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Neighbors to the North Emerge as Largest Foreign Investor In U.S. CRE 
Canadian Investors Dominating Cross-Border Real Estate Investment Activity 

As a handful of major deals this month attest, Canada continues to be the most dominant foreign investor in U.S. 
assets, with a total investment more than triple that of its nearest competitor country, according to Jones Lang 
LaSalle. 
 
"Canada emerged from the recession in better financial shape due to its banks issuing recourse loans and 
suffering fewer hits during the mortgage meltdown versus other countries. These deeper pockets allowed 
Canadians to invest in U.S. real estate when values were most suppressed," said Steve Collins, international 
director of Jones Lang LaSalle’s Capital Markets, who attended last week’s Association of Foreign Investors in 
Real Estate’s (AFIRE) annual Winter Conference in New York. 
 
“For 2012, Canadian investment represented about a third of all foreign investment into the U.S., but this 
Canadian pipeline could slow as property values rise and our nearest neighbor realizes some of their gains," said 
Collins. 
 
Canadian pension funds accounted for the most significant cross-border activity into the U.S. in 2012, with the 
largest volume of activity reaching $2.11 billion executed by CPP Investment Board. 
 
For three decades until 2005, Canadian pension funds were legally limited to a cap on the amount of investment 
they could deploy outside of the country. However with the elimination of the Foreign Property Rule (FPR), 
Canadian funds are now free to invest larger allocations. 
 
Much of this investment activity has targeted retail space, with particular interest in coastal markets such as 
Seattle, San Diego and San Jose. While apartments, hotels and industrial properties have been the primary mix 
of deals so far in 2013 and newly formed Canadian REITs are emerging among the buyers. 

BROOKFIELD ACQUIRES QUALITY PORTFOLIO OF APARTMENT COMMUNITIES 

Toronto-based Brookfield Asset Management Inc. this past week acquired a portfolio of 19 apartment 
communities with 4,892 units in North Carolina, South Carolina and Virginia for a total of $414 million from 
Babcock & Brown Residential. 
 
This portfolio is concentrated in the Charlotte and Raleigh-Durham submarkets. According to the buyer, 
economic and population growth in the region is expected to yield superior occupancy rates and rental  
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increases. The average occupancy of the portfolio is 92%. The portfolio is currently financed with individual non-
recourse first mortgage loans which have been assumed as part of the transaction. 
 
Fairfield Residential, an affiliate of Brookfield, has an existing geographic footprint in these same markets and 
will manage the assets in the portfolio. 
 
Brookfield intends to invest an additional $30 million to maximize value in the portfolio by selectively upgrading 
and repositioning assets to increase rents and return on investment. This transaction will bring Brookfield’s 
growing multifamily portfolio to approximately 20,000 units throughout the United States. 

‘FULL STEAM AHEAD’ 

Another Canadian firm, American Hotel Income Properties REIT, launched its initial public offering last week 
raising nearly $86 million. Upon closing, the Vancouver, British Columbia-based REIT will acquire a U.S. portfolio 
comprising 32 hotel properties with 2,565 rooms in 19 states currently owned and operated by Lodging 
Enterprises for $127.5 million. Lodging Enterprises, an affiliated company, will continue to manage the hotels. 
 
The initial properties are located near high volume railroad hubs and switching terminals across the U.S. The 
hotel properties have agreements with several of the largest U.S. railroad operators, Union Pacific Corp., 
Burlington Northern Santa Fe LLC and CSX Corp., as well as Canadian Pacific Railway Limited, to provide 
lodging accommodations for railroad employees under contracts stipulating guaranteed minimum occupancies, 
which provide the REIT with recurring revenue. 
 
The initial portfolio will also provide a platform on which to expand the REIT’s portfolio and activities through a 
combination of organic growth, participation in strategic development opportunities, and accretive acquisitions, 
the company said. 
 

http://bit.ly/13hvJeX
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INDUSTRIAL PLAY 

Earlier last month, Toronot-based Agellan Capital Partners Inc. completed its initial public offering this month for 
its Agellan Commercial Real Estate Investment Trust raising $155 million. It then rolled up a number of U.S. 
properties it controlled through other affiliates into the REIT. 
 
