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Welcome to the first edition of the new EPRA Research Digest.
At the Annual Conference in Paris last year we committed to ensure that
the works commissioned by the Research Committee were commercially relevant,
and that the results of the research were marketed clearly and effectively to
EPRA members and industry stakeholders. This publication is the first step in
that process and as you will see we have also included a short video outlining
the key points.
This Digest is divided into four sections:
1. A summary of commissioned research which has now been published
a. What happens to listed real estate returns as interest rates change?
b. Do larger real estate companies benefit from economies of scale?
c. What is the impact of sustainable investments on rental values and
operating expenses?
2. Highlights of the new projects which have been commissioned by the
EPRA Research Committee
3. A look at new projects undertaken by the EPRA Research team
4. A brief overview of other, industry relevant publications

Alex Moss
Chairman, EPRA Research Committee
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1) Latest EPRA-sponsored research projects
The Interest Rate Sensitivity in Public Real Estate
By Dirk Brounen, David Ling and Huib Vaessen

Main research question: How do changes in interest rates affect listed
real estate returns and what factors determine the interest rate sensitivity
of the real estate investments?
Key conclusions: The researchers find that interest rate sensitivity
increases when credit is tight and more expensive but company-specific
sensitivity varies significantly from one company to another. In addition,
higher interest rate risk in portfolios is rewarded with a higher return of
3.47% a year. Finally, interest rate sensitivity is found to be stronger for
companies with low occupancy rates in their investment property portfolio and higher portion of short debt
maturities.
Relevance to members: This question is ever more important to answer when considering a prospect of
rising interest rates in the future and their possible effect on the portfolios of listed real estate companies.
Access the research

Assessing Size Effects and Economies of Scale in European Real Estate Companies
By Nick Mansley, Brent Ambrose, Franz Fuerst and Zilong Wang

Main research question: Do larger real estate companies in Europe
benefit from economies of scale?
Key conclusions: The researchers find that bigger companies are more
profitable and incur less costs as evidenced by the increasing Net
Operating Income (NOI) ratios and decreasing Selling, General and
Administrative (SG&A) expense ratios. Furthermore, the authors find that
consolidation of the sector does not necessarily produce the efficiencies
and increased geographical or property type diversification from the
acquisition of another company may even limit opportunities for economies of scale.
Relevance to members: This paper presents interesting findings – growing a company by buying other
companies does not necessarily lead to improved performance, it takes effort and time to integrate.
Access the research
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Decomposing the Value Effects of Sustainable Investment
By Avis Devine, Eva Steiner and Erkan Yonder

Main research question: Sustainable investments, what impact do they
really have on the financial outcomes of listed real estate firms?
Key conclusions: The authors of this research focus on assessing the
companies from the US and the UK where the baseline level of
environmental reporting is mandatory for the latter but not for the former.
The findings show that in the US, having a higher share of sustainable
properties is associated with higher rental values. These firms are also
found to incur higher operating expenses due to high-tech nature of the
buildings. On a corporate level, the researchers find that lower interest expenses are associated with
investment in more sustainable properties. In the case of the UK, the findings are less distinct but still show
that investments in sustainability-certified properties lead to higher earnings and improved valuation
outcomes.

Relevance to members: Investing in sustainable properties improves operational performance of listed real
estate firms in the US and the UK: a higher share of sustainable investments is associated with higher levels
of cash flow available for distribution to investors.
Access the research

2) Preview of 2017 research projects
(available December 2017)

From a long list of 19 topics submitted by members at the Annual Conference, coupled with suggestions from
the Research Committee we sent out a request for proposals to academics and practitioners in December
2016. From the 15 responses received the committee chose three as being particularly relevant and of
sufficiently high standard to warrant commissioning. These are:

Long-term Implication of the Growth of Passive Investments on the Listed Real Estate
Market
By Nicolas Rabener

Main research question: How is the listed property sector influenced by
the growth of the passive money management? What are the short- and
long-term implications for company managements and investors?
The impact of ETFs on companies and investors is already actively
discussed in general equities. There are estimates that ETFs hold
somewhere between 15-25% of US REITs, which raises questions and
potential challenges to the European listed sector. Given the likely increase
of the ETFs as shareholders of listed property companies, the implications
are of increasing relevance.
This research would be a detailed review of the evolution of the ETF participation in the listed real estate
sector across the globe and investigate on trading volumes, shareholder representation and market volatility.
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Capital Structure and Value of the Firm: Evidence from European REITs
By Sotiris Tsolacos and Yi Wu

