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Introduction

Real estate has historically been viewed as aloca phenomenon. Builders and investors for
decades prided themselves in ther ability to find the best "location, location, location™ based on ther
local knowedge Itisamongtheleast "tradable" of produds, in thesense of beng physcally
unmovable, even thoughit can beboughtand sold both domestically and internaiondly. This
combinaion of local knowedgeand predomnantly local tradability was the primary reason why
discussions of globdizationin the 1990sand earlier, ovelooked thereal estate indudry asaposible
participant in theongong phenomenonof inareasing globd economnic integration. Althoughan
occasiond headlinewould be grabbed by aforeign purchase of alocal landmark (New York's
Rockefeller Center, Arco Plazain LosAngdes, and even the Pebble Beach resort), thebusnessitself

remained largdy local, with US firms dominating in US markets, and foreign firmsin foreign markets.

In thelast decade, however, globdization has increasingly involved the internaiondization of
services sectors as much as of manufacturing, and the varioussub-sectors of therea estate indugry
have been enthugastic paticipantsin this globd surge Builders, brokerage firms, conaulting and
services firms, rea estate finance firms and investors have extended ther area of opeationsbeyond

local markets to aworld-widebase.

! This paper is part of alarger set of studies on how globalization is affecting the US real estate industry. The authors of
this report have benefited from the insights of Dwight Jaffee, and the assistance of Nathan George and John Tang, graduate
student researchers at the Fisher Center for Real Estate and Urban Economics.



Several factors have led to this trandormation of theindugry. Technological changes have
extendad the geographic reach and weakened the nexus between Qocal Oand QocationO Theincreasing
opening up of formerly closed economes in the developing world has thrown open significant
oppotunities for real estate firms across the globe Liberalization of busness licensng, taxation and
propaty ownership regulationsin some of thelargest emerging real estate markets further facilitates

the paticipaion by USreal estate firmsin globd opportunities.

On thefinandal investment side, securitization and development of a variety of different
finanda indruments al ove theworld lendliquidity and tradability to both real estate equity and
debt. Whileforeigninvestors are able to invest in these finandal assetsin theUS, diversification
motives and the search for a different risk-return profile lead many US investors to add foreign real
estate physcal assets or foreign real-estate-related finandal securities to thar portfolio. Theincreasing

integration of globd finanda markets, in thar turn, tendsto impact the pricing of these assets.

On thedemand side, some of thelargest consumers of real estate are becoming increasingly
globd. Multinaiond firms, with thar manufacturing plants, thar distributors and suppliers, and now
increasingly service sector firms, ranging from finandal to legd, have globd footprints. Offshoring, or
thetrander of produdionfacilities, back-offices and R& D centers by US multinaionds to developing
counties has given amajor boog to commercial real estate in those counties. Of greater significance
for theUS real estate indudry, magjor US real estate service firms have followed these clients abroad,
expanding thetypes of services provided, aswell asthar geographic coverage Evenresidential real
estate brokerage firms have followed an increasingly mobile expéatriate popuktioninto the
internaiond arena, forging alliances with companies throughoutthe globeto providerelocation

services and worldwide access to residential markets. Additiondly, the emergent middle-classesin



Asiaand elsewhere with thar pent up demand have given aboog to residential andretail real estate

activity, providing anew rangeof oppotunities for forward-looking US firms.

Globdization, in general, and offshoringin particular, have also had direct and indirect effects
onthesupply chanfor real estate congruction. Offshoring, made possible by low labor codsin
developing counties and advances in trangportation and shipping, has led to the globd sourcing of
inputs, such as steel and wood produds. At thesametime, US builde's are competing for inpus,
equipment and resources in theface of growing worldwide demand led by the emerging economies of
Asia. Chinahas become both aleading producer and consumer of many building materias, and
guestionsexist as to whether growth will lead to excess capacity or excess demand in coming years.

Either could significantly affect the building process and real estate pricesin the US.

Thisarticleisapreliminary look at theimpact of globdization onthereal estate indugry. We
set the context for the study by defining the major elements of thereal estate indudry, briefly
reviewing relevant literature, and discussing thedaa used in the pgpoer aswell asdaalimitations The
pape then focuses on severa aspects of globdizationin theUSrea estate indugry. We begin with a
description of trendsin cross-border investmentsin real estate and portfolio investmentsin real estate
related activity. We next address issues related to globd sourcing and trendsin therea estate supply
chan. We review future globd oppotunities for the real estate indugry in the context of compaative
internaiond statistics and globd demographic changes. We then illugrate how these trendsaffect firm
activities and structure, drawing oninformation from a company daabase, firm web sites, annud
reports, interviews and a survey. We condudewith a discussion of the questionsraised by trendsin

globdization, some chdlenges to globd oppotunities, and future research directions



Defining the US Real Estate Industry

Thered estate "indudry" spans across severa indugrial categories, indudingindividud
sectors within the broader groupingsof services, finance and condrudion. The sector defined by the
North American Indugria Classification system as real estate (NAIC 531)indudes only real estate
services such as leasing, brokerage, management and appraisal. This segment of theindudry employed

1.5 million naionwidein 2006(jug over 1 pecent of theUS employed labor force).

