercial property 
in the United States.
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WE CANNOT CHANGE ANYTHING UNTIL WE ACCEPT IT. 
- Carl Jung

Of course, most people are 
uncomfortable with the adjustments 
they have to make in a time of 
COVID. It is important to realize, 
however, that every change in life, 
every new learned skill, process, or 
environment comes with discomfort. 
The more we learn, however, the 
more comfortable we can be. 

It isn’t easy to accept the world as 
it is right now, but if we do, we will 
likely thrive.  As Carl Jung once 
wrote, “Wir können nichts ändern, 
bis wir es akzeptieren” (We cannot 
change anything until we accept it).10

©
iS

to
ck

.c
om

/c
al

vi
nd

ex
te

r



AFIRE8

CITY VS. 

Brian Biggs, CFA, Research Director  
Grosvenor Americas

Madeleine Roberts, Research Analyst 
Grosvenor Americas

Is diversification in real estate portfolios about buildings
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PROPERTY
P

ortfolio diversification 
is one of the most 
fundamental concepts in 
investing. Investors agree 
that diversification is a 
useful risk management 

tool employed to construct 
a portfolio in such a way 
that an investor is not overly 
exposed to any asset or risk. 
But how investors define their 
diversification strategies varies 
widely with some conceptualizing 
it at the property level, and others,  
at the city level.

So, which is “right?”

For a risk-averse investor, higher risk 
investments should come with higher 
expected returns. But high returns may 
not be so attractive after taking risks 
into account. A key finding of modern 
portfolio theory—the main theoretical 
work on diversification—is that a 
portfolio of uncorrelated assets should 
lead to a higher risk-adjusted return 
than investing everything in one asset. 

Most of the work on and tools used in 
portfolio diversification analysis comes 
from liquid markets, in particular 
stocks. Physical real estate markets, by 
contrast, are relatively illiquid, carry a 
high degree of idiosyncratic locational 
risk, trade in large lot sizes, and 
have much less pricing transparency 
compared to stocks. These all make 
it more challenging to get broad-
based exposure to physical real 
estate markets, especially for capital-
constrained investors.

How, then, should physical real estate 
investors think about constructing 
a diversified portfolio in an efficient 
and cost-effective manner? What 
aggregates should physical real  
estate investors consider to  
maximize diversification benefits  
with scarce capital? 

Consider two of the main categories 
investors use to build portfolios: 
property type and city. In this article, 
we aim to identify which of these 
two broad groupings offer the most 
diversification potential. Do investors 
get more diversification from investing 
across all real estate property types in 
a single city, or a single property type 
across several cities?

RETURN AND VOLATILITY 
DIFFERENTIALS
Diversification involves exploiting 
variation in returns and volatility to 
maximize the former and minimize the 
latter. Intuitively, it should be easier 
for an investor to build a diversified 
portfolio in markets that show wide 
dispersion in average level of return 
and return volatility.

We explored this by analyzing 15 years 
worth of NCREIF NPI quarterly total 
returns for 25 US cities from 2005 to 
2019. We divided the data into city 
and property type and then analyzed 
average all-property returns across 
cities and average returns by property 
type across all cities. 

or about the places where they’re built?
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CITIES
As Exhibit 1 and Exhibit 2 show, return differentials are much larger between 
cities than between property types. Between 2005 and 2019, NPI total 
returns averaged 2.1% quarter-over-quarter in our sample. There was a 
1.2% differential in average quarterly returns among cities, with San Francisco 
registering 2.7% per quarter average return and Minneapolis seeing only 
1.5% average quarterly returns.

The difference in return among cities dwarfs the difference in return among 
property type, where there is only 0.4% difference between the highest returning 
property type (industrial at 2.4%) and lowest (offi ce at 2.0%). This is based on 
the 15-year historical analysis, but it is also a pattern we have observed over 
many different time periods.

Differences in return volatility, measured by the standard deviation in returns 
over our sample period, are also materially larger among cities than among 
property types. Exhibit 3 shows that the city with the highest standard deviation 
in returns (Phoenix at 3.3%) was much more volatile than the city with the 
lowest standard deviation (Minneapolis at 2.0%)

By contrast, there was only a 0.5% difference in return standard deviation 
between the most volatile property type (offi ce at 2.7%) and least volatile 
(retail at 2.2%) property type Exhibit 4.

Exhibit 1: Average quarterly 
all-property total returns 
among cities
Source: Grosvenor Research, NCREIF

Exhibit 2: Average quarterly all-city 
total returns among property types
Source: Grosvenor Research, NCREIF

Differentials are much larger 
between cities than between 
property types.
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Exhibit 3: Average quarterly total 
return volatility among cities
Source: Grosvenor Research, NCREIF

CORRELATIONS
Correlations lie at the heart of 
portfolio diversification. Portfolios 
composed of uncorrelated assets tend 
to offer more diversification benefits, 
as seen in our analysis of correlations 
among cities and property types over a 
15-year time horizon (consistent with 
our analysis of average returns above). 

Exhibit 5 shows correlations among 
the 25 cities. The city of Houston, 
which has a property market dictated 
by the oil price cycle, stands out as 
being highly uncorrelated with any of 
the other cities. Washington, DC and 
Boston follow Houston as the second- 
and third-least correlated to the 
remaining cities. Conversely, Atlanta, 
Seattle, and Los Angeles rank the 
highest in terms of their correlation to 
the other cities.

Exhibit 6 contains correlations 
among property types. Industrial 
and retail have the lowest cross-
property correlations, while office and 

apartment exhibit higher correlations. 
In general, we find more pockets of 
low correlation among cities than 
property types, which suggests that 
the city perspective on asset allocation 
is likely to provide more potential  
for diversification.

EFFICIENT FRONTIER AND MINIMUM 
VARIANCE PORTFOLIOS
Considering returns and correlations, 
our analysis suggests that the city is 
the most effective lens through which 
to view diversification potential.  
How, then, should investors structure 
their city exposure to create a 
diversified portfolio?

Modern portfolio theory argues that 
risk-averse investors aim to maximize 
returns and minimize volatility in their 
portfolios. No single asset typically 
meets these criteria, so investors 
construct a portfolio of several assets 
to meet their investing goals.

Exhibit 4: Average quarterly total return 
volatility among property types
Source: Grosvenor Research, NCREIF

PROPERTIES
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Exhibit 7 plots the 15-year average quarterly all-property return and 
volatility—measured by standard deviation in returns—for the 25 US 
cities in our sample. Using this data, we ran an algorithm that solved 
for the combination of cities that yielded a portfolio with the minimum 
volatility at various levels of target return. This set of portfolios is 
called the “efficient frontier” and lies to the left of most of the cities 
in our sample. In other words, portfolios on the efficient frontier offer 
better return on risk than any one asset. The only exception to this is 
Nashville, which lies on the efficient frontier itself.

Exhibit 5: Correlation matrix for 25-city sample
Source: Grosvenor Research, NCREIF

Exhibit 6: Correlation matrix for property types
Source: Grosvenor Research, NCREIF

Investors do not need to invest across all 25 cities to 
reap the benefits of diversification. Exhibit 8 contains 
the cities and relative weights of the portfolios used 
to create the efficient frontier in Exhibit 7. At lower 
levels of return, a diversified portfolio would have a 
heavy weight towards Minneapolis with some exposure 
to Nashville. At higher levels of return, the portfolio 
tilts towards San Francisco and Houston. In any of 
our efficient frontier portfolios, investors only need 
to access four cities to reap the diversification benefits 
available in our sample of 25. 

CONCLUSION 
The COVID-19 pandemic looks like it will herald the 
end of a decade-long bull run in US real estate markets. 
In this environment, diversification and portfolio 
stability are front-of-mind for all investors.

Top-down portfolio construction decisions in real 
estate often center on geography and product type. 
But when allocating scarce capital, which of these 
two differentiators provide the most scope for 
diversification? Cities, rather than property types, are 
the more significant driver of diversification. 

High correlation

Low correlation
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Exhibit 7: 25-city risk-return space and effi cient frontier
Source: Grosvenor Research, NCREIF

Exhibit 8: Effi cient frontier portfolio 
allocations by city
Source: Grosvenor Research, NCREIF

Not every operator or investor will have the ability 
to access and execute in every market. Thankfully, 
diversifi cation does not mean spreading capital across 
all investable markets. This analysis fi nds that a 
diversifi ed portfolio that delivers the lowest volatility 
at each level of return is composed of only four cities, 
even though our basket had 25 candidate cities. This 
should be welcome news for investors with limited 
ability to access a multitude of markets.

The city lens is a powerful tool for diversifi ed portfolio 
construction. By selecting a relatively small set of cities 
based on their long-run total returns relationships with 
one another, investors can build a portfolio that offers 
relative stability in uncertain times.

About the Author
Brian Biggs, CFA is Research Director for Grosvenor 
Americas, responsible for helping set Grosvenor’s 
investment strategy, analyzing transactions, and advancing 
the fi rm’s thought leadership projects. Madeleine Roberts 
is a Research Analyst for Grosvenor America, providing 
economic and market analysis across Grosvenor deal 
functions and contributing to the organization’s thought 
leadership work.This analysis fi nds that a diversifi ed portfolio that 

delivers the lowest volatility at each level of return 
is composed of only four cities. 
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THE PANDEMIC has rekindled the old debate about 
real estate dynamics in cities versus the suburbs. 

                  But real estate is cyclical, so to see what                                  
                  the future holds, watch the fundamentals.

he pandemic has rekindled the old 
debate about real estate dynamics in 
cities versus the suburbs. Recent data 
does indeed show that multifamily and 
office properties in the suburbs are 

outperforming, a trend that is likely to continue in 
the near term. 

To look beyond the immediate horizon, it helps to 
remember that real estate is cyclical and, as time 
progresses, property rents and prices always adjust 
so that the pendulum of tenant and investor demand 
swings in the other direction. Much depends now 
on how quick and material this adjustment in 
fundamentals will be over the next couple of years,  
as well as how much the sentiment towards living and 
working in high-density areas changes as a result of 
the pandemic.

In the meantime, real estate investors should consider 
a couple of points when deciding where to acquire or 
build the next property. First, most suburbs have been 
surpassing cities in population growth for at least the 
last four years and the pandemic has only reinforced 
this trend.  Second, there is a wide variation in terms 
of how this trend is playing out across various metro 
areas, in terms of drivers and impact.

As the US economy was recovering from the Great 
Recession in the early years of the last decade, urban 
areas benefitted from the influx of people (millennials 
in particular) into cities and particularly urban 
cores that offered the best opportunities for a live-
work-play lifestyle. This trend was broadly-based 
geographically and, to varying degrees, benefited 
cities in all regions of the country; from gateway 
metros to the Sunbelt and industrial Midwest.

Real estate investments in urban areas boomed 
during that time. In the case of private institutional 
holdings, for example, NCREIF data shows that the 
share of total apartment value accounted by high-
rise properties has doubled from less than 30% in 
2009 to about 60% in 2016. Meanwhile, the share 
of total office value accounted by properties located 
in central business districts (CBDs) has increased 
from 36% to 58% during the same period. Supply 
of new real estate and redevelopment of existing 
buildings in cities have also soared as property rents 
and prices kept rising. Residential real estate was also 
enjoying an additional boost from demand for second 
residences/pied-à-terres in the cities.
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However, by the second 
half of the decade, these 
patterns started to change. 
Exhibit 1 shows the average 

population change across principal 
cities and suburbs across the 50 largest 
metropolitan areas or divisions since 
2011. Cities outpaced suburbs until 
2015, but since then, their growth has 
gotten progressively weaker. There 
were several reasons for that, including 
expanding employment opportunities 
and more affordable housing in the 
suburbs as well as slowing international 
migration—one of the key drivers of 
urban growth, particularly on the coasts. 
Age demographics were also a factor, as 
older millennials started having children 
and moving into single-family homes.

Data from the 2019 American 
Community Survey (ACS), published 
in September 2020, paints an even less 
positive picture for cities compared to 
the one derived from the population 
estimates that the Bureau of the Census 
released back in March. For example, 
it shows that, last year, populations 
had declined in major gateway cities, 
including New York, Chicago, Los 
Angeles, Boston, and San Francisco, as 
well as in Houston, Dallas, San Diego, 
San Jose, and Miami. In 2019, the 
population in Washington, DC grew 
by just 0.5% and in Seattle by 1.2%, 
compared to an annual pace of 1.5% and 
2.9% averaged by these cities respectively 
over 2016 to 2018.

Just because the major cities are 
experiencing a slower or declining 
population does not always mean people 
are moving to the surrounding suburbs. 
In quite a few cases, the suburbs are 
weakening even more. For example, 
while both Los Angeles and Chicago 
metro areas lost population since 2016, 
their cities have still fared slightly better 

relative to the suburbs. Despite the slower 
overall metro area population growth 
in Atlanta, Boston, Washington, DC, 
Seattle, or Minneapolis, their cities still 
grew slightly ahead of the suburbs over 
this period (denoted by dots below the 
red line in Exhibit 2).

Exhibit 1: Average population change, 2011–2019 (%)
Source: US Census Bureau, Berkshire Research

Exhibit 2: Average annual population change, 2016–2019, 
50 largest metro areas/divisions (%)
Source: US Census Bureau, Berkshire Research

Note: Dot size is proportionate to population of metro areas in 2019.

International migration into the 
US has slowed considerably 
since 2016, contributing to 
slower (or even negative) 
population growth in many 
large cities.

H
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The overall picture is therefore 
more nuanced that what it 
might look like on the surface. 
Two key migration trends were 

shaping the urban/suburban population 
dynamics in the last few years. First, 
international migration into the US 
has slowed considerably since 2016, 
contributing to slower (or even negative) 
population growth in many large cities. 
Second, migration out of the most major 
coastal metro areas and into the South 
and West regions of the country has 
mainly been a suburban shift on both 
sides. In other words, migration out of 
areas such as Los Angeles or Chicago 
has affected their suburbs more than 
cities and, at the same time, increasing 
migration into areas such as Austin, 
Charlotte, Dallas, Nashville, Orlando, 
Raleigh, Phoenix, or San Antonio was 
also benefiting their suburbs much more 
than cities. In all of these fast-growing 
metro areas, suburban population  
gains were notably stronger compared  
to the cities.

These migration-related factors are 
likely to persist until an effective 
medical solution is found to contain and 
manage the spread of the coronavirus, 
although some areas are now also 
facing additional challenges related to 
fiscal health, brooding social unrest, or 
natural disasters. The long-term future 

of cities starts today, with their ability 
to address these issues of public safety 
and quality of life, not just for young 
professionals, but also for families with 
children as well as seniors across the 
entire income spectrum.

In addition to all of the above, real estate 
rents in cities will need to be compelling 
enough for businesses to lease new 
office space or to entice to people to rent 
apartments in those locations. Some 
re-pricing started to take place in the 
last few months, but the adjustment may 
not be over yet. In the same vein, real 
estate investors contemplating acquiring 
or building a new property in the city 
should consider the current pricing 
relative to the suburbs. The current 
transaction-based and appraisal-based 
cap rate for high-rise apartments or CBD 
offices still implies that such assets will 
see stronger net income growth relative 
to their suburban counterparts. This 
might not turn out to be the case, but 
the recent trends make it an increasingly 
risky proposition. Until there are more 
tangible indications of changes in relative 
pricing across and within markets that 
somehow account for the trends before 
and after the pandemic, the suburbs will 
likely prevail.

