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After plowing an unusually large amount of equity into 
commercial real estate vehicles in the first three months of the 
year, U.S. public pension systems significantly scaled back their 
commitments in the second quarter.

Pension systems tracked by FPL Associates pledged $7.6 bil-
lion to commingled funds and separate accounts from March 
through June. That was down 
46% from the whopping $14 
billion first-quarter total and 
down 19% year-over-year.

“It’s too early to say this is in-
dicative of a broader trend,” said 
FPL senior director Erin Green. 
“We continue to see really strong, 
capital-raising . . . I suspect that 
this might be a single-quarter 
anomaly. It would not surprise 
me to see a rebound in the third 
quarter.”

Green added that the firm’s 
pension-fund clients “acknowl-
edge the length of the cycle” in 
“trying to be very prudent in their investment decisions.” But 
she noted that indicators remain positive. “Real estate funda-
mentals continue to hold strong and the trend in the space con-
tinues to suggest growth.”

The $7.6 billion second-quarter tally was the lowest since 
the fourth quarter of 2016. But the $14 billion of first-quarter 
pledges was the second highest in three-and-a-half years. So 
the $21.5 billion first-half total was up slightly from $21.2 bil-
lion a year earlier. A sharp increase in second-half commit-
ments lifted last year’s total to $49.6 billion — the highest since 
FPL began following the sector in 2011.

So far this year, pensions have routed a larger proportion 
of their pledges to the highest yielding strategy. Opportunistic 
vehicles attracted 57% of committed dollars in the first half, 
up from 32% for all of 2018. In turn, the other three strategies 
posted declines: core (to 17% from 30%); core-plus (to 8% from 
14%); and value-added (to 17% from 24%).

Because opportunistic investments are usually made via 
closed-end commingled funds, that structure attracted 69% 
of committed dollars, up from 47% in full-year 2018. Mean-
while, pledges to separate accounts fell to 16% in the first half, 
from 37%. The market share of open-end commingled funds 
remained roughly flat, at 15%.

FPL attributes much of the 
strategy shift to the fact that 
higher-yielding vehicles are 
being marketed by multiple 
major sponsors, including An-
gelo Gordon & Co., Blackstone, 
Brookfield Asset Management, 
Lone Star Funds and Rockpoint 
Group. “It shows you that blue-
chip opportunistic firms are not 
having a problem raising capi-
tal,” Green said.

The high concentration of 
pledges to relatively few spon-
sors increased even further in 
the first half. Five managers 

garnered a whopping 44% of committed dollars, up from 27% 
for the top five in full-year 2018. And 20 managers took home 
71% of pledges, up from 60%.

Meanwhile, the market share of vehicles focused on a single 
property type fell sharply. Just 21% of committed dollars went 
to such funds and separate accounts in the first half, down 38% 
in full-year 2018 and 27% in 2017.

Among single-asset vehicles, pledges to niche strategies 
have dominated this year, garnering 46% of committed dollars, 
more than double last year’s 22% level. Senior housing has been 
the most-common strategy for those funds. Other niches in-
clude healthcare, self-storage and data centers.

The 255 pension systems tracked by Chicago-based FPL 
have $360 billion of real estate assets and $4.4 trillion of total 
assets under management. They are believed to account for the 
vast majority of assets held by public pension systems. FPL will 
release a report summarizing its findings this week. 
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