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Fourth Quarter 2020 

 

 

With Vaccines on the Way Can a Global Recovery 

be Far Behind? 

 

The real estate sector has been at the epicenter for 

COVID-19, with winners hitting the bullseye like 

ecommerce, data centers and somewhat surprisingly, the 

housing sector.  The more traditional property types like 

retail, office and hotels/restaurants were the target – to 

avoid.  The result has been extreme levels of dispersion in 

performance with some companies trading at massive 

premiums to NAV while the “targets” were trading at or 

near historically wide discounts.  Given the massive 

dislocation in the underperforming real estate sector, we 

review below recent developments in the market and our 

expectation for the coming year that the sector will 

outperform for the following key reasons: 

 

▪ Massive amounts of “dry powder” globally 

targeting real estate investments which support 

higher prices for heavily discounted public real 

estate companies 

 

▪ Low interest rates combined with unusually high 

savings rates that should be supportive for both 

property owners and their tenants 

 

▪ Moderate to low supply conditions in most 

property markets – and very limited prospects for 

additions to supply 

 

▪ Attractive cash yields relative to prevailing interest 

rates 

 

Q4 Market Developments 

 

As the year ended, news of a number of variants of 

COVID-19 emerged just as many local governments had 

already begun to increase lockdowns and travel 

restrictions in an effort to contain the spread of the first 

version.  The progress on the vaccines continued 

throughout the quarter and the roll-out of vaccinations 

began by year-end, greatly improving consumer sentiment 

in the face of the otherwise dismal news of lockdowns and 

the discovery of a supposedly more contagious strain.  

Adding to the market turbulence were political events 

including the seemingly perpetual Brexit debate, the US 

presidential elections, and China’s efforts to assert its 

global presence despite opposition from various Anglo-

Saxon countries in particular – notably the US, Australia 

and Canada.   Governments and Central Banks have sought 

to offset some of these potentially negative forces by 

providing fiscal stimulus and maintaining a low interest rate 

environment.  However, the impact and duration of 

lockdowns in particular have proven problematic as the 

definition of a “lockdown” is highly varied, creating more 

economic uncertainty for businesses and consumers – and 

investors.   

 

The spread of COVID-19 has had numerous deleterious 

effects on the global economy, but one very notable trend 

that bodes well for the long-term has been the unexpected 

surge in the savings rate.  Increased uncertainty combined 

with the lack of opportunities to travel and dine out may 

account for the surge in the normally meager US savings 

rate as a percentage of disposable income.  This rate 

surged to 33% in April as the virus expanded throughout 

the country and is now hovering around a 13% rate, double 

the long-term averagei (Bloomberg, PIDSDPS Index, US 

Personal Saving as a % of Disposable Personal Income).  

Given such a high rate of savings, this augurs well for a 

rebound in spending once the lockdowns/mobility 

restrictions are relaxed or eliminated as the vaccines 

demonstrably reduce the spread of COVID-19.  

Bloomberg estimates that the total of excess savings was 

roughly $1.4 trillion by November, 2020 which could 

provide a substantial boost for growth in 2021.   

 

The surge in the savings rate phenomenon was not limited 

to the US as other countries like Australia experienced a 

record high savings rate of 22.1% in Q2 and declined only 

slightly to 19% in the third quarter, well above the pre-

pandemic level of 5.3%.  We would expect that the 

combined effects of low long-term interest rates globally 

as shown on the following page, continuing transfer 

payments (government stimulus) and such high savings 

rates will spark a surge in economic activity in the coming 
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quarters – provided that the vaccination rates continue to 

expand as well.   

While much of the world is headed into the dark winter 

months and the potential for more disease related 

challenges, some countries have clearly recovered from 

the worst of the economic slowdown attributable to 

COVID-19.   In such cases, the pent up demand for 

shopping and dining out has been substantial, as best 

exemplified by Singapore where the country is virtually 

back to pre-pandemic activity levels with the exceptions of 

travel and large gatherings (limit of 8).  The island nation 

was better equipped to handle the spread of the disease 

given its geographical advantage and heavily enforced 

measures to isolate and identify spreaders.  Our Singapore 

office reports that while office usage remains light as 

tenants are only allowed to go in 50% of the time – and it 

is closely monitored – the shopping centers (enclosed 

malls) are “packed” and retailers reported earlier in the 

year that they were achieving 80% of their pre-pandemic 

sales volumes despite reduced footfall.  The government 

has offered each resident $100 to use for local hotels to 

encourage “staycations” and help this hard hit industry.   