Main research question: What is the ongoing impact on firm value of
buybacks and special dividends?
The value of share repurchase programs remains a debatable topic. On
the one hand, existing research has documented significant positive
market reactions to stock repurchases based on hypotheses of free cash
flow, target leverage ratio and to boost EPS etc. Each of the proposed
motives can possibly explain why a firm initiates a stock repurchase
programme it is usually a multiplicity of factors or motives which are
responsible for repurchase activity. At the same time, there are risks as illustrated by declining or
unresponsive share prices of companies when deciding to return cash to shareholders. It is argued that
although buybacks help companies hit earnings per share (EPS) targets such activity does not signify an
increase in the underlying performance of the firm.
In this study, the researchers will investigate the impact of share repurchases on REIT share prices in Europe
and assess its benefits for the shareholders. In addition, the authors will analyse if the timing of stock buyback
been associated with REIT values that have been below intrinsic values or more so by market conditions.

Debt Diversification in the European Listed Real Estate Companies’ capital structure
decisions
By Heidi Falkenbach and Ranoua Bouchouicha

Main research question: What is the impact of the debt structures and
level of debt diversification on company performance?
Traditional bank lending continues to be a dominant component of the
European lending landscape, however, the role of the bond market in firm
financing has grown rapidly since the financial crisis. Is Europe evolving
toward the U.S. model characterised by diversity and non-dominance of a
unique lending source? Companies with a more diversified funding base
might have a competitive advantage over more focused companies given
the competing options. Recent financial literature suggests that in addition to the level of leverage, the type
of debt is also of significance.
In this project, the authors will assess the debt structures and level of debt diversification in the European
listed real estate companies as well as their impacts on company performance.
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3) EPRA Research
Regular monthly publications
We have continued to produce a selection of reports on corporate NAV
and LTVs as well as the monthly detailed index round-up available in
Monthly Statistical Bulletin. Access the research

In addition, we have two projects in the pipeline:

Volatility study
(Upcoming) This report aims to decompose the volatility of the Developed Europe Index constituents into the
following sources: own dynamics, listed real estate indices, local equity markets and local currencies. By
analysing 55 Index constituents during a 10-year period we identify an interesting pattern: around 89% of the
stock’s volatility in the Eurozone can be related to its own, company dynamics (i.e. corporate performance,
rents and property valuation) and 11% to the external sources (i.e. currencies, benchmarks). In the case of
non-eurozone constituents, these proportions represent 81% and 19%, including the local currency. We pay
special attention to the Brexit effects.
This study will emphasize the importance of external volatility sources when evaluating the risk factors in risk
management.

Consensus NAV forecast project
(Upcoming) This project aims to provide an indication of forward-looking premium/discount to NAV for the
constituents of FTSE EPRA/NAREIT Developed Europe Index.
This project will take into account future projected property performance of the real estate stocks and provide
an indication of the investor sentiment (premium/discount to NAV) on the index, sector and company level.

4) Other Research
We are always mindful of research published by other organisations, particularly if it will be of interest to our
members and industry stakeholders. We highlight below a study by MSCI which corroborates our research
findings that they key driver of listed real estate securities’ returns is the underlying asset return.

Listed and Private Real Estate: Putting the Pieces Back Together
By MSCI

Main research question: A property owned by a listed real estate
company, should produce returns close to those of an equivalent asset that
is privately owned.
In reality, however, the results differ, especially when looking at short-term
performance. Specifically, how do equity market factors, contribute to
performance?
Previous studies generally relied on using standard headline index series,
which permitted only imprecise analysis due to their varying constituents.
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This study uses matched samples from 19 European listed real estate companies with long term returns at
the asset level.
Key conclusions: This more granular analysis shows that asset, vehicle, and security levels are not as
different as they might superficially appear. Asset-level returns clearly were the main driver of overall equity
performance in the long term. The relationship was much stronger for U.K. companies than for their
continental European counterparts.
Relevance to members: The key message of this study - the longer a listed real estate investment is held,
the more that investment delivers the performance and risk profiles of the underlying direct real estate.
Access the research

If there a specific topic that you would like to see covered by the EPRA research programme, please do not
hesitate to contact us.
E research@epra.com
T +32 2 739 10 10
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