Redl estate finance, induding themortgageindusry, related finandal activity, andreal estate
investment trugs, employs an additiond hdf million. Building condruction and land subdiision
firms are also major playersin therea estate indugry, with 1.8 million employeesin 2006. An
additiond 1.5 millionwere employed in real estate related professiond services such as architecture,
engineering and design. The overall employmentin thereal estate cluger istherefore closeto 5

million, accouning for about3.5% of the employed |abor force. (See Table 1).

Figure 1 shows therelationdhipsamongthese different segments of thereal estate indudgry. An
individud typeof firm, or even a sector within theindugry, can overlap several types of activities. For
example, REITsindudeafinanda ownership structure that addsliquidity to wha was onae a highly
illiquid asset. At the same time, many REITs are heavily involved in many aspects of the physca

asset, from land assembly to design and congruction to building management.



Tablel
Major Real Estate Employment Categories, Employment L evelsand Growth
NAIC INDUSTRY NAME Employment 1995-2000 2000-
Code 2006 2006
(1000s)

Total nonfarm 136174 2.4% 0.5%
2360 Construction of buildings 1806 4.3% 1.7%
2361 Residential building 1017.5 5.5% 3.6%
2362 Nonresidential building 788.5 3.1% -0.4%
2372 Land subdivision 96.7 2.4% 1.4%
2380 Specialty trade contractors 4899.6 5.8% 2.5%

Finance Related 546 8.3% 9.2%
5222 Real estate credit 354.8 8.4% 8.0%
5223 Mortgage and honmortgage loan brokers 146.2 8.8% 15.7%
5259 Other investment pools and funds* 45 7.1% 2.9%
5300 Real estate and rental and leasing 2179.6 2.7% 1.4%
5310 Real estate 1503.3 2.2% 2.3%
5311 Lessors of real estate 599 1.0% -0.2%
5312 Offices of real estate agents and brokers 381 3.3% 5.2%
5313 Activitiesrelated to real estate 523.3 3.3% 3.6%
5313 Real estate property managers 438.9 3.3% 3.1%
5313 Offices of real estate appraisers 415 3.5% 4.4%
5313 Other activitiesrelated to real estate 42.8 3.3% 8.0%

Real estaterelated professional services 1521.4 4.5% 1.8%
5413 Architectural and engineering services 1385.6 4.4% 1.9%
5414 Specialized design services 135.8 5.8% 0.6%
Source: Authors from Bureau of Labor Statistics employment series.

When it comesto theinternationd opeationsof US firms, a significant amountof real estate related
activity gets subsumed unde other categories. Red estate develope's and service providers work in
tandem with multinaiond companies and other clients to ensure tha theentities are "housed"
wherever they arelocated globdly. Thus an investment by a corporationin a company facility

abroad, whether in manufacturing, warehousng, retail or office space isaso area estate transaction.



Figure 1
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Theaeisaso areal estate @omponetOto transactions both domestic and internaiond, that
spill over into public sector infrastructure and naural resources, as well as with respect to firms
bdonging to abroad rangeof nonreal estate related sectors, to the extent that some firmsin each of

these sectors employ real estate professiondsfor daily opeaations
Short Literature Review on Globalization and Real Estate

Academic literature ontheinteraction of globdization and real estate is sparse. In econorics,
for example, internaiond economnics and real estate econormics co-exist in virtudly isolated arenas,
with rare contact or cross-references, with some natable exceptions such as Henda'son (1982) and the
emerging literature on the Ghew econorric geography,Owhich deals with theinterplay between cities,

urban agglomerationsand internaiond trade (Fujita, Krugman and Venables, 2001) Bardhan,



Eddstein and Leung (2004)look at theimpact of openness of naiond economes on urban residential
rentsin 55 cities aroundtheworld. Ades and Glaeser (1995)and Krugman and Livas-Elizondo(1999
are amongthefew pgpers tha link urban economics, internaiond economics and trade policy.

Thereis somewha more literature on thefinance sde of globdization and real estate,
paticularly related to theissue of portfolio diversification and real estate market co-movements.
Eichholtz (1995 findstha theinternaiond propety rates of return covariances are ungable, which
may limit their ussfulnessin standard portfolio alocation modds. Goeizmann and Wachter (199%6)
perform amean-variance andysis for a sample of internaiond office markets and identify three
clugers of office markets that tend to GnovetogeherQ which may impair investor ability to diversify
acrossinternaiond markets. However, Conove et a (2002 show tha foreignreal estate investments
provide diversification bendfits beyondtha obtainable from foreign stocks. Countring nasve
divergification strategies, Geurts and Jaffe (1999 show that the county specific risk/ return
relationship is affected by inditutiond characteristics (such as political risk and sodo-cultural factors).
Hoedli et a (2009 confirm theportfolio diversification bendfits of induding real estate assetsin a
mixed-asset portfolio, but Stevenson (2000) onthe other hand, shows tha the patential diversification
bendits tha could arise frominvesting in real estate securities are generally notstatistically
significant. Bardhan, Eddstein and Tsang (2006)find that a county@real estate security excess (risk-
adjusted) returnsare negatively related to its openness suggesting tha market efficiency for listed
propeaty firms may have been enhanced in globdizing economes. Kallberg and Liu (2002)find that a
common factor drives equity returnsand real estate returns, and that real estate securities were
paticularly vulnerableto crisesin Asiain the 1997-98 period.