Public transportation systems are also reporting near 

normal crowd levels.  While not every market will 

ultimately experience its “Singapore moment”, we do 

expect a recovery in the retail and office sectors as and 

when the COVID-19 cloud lifts. 

 

Real Estate Sector 

 

Housing Sector – Surprising COVID-19 Winner.  A 

particularly intriguing result of the pandemic has been a 

global surge in housing demand, particularly outside major 

urban centers, reversing the trend of the past several years 

toward urbanization.  While the housing sector tends to 

be highly localized and idiosyncratic, several factors have 

led to this shift from urban centers to larger homes in 

more distant suburbs becoming a global phenomenon.  

Rising housing costs had been driving first-time buyers in 

particular to adjust to increasingly smaller home sizes, 

including “micro homes” (240sf) in Hong Kong, but the 

onset of COVID-19 forced employees to work from home 

(WFH) and its ultimate acceptability to their managers has 

altered the need to be closer to the office in more 

expensive, cramped conditions.  Toronto home prices hit 

a record high in 2020 despite the impact of COVID-19 on 

the Canadian economy and the UK recorded an annual 

price increase of 7.3%ii, the largest gain since 2014.  The 

country is reporting bidding wars for houses and “bubble 

talk” despite increased transaction taxes outside of urban 

areas as supply has not kept pace with demandiii.   

 

As we will analyze in greater detail below, the potential for 

this recent trend could ultimately affect the urbanization 

movement longer term as previously urban-oriented 

workers move to more distant locations and larger homes 

to accommodate an increase in WFH days.  The near term 

impact has been reflected in the share prices of companies 

that are more focused on urban environments.   

Conversely, demand for high quality office buildings in the 

major cities of the world remains robust among global 

investors, and the disconnect between public and private 

valuations has resulted in public companies trading at 

unusually large discounts to underlying property values. 

 
Source: Bloomberg.  See last page for additional information. 

 

The potential recovery in economic activity can be 

indicated by several data services which show levels of 

office occupancy by tracking electronic key dataiv and 

Apple’s mobility data which is now available for most cities 

and countries worldwide.  The latest Apple data (through 

January 1, 2021) indicates that for cities still operating 

under lockdowns or similar mobility restrictions like New 

York, London and Toronto, public transit is operating 60% 
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below pre-pandemic levels whereas Singapore and Tokyo 

are at or close to long-term averages.   

 

Work From Home (WFH) – Our View 

 

When employers first suggested their employees work 

from home earlier in the year, the expectation among 

many was that this would be of limited duration and that 

productivity would slump.  As one of our clients in Sweden 

noted, he was never sure if his team was working or 

“playing in the garden”.  However, as the duration of WFH 

increased, both employers and employees were able to 

operate more effectively than expected and rather than 

becoming a temporary phenomenon, the concept of WFH 

is now looking like a more permanent fixture in any 

employment contract.  We have reviewed a number of 

real estate industry discussion papers as well as an in-depth 

analysis of this recent development that most directly 

affects our industry published by the University of Chicago 

(UofC).  Unlike most other more anecdotal articles on 

WFH, the “working paper” is based on data collected over 

the period May through October after surveying 15,000 

people in a wide variety of markets.  Not surprisingly, the 

employers view of the efficacy and duration of WFH was 

lower than the employees but there were a number of 

other discoveries that were not so obvious.  The key 

points of our review of this research as well as from our 

other sources suggests the following: 

 

WFH will endure – according to the UofC study – and they 

cite five main reasons: 

 

▪ Stigma of working from home – known also as 

“shirking” from home is a non-issue now as noted 

previously.  In fact this study and others are 

reporting an improvement in productivity for a 

variety of reasons as noted below.  CBRE surveyed 

10,000 employees and their managers in 18 

countries and found that the employees were 

convinced that productivity had improved 

dramatically while their managers were less 

convinced 

 

▪ Positive benefits to employees/employers either 

through reduced commuting costs, greater psychic 

benefits, ease of managing household tasks 

 

▪ Benefit to GDP as workers/companies set up 

home offices and communication networks  

 

▪ Fear of proximity to others until a vaccine is fully 

implemented – crowded elevators, trains, dining 

halls are to be avoided for the foreseeable future 

 

▪ Innovation to facilitate a more flexible work 

environment is accelerating and could have long-

term impacts 

 

WFH appeal varies according to age, education level, and 

housing situation 

 

▪ Younger workers living in expensive cities – and 

thus small apartments – tend to have the greatest 

desire to return to the office 

 

▪ Older, more educated workers are more likely to 

prefer WFH and view it as a perk – and employers 

will probably agree to allow them to have greater 

flexibility in determining their work schedules.  