On closing of the IPO, the REIT directly or indirectly acquired 47 properties containing 4.2 million square feet of 
gross leasable area. The bulk of the portfolio is in the U.S., 38 properties totaling 3.3 million square feet. 
 
Besides a recovering U.S. economy, Agellan Capital said the current exchange rate environment provides 
Canadian investors with an attractive opportunity to acquire assets here. 
 
“Over the past three decades, the Canadian dollar has, on average, traded at 80 U.S. cents, which is 
significantly lower than the prevailing spot exchange rate. Management believes that the buying opportunity 
created by the current relative strength of the Canadian dollar is unique relative to historical averages,” the 
company said in its IPO prospectus. The current exchange rate is more than $1. 
 
“In addition, the United States real estate market has underperformed the Canadian market since 2007 and 
management believes that the United States market currently represents a relatively attractive investment 
opportunity. Over the last five years, there has been a significant disparity in property appreciation between the 
United States and Canada. In particular, commercial property prices in the United States still remain more than 
20% below where they were prior to the recession of 2008/2009 while, in comparison, Canadian commercial 
property prices are currently at or above 2007 levels,” the company said. 
 
 

http://bit.ly/WnfbRF
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SELLING CANADA, BUYING U.S. 

Dalfen America Corp. in Montreal announced this week that it sold its last remaining property in Atlantic Canada 
and has re-invested the money in Minnesota. Dalfen sold the Miramichi Business Complex, a single-story office 
building in New Brunswick largely leased to the government of Canada, and acquired the Cedar Street Business 
Center; a 67% occupied industrial building in the Minneapolis’ North Central submarket. 
 
In early November, Northeast Bank foreclosed on the Cedar Street property, which was subsequently acquired 
by Dalfen America. 
 
“While the rental market is extremely tight with only a 3% vacancy rate in the area, the owner/user market is 
even tighter,” said Robert Kurlender, director of acquisitions at Dalfen America. “There are no comparable high 
quality, free-standing user buildings for sale in the immediate area.” 
 
Dalfen plans to offer the property for sale to an owner/user who can occupy either the entire building or a portion 
of it, benefiting from potential leasing cash flow and room to expand in the future. 
 
Over the past 24 months, Dalfen America has closed on 43 buildings and 2.5 million square feet of land across 
the U.S. and Canada, making it one of North America’s most active buyers of opportunistic and value-added 
industrial properties and loans. 
 
 
 

http://bit.ly/KCNHk0
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Investors Giving Private Equity Real Estate Funds a Second Look 
Strong CRE Returns, Growing Supply of Assets Attracting More Dollars 

There are strong signs that investor confidence in private real estate funds is returning, with 49% of investors 
making new commitments in 2012, and 53% planning to make new commitments to the asset class in 2013, 
according to the 2013 Preqin Investor Outlook: Real Estate. 
 
Private equity funds, too, are seeing the surge. 
 
“Our real estate businesses are growing significantly,” Jonathan Z. Cohen, CEO and president of Resource 
America reported this month. “In the first fiscal quarter alone [October - December 2012], our public and private 
REITs, Resource Capital Corp. and Resource Real Estate Opportunity REIT, collectively raised over $92 million 
in new equity capital. Resource Real Estate Opportunity REIT had a record quarter of fundraising, raising over 
$42 million of equity and acquiring nearly $29 million of real estate assets.” 
 
“Just to let you know, the trend has continued,” Cohen said. “We raised over $33 million of new equity capital for 
real estate products in January alone. We expect to set another high bar this quarter.” 
 
The improvement in the performance of private real estate has encouraged some institutions to return to the 
asset class, while an increase in the rate of distributions from their existing commitments means that many 
investors also have more capital available to invest, according to Preqin, a leading source of data and 
intelligence on private equity investments. 

http://bit.ly/11VSt93
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Hamilton Evans James, president and COO of The Blackstone Group, said his firm is riding the wave of interest. 
 
“Though the economy isn't all that strong, the lack of building in commercial real estate means that commercial 
real estate results are very strong,” James said. “Commercial real estate results are much stronger than the 
economy, if you will. So we're seeing stronger operating results in real estate than we are in our companies, 
which means that we're going to push those along further.” 
 