A nunmbe of studies have addressed newly emerging mortgage markets, butthereislittle

academic research on theinteraction beween US and other developed county mortgage markets and



mortgage systems in emerging economes, or oninternaiond investments in mortgage security
ingruments. Deng, ZhengandLing (2009 assess the early experience in Chinawith amortgage
system dealing with different borrower risk profiles than in developead counties. Ong (2009
emphasizes thevariety of experiences with mortgageingruments in Asian markets, from Indiato
Chinato HongKong pointingto the small size of these markets and the growth potential. At theUS
end, Jacobides (2007forthcoming) findstha despite a US mortgageindugry structure that makes
internaiond servicing possible, local inditutiond characteristics of developing counties have resulted
in these ventures being problematic. Theimpact of globd capital imbdances and of Asian capital
inflows into US treasuries and mortgage backed securities on US interest rates, mortgagerate and the
housng market is another subject where research is still initsinitial stages.

Mog of theandyses of globdizingrea estate services come from trade publications rather
than from academic literature. Giordano (2003) for example, condudes that globd expanson of
building activity and finandng has led to greater need for congstent project management and Edge
(2001)describesissuesrelating to appraisal standads propety investments globdize. Therole of a
small number of real estate investment trugsin providing globd, retail development expertiseis
covered in Luxemberg (20073. Rushmore (2007 andyzes thetourism sector and condudes that
oppotunitiesfor US hatel developeaswill be stronger by providing services to middle class from
developing counties, rather than by becoming develope's and opeators of hatels within the emerging

economes themsalves.

The effects of globdization on specific aspects of local real estate markets have been addressed
througha number of case studies. Lichtenbager (1993 identifies thetwin issues of inaufficient supdy
and rapid increase in prices in fast-opening urban centers. The emerging oppotunities and continuing

risk of real estate investment in Mexico assodated with changing inditutiond structure is described by



Jones, JJmenez and Ward (1993) Sheng and Kirinpanu (2000 arguetha expanded accessto
internaiond capital in Thalandled first to a housng boom followed by a collapse with finandal
repercussions Theinterplay of globd investors, local firms, andthelocal ingitutiond structure can
have different implicationsdepending on the geographic, cultural and political setting, as demongrated

by case historiesin Mumba (Nijman 2000)and Shangha (Zhu, Sim and Zhang 2006)

The published academic literature leaves many ggosin theresearch agendg aswell as quite a
few questionsunresolved. We revert to some of them in the conduding section. A major purpo of
this paper isto review thedifferent threads of research on this topic, ddineate and differentiate
research on globdization andreal estate related issues from other globalization related work in

economics, and to chat afuture research agenda
Measuring Globalization in Real Estate

Globdization of an indudry usudly encompasses three different kindsof activity: first, an
internaiond tradein goodsand services tha theindudry produces,; second, cross-border investment in
facilities for produdion, sales, distribution of the output or of some element of the supply chan; and
third, cross-border partfolio investments in thefinanaa securities of tha indudry. We use severa
approaches to measure and track the degree of globdization of each of these aspects of thereal estate

indugry.

We rely on pulished statistics from the US Bureau of Econonic Andysis and the US Treasury
Department for foreign purchases of US Treasuries, Agency securities and other finandal ingruments,

and for quantitative measures of foreign direct investment by US real estate investors abroad and by



foreigninvestorsin the US. % Thedata onfinandal flows appear to be consstent and reliable, althoudh
notalways at thelevel of deail preferred by academic researchers. Thedaaondirect investment
flows are quite problematic. Thereported real estate measures for FDI and DIA appear to refer to a
very small propation of actud cross-border investment in real estate assets. We briefly address thisin
thereport butwill address the problem in much more detail at a later stagein our study of real estate

globdization.

Data on employment and output in varioussectors of thereal estate indugry come fromtheUS
Bureau of Labor Statistics and the US Bureau of Economc Andysis. Vaue addad and gross produd
measures for real estate show incongstendes with employment measures. We conagentrate on
employment aspectsin this report and leave closer scrutiny of output and valueadded for a later stage

of thestudy.

Indices of building materia supplies and prices are drawn from trade organization data as well
as data compiled by the Bureau of Econonic Andysis and the Bureau of Labor Statistics. We also
draw oninternaiond demographic and economic statistics published by the United Nationsand the

World Bank for daaregarding potential demand in emerging econormies.

To undestand company structure, we andyze company data on OneSource to determinethe
extent to which largerea estate firms are accessing globd markets, the degree to which thar
ownership structure has become globd, and the extent to which they have established globd branches.
To augment thisinformation, we conduded a brief, preliminary survey of firms onthe Fisher Center
for Rea Estate and Urban Economnics Policy Advisory Boad, to determine current and future plansfor

globd activities and to explore the motivationsbehind expanding globdly.