Some employers are already negotiating the value 

of this perk and adjusting paychecks downward as 

a means of reducing overhead.  According to the 

survey, the average employee valued WFH as 

equivalent to 8% of gross income 

 

WFH could affect office demand and therefore valuations 

in a variety of ways 

 

▪ Office space/workstation requirements  

Determining current and future needs is very 

challenging at the moment.  Space planners are 

allocating more conference rooms and wider 

corridors for social distancing, eliminating 

cafeterias, etc. – but after years of shrinking space 

per person, the trend will now be in the other 

direction 
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▪ The surveys from CBRE, Kempen and UofC 

suggest that employees will expect to commute 3 

days/week to the office while the employers are 

generally more comfortable with 4 days.  The real 

challenge will be in determining the number of 

employees expected to be in the office per day and 

adjusting space needs accordingly   

 

▪ Cushman & Wakefield’s 2020 global survey 

suggested that the range of employee expectations 

for increased WFH is wide, ranging from 82% for 

Spain to a low of 17% for Taiwan (the US is at 72% 

as is most of Europe)  

 

▪ Headquarters – a relic of the past?  While 

Blackrock has been clear with its employees that 

they will be returning to headquarters, the 

expectation is a move to a more of a hub and 

spoke system that greatly favors ex-urban 

markets.  Cities like Amsterdam and Washington 

DC which have few office towers may benefit 

while New York and London could experience 

weak office demand for many years 

 

▪ Increased operating costs for landlords.  

Higher cleaning costs and increased investment in 

ventilation systems will be required and older 

buildings may not be able to adequately handle 

either the retrofit or the social distancing needs.  

Also, high-rise buildings will need to reprogram 

elevator systems allowing for fewer occupants and 

stops per trip.  Lower rise buildings (4-5 floors) 

are preferred currently as the tenants can either 

ride or walk to their floors 

 

▪ Businesses that depend on office occupancy 

will struggle – restaurants, retailers, hotels – will 

suffer from the general lack of activity in city 

centers until the impact of COVID-19 wanes 

 

▪ Regardless of the ultimate determination by each 

company of its WFH policies, it seems clear that 

companies will seek more lease term flexibility and 

may be less inclined to take additional office space 

over the coming years.  The exceptions to this are 

markets like Tokyo, Singapore and Hong Kong 

where the leases are already short-term and the 

need to get out of their small living spaces will 

encourage greater office usage.  This generally 

negative trend has been effectively incorporated in 

current share prices for office-oriented REITs and 

property companies worldwide while the private 

market valuations remain at or near pre-pandemic 

levels, resulting in unusually wide discounts to 

NAV 

 

▪ Major cities not dead yet – just struggling.  One of 

the key benefits of a large city is the greater range 

of employment opportunities in case one’s current 

job is not panning out.  Relocating to a smaller city 

or rural environment and telecommuting may be 

problematic due to the relative lack of job options, 

particularly for younger, less experienced 

employees  

 

The real estate sector has been at the epicenter of the 

pandemic as normal daily life has been dramatically 

affected, with very positive consequences for some 

property types like data centers and logistics while office, 

retail and hotels have suffered all year.  During the fourth 

quarter, the more “gravity impaired” stocks – hotel and 

retail companies in particular -  attracted some investor 

interest given their distressed valuations and potential for 

recovery if the vaccine rollout becomes successful in 

impeding the progress of COVID-19 and its variants.   

 

While there was some recovery in the real estate sector 

in the fourth quarter, the sector remains one of the most 

depressed as exemplified by the relative performance of 

the MSCI US REIT index as compared with the S&P500 

Index.  Both indices hit their lows simultaneously in late 

March, however, the S&P500 Index has more than fully 

recovered from the sharp sell-off and is now 16% above 

its previous high, while the MSCI US REIT Index is 20% 

below the prior peak.   
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Source: Bloomberg.  See last page for additional information. 

