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HOW CAN INVESTORS USE FACTOR INVESTING IN EUROPEAN OFFICES?
Factor investing is an investment approach successfully used in fixed income and equity investment management. It is based on
academic work by Fama & French (1993) among many others. The approach identifies multiple factors that explain excess returns
compared to the market portfolio. Initially these factors focused on small caps, value and growth stocks, but then expanded in
scope. By identifying the most relevant underlying factors, investors can benefit from market inefficiencies in a rules-based and
transparent way. If you consistently select stocks, bonds or sectors whose performance have been driven most by factors delivering
excess return, you should beat the market benchmark in the long term. These so-called smart beta strategies use factors such as
volatility, liquidity, quality, value, yield and growth. In this report, we apply this factor investing approach to close to 40 European
office markets for the first time. We will also compare factor investing to the traditional core and value add investment styles.

FACTORS USED IN FACTOR INVESTING FRAMEWORK

Source: AEW
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SUMMARY: GROWTH OFFERS BEST EXCESS RETURNS THROUGH THE CYCLE


In this report, we apply our new factor investing approach to close to 40 European office markets for the first time. This
framework quantifies factors such as Volatility, Liquidity, Quality, Value, Yield and Growth. A comparison of our factor
investing results to the traditional “core” and “value-add” investment styles is also provided.



Our three steps factor investing framework (1) defines the six most relevant conceptual factors; (2) selects the most
appropriate available data series to represent each factor and identifies each market’s exposure to the same factors; and (3)
creates a historical total return series based on the top markets per factor for each quarter.



Our key results for both risk and return across our six different factor office portfolios are as follows:
-

Growth and Value outperformed the Universe for the three periods (2003-07, 2008-13 and 2014-18) considered;
Growth was well ahead of Value in all three periods;
Quality and Yield performed well in the earlier upcycle of 2003-07 also;
Low Volatility performed particularly well with low risk and good returns during the down cycle in 2008-13;
Yield performance suffered especially during the GFC period, compared to the other factor portfolios.



To put our new factor-based investing results into the context of our traditional core and value-add investment styles, we
selected two factors that in our view best fit with these styles. In our view, Quality and Liquidity are the best factors for “core”
style investing while Growth and Value fit best with the traditional “value-add” style.



Surprisingly, we find a consistently higher risk for “core” than “value-add” for each of the three distinct periods. Only in the
2008-13 downturn period did the core office market portfolio show better returns than “value-add”.

GROWTH & VALUE SHOWED CONSISTENTLY BETTER RETURNS RELATIVE TO UNIVERSE AND OTHER FACTORS
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SECTION 1: METHODOLOGY – OUR FACTOR INVESTING FRAMEWORK
THREE STEP FRAMEWORK TO FACTOR INVESTING








To formulate our rules-based Factor
investing framework we take three steps.
First, we define the six most relevant
conceptual factors based on our review of
academic and industry literature.
Secondly, we select the most appropriate
available data series to represent each of
these six factors, normalise these based on
their Z-scores and identify each market’s
exposure to these factors.
Thirdly, we create the historical total
return series for each quarter over the last
15 years using the 80th percentile of our
market universe (top 8 of 40 markets).

Transformation of
data into Z-scores
and identification of
individual market
exposure to factors

Factor definitions

Create Factor based
total return series
based on 80th
percentile of Z-score

Source: AEW

SELECTING DATA SERIES TO FIT BEST WITH EACH FACTOR









For each of our six factors, we select data
series that best fit the conceptual
framework of the six factors.
Depending on the factor concept, we have
selected between one and five data series
to reflect the factor.
We have tested these and also tried to
avoid duplicate impacts after some initial
testing.
It is important to note that we use Prime
overall market property data and
explicitly assume that only long positions
can be considered.
Sources: AEW, CBRE, JLL, Oxford Economics & RCA

FACTOR-RETURNS COMPARED TO UNIVERSE AND ITS LONG-TERM AVERAGE

 The historical returns (yearly total

40

returns) for each factor is shown using the
80th percentile (top 8 markets) for each
quarter.
The trend line shows that most factors are
moving broadly in line with the overall
universe over time.
We add the long term average to allow us
to identify the periods across the cycles
during the last 15 years.
Since the line chart is not that straight
forward to read, we can summarise our
results in other ways below.
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SECTION 2: RESULTS FOR FACTOR BASED FRAMEWORK
FACTOR-DRIVEN OFFICE PORTFOLIO RISK & RETURNS FOR 2003-07: GROWTH, VALUE & QUALITY OUTPERFORM