While a large proportion of investors focused primarily on core investments following the downturn, many are 
now increasingly looking at investment options higher up the risk/return spectrum. Investor interest in core 
remained strong during 2012, but there was also increased appetite for core-plus, value added and opportunistic 
strategies, according to the Preqin report. 
 
According Preqin, core is still a commonly sought strategy in the next 12 months, with 45% of investors targeting 
core real estate funds. This is only a slight decrease compared to the 47% of investors which were targeting this 
strategy in the 12 months following December 2011. 
 
Perhaps most notable is the marked increase in the proportion of investors seeking distressed and debt vehicles 
over the past year. A significant 34% of investors were seeking vehicles following a debt strategy in the 12 
months from December 2012, compared to just 8% in the 12 months from December 2011. Many investors have 
cited the opportunity to generate strong returns with a lower level of risk as one of the reasons for investing in 
funds following a debt strategy. 
 
That is a trend that Oaktree Capital Group noted in its first quarter earnings. Oaktree’s real estate funds saw an 
aggregate gain of 19.1% before fees and 14.7% after. 
 

http://bit.ly/RCagIE
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“So far, we’ve raised about $430 million for our newest real estate fund, Real Estate Fund VI towards a capital 
target of at least $1.5 billion,” said John Frank, managing principal of Oaktree. “We regard the breadth and depth 
of stressed opportunities across the real estate sector and some of the most exciting opportunities we see for 
Oaktree. Our last two real estate funds have performed well to date and we continue to see a large opportunity 
set, with overleveraged properties from the last real estate cycle and commercial, residential and bank loan 
portfolios.” 
 
Bill Sonneborn, CEO of KKR Financial Holdings, said his company expects to make an announcement in the 
next few weeks “of additional asset acquisitions targeting [real estate} that again can protect shareholders’ 
capital -- given acquisitions at well below replacement cost have an opportunity to provide yield and have upside 
depreciation particularly in an inflation area.” 

NBCUniversal Sale Could Signal More CRE-Related Sales by GE 
Comcast Corp.’s deal to acquire General Electric’s entire 49% common equity stake in the NBCUniversal joint 
venture for $16.7 billion announced last week, includes a separate agreement to purchase the properties used 
by NBCUniversal at 30 Rockefeller Plaza and CNBC’s headquarters in Englewood Cliffs, NJ, from GE for $1.4 
billion. 
 
GE will realize a $900 million pretax gain on the real estate sale, according GE officials. That hefty gain may be 
enough to entice GE into exploring the sale of other real estate-related assets, the company disclosed in 
discussions on the NBCUniversal deal. 
 
When asked what other assets GE could potentially monetize, Keith Sherin, CFO of GE said they did not have 
specific assets in mind, but added there were broad categories on noncore assets it would consider. 
 
“Certainly our global mortgage portfolio, if there were an opportunity to execute a transaction where we could 
reduce our ending net investment associated with global mortgages that added economic price, not destroying 
capital now that we’ve kind of got a gain, that would be very attractive to us,” Sherin said. “Certainly maybe there 
are other things in the real estate portfolio and the real estate equity portfolio that might have a bid aspect.” 
 
“We have an economic plan,” Sherin said. “We're looking at not destroying shareholder value. We don't need to 
sell early. But at the end of the day if there's an opportunity to monetize some of these things and reduce our 
investment in some of these noncore assets and the economics look attractive to us, we're going to evaluate 
those hard now, and I think this gain gives us an opportunity to accelerate some of those things. So I'd say those 
would be the primary focus areas, the global mortgage portfolio and private real estate equity.” 
 
Some of that real estate selloff may have already begun in Europe. This week GE Capital Real Estate sold its 
Polish Retail Fund, which included six shopping centers and three hypermarkets, totaling 984,251 square feet, in 
seven of Poland's key cities including Warsaw, Kraków and Wroclaw. 

30 ROCK 

As part of the NBCUniversal deal, Comcast agreed to acquire the real property at 30 Rockefeller Plaza in New 
York occupied by NBCUniversal Media and CNBC’s 300,000-square-foot headquarters at 900 Sylvan Ave. in 
Englewood Cliffs, NJ. 
 
“We thought it was important to bring [GE’s real estate] into the transaction given what we considered to be both 
strategic facilities that we were fortunate enough to have both under one roof, one GE roof, and to be able to 
negotiate that,” said Michael Angelakis, CFO of Comcast. 
 