 

Asia  

 

China.  As the impact of the virus has abated significantly, 

China’s economy is expanding and the government is using 

this opportunity to avoid the potential for bubbles to 

occur in the stock market as well as property market.  At 

the end of the quarter, the government announced a “hard 

cap” on bank real estate exposure aimed at slowing the 

pace of lending to the sector.  As we noted in the last 

Outlook, the government instituted a “three red line” 

policy to limit property companies access to debt (leverage 

limits, liquidity requirements) and now they are taking aim 

at the debt suppliers.  These macro prudential efforts 

should be able to minimize the chance of a bubble 

occurring as it had after the GFC in 2009-10 while at the 

same time, avoid damaging the economic prospects for this 

important sector.  It is expected that the larger banks may 

have to reduce their mortgage exposure by 1-4%, but the 

slack will be taken up by other banks not affected by the 

hard cap.  We also expect that this will continue the trend 

of strengthening the better quality developers which will 

gain market share over their less well-capitalized 

competitors who may start to falter as credit availability 

declines.  The publicly listed developers have borne the 

brunt of the efforts to shore up the financial system and 

are trading at wide discounts to NAV ranging from 35-50% 

despite strong demand for their products and stable to 

rising gross margins.  The downside risk is mitigated by 

dividends that are attractive and well-covered and are as 

high as 10% in some cases.    

 

The retail sector in China is performing well, especially the 

luxury goods retailers since the wealthy Chinese 

consumers are no longer able to travel as easily to their 

favorite shopping destinations – Paris, NY, London.  A 

recent report estimated that luxury goods sales rose 48% 

in 2020 over the prior pre-pandemic yearv. COVID-19’s 

impact is waning and resulting in far more shopping/dining 

out activity and our HK companies doing business in this 

market are reporting that retail sales and footfall are back 

to normal.  The office market is another matter as massive 

overbuilding has resulted in 20-40% vacancy rates in the 

major cities without accounting for the potential future 

damage from WFH. 

 

Hong Kong.  The riots in HK seem a very distant 

memory but the tightening of the China regime on the 

island continues with arrests and attempts to quell any 

anti-China rhetoric.  As the economy has slowed, the 

government is planning further stimulus measures, 

including a reduction in the double stamp duty on non-

residential transactions by 50%, from 8.5% to 4.25%.  The 

government is also seeking to make HK a vibrant REIT 

market by easing investment restrictions (allowing 

offshore investment) and other regulatory moves and non-

regulatory efforts to invigorate the market and awareness 

of REITs in general.  Home sales have been moving apace, 

with a recent launch by local developer Wheelock 

receiving 750 bids for 80 properties with a sticker price of 

US$ 2,600/sf after a 20% discount.  The government is also 

actively engaged in developing solutions for low income 

and more affordable housing for a city known for its 

“coffin” apartments.  HK property companies remain at 

40-50% discounts to NAV despite strong local demand for 

property.   Best exemplifying the strong demand for 

property was a  government land sale at the end of the 

year to local developer Wharf at the highest price ever on 

a per square foot basis – US $6,000/sf buildable area – for 

a total purchase price of US $1.6 billion.   

 

Japan.  The country has experienced a series of 

lockdowns, change of the Summer Olympics to 2021 and 

 -
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change of Prime Minister but the economy has been 

relatively resilient throughout.   Unemployment dropped 

to 2.9% in November and the services and manufacturing 

PMIs suggest that the economy is slowly recovering.  The 

impact of the virus and WFH affected the office market, 

but not as seriously as US and European cities and unlike 

those markets, the property companies in Japan are 

reporting stable rentals and leasing activity, although 

incentives have been rising to stimulate closings – 

companies are understandably more reluctant to commit 

to new space in this environment.  The retail market is 

recovering with sales at 80-90% of the previous year during 

the second half.  One of the country’s largest property 

companies, Mitsui Fudosan, reported that tenant sales held 

up even after the “second wave” of COVID-19 hit in 

August, although food and beverage tenants are in need of 

subsidies as their business remains 50% below prior year 

volume.  The government has also sought to stabilize the 

hotel industry which has been hit hardest by the loss of 

foreign tourist business by encouraging residents to stay at 

local hotels – the “Go To” campaign.  As of the end of the 

year, however, this campaign was suspended due to an 

acceleration in the spread of the virus.   