2 Defined by the US Dept of Commerce as ownership or control, directly or indirectly, by one foreign person, or entity, of
10 percent or more of the voting securities of an incorporated domestic business enterprise or an equivalent interest in an
unincorporated domestic business enterprise.
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International Investmentsin Real Estate

Thelack of Onternationd tradeQin real estate is now beng compensated for by increasing
cross-borde investmentsin rea estate, internaional development projects, multinaiond rea estate
ventures and integrated township/housng developments, notjud in markets traditiondly hogitableto
foreign investments, such as Europeand North America, butincreasingly inthereal estate markets of
thedevelopingworld. Themotivationsof foreigninvestors have been varied, and indudestable and
solid returns aquest for diversification, as well astherole of USreal estate and othe assetsas a

refugeof Qast resortO

Foreign direct investment (FDI) in USreal estate has had alonghistory, butunfortunaely the
official daa serioudy undeestimate foreign direct investmentin US real estate and US real estate
investment abroad. Accordingto official US Department of Commerce data, by 1990there was only
$30billion (on ahistorical cod basis) invested in US real estate by foreignindividuals, firms and
organizations Except for amomentary dip from 2002to 2003 FDI has been rising steadily, as have
theofficial numbers on direct investment by US investorsin foreignreal estate (direct investment

abroad or DIA) since 2002

We bdieve therea estate figures for both FDI and DIA undestate theextent of foreign
investment in physcal real estate, because company investments in facilities are frequently counted as
being pat of theinvestment of the company in itsmain line of busnessindugrial sector (eg.
manufacturing), rather than as areal estate investment. Asaroughguide in thedomestic investment
figures of the US naiond accounts, investment in structures (or thereal estate component), on average
accountsfor close to onethird of all busnessinvestment. The overall figures for the 2005year-end
postionfor FDI intheUS and DIA by the USfor all sectors are $28 trillionand $3.5 trillion,

respectively, in market valueterms. Therea estate sector accounts for anegligible share of thetotal
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going by theofficial figures-in therangeof oneto two percent. Applying the @nethird ruled
mentioned above reflecting thereal estate content of investments in other sectors, would increase the
figuresfor internaiond investmentsin real estate by an order of magnitude Since this data
discrepancy isamajor issue our research group has targeted the estimation of the actud real estate

GomponetOof both FDI in the US, and US investment abroad for future research.

While global capital flows have been of a significant magnitudefor decades, recent years have
seen amajor inarease in cross-county portfolio investments in both debt and equity ingruments.
Figure 2 shows theincreasing role played by foreign central banks organizationsand investorsin the
total US credit market (in addition to treasuries and agency backed securities, this also indudes
corporate and municipd bonds mortgages, other loansand consumer credit) in the pog-war period. In
additionto playingabig rolein US credit markets, non-US entities also own a significant portion,

approximately 15% of thetotal US equities outstanding.

Figure 2
Total Credit Market Debt Held by Rest of World as
Share of Total US Credit Market Debt Outstanding;
1945-2006
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Table2

Top 10 Foreign Holders of US Securities, June 2005
Treasury Bonds Agency Bonds Corporate Equities |Corporate Bonds
Country  [Share* |[Country [Share* [Country [Share* [Country [Share*
Japan 35% China 20% UK 9% Belgium 13%
China 16% Japan 15% Canada 8% L uxembourg|12%
Taiwan 4% Russia 8% Japan 6% UK 12%
S Korea 3% Belgium 5% Netherlands 6% Cayman Is. [10%
UK 3% Cay. Is. 5% Cayman Is 6% Japan 6%
Germany 2% S Korea 5% Luxembourg [5% Ireland 5%
Hong Kong  [2% L uxembourg|5% Switzerland  |5% Bermuda 4%
Luxembourg [2% Taiwan 4% Singapore 3% Canada 3%
Cayman Is. 2% Bermuda [3% Germany 3% Netherlands [3%
Switzerland  |2% Mexico 3% France 3% Switzerland [3%
Source: http://ustreas.gov/tic/fpis.html  * Share of total foreign holdings.

There are differing geographical paternsfor foreign investmentsin US physcal structures and
in USfinanda securities. The same problematic FDI daathat give an undecountof overall foreign
investment in rea estate show the developead European counties, such as Nethelands the UK,
Germany and Switzerland, and Japan asthemagjor investorsin real physcal assets. This paternis
similar to tha of the county of origin of foreigninvestment in other sectors of the US econony,
whether they are in manufacturing or services. In contrast to the patern of county-wise holdingsin
real estate physcal assets, where the developeal, indudrialized counties are themajor players, China
has been thelargest investor in US agency bonds issued by Government Sponored Enterprises, such

as Fannie Mae and Freddie Mac (see Table 2).

Table 2 gives shares of USfinandal securities hdd by variouscounties as a percentage of the
total hdd by foreignas. Furthermore, the absolute amounts are quite significant. For example, outof a
total of $6.6 trillion of overall outstanding agency debt, closeto $1.2 trillion (or about 18%) is hdd by
foreign entities. Net annud purchases of treasury bondsand company stocks have fluctuaed, althoudh

risng on average over the past decade, while there has been steady growth in theforeign purchase of
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both agency and corporate bonds Over thelast few years, there has been atrend on the part of foreign
investors, paticularly Asian central banks to move away from the purchases of US treasuries and
invest more in agency bondsand mortgage backed securities. Net annud foreign purchases of US
treasuries peaked in the year 2004at $350billion and have come down to $200billionin 2006 while
net purchases of agendes by foreignas have seen a steady rise, going fromaround$150billionin the

year 2000to nearly $300billionin 2006(see Figure 3).

