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Survey Highlights

INTRODUCTION

Cornell University’s Baker Program in Real Estate and Hodes Weill & Associates are pleased to present the findings of 
the fifth annual Institutional Real Estate Allocations Monitor (the “2017 Allocations Monitor”).  The 2017 Allocations Monitor 
focuses on the role of real estate in institutional portfolios, and the impact of institutional allocation trends on the investment 
management industry.  Founded in 2013, the Allocations Monitor is a comprehensive annual assessment of institutions’ 
allocations to, and objectives in, real estate investments.  This report analyzes trends in institutional portfolios and allocations 
by region, type and size of institution.  

The 2017 Allocations Monitor includes research collected on a blind basis from 244 institutional investors in 28 countries.  The 
2017 participants hold total assets under management (“AUM”) exceeding US$11.5 trillion and have portfolio investments 
in real estate totaling approximately US$1.1 trillion.  Our survey consisted of 25 questions concerning current and future 
investments in real estate, portfolio allocations to the asset class, investor conviction, investment management trends and 
the role of various investment strategies and vehicles within the context of the real estate allocation (e.g., direct investments, 
joint ventures, private funds).  We also included questions regarding historical and target returns as well as environmental, 
social and governance (“ESG”) policies.

A full copy of the report is available online at:

http://www.hodesweill.com/research/allocations-monitor/
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1. It’s official… the target allocation to real estate in institutional portfolios has now surpassed the 10% 
threshold.Average target allocations to real estate increased to 10.1% in 2017, up 20 bps from 2016 and up 
approximately 120 bps since 2013. Approximately 44% of institutions now have a target allocation in excess 
of 10%, up from 18% and 27% in 2015 and 2016, respectively.

2. However, the annual pace of increase in target allocations appears to be moderating. The pace of increase in 
target allocations has moderated from 30-40 bps per year over the past four years to 20 bps in 2017. Further, 
approximately 24% of institutions expect to increase their target allocations over the next 12 months.

3. Actual allocations continue to lag target allocations, as institutions remain meaningfully under-invested. While 
92% of institutions reported that they are actively investing in real estate, portfolios remain approximately 100 
bps underinvested relative to target allocations. Approximately 60% of institutions are under-invested relative 
to target allocations, up from 50% in 2016.
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2017 Global Institutional Participants 
244 participants in 28 countries representing US$11.5 trillion in AUM 

 

Breakdown of Participants 
By Type of Institution 

Breakdown of Participants 
By Location of Institution 

Breakdown of Participants 
By Size of Institution 
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Target Allocations to Real Estate 
 

It’s official…the target allocation to real estate in institutional portfolios has now surpassed the 10% threshold 
 

Exhibit 3: Weighted Average Target Allocation to Real Estate,  
All Institutions 

 
 

Target Allocations to Real Estate 
 

As reported in prior editions of the Allocations Monitor, the trend towards a 10%+ real estate allocation in institutional portfolios 
has been widely predicted and recommended for several years by industry participants.  This marks a noteworthy milestone for 
the real estate industry.   
 

The average target allocation to real estate now stands at 10.1%, up 20 bps from 2016, and up 120 bps since 2013.  The shift 
towards a 10%+ target allocation to real estate is most apparent in a year-over-year analysis of the range of target allocations.  
In 2015, 18% of investors had allocations greater or equal to 10%.  In 2016, this figure increased to 27%.  Today, that figure has 
risen to 44%.  Overall, 30% of survey participants increased their target allocations in 2017, while just 18% decreased in 2017.1 
 

Exhibit 4: Range of Target Allocations (2016 vs. 2017), 
All Institutions 

Exhibit 5: Actual vs. Expected Target Allocations, 
All Institutions 

  
 

While target allocations continue to rise, annual increases appear to be moderating.  The pace of increase in target allocations 
has moderated from 30-40 bps per year over the past four years to 20 bps in 2017.  In prior editions of the survey, the expected 
increase in “next year’s” target allocation was highly predictive of where actual targets ended up.  The results of this year’s 
survey were meaningfully below our findings from last year’s survey, as institutions increased target allocations by an average 
of 20 bps in 2017 vs. an expected “next year” increase of 40 bps from last year’s report.  While the industry appears to be in the 
early stages of a long-term trend of increasing target allocations, it can be expected that over the near-term the rate of annual 
increases may slow down. 
                                                           
1 Based on “same-store” comparison for institutions that participated in the Allocations Monitor survey in both 2016 and 2017. 
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4. The average investment performance for institutional real estate portfolios decelerated to high single digits 
in 2016. Real estate portfolios generated an average annual investment return of 8.6% in 2016, down from 
11.0% in 2015 and the prior five-year average of 10.4%. Investment returns were slightly in excess of target 
returns (by approximately 20 bps) and remain well in excess of global return indices for real estate. Institutions 
in APAC edged out their peers in the Americas, and get this year’s trophy for the highest average annual 
return at 9.3%.