“We made the decision that it was strategic to buy these facilities from an economic perspective, as well as a 
smart deal. And you can look at a whole variety of real estate metrics to make that decision,” he said. “There will 
be some savings on EBITDA related to rent expense that we would have at both facilities that when the 
transaction closed that we won’t have that.” 
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Strategic Hotels: Our Portfolio Is Not for Sale 
If New York hedge fund operator Orange Capital LLC has its way, Strategic Hotels & Resorts will sell its 18 
luxury hotels with 8,271 rooms and return the money to shareholders, which includes Orange Capital as of a few 
weeks ago. However, the Chicago-based REIT has long resisted such a move and is not budging from its 
position after receiving a letter from the hedge fund this month requesting disposition of the hotels. 
 
Saying the letter does not constitute an offer to acquire the REIT, Strategic Hotels issued this response to its 
shareholders. 
 
“The board of directors of Strategic Hotels & Resorts acknowledges receipt of a letter dated Feb. 1, 2013, from 
Orange Capital, a shareholder who only recently acquired shares in the company. The board carefully reviewed 
the letter in its entirety and strongly disagrees with certain assumptions and conclusions outlined in the 
communication. While we are disappointed Orange Capital released its letter publicly to advance its short-term 
trading interest, we remain focused on maximizing the longer-term interests of our shareholders.” 
 
In a filing with the U.S. Securities & Exchange Commission regarding its stock holdings as of Dec. 31, 2012, 
Orange Capital did not list any shares of Strategic Hotels & Resorts. In a press release this week, the fund 
claims to own 6.25 million shares of Strategic common stock. 
 
The REIT’s stock experienced unusually heavy trading volume on Jan. 23, 2013, and since that time its stock 
price has jumped from about $6.75/share to $7.75/share this week. 
 
“Strategic Hotels is acknowledged to have among the highest quality portfolios in the industry and remains 
focused on delivering on its well-articulated operating and balance sheet strategy,” the REIT’s response 
continued. “We remain open to strategic opportunities to enhance our already pristine portfolio and will always 
act to enhance long-term shareholder value.” 
 
Strategic Hotels & Resorts was asked about just such of disposition strategy at its first quarter earnings 
conference call this past month and pretty much gave the same response. 
 
“I don’t think you are going to see a new strategy, because I think anybody that came in and looked at this 
portfolio of hotels, knows it is a unique portfolio,” Rip Gellein, Strategic Hotels’ chairman and CEO said at that 
call. “I don’t think you will see us be real aggressive or in some different way begin to lever the company up or 
chase deals at this point in time. I think being prudent and creative, both with our internal capital as well as 
finding new assets, is the prudent way to go. I like our strategy.” 
 
In its letter to the REIT, Orange Capital said it believes “the sale of Strategic’s unique and highly attractive 
properties would likely result in proceeds of $11-$14 per share, a 40% to 79% premium over the most recent 
closing price. Orange’s valuation is based upon a property-level analysis using capitalization rates, replacement 
cost and comparable M&A transactions. It also takes into consideration qualitative variables such as the scarcity 
value of luxury hotel assets and conditions in the capital markets.” 

Watch List: How an Insolvent Hong Kong Airline Grounded a U.S. Office 

Portfolio 
Information for these lead listings was provided by CoStar Group and Trepp LLC, an industry leader in providing surveillance 
data on loan and commercial real estate performance underlying the CMBS market. 

 
It has been five years since Oasis Hong Kong Airlines asked the High Court of Hong Kong to appoint provisional 
liquidators for the airline. The High Court, concluding that Oasis was insolvent, decided it was in the best interest 
to comply and appointed the Hong Kong office of KPMG to wind down the airline's affairs. 
 
Separately in the U.S., Oasis founder and chairman Raymond Cho-Min Lee and his wife Priscilla Hwang Lee 
filed for personal bankruptcy protection in Massachusetts, seeking to protect his real estate holdings in this 
country. Last year, though, the U.S. Bankruptcy Court approved the turnover control of Lee’s extensive real 
estate holdings to foreign representatives. 
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The liquidation of those assets is being overseen by John Lees of JLA Asia, a turnaround and restructuring firm 
based in Beijing and Hong Kong. Lees could not be reached for a status update on the marketing of the 
properties. 
 
