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Real estate: why diversification
is more than a buzzword

The pandemic has shown the value of a broad asset range and

flexible allocation.

The real estate market is perceived to
be a relatively slow-moving asset class.
Value and risk move at a different pace
to equity and bonds, particularly in
developed markets.

In the blink of an eye, the pandemic
turned these certainties on their head.
Value has virtually disappeared from
some real estate sectors and has soared
in others almost overnight.

The pandemic has upended another
certainty: that interest rates and inflation
would stay low. In the aftermath of the
pandemic, inflation risks have risen and
inflation-adjusted returns are a priority for
many investors.

Given the emerging risks, real estate
investors more than ever are seeking to
diversify their assets and future-proof
their portfolios. To do that requires
geographic and sectoral diversification
and a broad mix of asset types from core
real estate with safe streams of inflation-
adjusted income, to opportunistic

assets with potential for sizeable capital
appreciation.

Future-proofing real estate portfolios
also requires tangible outcomes from
ESG-focused activities.

To do all this, investors need flexible
managers with deep, global resources
and strategies which span the real estate
spectrum.
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Sectoral demand tilts towards
alternative real estate

The standard portfolio model pre-
pandemic was a mix of offices, retail and,
increasingly, logistics. The office market
was remarkably strong, with vacancies at
historically low levels.

Despite gloomy predictions, AEW
considers that the office market will
prove resilient over time and that there is
still considerable value in some types of
retail too, even if retail space may never
recover to pre-pandemic levels.

In retail there has been a negative
repricing of values to the extent that
some real estate investors believe

there is no future for the sector. But the
long-term prospects for some assets are
still sound. AEW recently bought Windsor
Yards, a town centre retail space near
Windsor Castle. “It's an affluent area with
huge numbers of tourists yet we were
able to purchase it at a 10.5% yield,” says
Rob Wilkinson, chief executive of AEW
Europe. “You would usually expect to pay
4%-5 % for that kind of asset. We can
add further value, such as building more
residential real estate there.”

As they reassess where value lies in
traditional real estate, investors are also
increasingly taking an interest in sectors
classed as “alternative”. Alternative real
estate includes residential housing, life
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Rob Wilkinson
Chief Executive Officer
AEW Europe

Key takeaways

- Real estate investors are seeking
to diversify their assets and future-
proof their portfolios. To do that
requires geographic and sectoral
diversification, a broad mix of asset
types and global ESG expertise.

- To increase flexibility, investors
are increasingly seeking a single
platform, limiting the number of real
estate managers they work with.

« Investing alongside a single manager
gives investors opportunistic
access to deals, as well as the
reporting and servicing they need
to manage their investments and
communicate effectively with clients
and regulators.
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sciences, data centres, healthcare and
student housing. All of these offer the
potential to provide inflation-adjusted
cashflow streams. Urban consumption
logistics is also a growing area, whereby
regional logistics hubs are supplemented
by local hubs for last-mile delivery.

The shift in direction and momentum
has been so strong that competition for
some alternative assets has become
fierce. Wilkinson says: “We are sensitive
to higher prices for alternative real estate
assets, but we have been investing in
alternative assets for many years, even
decades. We see many of these assets
as still representing good value and
providing many years of rental growth.” In
that scenario, even if capital values fall
at some point, there is a substantial yield
cushion.

Responding to investors’
differing ESG ambitions

ESG is a key component of future-
proofing. It's no exaggeration to say ESG
has become a priority for real estate
investors.

This preoccupation with ESG is not
misplaced: the European real estate
industry accounts for around 40% of
European energy consumption and
around 25% of its greenhouse gas
emissions. Governments and regulators
are aware of this and are acting. Investors
must too.

In addition, green buildings attract more
and higher-quality tenants. Not least, a
low-energy building is cheaper to run. The
cost of reducing energy consumption on
a building can be less than 10% of the
energy costs saved.