5. Institutional conviction for the asset class has declined significantly year-over-year. Led by institutions in 
APAC, market sentiment has declined over the past 12 months from “moderately optimistic” to “slightly 
pessimistic”. Between 2016 and 2017, our “Conviction Index”, which measures institutions’ view of real estate 
as an investment opportunity from a risk return standpoint, declined from 5.4 to 4.9. The combination of 
rising target allocations, continued underinvestment relative to target allocations and declining conviction is 
resulting in a perception of a “weight of capital” for the asset class.

6. Value-add strategies remain the strong preference for institutions, followed by opportunistic and core. 
Investors continue to favor alpha-generating strategies for property investments. As an alternative to core 
investing, institutions are showing increased interest in debt and credit strategies. Approximately 60% of 
institutions report that they are actively investing in debt strategies (up from 52% in 2016).
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Target Allocations to Real Estate 
 

It’s official…the target allocation to real estate in institutional portfolios has now surpassed the 10% threshold 
 

Exhibit 3: Weighted Average Target Allocation to Real Estate,  
All Institutions 

 
 

Target Allocations to Real Estate 
 

As reported in prior editions of the Allocations Monitor, the trend towards a 10%+ real estate allocation in institutional portfolios 
has been widely predicted and recommended for several years by industry participants.  This marks a noteworthy milestone for 
the real estate industry.   
 

The average target allocation to real estate now stands at 10.1%, up 20 bps from 2016, and up 120 bps since 2013.  The shift 
towards a 10%+ target allocation to real estate is most apparent in a year-over-year analysis of the range of target allocations.  
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Exhibit 5: Actual vs. Expected Target Allocations, 
All Institutions 

  
 

While target allocations continue to rise, annual increases appear to be moderating.  The pace of increase in target allocations 
has moderated from 30-40 bps per year over the past four years to 20 bps in 2017.  In prior editions of the survey, the expected 
increase in “next year’s” target allocation was highly predictive of where actual targets ended up.  The results of this year’s 
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1 Based on “same-store” comparison for institutions that participated in the Allocations Monitor survey in both 2016 and 2017. 
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Current Investments 
 

Actual allocations continue to lag target allocations, as institutions remain meaningfully under-invested 
 

Exhibit 9: Percent Invested vs. Target Allocation,  
By Location of Institution 

Exhibit 10: Percent Invested vs. Target Allocation,  
By Size of Institution 

  
 

While 92% of institutions report that they are actively investing in real estate, portfolios remain 100 bps under-invested relative 
to target allocations.  This margin has fluctuated between 88 bps and 110 bps over the past five years, as institutions have 
struggled to catch up to their target allocations.  A “denominator effect” has compounded the issue for institutions, as most 
asset classes have delivered strong investment performance (i.e., appreciation) since the global financial crisis.  On average, 
institutional portfolios are 9.1% invested in real estate, up 20 bps from 2016 and 30 bps over the past five years.  If the pace of 
new investments declines due to ongoing concerns regarding late cycle valuations, the margin at which institutions are under-
invested may be expected to widen.  As predicted in last year’s report, institutions have shifted to more defensive strategies 
including credit, corporate net leases and non-cyclical/niche asset classes such as net lease, student housing, healthcare and 
self-storage, as a result of a heavy weight of capital and “pressure to invest”.  Year-to-date, over US$12.2 billion of capital has 
been invested in funds focused on credit, representing 16% of capital raised2  
 

Current Investments and Target Allocations by Location of Institution 
 

Institutions across all regions remain under-invested relative to target allocations.  By a wide margin, APAC-based institutions 
have the highest target allocation at 11.5% and are the most under-invested at 130 bps below target (as compared to 100 bps 
in 2016).  The widening margin of under-investment for APAC-based institutions may be attributed in part to the investment 
restrictions placed on Chinese institutions over the past several months, compounding challenges faced by these relatively young 
investment programs in reaching target allocation levels. 
 