According to the bankruptcy filings in 2009, Lee had interests, through various equity positions or sponsorships, 
in 22 commercial real estate assets, including a significant number of net leased assets. 
 
According to Nomura Securities, a dozen of these assets, spread across four loans with a total balance of $196 
million are securitized in CMBS transactions. 
 
This month, the $112 million Oasis net leased portfolio secured in BSCMS 2005-PW10 transitioned to 60-days 
delinquent and has been transferred to the special servicer, C-III. Two other of Lee’s properties are in special 
servicing and a third with CMBS exposure is not (700 Longwater Drive). 
 
In this month’s remittance report, the Oasis net leased portfolio showed an appraisal reduction amount of $65.8 
million. 
 

Property Address City State 

Net 
Rentable 
SF CMBS Deal Name 

Special 
Servicer 

3300-3380 W. 
Sahara 3300 W. Sahara Ave. Las Vegas NV 213,144 BS 2005-PWR10 C-III 

101 Philip Drive 101 Philip Drive Norwell MA 32,500 BS 2005-PWR10 C-III 

1022 Hingham 
Street 1022 Hingham St. Rockland MA 125,366 BS 2005-PWR10 C-III 

2 Concord 
Farms 2 Concord Farms Concord MA 58,800 BS 2005-PWR10 C-III 

3 Concord 
Farms 3 Concord Farms Concord MA 68,077 BS 2005-PWR10 C-III 

300 Friberg 
Parkway 300 Friberg Parkway Westborough MA 88,000 BS 2005-PWR10 C-III 

4 Concord 
Farms 4 Concord Farms Concord MA 62,062 BS 2005-PWR10 C-III 

6 Concord 
Farms 6 Concord Farms Concord MA 60,250 BS 2005-PWR10 C-III 

5 Concord 
Farms 5 Concord Farms Concord MA 44,600 BS 2005-PWR10 C-III 

355 Wood 
Road 355 Wood Road Braintree MA 43,708 BS 2005-PWR10 C-III 

10 Milk Street 10 Milk St. Boston MA 229,843 ML-CFC 2007-7 LNR Partners 

The Tower at 
Northwoods 222 Rosewood Drive Danvers MA 184,616 CSFB 2004-C3 Torchlight 

700 Longwater 
Drive 700 Longwater Drive Norwell MA 72,921 CS 2007-C1 

Not in special 
servicing 

American Air/USAir Merger Could Impact U.S. Airport Hubs 
The proposed merger of two of the largest U.S. based carriers, American Airlines and US Airways announced 
this past week, would be the fourth major consolidation of domestic airlines during the past five years, according 
to Fitch Ratings. Based on analysis of those mergers, Fitch said the potential U.S. airport hub disruptions are 
possible. 
 
Other mergers have included Delta-Northwest, United-Continental and Southwest-AirTran. In Fitch Ratings’ view, 
such events are material to the U.S. airport sector from a credit perspective as consolidation allows airlines to 
make changes in their route networks and hub arrangements. As seen in recent mergers, there will be winners 
and losers among hub airport markets from the ongoing industry consolidation. 
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If the merger between American and US Airways is completed, the combined carrier would effectively maintain 
six hub airports in Dallas-Fort Worth (DFW), Miami, Chicago, Philadelphia, Charlotte, and Phoenix and maintain 
a sizable presence in other markets, such as New York, Los Angeles and San Francisco. 
 
While geographic location and separation helps support a rationale for hubs, Fitch said it is fair to ask whether 
maintaining as many as six hub airports at the same level of operations will be necessary to maintain an efficient 
single network. In addition to the hub airports, smaller regional airports may be at risk for service reductions 
particularly if there is an overlap of destinations and frequencies across the two merging carriers. 
 
Given the fierce competitive nature of the airline industry, carriers are constantly seeking ways to maximize yield 
and reduce costs, including service adjustments at airports. Further, as history has indicated, carriers have 
demonstrated a willingness to pare or eliminate large-scale hubs post-merger, as has occurred in Pittsburgh, St. 
Louis, Cincinnati and Memphis. 
 
Fitch said it would be a reasonable to expect additional operational shifts from the latest airline merger over time. 