AEW applies innovative sustainability
technologies across its real estate
portfolio. These include geothermal
technologies, cold storage systems,
ground-coupled heat exchangers, data
management, energy performance
contracts, and software applications that
measure ESG performance in buildings. It
is also introducing climate change stress-
testing as a forward-looking measure of
sustainable impact.

Real estate investors have varying views
on sustainability and what it means to
them. “We have the capacity to respond to
all levels of ambition for ESG investment,’
says Wilkinson. Investor ambitions

range from basic information about ESG
performance, to detailed scoring, to a full
consideration of ESG in the construction
and ongoing performance of an asset.
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Diversity is another key aspect in defining
future value in real estate. “We spend a
lot of management time on the E and

S of ESG,” says Wilkinson. “It's critical

for clients and for attracting talent.

The younger generation is far more
discriminating about who they work for
and with”

AEW has refined its governance
structures, putting in place a diversity
committee to understand how to manage
its business going forward.

Staying at home no longer an
option

One well-established mechanism for
future-proofing real estate is geographic
diversification.

Historically, real estate investors have
stayed at home. That is, they have largely
bought assets in their home market.
However, similar to investments in
equities and bonds, real estate portfolios
are now more likely to include regional, if
not global, investment strategies.

“Investors often think they can achieve
sufficient diversification with a purely
local approach,” says Wilkinson. “The
numbers prove that geographic
diversification adds considerable value.”

Whereas world stock markets tend to

rise and fall in tandem, often to the

beat of the US market, there is low
correlation between real estate assets in
different geographies. “There is almost
no correlation, for example, between the
value of office space in the City of London
and in central Paris,” says Wilkinson.

US investors often wonder why, given

the size and variety of their home market,
they should allocate to Europe. It is true
that over the long term returns in the US
market are higher, but so too is volatility.
That becomes highly relevant when an
investor such as a pension fund or insurer
needs liquidity at a time of high volatility.

Some of the largest real estate investors
have extensive global programs across
the US, Europe, Asia and Latin America.
One AEW client, Texas TRS, does exactly
that. “They came to us because we have
a global platform and can provide access
to all asset classes through a range of
structures,” says Wilkinson.

Asia is a key component of
future-proofed RE portfolios
Exposure to Asia is today seen less as

a portfolio risk and more as a diversifier
and source of attractive returns.
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Asian economies are more resilient than
in the past and the five-year growth
outlook is strong at 3.5% a year on
average, with growing investment

in infrastructure and strong local
consumption boosting growth. Asian
real estate markets have deep pools of
liquidity, and have been benefiting from
easy monetary conditions and a sizeable
weight of capital dedicated to the asset
class. In addition, as in Western markets,
disruption from Covid-19 has created
opportunity in logistics, as e-commerce
trends have been accelerated.

“We have over 40 employees based

in Asia across five offices, and our
seasoned APAC senior management have
a deep track record in the region,” notes
Wilkinson.

AEW APAC has completed $5.6 billion of
transactions in Asia since 2014. Recent
deals include a mixed-use building in a
key central location of Beijing, an office
building located in the heart of Melbourne
CBD and a high-tech industrial office
building in Singapore.

Choosing the right level of risk

After all crises, investors tend to be

more risk-averse. Before the pandemic,
real estate investors were increasingly
concerned about low yields on core real
asset assets — assets considered the
best quality in the market and therefore
less risky. Core assets tend to be in prime
capital city locations, have blue-chip
tenants with long leases and strong
covenants attached to those leases.

The falling yields on these prime assets
led a growing number of investors to look
at value-add and opportunistic assets.
These are assets where the covenants
may be less strong, the building may
need modernisation or it may be only
partially occupied. “We are happy to buy
these kinds of assets and use our asset
management expertise to reposition
them,” says Wilkinson.

Alternatively, in crowded sectors such

as logistics, AEW may develop a

new logistics hub rather than buying

an existing hub. Many real estate
managers do not have the knowledge
and experience to reposition or develop
assets. “With value-add and opportunistic
assets, there is less competition and
better pricing,” says Wilkinson.