Institutions in EMEA have the lowest target allocation at 9.0% and their target was flat year-over-year between 2016 and 2017.  
However, as the percent invested for EMEA-based institutions has declined from 8.4% to 8.1% between 2016 and 2017, the gap 
between actual and target allocations widened from 60 bps to 90 bps.  Institutions in the Americas increased their target 
allocations by an average of 40 bps over the past 12 months and are under-invested at a margin of 100 bps.  Investors in the 
Americas continue to cite realizations as a factor in their inability to “catch up to target allocations”. 
  

                                                           
2 Preqin Quarterly Fundraising Update, Q3 2017. 
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Historical & Target Returns 
 

The average investment performance for institutional real estate portfolios decelerated to high single digits in 2016 
 

 Target Returns Actual Returns 

 

2016 
Target 
Return 

2017 
Target 
Return 

Actual 
2012 

  Actual 
2013 

  Actual 
2014 

  Actual 
2015 

   Actual 
2016 

     Actual    
5-Year  

Average 
All Institutions 8.4% 8.2% 9.6% 10.8% 11.8% 11.0% 8.6% 10.4% 
         
By Type         
Public Pension 7.9% 7.6% 10.3% 10.0% 11.7% 11.6% 9.0% 10.5% 
Endowment & Foundation 9.6% 9.5% 9.3% 13.9% 13.0% 10.9% 8.1% 11.0% 
Private Pension 7.8% 7.9% 9.1% 10.5% 12.6% 11.2% 8.8% 10.4% 
Insurance Company 7.8% 7.5% 6.8% 7.3% 8.3% 9.6% 8.6% 8.1% 
SWFs & GEs 8.8% 9.6% 14.4% 11.4% 11.4% 10.0% 8.8% 11.2% 
         
By Location         
The Americas 8.5% 8.5% 10.6% 12.5% 12.6% 11.7% 8.7% 11.2% 
EMEA 8.0% 6.9% 5.9% 6.2% 10.4% 9.5% 7.9% 8.0% 
APAC 8.4% 8.8% 9.4% 9.3% 9.5% 10.0% 9.3% 9.5% 
         
By Size         
Greater than US$50 billion 7.7% 7.7% 10.2% 10.1% 11.1% 11.2% 9.8% 10.5% 
Less than US$50 billion 8.5% 8.3% 9.5% 10.9% 12.0% 11.0% 8.4% 10.3% 

 

The average long-term target return for global institutional 
allocations to real estate declined from 8.4% in 2016 to 8.2% in 
2017.  Target returns for institutions in the Americas remained 
relatively flat year-over-year, whereas institutions in Asia 
Pacific increased their target returns from 8.4% in 2016 to 8.8% 
in 2017, which may suggest a shift from core investments, 
including a focus on trophy assets, to more alpha-driven 
strategies.  At the same time, EMEA-based institutions 
decreased their target returns from 8.0% in 2016 to 6.9% in 
2017, suggesting a shift towards core investment strategies.  
 

As in previous years, target returns also vary by type and size of 
institution. Public Pensions, Private Pensions and Insurance 
Companies are at the lower end of the range of target returns 
at approximately 7.7%, as compared to Endowments & 
Foundations that tend to focus on “higher yielding” strategies 
and have a target return of approximately 9.5% (down slightly 
from 9.6% in 2016).  Similarly, Smaller Institutions tend to 
target higher returns than Larger Institutions (8.3% vs. 7.7%) – 
which can be attributed to Endowments & Foundations, which 
are generally sub-$10 billion in AUM.  

                                                           
3 MSCI – IPD, IPD Global Property Index, 2012 - 2017 
 

Exhibit 13: Actual Institutional Returns vs. IPD Global 
Property Index3, All Institutions 
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Conviction Index 
 

Institutional conviction for the asset class has declined significantly year-over-year 
 

Exhibit 17: Conviction Index, All Institutions 

 
 

Our survey asks investors to rate on a scale of one-to-ten their view of the investment opportunity in real estate from a 
risk/return perspective (one being the least favorable, ten being the most favorable).  From 2013 to 2016, this “Conviction Index” 
(i.e., investor sentiment) has steadily declined from 6.4 to 5.4.  In 2017, the Conviction Index remained on a downward trend to 
4.9.  Led by institutions in APAC, market sentiment has declined over the past 12 months from “moderately optimistic” to 
“slightly pessimistic”.  The combination of rising target allocations, continued under-investment relative to target allocations and 
declining conviction is resulting in a perception of a “weight of capital” for the asset class.  Investors continue to cite too much 
capital pushing valuations ahead of fundamentals, the risk of rising interest rates, global capital markets volatility and geopolitical 
risks as causes for concern.  We have seen investors increasingly focus on defensive strategies, where most of the return is 
generated from current income (as opposed to appreciation), and niche strategies (i.e., net lease, student housing, healthcare 
and self-storage), where assets may not be priced to perfection and fundamentals are perceived to be less correlated with 
economic growth trends.   
 