About the Author
Gleb Nechayev, CRE, is Head of  
Research and Chief Economist for 
Berkshire Residential Investments, a 
people-focused investment management 
company known for its vertically  
integrated organization and experience  
in US residential real estate.

This material is for informational purposes only 
and is not intended to, and does not constitute 
financial advice, investment management services, 
an offer of financial products or to enter into any 
contract or investment agreement.

Notes
1  William Frey, “Even Before Coronavirus, Census 

Shows US Cities’ Growth Was Stagnating,” 
Brookings, updated June 17, 2020, https://www.
brookings.edu/research/even-before-coronavirus-
census-shows-u-s-cities-growth-was-stagnating/

Exhibit 3: Q3 2020 apartment cap rate (%)
Source: NCREIF, Real Capital Analytics, Berkshire Research

Note: *Property sales of US$20 million or greater

T

Migration out of the most major 
coastal metro areas and into 
the South and West regions of 
the country has mainly been a 
suburban shift on both sides.
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Joe Gorin, Head of Portfolio Management and Value-Add Investing
Barings Real Estate

The shock provided by the global pandemic has 
roiled real estate markets around the world—which 
means that the quality and location of properties 
has never been more important.

VALUE-ADD 
BEYOND 
THE PANDEMIC



SUMMIT •  FALL 2020 19

A s the world inches closer to its 
fi rst year of dealing with the 
COVID-19 pandemic, it’s natural 

for the real estate industry to focus on 
the risks—whether to the global economy 
or to specifi c sectors like offi ce or retail. 
But it’s also worth considering some of 
the opportunities that are coming into 
view as a result of the seismic shifts in 
real estate markets this year. 

A LONG YEAR… 
It seems like years rather than months 
ago, but if we look back to early 2020, 
conditions in real estate markets, 
particularly for value-add deals, were 
healthy, and arguably even approaching 
frothy territory in some spots. Investor 
demand outweighed the supply of 
transactions, and core investors 
dipped into value-add territory seeking 
incremental returns.  

That all changed in March as market 
participants grasped the extent and 
severity of the pandemic. Following 
that initial shock and the subsequent 
standstill in transaction volumes, 
activity has now returned with more 
transactions pricing by the day, but 
notably, the composition of investor 
demand looks much different now than 
it did before COVID.  

Gone from value-add transactions 
are core and core+ investors, and 
competition for many of these assets has 
notably decreased—partially a result of 
less-available fi nancing. Yields on such 

deals have also started to rise as investors 
have become more cautious on the 
execution of new developments or asset 
repositionings with the pandemic still 
looming in the background. 

Conversely, prime—or core—assets 
have benefi ted from a fl ight to quality. 
Spurred in part by lower interest rates, 
yields on recent tier-1 transactions have 
been even tighter than pre-COVID levels 
in some sectors. 

For value-add investors, such a 
bifurcation should be a welcome 
development. When too much capital 
was awash in the system and too 
many investors exhibited “risk-on” 
behavior, creating value through new 
developments or asset repositionings 
became more diffi cult. But with lower 
asset prices at the outset, there is now 
a more obvious gap to fi ll via such 
property improvements, especially when 
older assets in good locations can be 
repositioned to become core properties. 

The question for investors to consider is 
where and how they can deploy capital, 
not only to benefi t from potentially more 
attractive pricing dynamics, but also to 
capitalize on the long-term structural 
trends that will drive tenant behavior 
and thus demand for real estate assets 
in years ahead. 

A GROWING OPPORTUNITY 
SET IN EUROPE
As we look forward, it’s clear that 
different trends will drive performance 
in different markets. In Europe, there are 
opportunities in less effi cient parts of the 
market. For instance, given the region’s 
historically less-developed institutional 
capital base, many real estate assets 
remain in the hands of private companies 
or individuals. With the advent of the 
global pandemic, many of these property 
owners are now looking at options to 
monetize assets in an effort to redeploy 
capital into their core businesses. 
For investors, this trend is likely to 
help unlock a new stock of potential 
opportunities, including in the logistics 
sector, where private property owners are 
increasingly considering structured sale 
and leaseback transactions. 

The pandemic has also accelerated 
several structural growth trends already 
in place. The most glaring of these 
may be the step change in e-commerce. 
Already on a long march higher, 
e-commerce penetration spiked across 
all major European markets during the 
pandemic. This included less-penetrated 
markets, such as Italy, where e-commerce 
sales is expected to grow by 26% 
year-over-year in 2020,1 and more-
saturated markets, such as the UK, where 
e-commerce sales as a percentage of total 
retail sales jumped from 20% to 33% 
(before giving up some of that gain).
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W hile it remains uncertain 
exactly how much of these 
gains will stick, it does seem 

clear that COVID-19 has effectively 
accelerated e-commerce growth by 
multiple years depending on the specifi c 
geography. An increase in the on-shoring 
of manufacturing is also supporting 
the need for logistics space, especially 
in light of BREXIT. That means that 
logistics assets and last-mile delivery 
infrastructure will be in even heavier 
demand in the years ahead—and this is 
playing out in real-time as the pricing 
of such assets continues to be fi rm with 
some signs of cap rate compression.

SOCIAL SUSTAINABILITY
Of course, the pandemic’s lasting 
legacy will be much greater than a few 
more Amazon packages on our front 
doorsteps. A massive reassessment is 
underway in how we live, work and 
play. After the largely successful work-
from-home experiment, offi ce workers 
across the world are thinking twice about 
two-hour commute times. Such re-
assessments are likely to result in at least 
some lasting behavioral changes, with 
impacts—both positive and negative—for 
real estate investors in the years ahead. 

Many smaller European cities are already 
well-positioned for this shift toward 
greater “quality of life,” but even the 
continent’s largest cities, such as Paris, 
are considering how they can offer a 
“city in 15 minutes” or in other words, 
everything a resident would need to 
live, work and play within just a 
short distance. 

With government-led public health 
policies, at least in the short-term, 
actively advising employees to work 
from home if they can, an emphasis on 
nearby schools, retail, and healthcare 
is growing. And while we fully expect 
city centers will return to their vibrant 
pre-pandemic selves, one of the lasting 
effects of COVID-19 may prove to be 
a more empowered employee, focused 
on shorter commutes and more fl exible 
working arrangements. This may prove 
to be a supportive trend for smaller cities 
or amenity-rich nodes outside the 
city center. 

It’s not just among the working 
population where more attention is being 
paid to “social sustainability.” Student 
housing, for instance, is likely to change 
in the years ahead. No longer will 

commoditized, single-use properties be 
acceptable, but rather, property owners 
are more likely to see demand for a 
greater integration of leisure, restaurants, 
and even offi ce and hotel space. 

The same is true for senior living. Future 
demand is likely to be less for single-
use senior living facilities and more for 
mixed-use properties that provide quick 
and easy access to healthcare and retail, 
integrated into a wider community 
of all ages.  

These trends will inevitably offer a wide 
variety of development opportunities 
in the coming decade for real estate 
investors, including both ground-up 
construction as well as creative asset 
repositionings.

Exhibit 1: Internet sales as percentage of total retail sales (UK)
Source: ONS, September 2020

everything a resident would 
need to live, work and play 
within just a short distance. 
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IN THE US, SKILLED WORKFORCE 
CLUSTERS WILL DRIVE OPPORTUNITY
In the US, similar trends are beginning 
to play out as the workforce reassesses 
what the future should look like. 
Location will remain a critical factor in 
the office sector, but employers may be 
focused less on “face time” and more on 
creating the conditions for maintaining 
and protecting an important corporate 
culture, as well as providing  
an environment that facilitates 
collaborative innovation. 

For instance, in industries focused 
on technology or media content, we 
anticipate that leading companies will 
still want to bring skilled employees 
together to foster communication and 
innovation, and that maintaining a 
physical presence will be a critical part  
of this strategy.

One of the key questions for employers 
to consider is where this skilled 
workforce—or a creative class—will 
want to live. Surely, skilled workers will 
want to optimize for the best live-work-
play arrangements, and as such, we 
will likely see more clustering of talent. 
Smaller cities such Austin, Nashville, 
Portland, and others look set to benefit, 
in part due to lower square-foot costs 
than New York City, Boston, or  
San Francisco. Suburban areas offering 
urbanized “nodes,” such as Reston, 
Virginia, or Raleigh, North Carolina 
may also thrive as they offer both a high 
quality of life and access to talent in 
specific sectors such as technology and 
life sciences. 

For real estate investors, this means 
that properties must be created—or 
repositioned—in exactly the right 
locations where these skilled workers 
want to be, but also to provide exactly 
the right type of space. 

CREATIVELY REPOSITIONING SPACE 
FOR OPTIMAL USE
It’s not just in the office sector where 
quality—or delivering the “right” 
asset—will be paramount going forward. 
Even in the industrial space, location 
demands for last-mile delivery will create 
significant pricing and rent differentials 
within the sector. For instance, while 
industrial space in large cities such as 
New York may be less economical on 
its face than owning a facility in central 
New Jersey, rising consumer expectations 
for delivery times means that proximity 
is at a premium. In some dense urban 
areas, that premium may justify 
development of multi-level industrial 
facilities to meet demand. 

Critically, this increasingly sophisticated 
demand is likely to drive higher rents for 
optimized properties across all sectors. 
Office tenants may pay 100% more 
in rent for a building that provides an 
innovative environment to attract and 
retain skilled workers, versus a nearby 
building offering commodity space. This 
economic disparity will create real value 
for those who can figure out how to 
redevelop, reposition, and reinvent  
assets to cater to the demand 
requirements that were already being 
driven by innovative users before 
COVID and will likely become even 
more important post-COVID. 

LOCATION AND QUALITY ARE 
PARAMOUNT; COMMODITIZED REAL 
ESTATE ON THE DECLINE
It’s clear that real estate managers will 
need to deliver the “right” assets in the 
“right” locations to be successful in the 
years ahead. COVID-19 has, in many 
cases, changed the definition of “right” 
in both instances, and the premium for 
those locations and assets that align 
with tenants’ increasingly sophisticated 
needs will likely widen going forward. 
For real estate investors seeking value-
add returns, near-term weakness in 
the investment markets and evolving 
occupier preferences will create attractive 
opportunities to manufacture high 
quality, durable “core” income streams 
through repositioning and redevelopment 
of assets that meet those needs. 

About the Authors
Valeria Falcone is a portfolio manager 
within Barings’ European real estate equity 
team and serves as the firm’s Italy country 
head. Joe Gorin is the head of portfolio 
management and value-add investing for 
Barings’ US real estate equity team.

Notes
1  B2c Commerce Observatory, Politecnico di Milan, 

July 2020, https://www.osservatori.net/en/research/
active-observatories/ecommerce-b2c

real estate managers will need 
to deliver the “right” assets 
in the “right” locations to be 
successful in the years ahead. 
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Volatility in commercial real estate varies by metro 
and sector, and even with the wildcard of COVID-19, 
understanding what contributed to a market’s volatility 
in the past is useful for planning in the future.

METROS, 
SECTORS, 
AND MARKET

VOLATILITY
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I
nvestment decisions are predicated 
on many factors, including insights 
into which markets are expected to 
be volatile. Market volatility can 

represent risk and opportunity and can 
increase rewards and losses. Volatility 
can be in an upward or downward 
direction, but is more commonly  
in both directions. 

Some markets are less volatile because 
they have strong base economies that 
offer a floor on how low rents can fall in 
a recession. Many of the lowest volatility 
metros have a strong government 
employment presence and/or have large, 
established, diverse economies. Other 
markets are less volatile because they 
do not attract much investment. In 
such markets, values and rents do not 
increase or decrease substantially, and 
supply and demand do not lurch far out 
of equilibrium. Those types of markets 
may represent acceptable environments 
for debt investments but would not 
necessarily be a good destination for 
equity investment. 

There are markets that were historically 
volatile that may exhibit more stable 
trends going forward. Conversely, the 
underpinnings of other markets are 
not substantially different than in the 
past and will likely be subject to similar 
gyrations in the future. Although past 
performance does not guarantee or is 
indicative of  future results, it is most 
important to identify the source of  
past volatility to determine the likelihood 
of repetition. 

In this article, we present volatility scores 
for multifamily, office, and industrial 
property types by metro area, with a 
focus on why certain metros scored  
as they did and, most importantly,  
the likelihood that the future  
resemble the past. 

Themes in  
Low-Volatility Markets
Our analysis of the volatility of the 
top 60 markets in the US has revealed 
several patterns. The list of least-
volatile markets was mostly filled 
by metros with government labor 
concentrations—including federal, state 
and military—and markets with large, 
established, diverse economies. Certain 
deindustrialized older markets had lower 
levels of volatility which reflected their 
economic weakness and their relative 
stability. (For example, Miami, Ft. 
Lauderdale, and West Palm Beach were 
relatively less volatile, particularly in 
the multifamily sector. This is perhaps a 
reflection of the stabilizing nature of the 
strong presence of retirees.)

“ Certain deindustrialized older 
markets had lower levels of 
volatility which reflected their 
economic weakness and their 
relative stability.”
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Observation Period
The observation period of 2010–2019 only reveals the 
recovery from one cycle and is insuffi cient to expose long-term 
trends. The observation period of 1990–2019 covered several 
cycles but its drawbacks include the lack of coverage for a 
consequential number of markets. In addition, the further the 
analysis goes back in time, the more dissimilar the historical 
economy is to the present. Accordingly, the observation period 
of 2000–2019 was chosen as being most refl ective of past 
short-term volatility.

Metric Tracked
Because expense and CapEx numbers are not available for 
all the metro areas for all the years of the observation period, 
we relied on rent and occupancy only. The product of rent 
multiplied by occupancy was used as the base metric and rent 
alone was presented as a secondary measure. Both measures 
exhibited similar patterns.

All rent numbers are adjusted for infl ation using the national 
Consumer Price Index (CPI). There are 20 markets with 
available local CPI numbers, but they were not used, because 
not all markets are covered. Accordingly, there may be markets 

in which volatility is overstated or understated based on their 
divergence from the national CPI number. The 20 known 
metro-level CPI numbers and their divergence from the national 
number are detailed below. Volatility in San Francisco and 
San Diego volatility is likely understated, while volatility in 
Washington and Chicago is likely overstated.3 

Standard Deviations
In order to develop a volatility score, we used two standard 
deviations, because 95% of observations fall within two 
standard deviations of the mean. The metros are ranked based 
on the percentage deviation from the mean infl ation-adjusted 
product of rent multiplied by occupancy. 

Property Type Volatility
Amongst the three property types that were analyzed, 
multifamily was the least volatile, with markets ranging from a 
minimum of a 5.83% volatility (deviation) score to a maximum 
of 29.78% volatility score. Offi ce proved to be the most volatile 
with markets ranging from 10.74% to 62%. Industrial markets 
volatility scores ranged from a minimum of 6.32% score to 
45.83% score.

MULTIFAMILY was the least 
volatile, with markets ranging from 
a minimum of a 5.83% volatility 
(deviation) score to a maximum of 
29.78% volatility score.

OFFICE proved to be the most 
volatile with markets ranging from 
10.74% to 62%.

INDUSTRIAL markets volatility 
scores ranged from a minimum of 
6.32% score to 45.83% score.