Facility Closures & Downsizings 
Barclays plc plans to reduce its employee headcount by at least 3,700 globally this year, including 1,800 people 
in the corporate and investment bank group and 1,900 in Europe retail and business banking. In doing so, it will 
close its scandal-tainted structured capital markets business unit, which has been accused of orchestrating tax 
avoidance on an "industrial scale" and has generated vast profits for the bank. 
 
Imation Corp., a global scalable storage and data security company, is currently in the midst of a strategic 
transformation to build a long-term platform for growth, by exiting lower margin businesses. The Oakdale, MN-
based company has decided to divest its Memorex and XtremeMac consumer electronics businesses. As 
previously reported, Imation is implementing various cost savings initiatives as management is targeting a 
reduction of 25% or more in operating expenses. 
 
Navigant Consulting in Washington, DC, is looking to reduce its overall real estate costs throughout the firm. 
The company said it has been working on a plan “for some time” and expects to make meaningful progress on 
the plan this year. The company has about 50 operating leases for office facilities, principally in the United 
States. Due to acquisitions and growth, it has ended up with more than one operating lease in the cities in which 
it has offices and is looking to eliminate some of those duplicate costs, including Atlanta, Boston, Chicago, 
Denver, New York, San Francisco and Washington, DC. 
 
Thomson Reuters will reduce the number of positions in its financial and risk business unit by about 2,500 by 
the end of this year. However, the New York-based company expects to spend about $100 million for severance 
cost, predominantly in the first quarter. 
 

Company Address City State 
Closure or 
Layoff 

No. of 
Layoffs Impact Date 

Ball Corp. 1717 Gifford Road Elgin  IL Closure 245 12/1/2013 

Sun-Times Media 
Productions 

495 North Commons Drive, 
Suite 200 Aurora IL Closure 114 3/24/2013 

Walgreens 5300 St. Charles Road Berkeley IL Layoff 65 Immediately 

Georgia-Pacific 
Corrugated 440 E. 138th St. Chicago IL Closure 108 3/25/2013 

Kroger 
264 Southtowne Shopping 
Center DuQuoin IL Closure 65 3/23/2013 

Cardinal Health 1300 Waukegan Road McGaw Park IL Closure 63 4/7/2013 

Lyon Workspace 
Products 420 N. Main St. Montgomery IL Layoff 456 Immediately 

Kmart 1199 E. Ogden Ave. Naperville IL Closure 98 4/7/2013 

Best Buy 9625 Skokie Blvd. Skokie IL Closure 58 3/9/2013 
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Company Address City State 
Closure or 
Layoff 

No. of 
Layoffs Impact Date 

Sun-Times Media 
Productions 3701 W. Lake Ave. Tinley Park IL Closure 160 3/24/2013 

LexisNexis, a 
division of Reed 
Elsevier 1275 Broadway Albany NY Closure 220 12/31/2014 

JPMorgan Chase - 
Mortgage Bank -
Independent 
Foreclosure Review 4 Chase Metro Tech Center Brooklyn NY Closure 529 4/10/2013 

First to Care Home 
Care 6323 Seventh Ave. Brooklyn NY Closure 84 4/15/2013 

Oak Beverage 
(Warehouse) 15 Huron St. Brooklyn NY Closure 53 6/13/2013 

BorgWarner Morse 
TEC/Powerdered 
Metal Operation 
(PMO) 3690 Luker Road Cortland NY Closure 30 10/31/2013 

Pathmark 1897 Front St. East Meadow NY Closure 118 5/4/2013 

Mercury Insurance 
Group 13 Cornell Road Latham NY Closure 65 5/6/2013 

Beekman Tower 
Hotel 3 Mitchell Place New York NY Closure 94 4/16/2013 

Kaplan Inc. 1 Liberty Plaza, 24th Floor New York NY Closure 58 5/6/2013 

Barclays Capital 

200 Park Ave.; 745 Seventh 
Ave.; 1301 Avenue of the 
Americas New York NY Layoff 275 5/15/2013 

NAES Corp. 5300 Frontier Ave. Niagara Falls NY Closure 30 5/9/2013 

Advanced 
Monolythic Ceramics 3101 Constitution Ave. Olean NY Closure 65 8/31/2013 

Closure Systems 
International 
Packaging 
Machinery, 26 Center St. Randolph NY Closure 18 5/31/2013 