Based on our review of historical European
office universe returns, we selected three
different periods to reflect the different
phases in the cycle.
For each factor, we show both returns and
risks.
In the run up to the GFC, we are seeing
good relative performance for both
Growth and Quality factors.
These results seem sensible, as economic
and rental growth was strong, driving
returns above the long-run average.
The Liquidity factor shows higher risk and
lower returns than the Universe.
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GROWTH, VALUE & LOW VOLALITILTY OUTPERFORMED DURING THE 2008-2013 PERIOD







In the 2008-13 period following the GFC,
returns experienced a sharp decline in
2008-09, then a strong recovery in 2010-11
followed by a second phase of decline due
to the Eurozone crisis.
All portfolio returns suffered in this
period, and were nearly half the levels of
2003-07.
High yield markets suffered the most as
many investors avoided the segment.
Growth and Quality showed relatively
strong performance over the period.
Low Volatility outperformed the Universe
in terms of risk-adjusted returns, which
should serve as confirmation that this
factor is minimizing risk in a downturn.
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FACTOR-DRIVEN EUROPEAN OFFICE PORTFOLIO RISK & RETURNS FOR 2014-18: GROWTH & VALUE






In the last five year period, there is less
dispersion between the factor portfolios,
compared to the previous periods. This is
also a result of a higher interconnected
global real estate market with increasing
cross-border capital.
Growth and Value both showed better
returns at only moderately higher risk
levels than the Universe.
All other factor-driven portfolios show
lower returns and higher risks.
When we consider the moderate economic
growth and extended low interest rate
environment, these results again seem
reasonable.
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GROWTH & VALUE SHOWED CONSISTENTLY BETTER RETURNS RELATIVE TO UNIVERSE AND OTHER FACTORS
25






When we combine the return results for all
three periods, Growth and Value
consistently outperformed the Universe.
However, Growth is well ahead of Value in
all periods.
Quality and Yield do well in 2003-07 also,
but Yield especially suffered during the
GFC period.
Low Volatility does well in the downturn,
as expected.

20
Total Return (%)



15
10
5
0
-5

Yield

Value

Growth

2003-2007

Quality

Liquidity Volatility Universe

2008-2013

2014-2018

Sources: AEW, CBRE, JLL, Oxford Economics & RCA

VALUE-DRIVEN PORTFOLIO DOMINATED BY CEE, FRINGE AND REGIONAL UK MARKETS









Further sense checking the results can be
achieved by looking at the exposure of
individual office markets to certain
factors.
Office markets having strong exposure to
our selected Value factors include CEE,
fringe and regional UK markets over the
entire 15-year period.
On the other hand, German and Swiss
markets show the weakest exposure to the
Value factor.
Given the fact that these markets have
traditionally been well provided with
domestic capital, this seems logical.
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LOW VOLATILITY PORTFOLIO LEAD BY FRENCH AND GERMAN REGIONAL OFFICE MARKETS









Our Volatility factor results also seem
reasonable when we consider the specific
over- and underperformers.
Dublin, London and some CEE markets
have the weakest exposure to low
Volatility based on the last 15 years.
In contrast, office markets showing strong
exposure to our selected Volatility factors
include French, German and Austrian
markets.
Again, these market selections seem
reasonable and confirm that the factor
approach works.
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SECTION 3: COMPARISON OF FACTOR INVESTING WITH TRADITIONAL STYLES
LINKING TRADITIONAL INVESTMENT STYLES WITH FACTOR INVESTING








To put our new factor-based investing
results into the context of our traditional
“core” and “value-add” investment styles,
we selected two factors that in our view
best fit with these styles.
Since there is no officially sanctioned style
definition, this can be customised
according to investor’s preferences.
In our view, Quality and Liquidity are the
best factors for “core” style investing.
Growth and Value fit best with the
traditional “value-add” style.
In our view, the selected “core” and
“value-add” markets confirm our factor
selection.

Sources: AEW, CBRE, JLL, Oxford Economics & RCA

BOTH VALUE-ADD AND CORE SHOW MARGINALLY BETTER RETURNS THAN UNIVERSE, BUT AT HIGHER RISK
25





When calculating the return and risk
profile for the “core” and “value-add”
office portfolio of top 8 markets, we note
that “value-add” offers better return than
“core” at a nearly identical risk level.
It should be noted that the both “valueadd” and “core” results are negatively
impacted by the fact that the same
markets are used for each quarter over the
15 years.
The other pure factor portfolio returns
allow for re-balancing, where the selected
top-8 markets change over time.
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CORE SHOWS HIGHER RISK THAN VALUE-ADD ACROSS THE CYCLE, WITH BETTER RETURN ONLY IN 2008-13
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Surprisingly, we show a consistently higher
risk for “core” than “value-add” for each
of the three distinct periods across the last
15-year market cycles.
Since we measure risk as standard
deviation, this represents both upside and
downside from the average.
Only in the 2008-13 downturn the top-8
“core” office markets show better returns
than “value-add”.

