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INVESTMENT PERSPECTIVES |  CALL HIGHLIGHTS

Global Real Estate Market Outlook
October 17, 2018—Portfolio managers Rick Romano, Daniel Cooney, and 
Michael Gallagher of PGIM Real Estate recently shared their quarterly review and 
outlook of the global real estate market, including recent performance insights, 
an update on portfolio positioning, and why they believe investors should 
consider global real estate. Below are the call highlights.

Market Overview

• In the third quarter 2018, North America continued to outperform both Asia
and Europe. North America was up 2.1% for the quarter, while Asia and
Europe were both negative (-0.2% and -1.1% respectively). The real estate
market saw a lot of volatility during the quarter. Two themes were the main
drivers for returns within real estate were rising interest rates and the trade
war.

United States

• U.S. REITs delivered a 2.1% total return in the third quarter of 2018, which
is a much more modest quarter relative to returns seen in the second
quarter.  The 10-year Treasury increased 20 bps  to over three percent
during the quarter, which put interest rate concerns back in focus for the
U.S. REIT investor.

• The economic backdrop remained favorable for REIT fundamentals during
the third quarter with the economy averaging approximately 190,000 jobs
per month. This level of jobs growth continues to create ample real estate
demand to absorb vacancies and continue pricing power in most property
types and markets. New supply growth remains well below historical
averages of 2% and near historical lows at 1.5% of existing supply.

• The best performing sectors for the quarter were apartments and
manufactured housing. The manufactured housing sector posted solid 2Q18
results and continued to benefit from a secular shift in U.S. housing.
Apartments posted healthy 2Q18 results as well, with most companies
guiding revenue growth towards the higher end of their initial outlook.

• The worst performing sectors for the month were office and storage. Storage
2Q18 results were mixed with solid demand, although guidance implies a
revenue slowdown in the second half of 2018, which could continue into
2019 due to elevated supply. Office continues to lag as recent supply
increases in New York City have kept rental growth limited for many of the
REITs.

• The team continues to believe the best opportunities lie with companies that
can deliver sector leading cash flow growth at an attractive valuation.  It is a
stock picker’s market and given economic volatility and M&A activity, 2018
remains a good environment for active investment management; we
continue to find very attractive investment opportunities in REITs.
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Consider a fund’s investment objectives, risks, charges, and expenses carefully before investing. The prospectus and summary prospectus contain 
this and other information about the fund. Contact the PGIM Investments Sales Desk at (800) 257-3893 to obtain the prospectus and summary 
prospectus. Read them carefully before investing.
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Financial, Inc. and its related entities, registered in many jurisdictions worldwide .
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The information is not intended as investment advice and is not a recommendation about managing or investing your retirement savings. Clients seeking information regarding their particular
investment needs should contact a financial professional.
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Conference Call Highlights: Global Real Estate Market Outlook

Europe

• Europe was a laggard of the three regions, with the weakest performance of the global regions in the third quarter and on a
year-to-date basis as well. Similar to the U.S., Europe was impacted by  concerns over rising interest rates and to some
extent, global trade disputes and how that could affect some of the economies in Europe.

• There was significant variation in country-level returns across Europe in 3Q18. Sweden was the best performer for the
quarter (+10.2%), followed by Austria (+6.6%). Of the major markets, Germany was next (+2.1%), followed by Ireland
(+0.8%). Sweden saw a strong recovery in the quarter on good fundamentals after lagging performance in the first half
driven by Swedish krona weakness against the U.S. dollar. Germany continued its strong performance despite the large
multifamily sector feeling some pressure from climbing bond yields. Returns in Ireland were supported by robust
macroeconomic and real estate fundamentals in spite of uncertainties concerning the impact of Brexit on the economy.

• The weakest performers for the third quarter were the Netherlands (-11.0%), Spain (-7.0%), the UK (-6.3%) and France
(- 5.9%). Both the Netherlands and Spain were negatively impacted by discussions around possible limitations on the
corporate tax exemptions for REITs. France continued to suffer from the heavy weighting of retail in its index. The UK
remains embroiled in complex Brexit negotiations with few signs of progress so far as the March 2019 deadline for exit
draws closer.

Asia

• Asia Pacific fell 1.8% in the third quarter. With the exception of Singapore REITs, regional markets as well as the subsectors
were weak. Developers underperformed with Hong Kong returning -4.4% in U.S. dollar terms, Japan (-3.6%) and
Singapore (-0.9%). Although REITs were relatively more resilient, they too fell – Japan (-1.7%) and Australia (-0.9%).
Singapore REITs were the outlier at +1.9%.

• Notwithstanding current headwinds on trade and interest rates, Asia continues to offer some of the best risk-adjusted real
estate returns globally, reflected by continued capital inflow into the region’s real estate assets. The biggest risk is trade
conflict that could derail economic momentum and inject heightened volatility to equity markets. Rising inflationary
expectations in the U.S. could, on the other hand, exert pressure on the Fed to hike interest rates quicker than
expectations.

• In the near-term, markets remain volatile subject to the intensity and outcome of the trade conflict as well as the level of
Fed hawkishness. The market expects two further rate hikes this year, with rising inflationary expectations in the U.S.
presenting upside risk. Within our individual sectors, a sharper rise in sovereign bond yields could negatively impact
regional REIT valuations. A weaker U.S. dollar/stronger Yen could negatively impact economic momentum in Japan and
underlying demand for condos and office space. On the other hand, reduced expectations of Fed hikes could be positive
for the Hong Kong and Singapore developers.

Fund Risk Information—Investing in real estate poses certain risks related to overall and specific economic conditions, as well as risks related to 
individual property, credit, and interest rate fluctuations. The Fund may involve additional risks due to its narrow focus; is nondiversified, so a loss 
resulting from a particular security or sector will have a greater impact on the Fund’s return; invests in derivative securities, which may carry market, 
credit, and liquidity risks; and invests in foreign securities, which are subject to currency fluctuation and political uncertainty. These risks may increase 
the Fund’s share price volatility. There is no guarantee the Fund’s objective will be achieved. Investment strategies such as diversification and asset 
allocation do not guarantee a profit or protect against loss in declining markets. Real estate investment trusts (REITs) may not be suitable for all 
investors. There is no guarantee a REIT will pay distributions given the inherent risks associated with the market. A REIT may fail to qualify as a REIT as 
defined in the Tax Code, which could affect operations and negatively impact the ability to make distributions. There is no guarantee a REIT’s investment 
objectives will be achieved.