The Conviction Index for APAC-based institutions is down by the widest margin at 1.0 points, which may be attributed to concerns 
that stabilized assets in domestic markets across the region are very fully priced, and a widely held belief that the US market 
cycle is nearing a potential peak. Capital controls in China may also have a dampening effect on conviction towards real estate 
amongst Chinese institutions that had previously been actively seeking foreign assets.  It is interesting to note that conviction in 
APAC had increased two years in a row, which may have been attributed to the recent strong performance of cross-border real 
estate investments from the region.  APAC-based institutions are now showing the lowest conviction by region. 
 

Conviction in the Americas decreased as institutions have been increasingly vocal regarding concerns about valuations and rising 
interest rates.  In EMEA, the slight rise in conviction may be due in part to the view that the EU economy is finally growing with 
most elections behind us and that the only political distraction now is BREXIT.  The end of QE by the European Central Bank is 
the issue that is most worrisome for institutions.  As discussed below, the preference of EMEA-based institutions has shifted to 
the UK and Europe. 
 

Exhibit 18: Conviction Index, By Location of Institution  
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Exhibit 19: Conviction Index, By Type of Institution 

 
 

“Abundance of capital yet a slower rate of deployment, historically high asset valuations in core markets and some markets 
in late cycle, investors are rightfully cautious on many fronts most on geo-political and economic issues while some also 
believe interest rates could rise materially in the US.” 

– Public Pension, The Americas, Greater than US$200 billion 
 

“Everything looks pricey. Hence the shift to niche strategies. But even that is facing the weight of huge capital inflows.” 
– Endowment & Foundation, Asia Pacific, US$5.0 to US$10.0 billion 

 

“Very high absolute valuations, but supported by relative cheapness to risk-free bonds and smaller supply pipeline at this 
stage in the cycle than most of the time before. Foreign capital flows are a noticeable factor and the slowdown of these 
should not be discounted as irrelevant. Leverage is still low and memories of 2008 in place.” 

– Insurance Company, EMEA, US$100.0 to US$200.0 billion 
 

“Due to the current valuation level of commercial real estate in most of the developed markets, we are focusing on CRE 
debt opportunities in the markets.”  

– Insurance Company, Asia Pacific, US$100.0 to US$200.0 billion 
 

“While property fundamentals remain healthy amid strong demand, returns in the space have begun to normalize with 
appreciation under pressure as the cycle matures.” 

– Endowment & Foundation, The Americas, US$5.0 to US$10.0 billion 
 

Exhibit 20: Conviction Index, By Size of Institution Exhibit 21: Range of Conviction Index, All Institutions 
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7. Third-party managed AUM continues to trend upward. Institutions are allocating the substantial majority 
(approximately 84%) of their new investment allocations to third-party managers. This trend, in combination 
with rising allocations and capital appreciation, is driving strong growth in industry-wide AUM. This is the 
case, in particular, for Smaller Institutions (i.e., institutions with AUM less than US$50 billion) that do not have 
the resources to internalize management functions, as well as for institutions that are allocating investments 
cross border.

8. Institutions continue to favor allocating to existing manager relationships. Approximately 64% of new 
allocations are expected to be awarded by institutions to existing manager relationships. As a result, a small 
number of large-cap managers continue to garner more than 50% of new allocations. Emerging managers 
are at a disadvantage, as less than 20% of institutions are willing to invest with first time managers.

9. Demand for real estate private funds continues to rise. Approximately 87% of institutions are actively investing 
in closed-end private funds, up from 79% in 2016. Closed-end funds are the preferred product type for most 
institutions, followed by open-end funds in which 55% of institutions are actively investing. Approximately two-
thirds of the Larger Institutions (i.e., institutions with greater than $50 billion of AUM) are actively investing on 
a direct basis, in joint ventures and/or separate accounts.

10. Environmental, Social & Governance (ESG) policies are an increasingly important objective for institutions. 
The percentage of institutions with formal ESG policies has increased to 36%, led by EMEA based institutions 
at 70%. Importantly, 31% of institutions report that their investment processes are now influenced by ESG 
considerations. We look forward to sharing additional insights and our perspective on the industry with you 
more directly in the near future.   Again, we would like to express sincere appreciation to everyone that 
participated in this year’s survey. 
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