20

Value-add 20142018

Return (%, total)



15

Core 2003-2007
Core 2014-2018

10

Core 2008-2013

5

0

Value-add 20082013

9
Risk (%, sd)
Sources: AEW, CBRE, JLL, Oxford Economics & RCA

FOCUSED ON THE FUTURE OF REAL ESTATE

0

3

6

12

15

18

7

EUROPEAN QUARTERLY REPORT

ABOUT AEW
AEW is one of the world’s largest real estate asset managers, with €67.6bn of assets under management as at 31 March 2019. AEW
has over 700 employees, with its main offices located in Boston, London, Paris and Hong Kong and offers a wide range of real estate
investment products including comingled funds, separate accounts and securities mandates across the full spectrum of investment
strategies. AEW represents the real estate asset management platform of Natixis Investment Managers, one of the largest asset
managers in the world.
As at 31 March 2019, AEW managed €31.8bn of real estate assets in Europe on behalf of a number of funds and separate accounts.
AEW has over 400 employees based in 9 offices across Europe and has a long track record of successfully implementing core, valueadd and opportunistic investment strategies on behalf of its clients. In the last five years, AEW has invested and divested a total
volume of over €20bn of real estate across European markets.

RESEARCH & STRATEGY CONTACTS
Hans Vrensen MRE, CFA
HEAD OF RESEARCH & STRATEGY
Tel +44 (0)20 7016 4753
hans.vrensen@eu.aew.com

Ken Baccam MSc
DIRECTOR
Tel +33 (0)1 78 40 92 66
ken.baccam@eu.aew.com

Irène Fossé MSc
ASSOCIATE DIRECTOR
Tel +33 (0)1 78 40 95 07
irene.fosse@eu.aew.com

Dennis Schoenmaker PhD
ASSOCIATE DIRECTOR
Tel +44 (0)20 70 16 48 60
dennis.schoenmaker@eu.aew.com

INVESTOR RELATIONS CONTACT
Guillaume Oliveira MSc
ASSOCIATE
Tel +33 (0)1 78 40 92 60
guillaume.oliveira@eu.aew.com

Mina Kojuri MSc
ASSOCIATE DIRECTOR
Tel +44 (0)20 7016 4750
mina.kojuri@eu.aew.com

LONDON
AEW | 33 Jermyn Street | London, SW1Y 6DN | UK

PARIS
AEW | 22 rue du Docteur Lancereaux | 75008 Paris | FRANCE

DÜSSELDORF
AEW | Steinstraße. 1-3 | D-40212 Düsseldorf | GERMANY
This publication is intended to provide information to assist investors in making their own investment decisions, not to provide investment advice to any specific investor.
Investments discussed and recommendations herein may not be suitable for all investors: readers must exercise their own independent judgment as to the suitability of
such investments and recommendations in light of their own investment objectives, experience, taxation status and financial position. This publication is derived from
selected sources we believe to be reliable, but no representation or warranty is made regarding the accuracy of completeness of, or otherwise with respect to, the
information presented herein. Opinions expressed herein reflect the current judgment of the author: they do not necessarily reflect the opinions of AEW or any subsidiary
or affiliate of the AEW’s Group and may change without notice. While AEW use reasonable efforts to include accurate and up-to-date information in this publication,
errors or omissions sometimes occur. AEW expressly disclaims any liability, whether in contract, tort, strict liability or otherwise, for any direct, indirect, incidental,
consequential, punitive or special damages arising out of or in any way connected with the use of this publication. This report may not be copied, transmitted or distributed
to any other party without the express written permission of AEW. AEW includes AEW Capital Management, L.P. in North America and its wholly owned subsidiaries, AEW
Global Advisors (Europe) Ltd. and AEW Asia Pte. Ltd, as well as the affiliated company AEW Europe SA and its subsidiaries.
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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 Italian 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: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt
am Main 60322, Germany. 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 España.
Serrano n°90, 6th Floor, 28006, Madrid, Spain.
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 Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva,
Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
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: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, 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 discretionary asset management business and investment advisory and agency business as a
Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.
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.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi
Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for
informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration
no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors 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, oficina 102B, 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 Representación (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 Comisión 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 authorized by or registered with the CNBV or any other
Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.
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. 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.
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