Figure 3
Net Annual Purchases by All Foreigners of US

Securities
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A numbe of ongong studies, induding oneby the Fisher Center, deal with issues relating to
theforeignfinandng of US debt anditsimpact onUS interest rates, induding the mortgagerate. There
isagenaa conenaustha the mgor purchases of credit market ingruments by foreign investors have
been afactor in keeping US interest rates low, butthere is arangeof opinion regarding the potential

vulneability of theUSfinandal system, in general, and thefuture course of thedollar, in paticular.
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Diversification and risk redudion possibilities for internaiond real estate investors have
increasingly lured them into new markets. Demand from endowments and penson fundsfor
investmentsin foreignreal estate are hdpingdrive thetrend. Some of the push isdriven by a bdief
tha overseas markets offer more oppatunities and highe investment returnsthan US markets
Luxembe 2007aand 2007h). Thereis some evidence tha cross-continent investment can offer
increased diversification, as shown by a study by Torto Wheaton Research on the correlation of rent
within and between continents (Torto 2002) However, our discussionswith real estate investment
firm executives and economists specializing in internaiond finance indicate conaern tha geographic
diversification may notalways beforthcoming. Indeed, connected to thistrend of greater international
paticipaion by investorsin mog naiond markets is the phenomenon of finandal market contagion.
TheAsan crisis of 1997was an early indicator of the nexusbetween real estate and banking crises, on

theonehand, and theinterconnectedness of finandal marketsin theregion, ontheother.

Y et another aspect of globdization and itsimpact ontheworld of real estate isthe
demondration effect and impact of the US inditutiond structure onreal estate and mortgage markets
in the emerging economes. Expets and policy makersin Asian counties, for example, aretryingto
modd variousaspects of their mortgage markets after the US mortgage markets, induding therangeof
mortgage produds, aspects of risk-based pricing, gppraisal standads seconday markets for mortgage
backed securities, provision of affordable housng and mortgageinsurance. (Allen, Chui, Madddoni,

2004;0ng, 2005;Zhu, 2006;Deng, Zheng, Ling,2004)

Global Sourcing and the Real Estate Supply Chain

Thesupply chanfor rea estate is affected by two separate phanomena, both connected to

globdization. Theinterplay of offshoring andreal estate can be seen in thetrander of some back-
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office activitiesin the US rea estate cluger itself, for example in design/architecture, real estate
finance and propety management, to design, finance and accouning firmsin India. However, fromthe
point of view of USrea estate and condruction firms, the possibility of offshoring some elements of
ther supply chan cog-centersto cheaper locationscan potentially bea mixed blessing. Thegrowth in
emerging markets, patly fuded by offshoring of manufacturing and services jobsfrom developed
counties, hasled to arapid growth in demand for mineral resources, building materials and other

inpus, leading to a sizeable impact on globd prices.

A few chartsilludrate some of thetrendstaking place in the markets for key commodities.
Figure 4 showsimport and export trendsfor nonnetal building materials and iron and steel, adjusted
for inflation usng the Producer Price Index, from 1978through2006 Exports (by value adjuged for
inflation) are currently highe than they were in 1980 but lower than in themid-199Gs. Building
material imports are more than 4 times thar 1980level and therate of growth of imports accelerated
shaply inthe 1990s as shown in Figure 5. Thisis compaable to theoveral changein levels of

importsin theUS.

16



Figure 4

Import and Export Trends, Building Materials
1978-2006 ($ millions, 2006 base)
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Figure 5
Import and Export Growth of Building Materials Annual Rate of
Change, Selected Periods
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Figure 6
Steel Consumption, US and China, 1990 -2005
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Figure 5
Steel Consumption, US and China, 1990 -2005
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Theincreasingly globd nature of the supply chan isreflected in consumption paternsas well
asinimport and export flows. Thelnternaiond Iron and Steel Ingitute, for example, reports a broad

shift inrelative levels of steel consumption between Chinaand the US, as shown in Figure 6. Data also
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showtha the globd competition for limited key resources and materials has coindded with sharp

increases in the price of some building materials (see Figure 7). However, it is possible that the supply

crundh, at least for some of thecommodities, is temporary, and tha the combination of efficient globd

allocationsof plants, technological changeand scale economes will boog globdizing supply and hdp

meet the globd growth in demand (Linnanan 2006). In addition, discussion with real estate develope's

aswell as a presentation on thereal estate supply chan (Madhavan 2007)suggests tha the propottion

of inpus who prices have been rising quickly onthe globd markets congitute arelatively small

share of thetota inputs used in thereal estate sector (perhgpsas|ow as 5%, based on an estimate from

the US Economic Censaus), and that thekey codswere labor cods. Theeffect islikely to bedifferentin

the emerging economnies where the propottion of labor codsislower and tha of inputs highe.
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Economic Growth and Global Opportunities

Three broad factors have come togeher at this econonic moment and given rise to globd real
estate oppotunities, paticularly in the emerging economes. These indudetherapid economic growth
experienced by these countries, changing demographics, both in developed and developing counties,
and the phenomenon of offshoring. Oppottunities have been created by therecent opening up of
countiesin the developing world, and also by thewidespread fragmentation of real estate marketsin
emerging economies, the proliferation of family owned-traditiond firms and the accompanying lack of
professiondization in the sector. While the manufacturing and services sectors in these counties have
always had at least afew firms which were efficient adopters of globd best practices in organization
and management, thereal estate sector, in asense, has been alate-comer to modenizationitself,
athougheven in thereal estate sector, every developing county has examples of state-of-the-art

hotels, office budingsand residential complexes.