Market Divergence

Washington, DC* -0.53%
Chicago, IL -0.35%
Detroit, MI -0.33%

Atlanta, GA -0.21%
Baltimore, MD* -0.21%
Saint Louis, MO -0.20%

Philadelphia, PA -0.16%
Dallas-Fort Worth, TX -0.12%

Phoenix, AZ* -0.11%
Minneapolis, MN -0.02%

Orlando, FL 21.88%

LOWER THAN NATIONAL CPI

Market Divergence

Houston, TX 0.04%
New York, NY 0.14%

Boston, MA 0.21%
Seattle, WA 0.22%
Denver, CO 0.23%
Tampa, FL 0.31%

Los Angeles, CA 0.33%
Miami, FL 0.43%

San Francisco, CA 0.50%
San Diego, CA 0.63%

Orlando, FL 21.88%

HIGHER THAN NATIONAL CPI

Average divergence from national CPI infl ation, 2000–2019
Source: US Bureau of Labor Statistics; New York Life Real Estate Investors

Note: *Full data for 2000–2019 is not available for these metro areas. Washington, DC 
and Baltimore are based on 2015–2019, while Phoenix is based on 2002–2019.

METHODOLOGY
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Multifamily markets with 
government labor concentrations 
included those that stemmed from 

the federal, state and military sectors. 
Generally, government employment is 
relatively stable through various stages 
of the economic cycle and forms a floor 
protecting against radical volatility. 

The least volatile markets include 
Baltimore (1) Norfolk (2), Washington 
(5), San Antonio (10), Salt Lake City (13), 
Austin (17), Providence (18), with heavy 
government concentrations in the federal, 
state, or military sectors. Baltimore, home 
to the Social Security Administration, has 
a federal jobs Location Quotient (LQ) of 
1.97 and a state jobs LQ of 1.48. Norfolk, 
home to Naval Station Norfolk, the world’s 
largest naval station,1 has a federal jobs 
LQ of 4.07 and a state jobs LQ of 0.84. 
Washington, DC, the nation’s capital, has a 
federal jobs LQ of 5.97. San Antonio, home 
of Joint Base San Antonio which includes 
Fort Sam Houston, Lackland Airforce Base 
and Randolph Airforce Base,2 has a federal 
jobs LQ of 1.84. Salt Lake City (13), Austin 
(17), and Providence are state capitals with 
a significant amount of state employees. 
Exhibit 2 shows how government 
employment have been less volatile than 
private sector employment. 

Market Volatility Rank

Baltimore, MD 5.83% 1
Norfolk, VA 6.18% 2

Pittsburgh, PA 7.24% 3
Rochester, NY 7.42% 4

Washington, DC 7.62% 5
Chicago, IL 7.70% 6
Buffalo, NY 8.11% 7

Palm Beach, FL 8.33% 8
New York, NY 8.33% 9

San Antonio, TX 8.35% 10
Houston, TX 8.48% 11

Miami, FL 8.69% 12
Salt Lake City, UT 9.17% 13
New Orleans, LA 9.52% 14

Orange County, CA 9.56% 15
Los Angeles, CA 9.61% 16

Austin, TX 9.72% 17
Providence, RI 9.84% 18

Fort Lauderdale, FL 9.89% 19
Grand Rapids, MI 10.20% 20

Exhibit 1: Inflation- and occupancy-
adjusted asking rent volatility,  
2000–2019 | Multifamily,  
20 least volatile markets
Source: CoStar Group; New York Life  
Real Estate Investors
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Volatility scores for multifamily, 
office, and industrial property 
types by metro areas, with 
a focus on certain metros 
scored as they did and, most 
importantly, the likelihood the 
future will resemble the past.

Exhibit 2: Annual employment growth, year-over-year
Source: US Bureau of Labor Statistics
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Concerning government 
employment, there is a 95% 
historic probability that the 

annual growth rate will fall within 
5.4% and -1.7%. Regarding nonfarm 
payrolls excluding government 
employment, there is a 95% historic 
probability that the annual growth 
rate will fall within 6.0% and -2.5%. 
The implication is that public sector 
employment is less volatile than private 
sector employment.

Markets that are part of large, 
established, and diverse economies 
with legal and/or physical barriers to 
entry such as Miami, New York City, 
Los Angeles, northern New Jersey, 
Orange County, and Chicago have also 
exhibited stability and are included 
within the top 20 least volatile markets 
for multifamily. 

Metros with large retiree populations, 
such as Palm Beach, Ft. Lauderdale, 
and Miami also tended to be included 
in the least volatile categories, as they 
represent income streams less subject 
to the vagaries of the US economy. This 
is particularly true of the multifamily 
sector and for Florida markets that are 
replenishing their senior base. (This is 
not to be confused with other markets 
that are very reliant on retiree private 
pension income which is being phased 
out and may become more volatile to 
the downside in the future.4)

On the other side of the economic 
health spectrum, markets that have 
experienced deindustrialization, slow 
growth, and demographic challenges, 
such as Buffalo, Rochester, Pittsburgh, 
and Providence, also exhibited 
stability because they lacked extreme 
ups or downs. 

Another interesting observation is that 
certain metro areas with low regulatory 
and physical barriers to development, 
such as Houston and Oklahoma 
City, are less volatile because they are 
prevented from overheating so that they 
are constantly recalibrated. 

Market Volatility Rank

Oklahoma City, OK 10.74% 1
Pittsburgh, PA 12.00% 2

Washington, DC 13.81% 3
San Antonio, TX 14.52% 4

Houston, TX 14.60% 5
Long Island, NY 15.00% 6

Baltimore, MD 15.33% 7
Philadelphia, PA 15.71% 8

Miami, FL 16.86% 9
Salt Lake City, UT 17.34% 10
New Orleans, LA 17.85% 11
Los Angeles, CA 17.86% 12

Raleigh, NC 18.00% 13
Richmond, VA 18.12% 14

Indianapolis, IN 18.58% 15
Tampa, FL 18.79% 16

Portland, OR 19.29% 17
New York, NY 19.85% 18
Memphis, TN 20.47% 19

Fort Lauderdale, FL 21.17% 20

Exhibit 3: Infl ation- and occupancy-
adjusted asking rent volatility, 2000–
2019 | Offi ce, 20 least volatile markets
Source: CoStar Group; New York Life 
Real Estate Investors

Note: Volatility = 2*St.Dev/Mean; data not available for 
all offi ce markets, 52 markets analyzed; rank #1 is the 
least volatile
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Similar metro themes of government, 
large diversified economies, and 
stagnant deindustrialized places 
are represented in Exhibit 3. 
Nevertheless, volatility manifests itself 
somewhat differently in the office 
building market. For example, newly 
ascendant Pittsburgh, with its growing 
artificial intelligence (AI) and tech 
sectors, combined with its historical 
steadiness, moves up the stability 
scale. Meanwhile, Houston has few 
barriers to entry with no zoning, which 
also limits its ups and downs as it is 
constantly recalibrated, and the rents 
don’t go too high or too low. Similarly, 
Oklahoma City is one of the largest 
cities in terms of geographic size and 
has lower barriers to entry than most 
metros in the US. Generally, Norfolk’s 
sailors and soldiers do not work in 
office buildings. Accordingly, the 
stability that the military offers for the 
apartment sector does not necessarily 
extend to office space. 

Certain markets may be poised for 
more stability mixed with slow but 
steady growth going forward, as their 
economies expand and diversify. Some 
of these metros are gaining a larger 
concentration of higher paying jobs 
as their economies diversify. A good 
example of a metro with this potential 
is Nashville. Nashville’s college 
education attainment rate has  
increased substantially in the past  
13 years and has attracted many 
corporate relocations. Nashville’s 
college educated population grew 
from 28.3% in 2005 to 35.9% in 
2018. Nashville’s LQ for professional 
and business services (PBS) jobs has 
increased from 0.77 in 2000 to 1.00 
in 2018. Its leisure and hospitality LQ 
has declined from 1.10 in 2000 to 1.04 
in 2018 while its government LQ has 
declined from 0.86 to 0.80 during the 
same time period. 

The industrial space is undergoing 
a transformation to accommodate 
the needs of e-commerce. Its future 
performance may be substantially 
different than it was in the past. 
Nevertheless, one can discern certain 
similar themes in the industrial sector. 
Houston, Baltimore, Salt Lake City, 
Pittsburgh, San Antonio, Washington, 
and Oklahoma City are low-volatility 
metros across all three property  
types (Exhibit 4). 

Market Volatility Rank

Houston, TX 6.32% 1
Baltimore, MD 9.13% 2

Salt Lake City, UT 9.91% 3
Pittsburgh, PA 10.47% 4

San Antonio, TX 10.58% 5
Kansas City, MO 11.74% 6
Long Island, NY 12.94% 7
Washington, DC 13.01% 8

Oklahoma City, OK 14.66% 9
Indianapolis, IN 14.85% 10

Philadelphia, PA 15.25% 11
Raleigh, NC 15.88% 12

N. New Jersey, NJ 16.31% 13
Chicago, IL 16.77% 14

Portland, OR 17.32% 15
San Diego, CA 17.73% 16

Palm Beach, FL 18.32% 17
Minneapolis, MN 18.38% 18

Seattle, WA 18.43% 19
Miami, FL 18.48% 20

Exhibit 4: Inflation- and occupancy-
adjusted asking rent volatility,  
2000–2019 | Industrial, 20 least 
volatile markets
Source: CoStar Group; New York  
Life Real Estate Investors

Note: Volatility = 2*St.Dev/Mean; data not available for 
all office markets, 52 markets analyzed; rank #1 is the 
least volatile

VO
LA

TIL
ITY

The industrial space is undergoing 
a transformation to accommodate 
the needs of e-commerce. Its future 
performance may be substantially 
different than it was in the past. 
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Market Volatility Rank

Charlotte, NC 29.78% 59
Memphis, TN 26.69% 58

Atlanta, GA 25.94% 57
San Jose, CA 23.22% 56

Detroit, MI 20.03% 55
Raleigh, NC 19.15% 54

Las Vegas, NV 17.56% 53
Denver, CO 17.30% 52

Sacramento, CA 17.24% 51
Phoenix, AZ 17.08% 50

San Francisco, CA 16.66% 49
East Bay, CA 16.45% 48

Boston, MA 15.99% 47
Orlando, FL 15.07% 46

Hartford, CT 14.94% 45
Birmingham, AL 14.60% 44

Seattle, WA 14.19% 43
Inland Empire, CA 13.47% 42

Dallas-Fort Worth, TX 13.01% 41
Jacksonville, FL 12.94% 40

Exhibit 5: Infl ation- and occupancy-
adjusted asking rent volatility, 
2000–2019 | Multifamily, 
20 most volatile markets
Source: CoStar Group; New York 
Life Real Estate Investors

Note: Volatility = 2*St.Dev/Mean; total of 59 markets 
analyzed, rank #1 is the least volatile

Themes in Higher 
Volatility Markets
At the other end of the spectrum, the 
most volatile markets were generally: 
markets that were hit hard by the Great 
Recession and housing crisis, such as 
Phoenix and Las Vegas; markets that 
have experienced sustained decreased 
rents over time, such as Memphis 
and Detroit; and markets that have a 
signifi cant tech concentration such as 
San Francisco, San Jose, and Raleigh.

Las Vegas and Phoenix were at the 
epicenter of the US housing bust and 
their economies and commercial real 
estate markets were disproportionally 
impacted. Atlanta is the “Regional 
Economic Capital”5 of the Southeast 
and host to 18 Fortune 500 companies. 
Its tech LQ (1.32), PBS LQ (1.22), and 
fi nancial activities LQ (1.02) refl ect a 
large diversifi ed economy. Nevertheless, 
it has exhibited a high degree of 
volatility during past cycles, primarily 
due to overbuilding. As construction is 
more restrained in this cycle, we would 
not expect a recession to hit Atlanta as 
hard as in the past. Atlanta’s college-
educated population grew from 
34.3% in 2005 to 39.4% in 2018.

Detroit and Memphis have experienced 
a long-term decline in infl ation-
adjusted rent and that is refl ected in the 
volatility charts that feature sharp 
downward slopes. 

San Jose, San Francisco, East Bay, 
and Raleigh have high volatility rates 
consistent with their reliance on tech 
jobs. Previous boom and bust cycles, 

especially in the aftermath of the dot-
com bust of 2000 resulted in violently 
gyrating rent levels. Tech employment 
has fundamentally changed since 
2000 and is now integrated into many 
industries and companies that are 
profi table and are parts of everyday 
life. In addition, much tech employment 
is found within companies in nearly 
every sector including fi nance. The 
above notwithstanding, tech-focused 
metros are not immune to downward 
adjustments in rent levels in the future. 
There are many tech companies today 
that have little or no income. Large 
companies such as WeWork,6 Uber, 
Lyft, DoorDash, Postmates, and Seated 
lose millions of dollars each year. 
Nevertheless, it is hard to imagine a 
repeat of the 2000 tech bust.

Raleigh’s reliance on tech has actually 
increased over the past 20 years, rising 
from 1.81 in 2000 to 2.41 in 2018. 
However, the nature of that tech 
concentration is different and more 
diverse today as tech has infi ltrated 
nearly every industry. Concentrations 
of offi ce-using employment in Raleigh 
have increased their presence over 
the past two decades including PBS 
(from 1.42 in 2000 to 1.62 in 2018) 
and biotech (1.69, 2.49). An important 
manifestation of Raleigh’s evolution 
is its continued and growing presence 
amongst the most college educated 
metros in the US Raleigh’s college 
educated population grew from 
41.7% in 2005 to 48.0% in 2018.

TH
EM

ES

The most volatile markets were 
generally: markets that were hit 
hard by the Great Recession and 
housing crisis and markets that have 
a signifi cant tech concentration.
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Market Volatility Rank

San Francisco, CA 62.00% 52
Las Vegas, NV 56.73% 51

San Jose, CA 51.16% 50
Detroit, MI 45.11% 49

Norfolk, VA 39.59% 48
Inland Empire, CA 35.82% 47

Phoenix, AZ 35.22% 46
East Bay, CA 35.11% 45

Austin, TX 33.79% 44
Boston, MA 31.88% 43

Cincinnati, OH 30.59% 42
Sacramento, CA 30.15% 41

Orange County, CA 28.61% 40
Seattle, WA 28.55% 39

N. New Jersey, NJ 28.49% 38
Milwaukee, WI 27.84% 37

Orlando, FL 27.75% 36
Columbus, OH 27.09% 35

Atlanta, GA 26.75% 34
Hartford, CT 26.35% 33

Exhibit 6: Inflation- and occupancy-
adjusted asking rent volatility, 2000–
2019 | Office, 20 most volatile markets
Source: CoStar Group; New York  
Life Real Estate Investors

Note: Volatility = 2*St.Dev/Mean; data not available for 
all office markets, 52 markets analyzed; rank #1 is the 
least volatile

Denver still has a relatively high 
energy concentration (1.33), but it has 
diversified over the past 20 years. PBS is 
now a larger part of the economy rising 
from 1.44 LQ in 2000 to 1.47 LQ in 
2018. The Tech LQ has decreased from 
1.74 in 2000 to 1.65 in 2018, but it is a 
very different type of tech job. While in 
the past Denver’s tech employment was 
more telecom-based and frothier, now  
it is a more stable tech, which is 
integrated into companies in diverse 
industries. Denver’s college educated 
population grew from 36.8% in 2005 
to 44.8% in 2018.