 

As in other markets, residential sales for larger housing 

units have been more robust ($1 million price range and 

above) as the wealthier residents seek more space for 

WFH.  The investment market has also been strong with 

cap rates stable supported by demand for high quality 

buildings from local and offshore investors.  Also mirroring 

other markets, the publicly traded real estate companies 

are heavily discounted to allow for further damage from 

the virus and are priced well-below the value of their 

underlying real estate by 35-45%.   

 

Australia.  As noted previously, the surge in the savings 

rate in Australia together with a more flexible Reserve 

Bank of Australia should support a recovery of the 

economy in 2021.  However, complicating matters has 

been the strident tone of comments between the 

country’s leaders and its largest export customer, China.  

While this could jeopardize the Aussie economy if it shifts 

into another gear, the tone seemed to have mollified by 

year-end, although the relationship remains an issue.  

AREITs provide a sizable dividend yield spread of 330 bps 

over the 10-year which should mitigate near-term 

downside risk if the economic trends soften.  Based on the 

latest employment data (November), the probability of a 

recovery is more likely with unemployment dropping to 

6.8% from 7% (peaked at 7.5% in August) and a rise in the 

participation rate.  Given the improving employment 

conditions and high savings rate, we favor companies with 

exposure to the retail sector that are well-capitalized.   

 

Singapore.   As noted previously, this country is well on 

the way to escaping the drag on its economy from COVID-

19.  Retail is particularly well-positioned for a recovery 

during Phase 3 as the reopening allows for expanded use 

of retail facilities and hotels which will be further enhanced 

with a gradual reopening of the borders to foreign travel.   

With such strong recovery prospects, the publicly listed 

property companies should be trading at or near fair value, 

but that is not at all the case – they are priced for a further 

debacle in the economy at discounts to NAV of 35-45%.   

 

Europe 

 

UK.  The seemingly endless debate over Brexit finally 

ended (?) as 2020 came to a close and while there is some 

form of agreement, uncertainty about the outcome 

remains, particularly with respect to the financial services 

industry which was essentially left out of the process.  As 

the Bank of England Governor Andrew Bailey remarked, 

Brexit will inevitably cause an economic slowdown but the 

job losses may not be as extreme as expected.  The latest 

tally of job losses from the UK to EU is 5,000 – but the 

variation in this number is wide and therefore not 

particularly reliable.  More importantly, London has been 

shifting its emphasis to technology/media industries to 

mitigate the impact of a weaker financial services sector.  

Of greater significance during much of the year was the 

highly variable approach to efforts to control the spread of 

the virus with London and much of the UK ending the year 

under some form of lockdown.  The demise of marquee 

retail names like Debenhams, Arcadia (Topshop), TS 

Lewin, to name a few were victims of the combination of 

COVID-19 and e-tailing as well as their own self-inflicted 

wounds from a loss of focus on their client base.  The best 
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example of the challenges in retail and the mall sector in 

particular was the case of Trafford Centre, one of the top 

malls in the country.  Trafford Centre was put up for sale 

and ultimately taken over by its main lender, CPPIB, after 

the highest bid of GBP 800 million was less than half its 

valuation at the end of 2019.   Landlords like British Land 

report their retail tenants are still struggling to pay rent, 

and collections are only 46% and require landlord 

assistance and turnover/sales based rents.  Office rent 

collections are in the 85-95% range and free rent for a 10-

year deal (if they still exist!) are reportedly 28 months as 

opposed to 24 months pre-pandemic.  Space available for 

sub-lease (gray space) has been rising rapidly and now 

accounts for about 30% of total vacancy and may be larger 

as it is difficult to measure precisely.   

 

Given all this relatively weak data, the public real estate 

companies are fully discounting these conditions, trading at 

25-35% discounts to market value.  However, as we have 

seen in many of other important markets, demand for 

everything but retail space has been strong, including 

office.  UK REITs British Land sold West End office 

buildings to Allianz at a 4.35% cap rate and Land sold two 

buildings in the City at a premium to their pre-pandemic 

values at a 4% yield.   This valuation gap has not been lost 

on the PE firms and other institutional buyers who have 

been investing in the sector.  Urban and Civic, a land 

development company, was taken over by Wellcome 

Trust at a substantial premium to its share price at the time 

but yet a discount to full value based on our analysis.  We 

expect more of this “take private” activity to continue until 

share prices approach fair value – approximately 30-40% 

upside from here.   