Theoffshoring of white-collar jobsfrom the US to India has gathered steam in thelast decade
or S0, joining the outmigration of blue-collar manufacturing jobsto China This has implicationsfor
real estate on both sides of the offshoring divide Theincreasing possibilities of globd sourcing more
broadly have the potentia of impacting urban space, form and structure, and consquently, thedemand
for real estate. An undelying reason for theformation of indudrial, urban clugers and agglomerations
has been the bendits derived from having upgream and downgream firms located close by. The
growth in offshoring can therefore mitigate the need for sectoral clugering. Some potential impacts on
the US office and indugrial markets are discussed in Bardhan and Kroll 2003 Of course, this process
can go hand-in-hand with a cluger developing at the receiving end, and we see the growth of the high-
tech oriented urban metrosof Bangdore and Hyderabad in Inda, aswell as a nunber of citiesin

China
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A compaative look at office markets across a group of globd cities undescores the broad
rangeand diversity in prices andillugrates some of thetrendsin theglobd econony. Counties at
different stages of development offer oppatunities for theintrodudion of new rea estate produds and
services. Figure 8 showsrelative leasing cods for office space for theten mog cogly markets

worldwidein 2000and 2006

Figure 8
Top 10 Global Office Markets by Occupancy Costs
2000 and 2006
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Source: Grubb & Ellis Real Estate Forecast 2007 and unpublished data 2002.

Thechangein thecompostion of the leading office markets between 2000and 2006demondrates how
quickly urban commercial real estate markets in emerging econonies can become part of theglobd
bidding process. Places like Mumba and New Delhi were noteven onthelist of Grubband Ellis top
60 marketsin 20000r 2001.Statusonthelist can changequickly. Three US markets madethetopten
in 2000,riding on the coatails of the dot-com boan and therelated finanaa boam, and San Jose was
thethird mog expendve metro office market worldwide. By 2006,no US market was in thetop 10.

TheUS markets tha werein thetop 10in 2000are not shown in Figure 7 because they are nolonge
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in thetop 10--midtown New Y ork had the highest US rents, at $76, San Frand sco rents were down to

$41,and San Joeto $31.

Oneof thekey areas of oppatunity for firms from developead counties, and fromtheUSin
paticular, isin thefast growing economies of Asia Indiaand Ching, for example, still have the
majority of their popuktionin rural areas, in contrast to more advanced econonies, where more than
three fourthsof thepopubtionresidesin urbanized areas (See Figure 9). Strong regiondly disparate
growth in key urban areas in both countiesis driving domestic, internd labor mobility, and togdeher
with the burgeoning middle-classes is responsble for an upsurgein demand for residential real estate,
in spite of thehousng price to income ratio, relative to theindugrialized counties. In addition to rapid
growth and urbanization, recent finandal reforms and developments have resulted in greater

availability of mortgages at therelatively low, globd interest rates.

Figure 9
Percent of Population in Urban Areas
Selected Countries 2005
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Source: World Bank

At the same time, a number of factors have led to increase in demand for all other categories of

rea estate (Conne, Halle, 2006;Conne, Liang, 2006). Highe tax revenues for the govanments have
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ingpired seriousspending on many infrastructure projects, such as highways, dams, bridges and so-
forth. Greater disposable incomes, at least in a certain segment of the urbanized uppe middle-classes,
and emergent consumerist attitudes have spurred aretail boont and inareased internd and externd
trade have led to increased demand for warehousng space, as well as improvements in existing and

condruction of new ports and airpotrts.

In additionto both risng commercial andresidential demand, and the oppotunitiestha are
presented to foreign players because of inadequéde local capecity, thereis yet another by-produd of
globdization tha plays arole in generating oppatunities for globd playersin these markets,
paticularly for US firms. The demongdration effect of high-qudity US real estate, conveyed most
effectively by expatriates and diaspora returnees generates the kind of specific demand for certain type
of real estate attributes, whether in Grade A office space, or Silicon Valley style single family homes,
tha can in turn result in oppatunities for US busnesses. US real estate develope's, service and
conallting firms have piggybaked onthe major foray made by US multinaiondsinto Indiaand
China and have been ingrumental in dealing with demand for all categories of real estate, bath for
purely busness pumposes, aswell asfor housng requirements of expas. Both Chinaand India have
attracted developas from nearby Asian locations such as HongKongand Singgpore, aswell as
condruction companies from throughoutthe world to augment therr capacity. AlthoughUS firms have
played alimited role so far, either as intermediaries between US clients and local suppliersor in
providing a specialized skill, the past couple of years have seen asignificantinarease in USinterest in

theregion.

Thedemographic profilein many of the emerging market giantsis aso suggestive of future
oppotunities. Household size, for example, isrelated to many factors, induding income levels, and the

historical and cultural context. Mog of the developing counties have 4 or more personsper houshold
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(see Figure 10), butthereis broad expectation tha income growth, labor mobility, proliferation of
unitary households and the breakdown of traditional joint familieswould tend to reduce the number

of peasonsper houshold, which in turn would increase the demand for housng units.