The Charlotte economy’s outsized 
growth is primarily due to the 
metro’s position as the second largest 
banking center in the US. (It is host 
to the headquarters of the world’s 
largest banks,Wells Fargo and Bank 
of America. Truist Bank—the result 
of a merger of SunTrust-BB&T—will 
be the sixth-largest bank in the US.) 
Charlotte’s high volatility number is a 
reflection of the past instability of the 
banking sector. The finance activities 
jobs LQ is 1.55—higher than the 1.42 
ratio recorded in 2002 and the 1.02 
ratio logged in 2000. Nevertheless, 
Charlotte has become more diverse 
in other ways as the PBS employment 
category LQ increased from 0.78 
in 2000 to 0.98 in 2019. The tech 
employment category LQ increased 
from 0.82 in 2000 to 0.92 in 2018. 

More recently, Honeywell, Microsoft, 
and Lowe’s technology division’s 
relocation to Charlotte has buttressed 
its technology industry. Charlotte’s 
college educated population grew from 
30.3% in 2005 to 36.1% in 2018. 
Charlotte’s more educated populace 
and more diverse economy may temper 
the fallout from the next downturn.

Industrial is a property type in 
transition as changes in the supply  
chain have shifted some demand 
from retail properties to warehouse 
distribution facilities. Nevertheless, 
some of the same themes and dynamics 
are present in volatility metrics from 
market to market. Las Vegas, San Jose, 
Detroit, East Bay, Phoenix, Memphis, 
and Hartford take seven of top  
eight positions. 
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Industrial is a property type in 
transition as changes in the supply 
chain have shifted some demand 
from retail properties to warehouse 
distribution facilities.
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Market Volatility Rank

Las Vegas, NV 45.83% 52
San Jose, CA 45.03% 51

Detroit, MI 41.06% 50
East Bay, CA 32.44% 49

Nashville, TN 29.71% 48
Phoenix, AZ 27.60% 47

Memphis, TN 26.73% 46
Hartford, CT 25.48% 45

Denver, CO 25.20% 44
Austin, TX 24.98% 43

Inland Empire, CA 24.72% 42
Jacksonville, FL 23.85% 41
Saint Louis, MO 23.62% 40

Richmond, VA 23.17% 39
Cincinnati, OH 23.03% 38
Milwaukee, WI 22.67% 37

Atlanta, GA 22.52% 36
New Orleans, LA 22.37% 35

Sacramento, CA 21.98% 34
Orlando, FL 21.88% 33

Exhibit 7: Infl ation- and occupancy-
adjusted asking rent volatility, 
2000–2019 | Industrial, 
20 mostvolatile markets
Source: CoStar Group; New York 
Life Real Estate Investors

Note: Volatility = 2*St.Dev/Mean; data not available for 
all offi ce markets, 52 markets analyzed; rank #1 is the 
least volatile

Looking Back to Look Forward
Historic volatility levels vary by metro 
area and property type. Volatility 
increases risk, but also increases the 
possibility of higher returns if an 
investor enters and exits a market at a 
propitious time. Low volatility markets 
may limit substantial gains while 
providing steady and relatively safe 
returns. Certain volatile markets have 
steep downward rent slopes that reveal 
a precipitous decline and may possess 
the disadvantages of both high and low 
volatility markets.

There are certain US metros that have 
different economies than they had 
at the beginning of the observation 
period. As an example, Denver is 
more diversifi ed and has experienced 
a signifi cant increase in young college-
educated. Similarly, Nashville’s college 
education attainment rate has increased 
substantially in the past 13 years and has 
attracted many corporate relocations. 
These are examples of markets that may 
be less volatile going forward. 

It is important to interpret past volatility 
and determine its causes which may 
be unique in each metro area and 
even for the various property types 
in the respective metro areas. Once 
the causes of volatility and relative 
stability are considered, the probability 
of future volatility is determined based 
on the likelihood that the economic 
underpinnings of the metro have 
fundamentally changed or remained 
largely similar.

About the Author
Stewart Rubin is Senior Director and 
Head of Strategy and Research, and 
Dakota Firenze is a Senior Associate, 
for New York Life Real Estate Investors, 
a division of NYL Investors LLC, a 
wholly-owned subsidiary of New York Life 
Insurance Company.

Notes
1  Naval Station Norfolk supports 75 ships and 134 

aircraft alongside 14 piers and 11 aircraft hangars.

2  The 502d Air Base Wing is headquartered at Fort 
Sam Houston, Texas. The 502d is the home of Joint 
Base San Antonio, one of 12 joint bases within the 
Department of Defense (DoD).

3  Full metro-level CPI data for 2000–2019 is 
not available for Washington, DC, Baltimore, 
and Phoenix metro areas. Washington, DC and 
Baltimore are based on 2015–2019, while Phoenix 
is based on 2002–2019.

4  See Rubin and Firenze, “Remeasuring the Metro: 
Retirement Income and Transfer Payments Can Be 
Used to Measure 

5  See Rubin and Firenze, “Regional Economic 
Capitals and the Big Six”, Institutional Real Estate 
Americas, January 2019. https://www.newyorklife.
com/assets/docs/pdfs/rei/Regional-economic-
capitals-and-big-six-abridged.pdf

6  Many believe that WeWork is not actually a tech 
company, but its self-identifi cation as well as VC 
funding refl ects that category.

Disclaimer
NYL Investors LLC: The information presented 
has been prepared by Real Estate Investors for 
informational purposes only and sets forth 
our views as of this date. The underlying 
assumptions and our views are subject to 
change. This does not constitute investment 
advice and should not be used as a basis for any 
investment decision. There is no guarantee that 
market expectation will be achieved.

The comments, opinions, and estimates 
contained herein are based on and/or derived 
from publicly available information from sources 
that Real Estate Investors believes to be reliable. 
We do not guarantee the accuracy of such 
sources or information. 

No part of this material may be i) copied, 
photocopied, or duplicated in any form, by any 
means, or ii) redistributed without Real Estate 
Investors prior consent. 

Real Estate Investors is an investment group 
within NYL Investors LLC. NYL Investors 
LLC (“NYL Investors”) is a direct wholly-
owned subsidiary of New York Life Insurance 
Company. NYL Investors is comprised of the 
following investment groups: (i) Fixed Income 
Investors, (ii) Private Capital Investors and 
(iii) Real Estate Investors.

CoStar Realty Information, Inc.: The forward-
looking information prepared by CoStar Realty 
Information, Inc. (“Licensor”) and presented 
herein is based on information from public 
and proprietary sources, as well as various 
assumptions concerning future events that are 
uncertain and subject to change without notice. 
Actual results and events may differ materially 
from those expressed or implied by the Licensor 
data presented. All Licensor data contained 
herein speaks only as of the date referenced, may 
have materially changed since such date, and is 
provided “as is” with no guarantee or warranty 
of any kind. Licensor has no obligation to update 
any of the Licensor data contained herein. None 
of the Licensor data contained herein should be 
construed as investment, tax, accounting 
or legal advice.

It is important to interpret past 
volatility and determine its causes 
which may be unique in each metro 
area and even for the various property 
types in the respective metro areas.
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Market Volatility Rank

Baltimore, MD 5.83% 1
Norfolk, VA 6.18% 2

Pittsburgh, PA 7.24% 3
Rochester, NY 7.42% 4

Washington, DC 7.62% 5
Chicago, IL 7.70% 6
Buffalo, NY 8.11% 7

Palm Beach, FL 8.33% 8
New York, NY 8.33% 9

San Antonio, TX 8.35% 10
Houston, TX 8.48% 11

Miami, FL 8.69% 12
Salt Lake City, UT 9.17% 13
New Orleans, LA 9.52% 14

Orange County, CA 9.56% 15
Los Angeles, CA 9.61% 16

Austin, TX 9.72% 17
Providence, RI 9.84% 18

Fort Lauderdale, FL 9.89% 19
Grand Rapids, MI 10.20% 20

Oklahoma City, OK 10.20% 21
Cincinnati, OH 10.35% 22

Tampa, FL 10.49% 23
San Diego, CA 10.56% 24
Richmond, VA 10.57% 25

Saint Louis, MO 10.85% 26
Columbus, OH 11.06% 27

Kansas City, MO 11.08% 28
Cleveland, OH 11.19% 29

Philadelphia, PA 11.45% 30
N. New Jersey, NJ 11.86% 31

Nashville, TN 11.91% 32
Indianapolis, IN 12.08% 33

Louisville, KY 12.23% 34
Long Island, NY 12.51% 35

Tucson, AZ 12.65% 36
Portland, OR 12.72% 37

Minneapolis, MN 12.83% 38
Milwaukee, WI 12.92% 39

Jacksonville, FL 12.94% 40
Dallas-Fort Worth, TX 13.01% 41

Inland Empire, CA 13.47% 42
Seattle, WA 14.19% 43

Birmingham, AL 14.60% 44
Hartford, CT 14.94% 45
Orlando, FL 15.07% 46

Boston, MA 15.99% 47
East Bay, CA 16.45% 48

San Francisco, CA 16.66% 49
Phoenix, AZ 17.08% 50

Sacramento, CA 17.24% 51
Denver, CO 17.30% 52

Las Vegas, NV 17.56% 53
Raleigh, NC 19.15% 54
Detroit, MI 20.03% 55

San Jose, CA 23.22% 56
Atlanta, GA 25.94% 57

Memphis, TN 26.69% 58

Charlotte, NC 29.78% 59

Market Volatility Rank

Oklahoma City, OK 10.74% 1
Pittsburgh, PA 12.00% 2

Washington, DC 13.81% 3
San Antonio, TX 14.52% 4

Houston, TX 14.60% 5
Long Island, NY 15.00% 6

Baltimore, MD 15.33% 7
Philadelphia, PA 15.71% 8

Miami, FL 16.86% 9
Salt Lake City, UT 17.34% 10
New Orleans, LA 17.85% 11
Los Angeles, CA 17.86% 12

Raleigh, NC 18.00% 13
Richmond, VA 18.12% 14

Indianapolis, IN 18.58% 15
Tampa, FL 18.79% 16

Portland, OR 19.29% 17
New York, NY 19.85% 18
Memphis, TN 20.47% 19

Fort Lauderdale, FL 21.17% 20
Dallas-Fort Worth, TX 21.36% 21

Nashville, TN 21.61% 22
Chicago, IL 21.74% 23

San Diego, CA 21.94% 24
Charlotte, NC 22.27% 25

Jacksonville, FL 22.47% 26
Denver, CO 22.76% 27

Minneapolis, MN 22.86% 28
Palm Beach, FL 22.95% 29
Kansas City, MO 24.10% 30

Cleveland, OH 24.26% 31
Saint Louis, MO 25.17% 32

Hartford, CT 26.35% 33
Atlanta, GA 26.75% 34

Columbus, OH 27.09% 35
Orlando, FL 27.75% 36

Milwaukee, WI 27.84% 37
N. New Jersey, NJ 28.49% 38

Seattle, WA 28.55% 39

Orange County, CA 28.61% 40
Sacramento, CA 30.15% 41

Cincinnati, OH 30.59% 42
Boston, MA 31.88% 43

Austin, TX 33.79% 44
East Bay, CA 35.11% 45
Phoenix, AZ 35.22% 46

Inland Empire, CA 35.82% 47
Norfolk, VA 39.59% 48
Detroit, MI 45.11% 49

San Jose, CA 51.16% 50
Las Vegas, NV 56.73% 51

San Francisco, CA 62.00% 52
Birmingham, AL – –

Tucson, AZ – –

Louisville, KY – –

Grand Rapids, MI – –

Providence, RI – –

Buffalo, NY – –

Rochester, NY – –

Market Volatility Rank

Houston, TX 6.32% 1
Baltimore, MD 9.13% 2

Salt Lake City, UT 9.91% 3
Pittsburgh, PA 10.47% 4

San Antonio, TX 10.58% 5
Kansas City, MO 11.74% 6
Long Island, NY 12.94% 7
Washington, DC 13.01% 8

Oklahoma City, OK 14.66% 9
Indianapolis, IN 14.85% 10

Philadelphia, PA 15.25% 11
Raleigh, NC 15.88% 12

N. New Jersey, NJ 16.31% 13
Chicago, IL 16.77% 14

Portland, OR 17.32% 15
San Diego, CA 17.73% 16

Palm Beach, FL 18.32% 17
Minneapolis, MN 18.38% 18

Seattle, WA 18.43% 19
Miami, FL 18.48% 20

Dallas-Fort Worth, TX 18.60% 21
Boston, MA 18.84% 22

Orange County, CA 18.89% 23
New York, NY 19.00% 24
Charlotte, NC 19.43% 25
Cleveland, OH 19.46% 26

Fort Lauderdale, FL 19.91% 27
Tampa, FL 20.14% 28
Norfolk, VA 20.74% 29

San Francisco, CA 21.42% 30
Los Angeles, CA 21.78% 31

Columbus, OH 21.82% 32
Orlando, FL 21.88% 33

Sacramento, CA 21.98% 34
New Orleans, LA 22.37% 35

Atlanta, GA 22.52% 36
Milwaukee, WI 22.67% 37
Cincinnati, OH 23.03% 38
Richmond, VA 23.17% 39

Saint Louis, MO 23.62% 40
Jacksonville, FL 23.85% 41

Inland Empire, CA 24.72% 42
Austin, TX 24.98% 43
Denver, CO 25.20% 44

Hartford, CT 25.48% 45
Memphis, TN 26.73% 46
Phoenix, AZ 27.60% 47

Nashville, TN 29.71% 48
East Bay, CA 32.44% 49

Detroit, MI 41.06% 50
San Jose, CA 45.03% 51

Las Vegas, NV 45.83% 52
Birmingham, AL – –

Tucson, AZ – –

Louisville, KY – –

Grand Rapids, MI – –

Providence, RI – –

Buffalo, NY – –

Rochester, NY – –

Multifamily Offi ce Industrial

Source: CoStar Group; New York Life Real Estate Investors
Note: Volatility = 2*St.Dev/Mean; 2000–2019
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BETTERBETTER
What happens to 
character when 
the crisis stretches 
beyond a moment?
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“ NO UNIVERSAL SELFISHNESS CAN  
BRING SOCIAL GOOD TO ALL.”

— W. E. B. Du Bois

T
The cliché that crisis reveals character 
is usually stated in relation to standalone 
events. The doctor’s character reveals 
itself when treating a victim in the 
emergency unit. The firefighter’s 
character reveals itself when running into 

a burning building. The Samaritan’s character 
reveals itself when it finds the wounded traveler 
on the road. 

But what happens to character when the crisis 
stretches beyond a moment?

By the time this article is published, it will have 
been nearly a year since COVID-19 first spilled 
into the human population. Today, more than  
52 million cases have spread across the world; 
more than a million have died; millions more 
now suffer from long-term conditions, and 
economies and civil balances around the 
world are on thin ice. The pandemic has tested 
character at all levels—personal, relational, 
organizational, national, and political.

That the pandemic become so rife and prolonged 
has not only revealed each person’s character, 
for better or for worse, but it has also elevated 
typically subconscious social and ethical 
behaviors into the realm of everyday discourse. 
Whereas the measured ethical intentions 
of corporate social responsibility (CSR) 
and environmental, social, and governance 
(ESG) principles have emerged as the de facto 
conscience of corporate behavior over the past 
decade, mounting civil unrest, racial tensions, 
and economic inequality have forced business 
leaders and organizations to face fundamental 
ethical questions once politely reserved for 
elective college courses.