 

Unlike most other property types that are trading at 

discounts to NAV, the logistics companies like Segro are 

trading at sizable premiums to NAV and this has now 

become one of the most expensive property types.  Cap 

rates for well-located and built (high floor loadings to 

handle automated retrieval systems, high ceilings) logistics 

buildings are now below 3% and property owners are 

converting residential sites into logistics – if they can.  

Given such low cap rates for existing property, 

development becomes even more profitable and the 

potential for rising supply suggests that this property type 

is probably more at risk if demand were to dwindle 

although that risk does not appear imminent in the short 

term.   

 

EU. 

 

The macroeconomic environment showed signs of 

improvement throughout the quarter despite the onset of 

hard lockdowns in many major cities which may extend to 

end of March or beyond.  European office markets are 

“tailor made” for WFH as most of the major urban areas 

are polycentric without the large office towers that 

predominate like in London or New York.  As office 

workers gravitate towards more WFH and social 

distancing makes low rise buildings more attractive, the 

major EU office markets should recover – after the 

lockdowns.  Cities are now being rated based on 

“bikeability” and ease of traversing the town without 

relying on public transportation – Amsterdam clearly 

stands out in this case.  As the office markets heading into 

the COVID-19 era were already tight with most major 

cities at or near their lowest vacancy levels and limited new 

supply, the recovery in occupancy after the lockdowns 

abate should be relatively quick.  The long-term vacancy 

average for the major EU cities has been 5.4% and the 

current rate is 6%, although this could change if the 

lockdowns become more extended than anticipated.  As a 

consequence of the tight market and expectations for 

recovery, office property valuations have been stable, 

including the public companies which are not nearly as 

heavily discounted as in the UK or US.  The major 

exception to this has been Dublin where the new supply 

that probably was stimulated by Brexit could result in a 

vacancy rate of 15%.   

 

As we look across the spectrum of property markets and 

types in Europe, the region is quite similar to other 

markets – retail is in the most challenged while 

industrial/logistics pricing is at historically high levels.  The 

following chart depicts the trends for these markets since 

the onset of COVID-19 (Feb. 2020- Jan 5, 2021vi) for select 

company share prices and fundamental values. 
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Change in EV                    

(Property Value) 

Change in MV       

(Share Price) 

German Resi (Average) 6% 12% 

Storage (Safestore) -3.5% -4.4% 

Office – UK (BLND) -10.2% -17.3% 

Office – Sweden (CAST) -9.7% -16.4% 

Retail – UK (HMSO) -20% -73.1% 

Retail – Pan EU/US (URW) -17.6% -46.2% 

Retail – EU (Klepierre) -17.6% -34.2% 

Logistics – EU/UK (Segro) 6.9% 8.9% 

 

The challenge for the EU will be to endure the lockdowns 

while the various vaccines have been slow to rollout to the 

general public.  Demand for well-located and leased 

property of virtually all property types with the notable 

exception of retail remains strong and we would not 

expect much erosion in EVs (property value).  However, 

we do expect that the value gaps will narrow between 

public and private markets given the surfeit of capital and 

paucity of deals available – a basic supply/demand issue. 

 

US.  The US REIT market underperformed the broader 

indices throughout the year but has started to recover as 

rent collection rates increase and cash flow improves, 

together with the hope of a reduction in lockdowns as the 

vaccines are rolled out.  The hardest hit property types 

following the outbreak of COVID-19 benefited from the 

change in sentiment as is evident from the following tables.   

For example, the hotel sector remains under pressure due 

to sharply declining occupancy, particularly those hotels 

that are tourist-oriented, but some of the companies are 

now reporting a reduction in their cash flow “burn” rates 

and one of the companies reported to us that they have 

not had to resort to room rate discounting as was the case 

during the GFC.  We would expect that when travel 

restrictions abate, there could be a surge in demand.  In 

the meantime, some hotels are marketing their rooms as 

a WFH alternative to allow workers to have some 

undisturbed work time.   