Figure 10
Household Size by Country
(200072001 unless otherwise noted)
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Source: Waorld Bank, US Bureau of the Census UN, Kwon 2003 *U rbanpopulationonly **1990.
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Figure 11
Dependency Ratios*: Industrialized Countries
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Thechanging age profile of the popuktion in both indugrialized and developing counties has
major implicationsfor all aspects of the econony, induding real estate. While both types of counties
have seen a decrease in the number of youngdependents relative to adults of working age, there are
projectionsof asharp risein the nunber of aging dependents over the next few decades for the
indugrialized world, and for a healthy share of working adults, with largenunmbers in the home-buying

cohott, inthedevelopingworld (see Figure 11).

US real estate firms have begunto respondto these oppotunitiesin a variety of ways.
Company records interviews, and a survey of selected real estate firms shows movement first to
markets in other developed counties, where econonic structure and undelying ingitutiond suppot is
often similar to theUS. Theinaeasing trend to invest in emerging and devel oping marketsis amore

recent phenomenon.
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Globalization of Real Estate Firm Characteristics.

We draw on two sources of information to examine to what extent real estate firms are

expanding into globd markets, thecounties where they opeaate, and the motivationsfor these

changes. We built adaa set from the OneSource daabase tha indudes US firmsin real estate

categories with 500 or more employees. The OneSource sample indudes 326firmsin rea -estate

related finance, real estate investment truds, real estate services (brokerage and management), leisure

and recreation related rea estate, and con

gruction as shown in Figure 12.2 From OneSource records

annud reports and webgtes, we determined which of these firms served market areas beyondthe US,

and thar geographic areas of opeaation.

Profile of Onesource

Figure 12
Large Real Estate and Construction Firms
by Industry Sector
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Only 13 percent of thelargereal estate firmslisted in OneSource had globd opeationsbeyond

the United States. Firmsinvolved inred

estate investment activity, indudingin theform of REITsor

% In construction we include only firms whose construction activity involved real estate development, rather than those

operating in infrastructure or technical facilities a

one.
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other investment vehicles, were more likely to be globd than werefirmsinvadved in real estate
services (see Figure 13). Thebrokerage and management category, which has the greatest nunmber of
firms, indudes ontheonehand, residential brokeragefirmsinvolved primarily in single family home
sales, which were largdy US based (althoughafew had alliances with companies overseas tha
allowed them to provideinternaiond relocation services to thar cugomers), and on the other hand,
some of thelargest commercia rea estate services firms, which provide a wide package of servicesto
clientsthroughouttheworld. Thefinance category aso represents awiderangeof activities, from
firms specializingin single family home loans (largdy locally based), to firms tha develop real estate

investment pools and collective trugs for private investors (often internaiond in scopé.

Figure 13
International Activity of US Real Estate Firmsby  Subsector
Onesource Database
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Mog of the companiesin this database were more likely to have globd activitiesin Europeor
North America (Mexico and/or Canada), than in Asia. Thepatern for condruction firms, however,
was somewhat different than for other real estate firms--alarger share wasinvolved in Asaand the

Middle East than in Europeand North America. Thecongructionfirmsinvolved in Asaand the
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Middle East were primarily those serving specialized sectors and infrastructure needs, such asthe

energy sector or specialized manufacturing.

A second source of information was a survey of the 168 policy advisory boad members of the
Fishe Center for Real Estate and Urban Econormics, who represent abroad rangeof largerea estate
finance and service firms, induding legd, conaulting, and design firms as well as core real estate
brokerage and management firms. The survey was conduded in Februay and March 2007via e-mail
and theweb. Responses came from 44 (26 percent of those surveyed). Theresponss are clearly self
selecting, with those involved in globd opeaationsmore likely to respond.From the point of view of a
major purpose of the survey, to learn where and why firms were involved in globd activities, the self-
filteringissueis notabig conaern. Of greater importance in interpreting therespong is thelocation
profile of the survey sample firms compared to the OneSource database. While the survey sample of
firmsindudes companies from throughoutthe United States, it is more heavily weighted towardsfirms
headquatered in Californiathan isthe OneSource sample. Later research will involve an expanded set
of questionsand a broader sample group combined with more in-depth interviews of selected firmsfor

purposes of case studies.

More than 60 percent of the firms responding to the survey were involved in globd activity.
Theareas of internationd activity of firmsin thesurvey were somewha different fromthat of the
firmsin the OneSource database (see Figure 14). Europewas the geographic area mog frequently
cited for globd activity, followed closely by Asia. Canadaand Mexico played less of arole than

amongfirmsin the OneSource database.
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Figure 14
International Market Areas of Global US Real Estate Firms
Onesource Database and Survey Respondents
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Firms were asked not only aboutcurrent plansbut aboutfuture regiongcounties unde
congdeation for expansion. Asiawas theregion mog frequently mentioned, followed by Mexico and
Canada asshown in Figure 15. Almog al of thefirms planning future globd busness expanson

were already involved in internaiond real estate activity.

Firms with globd activities were almog entirely involved in investment or development
activity (orin mog cases both), while amuch smaller number were involved in brokerage, conaulting,
or other services. Theprimary motivation for moving into othea markets was to provide more
diversification to thepool of investments (Figure 16). While mog firms selected globd markets based
onther expert opinion onrelative risks and returns, in some cases, especialy with movesinto Asia,
thefirm was responding to demand from thar investors and shareholders, despite some concernsover
therisks and potential returns  As onerespondent noted, thefirm's strategy of concentratingon
markets in Europe which they perceived as more predictable and reliable, was beginning to lose them

clients who wanted to take advantage of theoppotunity for potential highe returnsin Asa. Some
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service firms and REITS specializing in specific produd types were also drawn to globd markets by

potential demand from foreign cusomers, or by requests from existing multinaiond clients.