In this brave new world, mere compliance with 
standards is not enough for an organization to 
bolster its reputation and maintain the trust of 
its stakeholders and customers. Values are not an 
afterthought. Determining the values that matter, 
as well as specific behaviors that accompany 
those values—and the degree to which those 
values can guide difficult decisions—is of  
greater importance now as we stand at the 
intersection of economic opportunity and 
existential necessity. 

Right now is when organizations have both the 
time and the need to take ethics seriously. As 
noted by Kelly, McGowan, and Norris in the 
February 2020 of Real Estate Issues, “without 
a command of the ethical vocabulary that is 
being presumed in the discussion, without a 
thoughtful study of the concepts expressed in 
that vocabulary, and without the ability to  
make a critical judgment about the applicability 
of such concepts, such an executive is ill-
equipped to make, explain, and carry out  
basic leadership functions.”1 

In other words, without an ethical vocabulary, 
and the organizational prioritization to 
understand that vocabulary—especially during 
the crisis—businesses can get sick too.  
And some might disappear entirely.

VALUES

RESPONDING TO THE CALL
Well before COVID-19 changed the world, 
AFIRE members began building the 
foundations of an ethics initiative to create 
a global vocabulary for our industry. In 
their Summit Journal essay, “A Call to 
Ethics,” authored by AFIRE’s ethics chair, 
El Rosenheim, along with Tali Hadari, the 
initial case was made “that improving the 
ethical business environment must be 
considered a matter of vital necessity.”2  
Even as the purpose of investing is to profit, 
say Rosenheim and Hadari, there is no real 
long-term value to be gained by pursuing 
profit at all costs.
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Philosophically, it would be 
difficult to reject the importance 
of good ethics, but ethical clarity 
often becomes obscured when 
aspirations meet reality. While the 

corporate principles of transparency, 
loyalty, and service are touted as core 
ethical values, the struggle—belied 
by the dozens of ethical codes and 
certifications circulating in our trade—is 
to define what these principles look like 
in practice.

In his essay, “Craving the Light,” 
also published in Summit Journal, 
G. Andrews Smith, advanced the 
conversation a bit farther towards 
practicality for investment managers.  
He posits that now—especially in the 
era of COVID-19—”Being intentional 
and open in our dealings with investors, 
employees, and communities will bring 
closeness to all our relationships—
particularly those between managers  
and investors.”3 

According to a 2017 report from the 
Economist Intelligence Unit focused on 
investor considerations for alternative 
investing, respondents ranked 
transparency as the top priority for both 
alternative and traditional investing 
considerations, followed by regulation, 
policies, and other factors.4 With these 
priorities in mind, Smith proposed five 
examples of what transparency looks 
like in practice, regarding (1) allocation 
of opportunities, (2) shared beliefs, 
(3) flow of information, (4) using big 

data—honestly, and (5) telling the 
complete story. In summary, Smith says, 
managers whose dealings are grounded 
in transparent practices will be better 
positioned to deliver better investments.

But the truth underscoring the practice 
of transparency can be elusive when it 
confronts the politics and dynamics of 
personal and organizational relationships 
fundamental to our industry.

To shed light on this dynamic, AFIRE 
held its first-ever Ethics Summit in 
October 2020, led by the James B. Duke 
Professor of Psychology and Behavioral 
Economics at Duke University, Dan 
Ariely. As the New York Times-
bestselling author of The (Honest) 
Truth About Dishonesty, The Upside of 
Irrationality and other groundbreaking 
books in behavioral economics, Ariely 
focuses on the connection between 
behavior and ethicality. 

Core to Ariely’s ideas is the specter of 
the “slippery slope”, or the notion that 
one small lie can lead to steady and often 
unconscious increases in egregious and 
amoral decision-making, a la Elizabeth 
Holmes and Theranos. As he writes in 
The (Honest) Truth, “Understanding 
how slippery slopes operate can direct 
us to pay more attention to early cases 
of transgression and help us apply the 
brakes before it’s too late.”5 

Much of the behaviors in finance and 
investing were built over decades of best 
practices and behavioral algorithms. 
Routine has its own way of obfuscating 
ethical awareness, and an overreliance 
on habit contributed to the Great 
Financial Crisis in the early 2000’s. In 
the following years, organizations took 
social responsibility much more seriously. 
“In response to this man-made disaster,” 
Ariely says, “we’ve taken some steps 
toward coming to terms with some of our 
irrational tendencies, and we’ve begun 
reevaluating our approach to markets 
accordingly. The temple of rationality 
has been shaken, and with our improved 
understanding of irrationality we should 
be able to rethink and reinvent new kinds 
of structures that will ultimately help 
us avoid such crises in the future. If we 
don’t do this, it will have been a  
wasted crisis.”6

While some organizations, particularly 
among AFIRE membership, are leaders 
in corporate responsibility (in accordance 
with these charges of overcoming 
irrationality and defying the slippery 
slope), the COVID-19 crisis and 
impending long-term economic damages 
have thrust the real estate and financial 
industries into the limelight. Economic 
livelihoods aren’t the only things at stake. 
During a pandemic—especially one 
dominated by an airborne, transmissible, 
and deadly disease that spreads most 
easily indoors—people’s lives could be 
lost if we rely on the amoral comforts  
of routine.

P

TRANSPARENCY
areas of focus for transparency 
(1) Allocation of opportunities  
(2) Shared beliefs  
(3) Flow of information 
(4) Using big data—honestly 
(5) Telling the complete story

Ethics take constant work 
to balance and re-balance 
social behaviors, institutional 
responsibilities, and personal 
values against the mercurial 
expectations of everyday life.

THE WORK

5 5 



SUMMIT •  FALL 2020 35

FIGHTING THE ROUTINE
Ethics are dynamic. There is no one 
moment where a person or organization 
becomes ethical. Ethics are dialogical, 
which is precisely what makes them 
easy to overlook. Ethics take constant 
work; balancing and re-balancing social 
behaviors (per Ariely), institutional 
responsibilities, and personal values 
against the mercurial expectations of 
everyday life. This is precisely why 
it’s easy to let habituation and routine 
replace ethical consciousness, because if 
something worked okay yesterday and 
the day before that, why should 
I question that it will happen 
differently tomorrow?

To counter that, one must pause and 
refl ect. Before COVID-19, there space 
or permission for such refl ection was 
scarce. Many had become so habituated 
by the rapid pace of business that 
a learned reliance on routine (and 
subsequent ethical languor) left many 
confounded by the COVID-19 crisis. 
And now that the pandemic has forced 
a pause (and now that there are actual 
lives at stake, even for seemingly simply 
everyday decisions, such as going to the 
grocery store) we have been given the 
opportunity—in Ariely’s words—to not 
waste another crisis.

Because ethics aren’t a fi xed point, 
building responsible, ethical behavior 
through this crisis will demand 
productive dialogue—and for a way 
to understand the implications of each 
decision made as investors, leaders and 
global citizens. AFIRE will foster these 
conversations through ongoing virtual 
events and forums, as well a series of 
case studies designed to assess ethical 
behavior for real estate, communities, 
and the unpredictable post-pandemic 
world. Tried and true ethical answers to 
case studies that have become endemic to 
our responsible and “routine” business 
thinking must be examined through a 
post-COVID lens.

If we learn from one another through 
dialogue, perhaps we can become better.

If you would like to participate in 
AFIRE’s ethics initiatives through case 
study development, research, or other 
collaboration, visit afi re.org/ethics 
to learn more.

About the Author
Benjamin van Loon leads communications 
and publications for AFIRE, the association 
for international real estate investors 
focused on commercial property in the 
United States. He is also the Editor-in-
Chief of Summit. 
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DIALOGUE
AFIRE will foster these 
conversations through ongoing 
virtual events and forums, as well 
a series of case studies (as in 
the study on the following page) 
designed to assess ethical behavior 
for real estate, communities, 
and the unpredictable post-
pandemic world.

NEXT STEPS

Exhibit : Top investment considerations
% of respondents selecting “very important”
Source: Northern Trust/EIU Transparency in Alternatives Investing Survey, 2017
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Closing a Fund at the Cusp of a Pandemic

An investment manager was eight months away 
from closing a $200 million fund when the COVID-19 
pandemic brought the world to a screeching halt. A 
successful manager known for their strong ethical 
values and a committed base of investors, many of 

whom had invested in their previous four funds, had a 
complicated strategic decision to make.

The fund was opened 14 months earlier, with commitments 
of $120 million from private investors. The final $80 
million of capital to raise would come from four additional 
investors who had already expressed a willingness to 
commit. The fund was already co-invested in multiple 
property types in various cities in the US and Europe, 
including a retail center in the UK; 3,226 multifamily units 
in various US locations; a logistics facility and a hotel in the 
Midwest; and ten office investments totaling more than 2.1 
million square feet. 

In previous funds, this manager usually doubled their 
commitments during the final two quarters of the capital 
raise. The investors believed that a fund at that point 
of maturation would be less of a “blind pool,” with a 
substantial share of the fund typically deployed by final 
closing, allowing investors to benefit from a clear view 
of the fund’s portfolio and performance. This strategy 
had been particularly effective during previous periods of 
predictable growth.

The few investments in which the investment manager 
had lost money in its history were made in periods of 
unpredictable growth, as in the three years leading up to 
the Global Financial Crisis. Alternately, the manager’s 
best-performing investments were made during and shortly 
after the recession. Understanding this, the manager was 
confident that co- and post-pandemic investments (from 
opening a new fund or other vehicle) would have much 
more potential to achieve alpha than the existing fund.

A

BECOMING “BETTER”

AFIRE36
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The manager knew that raising 
capital for a post-pandemic fund 
would be easy but questioned 
where that would leave the 
existing fund and its investors. 

Understanding that COVID-19 offered a 
sensible explanation for potential losses 
or underperformance, the manager 
considered the impact of a cold exit on 
the trust between their firm and their 
investors, especially if the losses of 
this decision would prevent investors 
from being able to enter into any post-
pandemic offerings. After several internal 
meetings with their research, legal, and 
marketing teams, the manager was left 
with a core question: what investors—if 
any—would want to work with us again 
if our decision tarnished our reputation, 
even if that decision was based in our 
core principles?

Meanwhile, the short-term difficulties 
of the pandemic and financial crisis 
were taking their toll on the investment 
manager’s operations and financial 
position. A percentage of tenants were 
not paying their rent, making debt 
service increasingly difficult. Staff 
members were unable to leave their 
homes as travel to assets became almost 
impossible. And re-tooling operations 
in order to allow for virtual operations 
took significant resources, all with a 
diminishing amount of income to cover 
those costs.

Without knowing the true duration of 
the COVID-19 crisis, but still having 
a fast-approaching date for closing the 
existing fund and expecting a host of 
critical questions to be raised on its 
next investor call, the manager seriously 
considered multiple approaches, 
including their ability and precedent 
to continue raising commitments. This 
approach would benefit the manager, as 
they had a significant portion of their 
own capital in the fund. This would also 
dilute the weight of the pre-pandemic 
portfolio investments for existing 
investors, and potentially provide them 
with some financial benefit (or guard 
them against more serious losses), as 
any new investors in the fund would 
effectively subsidize losses incurred by 
the assets acquired to date. 

The manager had built its committed 
base of investors over several decades 
by using its values of investor service, 
transparency, and fairness to guide 
their decisions. But as the severity of the 
pandemic mounted around the world, 
indicating that it would become a critical 
historical inflection point, any decisions 
the manager may make would inevitably 
impact their reputation—for better 
or worse—and have real existential 
repercussions for its investors, owners, 
and other stakeholders. 

On the next call, the investors expect 
more than a recitation of principles.  
They need answers.

T

Tried and true ethical answers to case 
studies that have become endemic to 
our responsible and “routine” business 
thinking must be examined through a 
post-COVID lens.

CONSIDERATIONS

QUESTIONS:
1.  What are other potential approaches 

the investment manager can  
take for closing or continuing the  
existing fund? 

2.  As the existing fund has a closing 
date, how does the expected or 
forecasted duration of the crisis  
affect the dilutive approach or other 
potential approaches?

3.  The investment manager has a 
statement of values that prioritize 
investor service, transparency, 
and fairness. Is a dilutive approach 
consistent with these values? What  
are the ways other potential 
approaches are more or less  
aligned with these values? 

4.  Recognizing that a global 
pandemic introduces a set of 
unique circumstances into routine 
operations, how should the 
investment manager value and 
prioritize (or re-prioritize) the needs 
of existing investors, their own firm, 
and new investors?
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Christopher Muoio, Vice President, Data and Research 
Madison International Realty 

Adrian Kay, Data Analyst 
Madison International Realty

Using alternative and traditional data 
analysis to navigate the post-COVID-19 
office investment landscape.
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The COVID-19 pandemic has wrought massive shifts in behavior, as social 
distancing and other public health protocols have reshaped our daily 
lives. One of the first protocols implemented by many countries focused 
on migrating non-essential employees to remote work in an effort to cut 

down on contacts made commuting and among co-workers in confined offices. In 
the subsequent months, there have been numerous reports and declarations of 
companies leaning into remote work as the future of their workforce. 

A widescale embrace of remote work and decentralized labor forces will have 
significant ramifications on the future demand for office space across the US. 
However, these narratives have been counterbalanced by companies such as Amazon 
and Facebook leasing additional office space in recent months, as they envision a 
future return to normalcy once the pandemic has subsided.

Given the potential impact remote work could have on office space demand and 
investments, determining its true scale is paramount. If remote work set-ups were 
not having negative impacts on company operations, and were viewed favorably 
by executives, then such impacts and views would need to be accounted for in the 
investment process and market selection—at least in the near- to medium-term.                                                                              

DETERMINING THE SCALE
To make this determination, we reviewed more than 2,700 earnings call transcripts 
from US companies beginning in the first quarter of 2020 and through mid-August. 
The transcripts were selected for this analysis because executives would be the 
ones in charge of assessing and implementing remote schemes and would need to 
disclose material negative impacts on operations. The transcripts also give a wide 
exposure across industries relative to media reports, which tend to focus on higher 
profile companies with consumer recognition. Using transcripts does present some 
limitations, as public companies tend to be larger and do not always represent 
the experience of small and medium businesses. The calls may also have a slight 
inherent bias to be positive, but nonetheless serve as useful source material. 
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Within these transcripts, conversations that 
mentioned “work from home” or related phrases, 
such as “remote work,” were isolated and 
run through a Valence Aware Dictionary and 

Sentiment Reasoner (VADAR) algorithm that scored the 
sentiment of the phrase on a continuum from -1 (negative) to 
1 (positive). These scores were then plotted into distributions 
to determine the aggregate sentiment of executives towards 
remote work and any potential shifts in sentiment over  
time (Exhibit 1).

UNDERSTANDING POSITIVE SENTIMENT
At the time of this analysis, the sentiment around “work 
from home” and related phrases was positive, and the general 
sentiment has shifted slightly more positive over the last few 
quarters. This is likely owing to increased familiarity and 
experience with the tools and infrastructure of remote work. 

While there is a smaller consistent contingent of companies 
reporting negative experiences, we believe the aggregate 
positivity means that remote work is likely to remain a 
part of company operations in some capacity following the 
pandemic. While it is possible that, over the longer term, 
companies may revert towards more traditional operations, 
over the short- and medium-term, it is advantageous to 
adjust investment process tools to account for this reality 
and determine if there are potential disparate risks to space 
demand across markets. 

