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PORTFOLIO DIVERSIFICATION
THROUGH REGIONAL ALLOCATION
When is the optimal market timing for investing in the Nordics?
The attractiveness of real estate as an investment class has increased significantly
over the last years. In view of the restricted
availability of alternative investment products, and since traditional investments
like stocks or bonds currently offer only
modest returns, property has become
one of the most sought-after investments
throughout Europe.
Even though property transactions in the
main European countries remain to a significant extent dominated by national
players, the share of cross-border and
overseas investors willing to diversify European wide or globally has increased continuously, generating a more competitive
market, where timing and local knowledge
are decisive for success.
A combination of many factors has led to
this development. On the one hand, there
is a consensus that the recovery in Europe
is broadening and that the ECB’s monetary
policy is resulting in more and more countries in a self-sustained recovery in the me-

dium-term. On the other hand, leverage,
market liquidity and the current financing
conditions are driving prices respectively
yields, not least since interest rates are at
an all-time low and no substantial changes
can be seen on the horizon.
Yet, regardless of the investment strategy,
property investments are currently in focus of many institutional investors for two
main reasons: risk diversification and income stability.
Real estate is generally a long-term investment. While many of the aforementioned
economic and financial factors are important for the performance of properties,
they remain however only relevant in a
short- to medium-term. A focus on expected long-term demand in a certain region
may be just as important when assessing
the future sustainability of real estate investments.
When searching for potential investment
locations across Europe, investors looking

at the Nordics can see clearly the locations
where to look for future investment opportunities. In this context, the Nordics stand
out as one of the regions within Europe
with unmistakable demographic trends in
the decades to come, making it possible to
ensure the future sustainability of property
investments with an appropriate strategy.

URBAN POPULATION IN THE NORDICS
The demographic composition in the Nordics has changed significantly over the
last decades and it will continue to do so.
With urbanization playing nowadays a much
more important role than decades before,
several investment opportunities arise in
the main metropolitan areas and in the different property sectors. For example, when
looking at the expected share of the population in urban areas relative to the overall
population, it becomes clear that institutional investors can benefit either by conversion of existing (office) stock or through
new development or a mix of both.
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Although the number of metropolitan areas
in the Nordics is limited in comparison to
other European countries, it is possible to
take advantage of the opportunities currently given in the different regions and especially in the main agglomeration centres.
The Nordics have witnessed high investment activities in the institutional property
sector during the last years. Although the
Nordic property market and its players remain local in nature, many international and
overseas investors are entering the market
in order to benefit from existing and new
investment products in the different urban
areas and asset classes.

Urbanization and the
growth in urban population in the Nordics lead
to investment opportunities in the main
metropolitan areas.
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PATRIZIA own calculations based on World Bank via Reuters.
Urban areas as defined by national statistical offices.

In the case of the housing market in the
Nordics, the ongoing changes become evident when looking at the development of
house prices on a national level and most
importantly when analysing the structural
changes in the housing stock in the different regions during the last four years
in detail. Based on aggregated data on
NUTS3-level, constructions are undoubtedly adjusting spatially to the ongoing shift
in demographic-induced demand.
In other words, regions with a population
decline during the last four years saw the
lowest and in some cases even negative
changes in the housing stock, whereas the
main agglomerations and the capital cities
have not only seen a strong increase in demand, but also a corresponding increase
in the housing stock that was, however, in
most cases still too small compared to the
demand increase.
This development can be easily explained
by theoretical urban models and it emphasizes that market activity concentrates in
the regions with the highest potentials in
the long-run.

» MARKET ACTIVITIES
ARE CLOSELY TIED
TO POPULATION
GROWTH
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PATRIZIA own calculations based on national
statistical offices and Oxford Economics.
Reference base 2010, 2014 and 2024, except
for Sweden: 2009, 2012 and 2022.

SUPPLY AND DEMAND GROWTH IN THE
NORDICS 2010–2014
The observed relationship between expectations of market players in terms of construction activities and population growth
across the Nordic regions during the last
four years is also highly correlated with the
population forecasts up to 2024. In other
words, the majority of the current market
activities is taking place in regions with
positive population growth forecasts for the
coming ten years. For example, while the
growth in demand in Oslo of 8.5 % was partly

compensated by an increase in the housing
stock of 4.9 % between 2010 and 2014, a
further increase in market activity is necessary (and at the same time expected) since
demand until 2024 will increase by another
13 %. In contrast, while the corrections in
the housing market observed in Kainuu or
Etelä-Savo in Finland are to a certain extent the consequence of the strong decline
in demographic-induced demand between
2010 until 2014 of approx. -3.3 % and -1.8 %

respectively, market activities are expected
to be much more restrictive in the years to
come, given the expected fall in population
of -7.3 % and -4.6 % respectively until 2024.

With unmistakable demographic
trends in the decades to come, an
appropriate strategy ensures
sustainable property investments in the Nordics.
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Risk reduction in a property portfolio
is to a great extent achieved by regional diversification. In this context, the
property markets in the Nordics stand
out in a European context, presenting
robust economic conditions, supported by generally positive demographics
in the decades to come. Even though
market size, liquidity and players are
in many cases not comparable with
other European countries and are to a
certain degree unique in the individual
countries, property investments in the
Nordics are a risk diversifier within a
property portfolio of an institutional
investor. In view of the latest political
discussions and public debates on the
current excess demand in the Nordic
metropolitan areas, the property market is expected to remain competitive
in the years to come, for which reason
knowledge on local fundamentals will
be decisive.
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