 

While COVID-19 has generally had a negative effect on the 

economy, some states like California are reporting 

significantly higher tax collections than expected, in this 

case tax receipts were up 23% YOY to $26 billion due to 

stock market gains and stable employment.  The key 

question is whether this surprise windfall will ultimately be 

redirected to stimulate economic growth as the impact of 

COVID-19 continues. 

 

 
Source: Bloomberg.  See last page for additional information. 

 

One of the key developments in the US REIT market that 

is starting to also spread to other markets is the increased 

level of shareholder activism as well as M&A activity given 

the wide disparity between share prices and property 

valuations.   Most notable among the M&A transactions 

was the ultimate acquisition of premier shopping center 

owner, Taubman, by the dominant player in the sector, the 

Simon Property Group.  This transaction was also the 

product of shareholder activism to some degree as the 

shareholders of Taubman, including Simon, have been in a 

perpetual battle with Taubman management, and 

particularly Robert Taubman over its poor performance 

relative to the quality of its shopping center portfolio.  

However, after finally getting Taubman to agree to a deal, 

COVID-19 began to wreak havoc on the sector and Simon 

tried to get out of the deal – finally agreeing at year-end to 

close at a 20% lower price. 

 

Other companies that are under pressure from activists to 

improve their business practices and enhance shareholder 

value include apartment REIT Aimco, a perennial laggard in 

its sector, and the leading storage REIT, Public Storage.   
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REITs have also been the target of bargain hunting where 

share price performance has lagged its peers like high 

quality office REIT Paramount Group which rejected a bid 

for the company at 50% below consensus NAV – but 

above the then current share price.  Conversely, Front 

Yard Residential, a single family rental REIT, was ultimately 

taken private by two large PE funds at a 63% premium to 

the pre-bid share price.   

 

 
Source: Bloomberg.  See last page for additional information. 

 

Outlook 

As we noted in the last Outlook, we expected market 

uncertainties to abate regarding the US election, Brexit as 

well as some mitigation in the spread of COVID-19, and 

the rise throughout the period of most equity markets 

suggests that they are looking past the current trauma.  

The real estate sector is lagging as we have noted, but we 

expect it to catch up to the equity markets and outperform 

as more areas open up.  Since the near-term environment 

remains challenging with the rise in cases and 

hospitalizations, we expect the property markets to be 

choppy until the pace of vaccinations increases – the 

markets generally price in 6-9 months of forward 

expectations and this should be positive.  As tenants move 

back into offices, it will be interesting to see how the WFH 

trend develops and whether there will still be some 

reluctance to work at the top of the towers of major urban 

centers.   

 

Our base case assumptions are that the low interest 

environment will prevail for much of the year and the 

surfeit of capital seeking direct investment in real estate 

will both be supportive of rising share prices to narrow the 

gap between property values and share prices.  For those 

property types that are more than fully valued, we would 

expect either a supply response or rotation to less 

expensive property types, or both, which suggests that the 

upside for the best performers of 2020 will be limited in 

2021.   For those property types that have been left behind 

like office, retail, and hotels, this could be a recovery year 

– but investors will need to be selective.  Retail and 

Healthcare are sectors we expect could offer attractive 

returns merely by regressing to mean long-term valuation 

metrics, while Data Centers and Industrial/Logistics long-

term potential is likely undervalued by the market, as 

detailed below: 

 

▪ Retail.  The retail sector is the most difficult to 

forecast as the retailers themselves were already 

suffering from self-inflicted wounds – too much 

leverage, poor product mix, unresponsive to their 

client base – and Amazon/ecommerce was handed 

the gift of COVID-19 that clearly exacerbated the 

situation for the old line department stores and 

shopping malls.  Based on the evidence from 

markets that have opened up, the pent up demand 

for restaurants and travel is clear, but the 

challenges remain for retailers.  We would expect 

rental rates to be under pressure for some time 

and most markets have already been shifting to a 

percentage rent concept with a much lower base 

– if any 

 

▪ Healthcare.  The healthcare property sector has 

been depressed in the US since the outbreak of 

COVID-19, particularly the senior housing 

properties, as the impact has been more severe 

for its users and when infected, the entire facility 

is shut down.  As this segment will be among the 

first to be vaccinated, the prospects for 

improvement are high while the public market 

pricing does not yet reflect our expectations for 

future value 
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▪ Data Centers.  After a weak price performance 

toward the end of the year in the US, this property 

type continues to perform well fundamentally and 

is expanding worldwide.  COVID-19 was clearly a 

driver as ecommerce, gaming and the expansion of 

WFH have stimulated more demand for cloud-

based enterprise 

 

▪ Industrial/Logistics. With yields reaching 

historically low levels – and high prices per square 

foot – we would expect this property type to 

experience expanded supply but the demand so far 

is supportive.  In addition, this property type has a 

new reason to be bought – it has a much reduced 

carbon footprint than retail stores.  While 

packaging does have an impact on the 

environment, the use of a small number of trucks, 

which could also be electric, to deliver a large 

amount of goods to customers reduces the 

amount of cars and trips to the shopping center.  