Analyzing sentiment in this way forms a useful understanding 
of US office markets facing risks to demand that initially 
stemmed from remote work over the near- to medium-

term—but not in a uniform way across markets. Our own 
teams took this lens and used it as a prism to approach and 
manipulate our more traditional datasets. First, we sought to 
capture the labor market dynamics that could underpin risk 
levels across markets. 

Different industries have different capabilities for working 
remotely. For example, you cannot replicate a biosafety lab in 
your home office. As a result, the labor market composition 
of a metro can be a factor in the relative-risk office space 
demand that the market may face from an increase or 
permanence in remote work following the pandemic. 
Utilizing an analysis from the Dallas Fed that analyzed the 
proportion of each industry sector, we also created an index 
that measured the proportion of each metro’s labor market 
in our own target markets that could potentially work 
remotely. These indexes were then ranked on a relative basis 
to highlight the differentiation among metro economies. 

We then factored in potential demand or desire employees 
may have for remote work in each metro. One hypothesis 
is that employees with longer commutes are more likely 
to desire working from home in some capacity, given the 
higher time and financial cost they face from commuting. 
This means that employers would ultimately need less space 
per employee, as only a portion of the workforce would be 
present in the office on any given day, resulting in diminished 
office space demand even as employment expands. To factor 
this into our analyses, we sourced commute lengths from the 
Census for each of our target markets and incorporated their 
relative rankings into our model. 

Exhibit 1: Sentiment analysis of “work from home” earnings  
call transcripts, 2020Q1–2020Q3

Given the positive reception to 
the concept, remote work will 
thus remain a fixture of these 
labor and space markets. 

W
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One of the final factors that 
needed to be accounted for 
in the post-pandemic office 
sector is public health protocol 

and social distancing. Employees and 
employers are less likely to make use of 
or require remote work functionality if 
they are able to return to the office and 
feel safe. Even if a vaccine is developed, 
it appears it will significantly reduce 
but not eliminate the risk of contracting 
COVID-19, meaning that distancing 
and other safety measures will need to 
continue to be observed for some time. 
As a result, markets where office space 
per worker is lower will potentially and 
more rapidly embrace remote work, 
crimping future office space demand.

It could be argued that markets with 
less office space per worker means 
space demand will need to rise in 
order to accommodate employees. 
However, research from CBRE Americas 
shows that only 25% of their leasing 
professionals were reporting at least one 

tenant seeking to expand their space to 
accommodate social distancing. Based 
on this data, showing that tenants are by 
and large not seeking to expand space for 
social distancing, markets where space 
per employee is lower have the potential 
to adopt remote work at a higher rate. 
Given the positive reception to the 
concept, remote work will thus remain a 
fixture of these labor and space markets. 
Markets where there is higher space per 
worker to more immediately allow for a 
return to the office with social distancing 
will adopt remote work technologies at a 
lower rate and maintain more traditional 
set-ups and demand curves. 

By combining the metrics outlined 
above, we are thus able to incorporate an 
aggregate remote work risk factor into 
our broader market rankings (Exhibit 2).

This risk index allows the investment 
process and market selection criteria to 
account for what will likely be a lasting 
trend of remote work, based on our own 

sentiment analysis of corporate earnings 
transcripts. On an ongoing basis, it will 
remain important to monitor shifts in 
sentiment towards remote work from the 
source outlined above and potentially 
broaden the scope of the analysis. As 
the sentiment towards remote work 
continues to evolve, we can better 
determine the degree to which our risk 
factor should be weighted in our broader 
market rankings, providing an insightful 
edge into the office investment landscape.

About the Authors
Christopher Muoio is Vice President, Data 
and Research at Madison International 
reality, and Adrian Kay is Data Analyst 
at Madison International Realty, a real 
estate investment firm, is committed to 
excellence in providing capital, equity 
monetizations & recapitalizations.

Exhibit 2: Work from home risk index (%)
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REVOLUTIONIZINGREVOLUTIONIZING 
RESIDENTIAL RESIDENTIAL 
OPERATIONSOPERATIONS

Jonathan Ellenzweig, Chief Investment Offi cer
Tricon Residential

‘INNOVATE ‘INNOVATE 
  OR DIE.’  OR DIE.’
   – Peter Drucker
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n a crowded residential marketplace 
of products, opportunities, and 
managers, how does an investor select 
the right investment? Furthermore, 

how can investors outperform their 
broader peer group, especially amid a 
worldwide pandemic?

There are more than 43 million 
renter households in the U.S. today, 
and this number is projected to grow 
to nearly 53 million by 2030.1,2  As 
younger generations pivot away from 
owning assets in favor of experiential 
living (including rentership), and baby 
boomers enter their retirement years 
and may consider downsizing to a rental 
apartment or home, global institutional 
investors continue to have a wide array 
of options to invest in rental housing in 
the U.S. These span a broad spectrum 
of asset types, including multi-family, 
single-family homes, manufactured 
housing, and senior and student housing.  

It’s no secret that COVID-19 has forced 
many real estate companies to innovate 
by leveraging new technologies to 
maintain business continuity during 
the pandemic—within and beyond the 
residential sector. Time and time again, 
it has been proven that companies 
who lead in innovation outperform 
over the long run.3,4 This has been 
evaluated across a number of industries, 
including technology, pharmaceuticals, 
telecommunications, and energy, but 
why can’t this also apply to real estate, 
especially in a new world needing 
fast adaptation?

While many have argued that real estate 
is a slow-moving and low-tech business 
where location is king and innovation 
is rare, there is ample opportunity to 
innovate and drive superior investor 
returns. Rental housing in particular is 

ripe for innovation because the product 
is consumer-centric; that is, leasing 
relatively small spaces on one-year leases 
to individuals rather than large spaces 
on long-term leases to corporations. 
There are an immeasurable number 
of data points that can be captured in 
leasing and operating rental housing, and 
these can be leveraged by a data-savvy 
organization to guide decisions ranging 
from design-development to operations. 
Consumer technology can also easily be 
integrated into both rental units 
and common areas to enhance the 
resident experience.

Although many forms of innovation may 
emerge over time, three broad categories 
stand out today, especially during the 
pandemic: innovation that drives the 
resident experience (and ultimately 
revenue); innovation that drives 
operating effi ciencies; and the broad use 
of data and analytics.

INNOVATION AND 
THE RESIDENT EXPERIENCE 
Residents have many choices when 
deciding where to live. Location, price 
and product quality will always be 
priorities, but resident experience is 
quickly gaining mindshare, especially 
among millennials. Consider the 
decision-making process and each 
resident’s potential experience amid 
COVID-19. Residents are looking for 
online services that streamline processes 
such as applications and service requests, 
while also looking for buildings and 
amenities that are safe, reliable and 
accessible. Operators should consider 
which services, apps, technology and 
shared amenities make sense both today 
and in the future, to save time and make 
residents’ lives safer and easier.

WHAT DO APARTMENT 
RESIDENTS WANT?
The 2020 NMHC/Kingsley Associates 
Apartment Resident Preferences 
Report surveyed nearly 373,000 
apartment residents from 5,336 
professionally managed apartment 
communities before COVID-19, 
providing valuable business 
intelligence and insights that are even 
more relevant today.

Technology was at the forefront of 
the survey, with connectivity, smart 
home and living a fl exible lifestyle 
garnering signifi cant attention. Some 
key fi ndings:

• 92% of residents responded that 
high speed internet is important or 
very important with 75% providing 
a similar response for pre-installed 
Wi-Fi and 69% for community Wi-Fi.

• 77% of residents responded that 
they are either interested in smart 
thermostats or won’t rent without 
them; 72% had a similar response 
for smart lighting and 66.8% for 
smart locks.

• 55% of residents said that they 
would work (at some point in 
time) from a well-equipped onsite 
business center, a trend that will 
continue (and increase) over the 
next year or so as the world waits 
for a vaccine and/or businesses 
increasingly encourage workers to 
work from home.

Source: https://www.nmhc.org/globalassets/
research--insight/research-reports/resident-
preferences/nmhc_kingsleyreport2020_
infographic.pdf

I

Advancing automation, tech-driven 
amenities, and community building is 
key to winning—and keeping—today’s 
tech-savvy residents.
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eading innovators in residential 
real estate are using technology 
to create dramatically enhanced 

experiences for their residents, which 
can ultimately drive both higher rents 
and improve resident retention rates. 
Strategies and products include:

• Smart home technology 
and home automation
Providing residents with an 
interconnected suite of products such 
as smart locks, smart thermostats, 
smart lighting and smart alarm 
systems enables easy home access 
and control from anywhere in the 
world.  This can create a sense of 
ownership and customization – 
essentially turning a house into a 
home. Having a portfolio wired with 
smart home technology also allows 
operators to execute self-showings, 
eliminating the need for extraneous 
in-person contact.

• Technology-driven amenities
Leading developers and operators 
are looking at today’s amenity spaces 
differently, especially as residents 
change the way they live. Fitness 
centers now include connected 
equipment that enables virtual 
fi tness classes, common areas offer 
work-from-home/coworking spaces, 
and Wi-Fi internet connectivity is 
prioritized throughout public spaces. 
Leading up to the pandemic, 20% of 

apartment renters telecommuted 
at least once a week,5 and now that 
the pandemic has forced many to 
work remotely, a property that isn’t 
properly wired may not be viable 
for any kind of renter. Meanwhile, 
property management apps 
integrated with smart technology 
enable residents to self-book their 
time at the gym, conference room 
or outdoor kitchen, providing 
additional convenience while 
keeping people safer.

• Community building
Residents are often looking for a 
sense of community. This can be 
achieved by arranging seasonal 
events and get-togethers, but is 
increasingly occurring on resident 
apps and social media platforms, 
which play a major role in creating 
digital communities dedicated to 
individual properties or regions. 
These can bring like-minded people 
together and generate a sense of 
belonging or home, thus encouraging 
long-term resident retention. With 
the onset of COVID-19, savvy owners 
quickly pivoted to offering virtual 
events, such as online fi tness classes 
and cooking events. Residents’ use 
of these digital offerings provides 
operators with valuable data on 
resident preferences, allowing 
owners to better serve residents 
based on which amenities are used 
or which events are well-attended.

OPERATING EFFICIENCIES
Increased competition across rental 
housing has driven asset prices higher 
and compressed potential returns. 
As a result, owners and operators 
continue to search for ways to leverage 
technology and innovation to reduce 
overhead expenses. For example, smart 
thermostats and sensors installed in 
model suites and vacant units can be 
used to monitor the temperature and 
reduce energy costs when units are not 
occupied. In addition, smart locks and 
fob technology can be added to reduce 
rekeying costs and facilitate self-tours, 
where potential residents can view 
properties without being accompanied 
by a leasing agent. Automated parcel 
lockers or rooms can also address the 
physical requirements of today’s volume 
of deliveries while reducing the burden 
on the concierge.

Artifi cial intelligence (AI) is also being 
used to drive cost savings. For example, 
call centers can manage increasing 
volume using Interactive Voice 
Response (IVR) instead of live operators, 
and chat bots (computer programs 
designed to simulate conversation with 
human users) can be used to respond to 
online inquiries. 

As new technologies continue to emerge, 
so will new opportunities for innovation and 
disruption in US rental housing. 

Companies that have joined the proptech 
revolution will outperform in the long run.

NEW TECHNOLOGY = OPPORTUNITY

L
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DATA & ANALYTICS
The volume of data generated by a large portfolio of multi-
family units or single-family rental homes is immense. 
However, not all owners or operators know how to effectively 
collect, organize and mine that information to make informed, 
data-driven decisions.

Imagine the potential for apartment building owners to analyze 
the past five years of performance on a resident-by-resident 
basis as they determine how to deploy their marketing budgets. 
Imagine how much data is generated by in-suite thermostats in 
single-family rental homes and the savings that can be realized 
by using that data to determine whether an air conditioning 
unit is taking longer to cool a home this year compared to the 
prior year, meaning it may be ready for a service call. Even 
cleaning staff can benefit from such data by using it to identify 
common areas that may need extra attention—while passing 
over areas that weren’t used that day.

In many regards, data is being captured but not yet effectively 
analyzed and incorporated into operations and investment 
processes. Over time, industry leaders will drive incremental 
performance through data and analytics.

As new technologies continue to emerge, so will new 
opportunities for innovation and disruption in US rental 
housing. Companies that have joined the proptech revolution 
will outperform in the long run. In addition to asking the 
typical diligence questions when evaluating real estate 
opportunities, thoughtful investors should also consider asking 
about strategies for innovation and the use of technology 
moving forward—there should always be a plan for adding 
and using technology and data. They will be likely be rewarded 
outsized performance.

About the Author
Jonathan Ellenzweig is Chief Investment Officer for  
Tricon Residential, which owns and operates approximately  
30,000 single-family rental homes and multi-family rental units  
in 21 markets across the United States and Canada, managed  
with an integrated technology-enabled operating platform.
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NewVantage Partners (NVP), a 
boutique management consulting 
firm focused exclusively on leading 
data-driven business transformation, 
conducts an annual executive survey 
on the state of Big Data within Fortune 
1,000 companies. In the most recent 
survey from 2018, 79% of respondents 
indicated that they fear disruption and 
potential displacement from data-driven 
competitors (up from 47% in 2017). As 
a result, 97% of executives report that 
their companies are actively investing 

in building or launching big data and 
AI initiatives. Survey participants are 
largely in financial services, insurance, 
pharmaceuticals, manufacturing and 
technology. Real estate companies 
should watch this closely and make 
similar investments in big data and 
artificial intelligence to ensure they can 
disrupt, rather than be disrupted. This is 
even truer in a pandemic.

Source: http://newvantage.com/wp-content/
uploads/2018/07/MIT-Bean-Webinar-2018-slides-
FINAL-071818.pdf

INVESTING IN BIG DATA AND ANALYTICS
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UGLY 
DUCKLING,  
OR SWAN?

Stefan Wundrak, Head of Research, Europe 
Nuveen Real Estate

Gone are the days when industrial was a niche sector 
not worth most institutional investors’ attention. But 
over the last five years, what is now called “logistics” 
in Europe has firmly established itself as one of the 
key sectors on par with office, retail, and residential.

AFIRE46
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On a square foot/meter basis, 
historically lower-value assets such 
as logistics, data storage, or parking 
garages have been pushed out of 
these centralized locations, while 
the demand for such services has 
increased. Shopping in cyberspace 
still results in a physical good being 
delivered, and streaming video requires 
data infrastructure instead of a nearby 
movie theater. In the competition for 
space, land values and consequently 
rents, for industrial-type properties 
have increased.

THE INDUSTRIAL  
FAMILY IS EXPANDING
Within the umbrella term of industrial 
property, logistics as a sub-type has 
grown into a sector on its own, driven by 
the rise of e-commerce. Other segments 
of the industrial family are on the 
verge of becoming sectors in their own 
right, too. With the development of the 
digital economy, data centers are the 
next frontier, where a mixture of REITs 
(mainly in the US) and private market 
capital (mainly in Europe) are shaping a 
new distinct asset class with huge growth 
potential. Data centers must be near their 
customers, which are consumers as well 
as businesses. Additionally, the extensive 
power and security requirements mean 
they are usually located in urban areas, 
competing for sites with other industrial 
use types, such as self-storage, parking 
garages, and in the near future, energy 
storage facilities. 