Over the long term, he says, real estate
investors on average have allocations
of around 80% to core assets, 10% to
value-add, and 10% to opportunistic. But
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many like to have the option to choose
and resize their allocations when their
needs or markets change. “We have the
capacity to offer investors a risk-return
level of their choosing, across core,
value-add and opportunistic funds and
mandates,” Wilkinson adds.

Program investing and
co-mingled funds

Some real estate investors have very
precise investment needs or have a
strong conviction about a particular
market segment. They may, for instance,
require program investing, which employs
a direct approach implemented through
separate accounts and sometimes with
operating partners.

The approach may be focused on a
particular sector, such as senior or
student housing, residential assets or
logistics development. Typically, the
investor already has considerable real
estate exposure and wants to tap specific
value streams or filter out certain types

of assets. Some of these value streams
are changing in the wake of the pandemic,
requiring specialist advice and structuring.

The program approach is already popular
in France and Germany and the trend is
widening to investors elsewhere too.
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While program investors often require
separate mandates, other investors
prefer co-mingled funds where they
can access a wide range of assets at
smaller ticket prices. This will often
be a closed-ended fund, but it could
be an open-ended vehicle or a listed
investment such as a REIT.

Some investors like to express their
convictions through co-investments,
which take place alongside deals in
closed-ended funds.

“A large global platform such as ours
allows for all these structures, and can
also enable club deals, where a number of
clients on our platform combine to do a
deal they otherwise would not be able to
participate in," says Wilkinson.

There is room, too, on the platform

for retail investors, who come to AEW
principally through banking networks
and have access to many of the same
strategies as institutions.

The flexibility of a single, global
platform

To access the kind of flexibility that future-
proofs a real estate portfolio, investors
are increasingly seeking a single platform,
preferring to limit the number of real
estate managers they work with.
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Investing alongside a single manager
gives investors opportunistic access to
deals, and all the reporting and servicing
they need to manage their investments
and communicate with clients and
regulators.

It also increases flexibility, allowing them
to invest in anything from US office space
to German retail to match their changing
risk-return expectations and their ESG
perspectives. “The list of our competitors
for doing all this on a global scale is pretty
small,” Wilkinson says.

Written in October 2021
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation, only at their
written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company
that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.:
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of ltalian Asset Management Companies no 23458.3).
Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office:
Senckenberganlage 21, 60325 Frankfurt am Main. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands.
Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain:
Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000
Bruxelles, Belgium.

In France: Provided by Natixis Investment Managers International - a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no.
GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France, 75013 Paris.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich,
Schweizergasse 6, 8001 Zirich.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment
Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is
intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors
only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this
material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008.

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available
to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA.
No other Person should act upon this material. Registered office: Unit L10-02, Level 10,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts
investment management business, investment advisory and agency business and Type Il Financial Instruments Business as a Financial Instruments Business Operator.

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the
R.0.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.

In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and qualified investors for information purpose only.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information purpose only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients
only.

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the
Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment
Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Latin America: Provided by Natixis Investment Managers S.A.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo,
Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any
products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically
identified investors.

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del
Mercado de Valores) and is not registered with the Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require
authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public
offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not
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management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers S.A. This communication cannot be distributed other than to the identified
addressee. Further, this communication should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B115843. Registered office of Natixis Investment
Managers S.A. :2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution entities
worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their services
and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party
investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any security,
or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the
investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to
change. There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not
necessarily reflect those of Natixis Investment Managers. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or completeness of
such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

AEW Natixis Investment Managers
An affiliate of Natixis Investment Managers RCS Paris 453 952 681
Privately-held French “Société anonyme & conseil d’administration” Share Capital: €237 087 487
Real-estate investment manager under n°T 8324 delivered by the Prefecture de police de Paris 43 avenue Pierre Mendes France
Share capital: €17,025,900 75013 Paris.

RCS Paris: B 409 039 914 www.im.natixis.com

22 rue du Docteur Lancereaux 75008 Paris, France
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2 Find out more:
im.natixis.com/en-institutional INT675EN-1121
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