Globally, the logistics sector has ample room for 

expansion 

 

 

January 2021 

JLP Global Investment Team 
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Important Disclosures 

 

JLP Asset Management, LLC (“JLP”) is an investment adviser registered with the United States Securities and Exchange Commission (“SEC”).  

SEC registration does not imply any level of skill or an endorsement by the SEC of JLP’s advisory services.  This presentation has been 

prepared for informational purposes only and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security.  If any such 

offer of securities is made, it will be made pursuant to a definitive offering document, which is furnished to qualified clients/investors on a 

confidential basis for their consideration and will contain material information not contained herein. 

 

JLP has provided its assessment of past events and outlook for future events. The views and opinions expressed in this presentation are those 

of JLP’s investment personnel and are based on economic and market conditions at the time they were made. These opinions contain forward-

looking statements representing JLP’s belief about possible future events, including COVID-19. Actual future events may be materially different 

than the results expected by JLP and no reliance should be placed on such forward-looking statements. 

 

Certain economic and market information contained herein has been obtained from published, third-party sources believed to be reliable. 

JLP does not assume any responsibility for the accuracy of information taken from such sources. 

 

Past performance is not indicative or a guarantee of future results. It should not be assumed that any of the managers, companies, businesses 

or strategies discussed herein were or will be profitable or that the investments or recommendations or decisions managers make in the 

future will be profitable or will equal the anticipated results discussed herein.  Investing activities carry inherent risks including the possible 

loss of the entire investment.  Nothing contained in this Presentation may be relied upon as a guarantee, promise, assurance or a 

representation as to the future. Any projections or other estimates in this document are forward-looking statements and are based upon 

certain assumptions. Other events, which were not taken into account, may occur and may significantly affect performance. 

 

The information in this presentation is proprietary and confidential. Reproduction or distribution of this information, in whole or in part, or 

the divulgence of any of its contents without JLP’s consent, is strictly prohibited. 

 
1Property Sector includes: United States TR Index (RMS G), Canada TR Index (RCAC), United Kingdom TR Index (RLUK), Germany TR 

Index (RPGR), France TR Index (RPFR), Spain TR Index (RPSP), Japan TR Index (RYJP), Hong Kong TR Index (RHHK), Singapore TR Index 

(RDSI), Australia TR Index (RDAU).  Broader Equity Market includes: United States S&P 500 TR Index (SPXT), Canada TSX TR 

(SPTSXN), United Kingdom FTSE 100 TR Index (TUKXG), Germany DAX Price Index (DAXK), France CAC 40 TR Index (CACR), Spain 

IBEX Price Index (IBEX), Japan Nikkei TR Index (NKYTR), Hong Kong HIS TR Index (HSI 1), Singapore STI TR (FSSTITR) and Australia ASX 

200 TR Index (AS51T) 

 
2Property Type includes: Apartments Index (BBREAPT), Health Care Index (BBREHLTH), Hotel REITs Index (BBREHOTL), Industrials 

Index (BBREINDW), Malls (BBREMALL Index), Manufactured Homes Index (BBREMFDH), Office Index (BBREOFPY), Self-Storage Index 

(BBREPBST), Shopping Centers Index (BBRESHOP) and Triple Nets Index (BBREOUTL).  JLP defines all companies listed above in the relevant 

sector based on Bloomberg’s categorization of companies in the sector.  There are no Bloomberg index/tickers available for Commercial 

Brokers, Data Centers, Homebuilders, Hotel C Corps, Mortgage REITs, Single Family REITs, Student Housing, Timber and Towers; therefore, 

approximate sector returns are calculated by JLP based on market cap weighted-average returns for all companies JLP identifies to fit into 

the relevant sector.   
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