Apart from the fact that these facilities 
need similar types of locations, they 
are all driven by technology trends and 
changes in other parts of the economy 
that transcend real estate. The rise of 
co-working has led to more business 
demand for self-storage, while the 
growing trend of micro-apartments has 
done the same for household self-storage 
requirements. More people working from 
home due to the COVID-19 pandemic 
generated a new market for cold storage 
and dark kitchens to satisfy the need 
of more meals being delivered to and 
consumed at people’s homes. The future 
of parking facilities depends on the 
development of driverless cars as well as 
households’ location decisions, which in 
turn are driven by the future shape of 
office work.

Exhibit 1: The Industrial Family
Source: Nuveen Real Estate, 2020

While people’s lives are growing increasingly virtual, which is causing havoc for retail 
real estate—and now also challenging offices with more home working—the world 
of physical goods appears to be thriving across all global markets. The key to that 
counterintuitive development lies in the ever-more comfortable lifestyles consumers 
enjoy in ever-more urban cities. Over the last decade, successful cities have seen real 
estate values, especially sought-after central districts, increase enormously on the 
back of office, hospitality, and residential uses vying for the same locations.

INDUSTRIAL

1.

©
iS

to
ck

.c
om

/a
nd

ri
an

o_
cz



AFIRE48

HOW THE PANDEMIC FUELS  
THE RISE OF LOGISTICS
The pandemic and subsequent severe recession has caused 
friction in many parts of the real estate market, especially in 
retail, hospitality, and office. In contrast, many parts of the 
industrial market are set to benefit, most obviously, the logistics 
sector. Lockdowns, fear of infection, and other restrictions 
have encouraged more consumers to shop online, even for 
products like groceries that have previously seen lower online 
adoption rates. Several years of online sales growth have been 
condensed into 2020 alone, and many consumers have tried 
online shopping for the first time.  This means that countries 
lagging behind (i.e., Japan, Australia, Spain, Poland, etc.) 
are seeing faster growth, while cities with previously lower 
e-commerce penetration are set to catch up.

Logistics is also boosted by shifts on the production side. The 
trend of nearshoring is expected to accelerate demand for 
logistics closer to European production sites and consumers, 
while concerns about future supply chain disruptions are 
already leading to higher levels of inventory. Social distancing 
rules have spurred automation efforts in a bid to increase 
efficiency, address labor shortages, and create breathing space. 
Yet none of these trends are new—they are simply re-enforced 
and accelerated by the global pandemic.

INDUSTRIAL REAL ESTATE  
IS SET TO OUTPERFORM
Logistics and other emerging subtypes of industrial are 
structurally well placed to deliver performance for investors, 
with social, demographic, and technological changes providing 
strong tailwinds. Industrial used to deliver strong income 
returns but did little for capital growth. This has been turned 
on its head, and now, value increases are the main motivation 
to invest into the sector, with investors benefiting from both 
rental growth and cap rate compression.

It is therefore not surprising that despite the deep recession, 
Nuveen projections indicate robust rental growth for the 
majority of European cities over the next five years (Exhibit 3).

It is also not surprising that investors are prepared to pay 
a high price to get exposure to this growth. For example, 
the prime net yield for the very best logistics in Europe is 
3.3%, only 40bps higher than the prime office yield of 2.9%. 
However, these price levels do not indicate the existence of a 
bubble, with interest rates forecasted to remain ultra-low, and 
fundamental demand from occupiers expected to stay strong 
for years to come. Nuveen’s projections suggest that yields may 
be even lower in future (five years) in markets such London, 
Copenhagen, Vienna, Lisbon, or Stockholm. Some markets 
look relatively pricey in comparison, but generally the gap to 

Exhibit 2: The Pandemic 
Reenforces Trends Favoring 
Logistics
Source: Nuveen Real Estate, 2020

LOGISTICS

2.

Logistics and other emerging subtypes of industrial 
are structurally well placed to deliver performance 
for investors, with social, demographic, and 
technological changes providing strong tailwinds.
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future expected yields is less than 5bps. 
But even if yield shifts of that magnitude 
were to occur, capital growth would 
remain positive due to rental growth. 
Additionally, assuming that buyers 
in Madrid or Milan benchmark their 
investment with the Eurozone risk-free 
rate, instead of the higher bond yield 
of their home market, this outward 
yield shift pressure would be cancelled 
completely. Other key regions around the 
world look pretty similar, fundamentally. 
The prime market yield is currently 
around 4% in Tokyo, which we expect to 
harden towards 3.5%, while Singapore, 
with its leasehold structure limiting 
rental growth, is forecast to see yields fall 
from 6.9% to 6.7%. 

It is somewhat ironic that the rise of the 
digital economy is leading to the rise of 
industrial—long-considered to be the 
most generic property type. However, 
it’s not popularity or elegance which 
makes industrial so successful; it is 
inescapable necessity as substantiated 
by consumer behavioral trends. No 
video streams without data centers; 
no package deliveries without 
distribution hubs; no goods are even 
produced without light industrial; and 
no cooked meal is delivered without 
a dark kitchen. Therefore, we can 
argue that while very few industrial 
buildings would be considered to have 
the beauty and stature of a swan, the 
sector has found a permanent and 
ever-more welcome home in real estate 
investment portfolios.

About the Author
Stefan Wundrak is Head of Research, 
Europe for Nuveen Real Estate. The 
latest insights from Nuveen Real Estate’s 
market-leading global research team can 
be found at nuveen.com/global/thinking/
real-estate.

Exhibit 4: Prime Yields 
for European Cities in Q3 
2020 in Comparison to 
5-Year Outlook
Source: Nuveen Real Estate, 2020

Exhibit 3: European City 
Logistics Rental Growth
Source: Nuveen Real Estate, Q3 2020
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THE THE 
FUTURE FUTURE 
IS FLEXIBLEIS FLEXIBLE
The world is changing and so is the way we work. 
What are the steps investors and managers should take 
to set up office assets for the future?

55% 
executives prepared to 

expand options  
for employees to work 

outside the office

2020
2021 
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WFH

[Reprinted with permission from “Creating the office of the future” 
from strategy+business. © 2020 PwC. All rights reserved. PwC 
refers to the PwC network and/or one or more of its member firms, 
each of which is a separate legal entity. Please see www.pwc.com/
structure for further details. www.strategy-business.com]

The corporate office is on the brink of a major 
renovation. The lockdowns that began in the US in mid-March 
in response to the novel coronavirus created an extraordinary 
migration as employees across the country began working at 
home. People patched together ways to keep going when the 
lights went off in office buildings, and, for the most part, it has 
worked: In the June 2020 PwC US Remote Work Survey, three 
out of four employers called work from home (WFH) a success.1

It’s no surprise, then, to find widespread interest in maintaining 
some form of WFH once the pandemic recedes. Everybody benefits. 
Employees avoid lengthy commutes and spend more time with their 
family. Employers have access to talent regardless of location, improve 
resiliency through a distributed workforce, and reduce expenses by 
optimizing their real estate footprint. Even the environment gets a 
break thanks to fewer people commuting, less business travel, and less 
heating and cooling of office space. The Remote Work Survey shows 
that 73% of employees would like to work remotely at least two days 
a week, even once COVID-19 is no longer a concern. Similarly, 55% 
of executives are prepared to expand options for employees to work 
outside the office.

This turnabout in perspectives is striking. The prevailing view just a 
few months ago held up the office as a strategic asset to appeal to a new 
generation of workers located in urban areas, with open-space designs 
and room to play. Today, skeptical executives who believed employees 
could not be productive away from the office have come around, or at 
least have softened their views, and see that working from home can be 
effective. Now many large companies across industries have announced 
their intent to let employees work from home at least part of the time 
going forward.2

As a flexible WFH model appears likely to become the norm, the role 
of the corporate office and its physical footprint are coming under 
scrutiny. Right now, almost all office workers are working remotely. 
Will we see the same level of collaboration and productivity when some 
are in the office and others at home? We’re all leveraging relationships 
that we have built in the office through the years; how do we build new 
networks when veteran employees leave and new employees are hired?

The pandemic has shown that the real prize in remote work is not 
reducing real estate costs — it’s fostering a stronger sense of resiliency. 
In the future, remote work will also allow greater access to a diverse 
pool of talent, regardless of where it is located. Our surveys show a 
small percentage of employees prefer to work remotely all the time, so 
it’s important to assess what flexibility means for them. Meanwhile, 
other employees will want to socialize with team members and feel that 
they are part of the organization. How many people will need a place 
to collaborate with colleagues in person, and how often?

The answers to these questions will determine both the success of a 
business and the extent of the physical remodeling that companies will 
need to do. As leaders think about the role of their corporate offices 
and how and where their employees work once coronavirus concerns 
recede—whether it is this year or further in the future—they must 
clearly define the reasons for employees to return to the office.

73% 
employees want to  

work remotely at least 
two days a week
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1.      Redefine the Role of the Office

Start by defining the purpose of the office in your organization. 
Go through a careful evaluation of what happens in your 
spaces. What is valuable enough to keep your people coming in? 
A significant number of companies outside the manufacturing 
sector have shown they can work from home effectively, so 
pinpoint the reasons people need to come back to the office. 
Indeed, the office may be evolving from a default location 
where employees go to get their work done to a destination that 
employees visit for specific purposes.

Consider the work that people do. We call this exercise the  
Six Cs. Each C can be mapped to give employers an idea of 
physical and productivity space needs.

• Creating work Products 
Analyzing data, doing research, processing orders, 
and writing documents. These “heads-down” tasks are 
often performed individually, and largely can be done 
independent of an office location as long as the employee 
does not require specific equipment or physical  
documents tied to the office.

• Collaborating 
Brainstorming ideas, developing plans, and solving 
problems with colleagues. Collaborating with colleagues 
was one of the top reasons many employees went to the 
office, according to PwC’s Remote Work Survey. Working 
from home during the pandemic has highlighted forms of 
collaboration that can still be effective when participants 
are not together in person. When does being “in person” 
make a measurable difference?

• Communicating 
Sharing information, giving status updates, asking for or 
providing feedback, and answering or following up with 
clients. Many communications can (and now do) take place 
over video, email, chat apps, or the phone. Again, when 
does communicating “in person” make a difference?

• Coaching 
Developing employees and providing feedback. Prior to the 
pandemic, coaching was often done face-to-face. However, 
because it’s largely a one-on-one exercise, most coaching 
could be virtual.

• Committing 
Making decisions and committing to actions. Commitments 
are often determined in formal settings, such as steering 
committee meetings, and sometimes in discussions among 
peers or between a manager and an employee. How and 
when do commitments happen in a given organization?

• Community Building, or Corporate Culture?  
Forming relationships through daily interactions.  
Some of these interactions purely involve work, but  
not all. Social activities help colleagues get to know one 
another as individuals and form relationships that benefit 
the work environment.

Although the last several months have shown that almost all of 
these activities can happen virtually at least some of the time, 
in the longer term, a portion of them will also take place in the 
office. So how will the split evolve? Once leaders have mapped 
what their workforces do, how much time they take to do it, and 
where being physically present adds value and boosts results, 
they can plan not only the size but the layout of their offices.

The creation of work products, as defined above, can largely 
move away from the office — and so can communicating, via 
virtual conference calls or team updates. Much of coaching 
can be handled virtually, too. Collaborating, committing, and 
community building, however, are team engagements at their 
core. Although much of that engagement can be virtual, in-
person engagement is most valuable for these activities.

Four actions to transition to 
the office of the future
No solution works for every company. Executives will 
need to figure out their own path, given the scale of 
potential changes. But these four steps will help.

4
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2.      Define Work-from-Home
           Guidelines
The Remote Work Survey anticipates a 
flexible WFH model in which employees 
work in the office a few days per week 
once COVID-19 is no longer a concern. 
This generality, however, will apply to 
employees differently depending on their 
specific roles, with tailored approaches 
for greater workweek flexibility. When 
planning, it can help to create specific 
employee personas and map their 
activities, requirements, and propensities 
for home or office working based on  
the Six Cs.

Here we’ve divided these employees  
into four groups: collaborators, 
connectors, residents, and rovers, and 
have estimated the target time they 
would spend in an office.

Collaborators work in teams, but not 
necessarily in an office space. Think of 
research scientists, project managers, 
engineers, or designers. They may 
need powerful computers or access to 
specific equipment. And there are times 
when being together in person is more 
productive, such as a creative visioning 
session. Yet, as routine meetings and 
status checkups increasingly take 
place virtually, their need for time on 
premises could decrease significantly.

Connectors are typically the corporate 
support staff, including IT developers, 
marketing and public relations 
professionals, accountants, and 
human resource specialists. They have 
varying working patterns and can work 
in multiple areas within a company 
location. They work at their desks and 
in conference rooms. Target times on 
premises could decline by as much 
as two-thirds with enhanced remote 
working tools.

Residents are the traders, engineers, 
loan processors, and designers who 
need specific equipment, customized 
terminals, or powerful computers in the 
office to do their job. They work alone 
frequently but may require a specific 
space and specific tools. Mobility for 
this group will be more limited.

Rovers—the client-side consultants 
or sales executives—also work alone 
frequently, but they can work anywhere. 
Reducing expectations for their need 
for office time to as little as 10% is not 
unreasonable—that would mean two 
days a month in the office. This is likely 
to have been close to normal for some 
rovers even before COVID-19.

How much time will these employees spend in the office?
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3.     Remodel the Office

According to the analysis above, the 
office of the future is primarily a space 
for collaboration and community 
building, though some tasks do require 
individual workspaces. Few floor plans 
are ready for this focus now, and given 
the pandemic hiatus, the remodeling 
that is currently going on is working in 
the other direction: Executives at many 
companies are retrofitting their offices 
with a “safety first” mind-set, putting up 
social-distancing barriers to shield people 
from one another and reducing the office 
capacity to half or even less of what it 
was before the pandemic.

For the office to serve its new and more 
specific future purpose of enabling 
collaboration and community building, 
a different kind of major remodeling 
is ahead. We anticipate that assigned 
offices and desks, that is, spaces 
reserved for individual work, will 
shrink significantly and be converted 
into unassigned, hotel-type seating 
arrangements with less square footage 
per seat than is the case today. In return, 
space for socializing and collaborating 
will increase. Huddle rooms will prompt 
ad hoc collaboration of two to four 
people; larger conference rooms will host 
decision-making meetings; hubs will 
enable project teams to work together. 
These collaboration spaces will be 
equipped with tools and technology to 
enhance the experience. For example, 
team hub rooms will be configured with 
“white walls” for brainstorming and 
powerful videoconferencing technology 
for seamlessly patching in remote  
team members.

Once a business maps its groups, it will 
have a better sense of what is needed in 
a physical office. Suppose your rovers 
need to be in the office 10% of their 
time or one day every two weeks: If 
you have 1,000 rovers, that translates 
into 100 seats. Now factor in density, 
or the total space needed for a group. 
Different groups will use the office space 
differently and thus will need different 
types of spaces. Many companies will 
need significant renovation and an 
investment in hoteling and basic space 
reservation systems, as well as phone 
routing systems.

One final consideration: As a result 
of the pandemic, some companies are 
questioning whether to diversify from 
a single, large office in a major urban 
center to a hub-and-spoke model, with 
one or two offices in urban locations and 
a handful of outposts in the suburbs. 
The outposts may shorten commutes for 
suburban workers while still enabling 
collaboration and enhancing business 
continuity. In addition to owning or 
leasing dedicated offices, companies may 
consider coworking spaces in order to 
increase flexibility and access for their 
much more mobile workers.

