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COVID-19, a global pandemic, is first and foremost a public health emergency.  
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Pandemic conditions – The epicenter shifts 

 
 

 
 
 

 
 

 
 
 

 
 
 

 
 

 
 

 
 

 
 

  

Real estate occupier market conditions –                              
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Figure 1 - Active COVID-19 cases around the world  
The epicenter shifted first to Continental Europe and now the US

Continental Europe and the US 
are now the epicenters



 
  
 

 
 
 
 
 

 
 

 
 

 
 

 
  

 
 

 
 
 
 

 

 
 

 
 

 

Real GDP under different COVID-19 scenarios 2020 GDP growth reductions relative to baseline, (%)

Figure 2 - Global growth in different COVID-19 scenarios 
A sharp downturn; China and the Eurozone are the most affected
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Figure 3 - What might the recovery look like? 
The shape and timing hinges on the scale and level of the disruption
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Real estate capital market conditions – Debt markets 
 

 
 

 
 

 
 

 
 
 

 
 
 

 
 

 
 

 
 
 

 
 

 
 

 
 

 
 
 

 
 

 
 

 
 
 

 
 

 
 
 

 

 
 

 
 

 
 

 
 
 

 

Real estate strategy considerations in the current 
 

 
 

 
  

 
 

 

 
 

 

 
 
 

Figure 4 - US and European corporate debt markets 2008-20 
High yield debt has spiked to its highest levels since the GFC
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Figure 6 - Change in REIT prices by sector during COVID-19 
Interaction density seems to have mattered more than lease length

Figure 5 - Weekly real estate transaction volume 2018-20 
Asia Pacific volume, down 60% y-o-y, may set the pattern
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What else?  Had COVID-19 not come along, one of the main 
themes of our H1 2020 Global House View would have been 
climate change and resilience. While this topic has taken a 
back seat over recent weeks, it has not gone away. Building 
climate change into real estate strategies and asset level 
execution activities in ever more thoughtful ways will remain 
a key priority over the next decade. In some ways, a lesson of 
COVID-19 might be how important it is to plan for resilience to 
the potential big picture risks associated with climate change.

Conclusion 

The COVID-19 crisis is unprecedented. The pandemic has 
led to a major disruption of the global economy, not a typical 
recession. Until the path forward on the pandemic becomes 
clearer it is too soon to predict the depth of the slowdown or 
shape of the recovery.

Underlying the different investment forms, real estate at its 
heart is a long-term asset class. Historically, globally over the 
long term, income has provided 53% of the total return from 
unlisted real estate and 80% of the total return from direct real 
estate (Figure 7). Post-coronavirus, in an era of enduring low 
inflation, interest rates and growth rates, the income return 
from real estate, generally secured on contractual leases, is 
likely to prove very attractive to investors.

Looking forward, what can we have conviction about?  Long-
term trends. Despite the uncertainty, perhaps because of the 
uncertainty, it seems appropriate to focus on a handful of 
clear, sub-market/sub-sector combinations that are likely to 
outperform long term, in which values should hold up better 
and opportunities would look better if they reprice. There 
are many real estate themes that flow from secular trends in 
technology and demography. Three broad sector examples 
that seem to apply globally are:

 — Logistics has recently been a strong outperforming sector 
and is likely to continue to be (demand remains robust, 
supply chains will be recalibrated, manufacturing may 
become more local, e-commerce has been reinforced).

 —  Offices in prime CBD locations and innovation/life science 
hubs have been the winners in this sector (outperformance 
is a clear pattern, space per employee may increase, work 
from home may offset this but more in buildings catering to 
commodity activities than innovation).

 — Multi-family may face affordability challenges in the near 
term but longer term is likely to remain robust (it may be 
more resilient in the slowdown because it is possible to 
maintain occupancy, tenants are less likely to move, most 
tenants of quality product are in less vulnerable occupations 
and income levels but beware regulations that may limit 
landlord options if tenants stop paying rent).
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Figure 7 - The income component of total return 2001-18 
Real estate derives a significant share of total returns from income

       Income return        Capital growth return



Risk warnings

 
  

 
 

 

Important information
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