Oberdorfer 6259 Thompson Road Syracuse NY Closure 86 5/3/2013 

Endo Health 
Solutions 177 Cantiague Rock Road Westbury NY Closure 58 2/28/2013 

Lutheran Social 
Services of 
Wisconsin and Upper 
Michigan 

3705 and 3707 S. Valley 
View Place; 3341 Kilbourne 
Ave.; 2604 and 2606 Shady 
Grove Road; 824 and 826 
Violet St. Eau Claire WI Closure 44 4/15/2013 

Education and Long-Term Office Returns 
By: Adrian Ponsen 
Office investors often have strong convictions that a select group of five to 10 large, mainly coastal markets are 
the best matches for long-term office funds. “Sure, New York is expensive, but I’ve been successful buying and 
holding there over the long term,” goes the mantra, “and when things go bad in Orlando, you are stuck there with 
no way to get out.” There is definitely wisdom in this strategy. The more expensive, lower-vacancy markets have 
generally yielded the highest returns over the long haul. 
 
But while investors will defend their selective strategies to the death, they can’t always explain exactly why their 
favorite core markets have outperformed. Understandably, most say the reason is their mix of greater liquidity, 
supply constraints, and more dynamic industries, all very important advantages. 
 

mailto:aponsen@pprglobal.com?subject=Education%20and%20Long-Term%20Office%20Returns
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However, if investors could identify the most important factors that have pushed returns in their markets to the 
top, they could also more confidently target select smaller, higher-cap-rate markets with the same advantages. 
 
Educational attainment may be the most underrated, all-too-often ignored variable in core market selection. In 
Exhibit 1, markets are sorted based on their concentration of residents with bachelor’s degrees. These are the 
32 largest markets with NCREIF office returns data from 1997–2012. 
 
Across these 32 markets, the straight average for returns between 1997–2012 was 8.3%. Metro outperformance, 
however, coincided overwhelmingly 
with high concentrations of college-
educated residents. 
 
In fact, if an investor making long-term 
bets had selected markets 15 years 
ago purely on the basis of educational 
attainment, that investor would have 
done very well. As Exhibit 1 indicates, 
of the top 16 markets for educational 
attainment, 12 (75%) have 
outperformed NCREIF returns on a 
long-term basis. Conversely, in the 
bottom 16 office markets for 
educational attainment, only four 
(25%) have earned above-average 
returns. 
 
The U.S. is facing a long-term trend 
that is creating a huge divergence in 
wage and employment growth based 
on education. This trend positions the 
economies and office-using industries 
of highly educated markets to 
outperform. Buy-and-hold investors 
run a risk of being hung out to dry if 
they ignore this trend. 

Aussie Investor Adds Tampa Office Building to its Global Property 

Portfolio 
After adding a Boston office property to its portfolio last month, AMP Capital’s Global Direct Property Fund 
purchased a core office building in Tampa, FL, for $32 million this month. 
 
The Tampa acquisition by the Sydney, Australia-based fund includes an adjacent land parcel for $2.5 million. 
 
The 12-story, 178,000-square-foot Two Harbour Place office building at 302 Knights Run Ave. is located on 
Harbour Island, a high-end, master-planned development. The property was renovated in 2006 and is currently 
91% occupied. 
 
AMP Capital Fund manager Tim Fallet said the acquisition was made at a good time in the cycle, in a secondary 
market poised for growth and with the cost of debt at historical lows. 
 
“Tampa’s 3 million square meters [9.84 million square feet] of institutional grade office stock ranks on par with 
Brisbane, the third-largest office market in Australia. It’s a market poised for a strong recovery with average 
annual rental growth in the Tampa CBD projected to be 4.9% through 2017, while supply is projected to grow by 
a scant 0.4 per cent,” Fallet said. 
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“This is an attractive investment as we are able to invest in select secondary U.S. office markets which offer a 
much higher yield than similar quality properties in core US markets like New York and Washington,” he said. 
 
The adjacent 5,100-square-meter [16,732 square-foot] land parcel is zoned for 237 multifamily units. 
 
“We’ve already had an incredible amount of interest in the residential site from multifamily developers, which 
reinforces our belief in the approach we’re taking. We’re confident this acquisition will provide our investors with 
an excellent investment outcome,” Fallet added. 
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