4.      Update Your Ways  
of Working

Companies that want to make an office-
wide shift to flexible remote work will 
fail if they do not define how ways of 
working will change in this new model. 
Pre-pandemic, policies, processes, and 
the implicit and routine ways of working 
were defined with an assumption that 
most of the workers were in the office 
most of the time. Now that a large 
number of corporate employees are 
working from home, those assumptions 
have already gone out the window, and 
legacy ways of working have become 
insufficient or even obsolete.

Office-centric ways of working 
institutionalized how employees engaged 
with each other, and collaboration 
and innovation would often occur 
organically in hallways or over coffee. 
(Bell Labs figured that out in the 1950s 
and designed corridors specifically to let 
people bump into one another.) Only a 
third of US workers in PwC’s June 2020 
Workforce Pulse Survey rated the tools 
and resources for collaboration and 
communication in their organization as 
“very effective.”3 

Yet the flexible work arrangements 
everyone has been using to cope with the 
pandemic are redefining these norms. 
As a result, you will need to deliberately 
establish ways of working that allow for 
serendipity but don’t risk teams settling 
into recently improvised ways of working 
that can create confusion and frustration. 
These new ways of working benefit the 
employees not only in the short term but 
also in the longer term as they develop 
new skills and enhance their own 
employability. To define these new  
ways of working, the following elements 
are needed.

The office of the future 
is primarily a space 

for collaboration and 
community building,
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• Standards and Guidelines 
Establish the parameters of work 
for regular activities. Set standards 
for when people are available and 
how key performance indicators are 
reported and measured. Outline what 
a successful meeting looks like and 
how action points are allocated  
and reported.

• Routines 
Remote working requires specific 
routines, depending on what people 
do. Some teams need daily huddles, 
others weekly catch-ups. Social events 
can also be programmed.

• Tools and Technology 
The infrastructure of remote 
collaboration was cobbled together for 
the pandemic. Some companies had 
protocols in place and robust file-
sharing capabilities. Others did not. 
These technologies will now have to  
be standard, secure, and 
straightforward to use.

• Risk and Controls 
Data protection is always top of mind, 
but in a remote working environment, 
the cracks are all too evident. If 
the company email system fails 
or a file transfer system crashes, 
work-arounds using personal email 
accounts can severely compromise 
corporate data. And considering how 
many people are accessing systems 
and trying hard to do their jobs, 
keeping tabs on these activities is 
not easy. Companies are scrambling 
to keep up. Given that cybersecurity 
and data protection will remain a top 
priority, getting this right now should 
be an urgent concern.

For example, consider how a manager 
coaches an employee in a mobile world. 
The manager will need new standards 
and guidelines that outline what good 
coaching and feedback look like. He or 
she may define new routines that call 
for daily check-ins and feedback on the 
quality of the work product; monthly 
30-minute one-on-ones to focus on 
the employee’s performance and career 
development; and a midyear check-in for 
a more comprehensive progress review.

The office and ways of working as we 
have known them are gone. In their 
place, we have a rare opportunity to 
redesign where and how we will work. 
The view will be worth the climb: On 
the other side, we can provide employees 
with better experiences and help them 
acquire skills they can take with them 
through their career. We can reconfigure 
our spaces to ensure collaboration, 
innovation, and productivity, and reduce 
operating expenses. We can build in 
more diversity and inclusion and increase 
environmental sustainability. The lead 
time is long—it could be two to three 
years—to plan for the new footprint, 
find new sites, remodel the offices for the 
company’s needs, and transition. 

The time to start planning is now. Let the 
remodeling begin.

About the Author
Deniz Caglar is an advisor to executives 
on strategic cost and organizational 
transformation for Strategy&, PwC’s 
strategy consulting business. Edward 
Faccio is a partner with PwC US and Erika 
Ryback is a director with PwC US, both 
advising organizations on corporate real 
estate strategy and transformation. 

Notes
1  PwC, “PwC’s US Remote Work Survey,” PwC.com, 

updated June 25, 2020, https://www.pwc.com/us/
remotework

2  Justin Harper, “Coronavirus: Flexible Working 
Will be a New Normal after Virus,” BBC.com, 
updated May 22, 2020, https://www.bbc.com/news/
business-52765165

3  PwC, “Workforce Pulse Survey,” PwC.com, updated 
June 15, 2020, https://www.pwc.com/us/en/library/
covid-19/workforce-pulse-survey.html
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How business values focused 
on regeneration can support 
an informed and enhanced 
response to COVID-19.

Jonathan F.P. Rose, Founder and President 
Jonathan Rose Companies
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WHAT IS A REGENERATIVE BUSINESS?
Despite an emerging literature on regenerative business, 
very few authors clearly define what a regenerative business 
is. For example, the 2014 HBR article, The Seven Laws of 
Regenerative Enterprise only defines a regenerative enterprise in 
its last sentence, as “one that thrives forever.”1 Carol Sandford, 
in her book, Regenerative Business, never defines a regenerative 
business, but defines regeneration as “a process by which 
people, institutions and materials evolve the capacity to fulfill 
their inherent potential in a world that is constantly changing 
around them.”2 

Perhaps the best definition comes from John Fullerton’s 2015 
White Paper Regenerative Capitalism, How Universal Principles 
and Patterns Will Shape Our New Economy in which he 
describes regenerative capitalism as “the application of nature’s 
laws and patterns of systemic health, self-organization, self-
renewal, and regenerative vitality to socioeconomic systems.”3

We define a regenerative business as one whose purpose, 
products, and processes enhance the ecological and social 
commons. Real Estate is particularly well suited for this.

DEVELOPING COMMUNITIES  
OF OPPORTUNITY
The US was founded to be a land of opportunity. The 
uneven distribution of opportunity, environmental quality, 
and health by zip code is a fundamental misallocation of 
justice. If we are to create a fair and just society, then it is our 
moral imperative to overcome this. We believe that housing-
centered communities are the platform to achieve social and 
environmental equity. 

There is now much data indicating that health, education and 
the other conditions of opportunity are poorly distributed. 
For example, people living in the healthiest zip codes will 
statistically live 20 years longer than those living in the least 
healthy. Those in the best school districts will have a 20-times-
better chance of attending college then those living in the worst. 

Because real estate is grounded in physical places, it has the 
capacity to contribute to the regeneration of the community  
it is part of. 

Our company’s purpose is to regenerate the fabric of 
communities, by creating communities of opportunity, in which 
every resident and employee has equal access to opportunity, 
environmental quality, health, and wellbeing. 

In this time of rising economic 
volatility, climate change, income 
inequality, racism, and social and 
political polarization, real estate 
companies are subject to increasing 
uncertainty and stresses on their 
businesses, employees, customers, 
and suppliers.

These became exacerbated when the 
COVID-19 pandemic reached the US. 
Because our company has long aspired to be 
a regenerative business, we had developed 
capacities that increased our resilience, 
and our ability to respond to the health and 
economic stresses of the pandemic.
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Our prime products are the development of new, green, 
affordable and mixed income housing, and the acquisition and 
renovation of existing affordable and mixed income housing. 
Because there is a strong demand for these, they remain fully 
occupied regardless of the economic cycle.

Our processes are to make our buildings as green as is 
economically viable; saving energy and water and using as 
many non-toxic materials as possible; and to develop programs 
that connect our residents to social, health, and educational 
services—partnering with an ecosystem of nonprofit 
organizations to provide these services.

We fund this work with public/private partnerships and private 
equity impact funds. These have helped us grow our top line 
from $92 million in 2017 to $202 million in 2019, while 
providing our investors—typically health system endowments, 
foundations, universities, nonprofits, and high-net-worth 
families—with reliable returns to carry out their work,  
and information on the role of housing and the social 
determinants of health. 

RESPONDING TO COVID-19
When COVID-19 emerged as a threat to our residents, 
employees, and potentially to the bottom lines of our 
properties, the conditions set by our commitment to 
regeneration prepared us to be able to respond well.

We had a product—affordable and mixed-income housing—
with a stable population, so we experienced no increase 
in vacancy.

At the property level, our green building processes established a 
focus on the health of our residents and employees. The use of 
non-toxic cleaning materials and circulation of clean filtered air 
provided a base to work from.

Our social, health and educational programs provided us with 
pre-existing systems for resident engagement that were essential 
to maintaining resident communications and health.

At the corporate level, we designated one person to coordinate 
our response, and brought together a cross-sectoral group 
of leaders to develop solutions. We actively participated in 
industry networks to share our lessons and learn from others. 
We tracked key indicators such rent paid, and infections 
reported daily.

We set our prime goal as the protection of the health of our 
residents and employees. Seventy percent are low income 
seniors, a very vulnerable population, so we moved quickly, 
agreeing that an over-reaction would be more protective  
then to under-act.

To do so, we scoured the web for reliable information on the 
disease and its containment. We very quickly identified three 
key strategies: social distancing, personal protective equipment 
(PPE), and the frequent disinfection of common elements. 

We then needed to determine how to carry these out. We closed 
our community rooms, and figured out how to shift their 
programs, such as senior feeding programs and food banks, 
from collective events to safe person-by-person distribution. We 
developed phone calling systems to stay in touch with our most 
vulnerable residents. We expanded ways to keep our properties 
operational and ensure we were able to deliver services to 
our residents while at the same time reducing the possibility 
of transmission and contributing to the national objective of 
flattening the curve. We had to change the ways in which  
we interacted with our residents; for example, helping residents 
to pay their rent without coming to the office, and dozens  
of other issues.

We also sped up our efforts to pervasively adopt a modern 
digital workplace, which let us collaborate from a distance.

People living in the healthiest zip codes 
will statistically live 20 years longer 
than those living in the least healthy.

Squire Village, Image of fitness exercise: Gary Nelson

Grace West Manor, Community House, Computer Room:  
Jonathan Rose Companies
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The result of these efforts is that across  
a population of 22,000 residents,  
during the last six months, fewer than 
0.0055% of our population have  
reported confirmed or suspected 
COVID-19 cases.4

This positive outcome came from the 
following principles:

1.  Clearly identify the threat, its 
cause, and its likelihood of affecting 
properties, employees, residents 
and its prevention. To do this, 
real estate organizations need to 
grow their outward capacity to do 
research, and their inward capacity 
to understand what is going on at the 
property level.

2.  Bring together key managers 
across all sectors of the company to 
respond. Manage the cross-sector 
committee with the clear value that all 
voices matter, otherwise the lower-
level “field” staff are less likely to 
speak up. 

3.  Track data rigorously, and daily, to 
see and respond to emerging trends. 
For example, we began to track rent 
payments daily, to identify issues. 
We observed rents coming in later, 
because many of our residents pay 
with money orders and were reluctant 
to go out to buy them. We initiated a 
program to help our residents set up 
online banking and rent payment.

4.  Track budget implications carefully, 
but solving the crisis comes first. 
Establishing health as our number-
one priority, we added the cost of 
additional cleaning, PPE, gratitude 
pay, and other items to our budgets. 
However, social distancing, which 
closed down our lobbies and 
amenity spaces, reduced travel 
costs and lower turnover led to 
counterbalancing reductions in costs.

5.  Lead with your company values, 
focus on trust, identify causes of 
stress and its relief. Volatility brings 
stress to people, systems, budgets, 
and more. Stress and distrust 
undermine our ability to think clearly 
and comprehensively. As soon as 
it became clear that the pandemic 
would affect us, we launched weekly 
sessions on the company’s values, 
making it clear that our values 
would define our solutions. We held 
companywide town hall meetings. We 
were one of the first in the industry to 
pay our field staff extra “gratitude pay” 
for their service, and to implement 
rigorous processes to protect them, 
which helped our people feel valued.

6.  Communicate, communicate, 
communicate. We frequently reached 
out to our residents, staff, investors, 
lender partners, city leaders, and 
other stakeholders to keep them 
informed, and to learn.

7.  Use scenario planning to future cast 
key issues and approaches. We are 
now applying our lessons learned to 
future potential threats. For example, 
in the near term, we are concerned 
with chaos after the election, and the 
risk that it may cause supply chain 
delays, and potential social instability. 
To address these, we are ordering 
key items now to ensure we have 
sufficient supplies, and stockpiling 
them, while also carefully reviewing 
our property security plans.

Over a longer period, we are concerned 
about the impacts of climate change. 
Ensuring continuous, safe operations 
across our entire portfolio is vital to 
protecting our residents. We have been 
investing in systems and processes 
to assess climate risks and make our 
projects more resilient. For example, 
every property has a generator, in case 
the power goes out.

These are all steps that help us be a more 
regenerative company, enhancing the 
ecological and social commons.

About the Author
A keynote presenter at AFIRE’s September 
2020 Speaker Series, Jonathan F.P. Rose 
is the Founder and President of Jonathan 
Rose Companies and the the author of  
The Well Tempered City: What Modern 
Science, Ancient Civilizations and Human 
Behavior Teach Us About the Future  
of Urban Life.

Notes
1  Kim C. Korn and B. Joseph Pine II, “The 7 Laws 

of Regenerative Enterprises,” Harvard Business 
Review, HBR.org, updated November 17, 2014, 
https://hbr.org/2014/11/the-7-laws-of-regenerative-
enterprises.

2  Carol Sanford, The Regenerative Business (Boston: 
Nicholas Brealey, 2017), 2.

3  John Fullerton, “Regenerative Capitalism: How 
Universal Patterns and Principles Will Shape Our 
New Economy,” CapitalInstitute.org, updated 
April 2015, https://capitalinstitute.org/wp-content/
uploads/2015/04/2015-Regenerative-Capitalism-4-
20-15-final.pdf

4  As of August 2020.

KEY STRATEGIES: 
• Social distancing 
• Personal protective equipment (PPE) 
• Frequent disinfection of common elements
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ABOUT AFIRE
AFIRE is the association for international 
real estate investors focused on commercial 
property in the United States.

ESTABLISHED IN 1988 as an elite forum for real estate 
investment thought leadership, AFIRE members gather 
throughout the year to help each other become Better 
Investors, Better Leaders, and Better Global Citizens 
through conversations, research, and analysis of real estate 
capital markets, cross-border issues, policy, economics, 
technology, and management. 

MEMBERSHIP
AFIRE membership is exclusive, granted by invitation 
only, and currently includes more than 200 organizations 
from around the world representing institutional investors, 
investment managers, and service providers for real 
estate investing.

BENEFITS
AFIRE member companies are represented by delegates, 
such as C-suite and senior executives, and are able to 
access a wide range of benefi ts, including:

• Intimate and informative meetings

• In-depth analyses of US markets

•  Participation in original surveys and collaborative 
research

• Capital markets analysis and data

• Members-only updates on legislation and tax issues

•  Subscriptions to Summit, the offi cial publication 
of AFIRE

• Original publications and thought leadership

• Private membership directory

General Inquiries
+1 202 312 1400
info@afi re.org

Membership and Sponsorships
Lexie Miller
+1 202 312 1403
lmiller@afi re.org

Meetings and Events
Asmait Tewelde
+1 202 312 1404
atewelde@afi re.org

Media and Publications
Benjamin van Loon
+1 202 312 1405
bvanloon@afi re.org

TO LEARN MORE ABOUT MEMBERSHIP 
AT AFIRE, VISIT afi re.org/membership
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Underwriting and sponsorship opportunities are available to all AFIRE members and offer a 
wide range of benefi ts. To learn more, contact Lexie Miller, COO, at lmiller@afi re.org

AFIRE thanks our 2020 underwriters for their support of our programming and events.
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