Figure 15
Future Global Markets of Surveyed US Real Estate Firms
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Figure 16
Real Estate Firm Motivations for Globalizing
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Observing globd moves by different types of real estate firms provides some ingghtinto the
competitive advantages of USreal estate firms. Real estate services firms have been able to move
fromtheUS to a globd market place throughthe ability to transer abroad mix of services, from
brokerageto propeaty management to relocation services to technology advances, to the multinationd
cugomersthey have served at home. REITs and private developeas have foundniches of expertise to
hdp them compete in globd markets--movinginto Chinaand Mexico with US retail center design and
amix of US andlocal tenants; offering multi-tenant warehous and indugrial space in Japan and other
markets where single tenant and owner-occupied space has dominated development; providing large
scale housng development in markets tha haverelied on smaller scale residential development; and

exporting avariety of leisure communities to both developed and developing countries.

Even with these successful moves, the USrea estate indugry faces significant compdtition for
growing worldwidereal estate oppotunities. Singapore and HongKongdevelopes, for example, have
been far more active than US firmsin Chinaand India's expanding real estate markets. European firms

have shown a strongability to compete in architecture and urban design.
Research Issues and Concluding Remarks

Real estate markets are particularly complex because a nurmber of econonic and Gextra-
economicOfactors go into the determination of econonic outcomes. Figure 17 gives a schematic
oveview of some of theundelying economic and other factors tha shgpetherespons of real estate to
globdization, and the channds throughwhich they influence real estate markets Bthe prices,

guantities, compostion, structure and so-forth.
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FHgure 17
Interplay of Globalization and Redl Estate: Some Research |saues
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Thecombinaion of thenontradability of theundelying, phydca asset and therelative
inelasticity of supply make theinterplay of globdization and real estate unique from aresearch point
of view. In addition to theresearch issues broughtup earlier in thisreport, there are some other
guestionsthat arise. Theimpact of globd sourcing on real estate firm organization and management
chdlenges are another issuetha requires attention. While some issues relating to portfolio
diversification throughinvesting in publicly traded internationd real estate firms have been studied,
theincareasing integration of finandal markets, their co-movement, contagion effects, cross-listing of
real estate securities, the nexusbeween banking and real estate, and the growing role of capital

marketsin finanangreal estate are othe areas where more research is required.

Theeffect on current real estate markets of globd migrationsof people is yet another example
of theimpact of globdization onreal estate. Some andysts have commented on therole of foreign
bom (thelargest cohott in US history since 1910)in therecent housng boomin the US. While there

has been anecdotal evidence on their purchasing power, home-buying prodivity etc. (particularly in
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some key coastal markets) the questionis still wide open. The other real estate related issue brought
aboutby the globd movement of peopleis connected to the hoitality sector; andysts expect strong
growth in globd tourism in thecoming years, primarily fudled by thelarge numbers of Chinese

citizensventuring abroad.

Theeffect of this globdization onthe employment side of theindudry isaso an open question.
As USrreal estate firms expand opeaationsas well as investments overseas, the"local” aspect of the
indugry reemerges. Foreign offices mog often involve local acquisitions patnerships or thehiring of
local staff. Onedesignfirm interviewed as part of arelated study noted tha in the early period of
opeaationsin China much of the professiond work was donewithin theUS offices, butasthefirm
ganed experience and broadened its local presence, far less of theinternationd work was donewithin
theUS and agreater share of offshore employees were local citizens In India, with English language

skillsand inditutiond similarities, the great majority of real estate staff of US firms are Indian citizens.

Theinternaiond prospects for rea estate firms suggest a nunmber of other unanswered

guestionsthat could be addressed by future research. A few to start off with indude

What additiond data are needed to better understand the flows of real estate related capital among
counties? How does the changing postion of emerging econoniesin theglobd econony affect the
rea estate supply and demand bdance in terms of where new development is required, price levels,
compdition for capital, and oppotunities for and competitiveness of US firms relative to those from
other indudrialized counties? What innovaionsare needed in risk management for the future? Wha
isthejob creationimpact domestically of USreal estate investments abroad? Wha istheimpact of

globd sourcing on urban agglomerations and clugers?

Globdization of thereal estate indugry is now afact of economic life. Cross-border

investments are increasingly common, bath in physical assets and in portfolio investments; offshoring
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pat of thesupply chanisbenginaeasngly resorted to; and variables fromthefield of internaiond
economics, such as opanness, internationd capital flows, exchangerates and so-forth have an

increasing impact on real estate markets.

US firms, alongwith firms from many other counties find themselves facing major
oppotunities and chdlenges in thesuddenly globd real estate market. Despite some inditutiond
reforms, there are still significant differences among countries tha complicate the process of
development, ownership and leasing. Differencesin busness structure, demographic profiles and
cultural preference may present new oppatunities for US builders, investors and service provider's but

also require new approaches to andysis, design and investment for successful new ventures.

In spite of rapid globdization, it should benoted tha real estate is till primarily influenced by
local factors. Local knowedge local economies, local actors and local inditutionswill continueto
play thesignificant role, abeat somewha affected now by firms, consumers and economic influences

from other, distant parts of theworld.
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