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The European Parliament's Economic and Monetary Affairs Committee is launching a public consultation on 

ways to further enhance the coherence of EU financial services legislation. Given the transition to a single rule 

book in financial services across the EU and the EU legislator's willingness to have "all financial markets, 

products and actors covered by regulation" it is increasingly important to ensure that legislation fits together 

seamlessly. The consultation will feed into a programme of reflection to determine future priorities for the 

remainder of this mandate and to inform the priorities for the incoming Parliament in 2014.  All interested 

stakeholders, including academics and informed individuals, are invited to complete the Committee's 

questionnaire by 12 noon CET on Friday 14 June and send it by e-mail to: econ-

secretariat@europarl.europa.eu.  All responses to the questionnaire will be published, so please do not send 

any confidential material with your response. Please make sure you indicate the identity of the contributor.  

Anonymous contributions will not be taken into account. 
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Individuals 

Name of respondent:  

Position:  

Contact details:  

Organisations 

Name of organisation: INREV 

Name of contact point for response: Jeff Rupp 

Contact details: 0032 (0)2 213 81 61 / jeff.rupp@inrev.org 

Main activity of organisation: INREV is the European Association for Investors in Non-Listed Real 

Estate Vehicles. Our aim is to improve the accessibility of non-listed real estate funds for 

institutional investors by promoting greater transparency, accessibility, professionalism and 

standards of best practice. 

Registration ID in the Transparency register (where applicable): 47748145557-46 
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QUESTIONS 

4. How has the sequence in which EU financial services legislation has been developed impacted 

your organisation? Please identify the relevant legislation and, where applicable, specific 

provisions and explain the nature of the impact. 

The sequence of insurance company legislation and pensions fund legislation under Solvency II and 

IORP II had profound implications for long-term investment strategies in real estate by institutional 

investors. 

The aim of Solvency II and in the future possibly IORP II as well is to ensure they have the capacity to 

maintain their funded status in case an extremely unlikely event, or tail event, occurs, in turn 

securing market stability and protecting their beneficiaries. Yet, by failing to distinguish between 

investments tied to short-term liability profiles and those secured on long-term liabilities, these 

proposals artificially increase the volatility of institutional investors’ balance-sheets. While the 

objectives of these regulations are good, they have unintended consequences for long-term 

investors and the economy more broadly. 

The requirement to mark long-term assets to market and ascribe a high risk weighting to real estate 

regardless of whether its income receipt is matched to a long-term liability, emphasises risk 

minimisation rather than risk optimisation. The pursuit of such low risk strategies also minimises 

returns. The scale of real estate risk weightings and their associated impact on the capital ratio 

outweighs any benefit of investing in such long-term assets with the aim of achieving a higher 

return. In addition, short-term mark to market accounting is used to calibrate the risk of long-term 

assets. Although this widely adopted practice is useful for many purposes and there are many good 

arguments for using a mark to market valuation approach, the same practice should not necessarily 

be applied for regulatory purposes. The use of this accounting methodology for the Solvency II 

capital requirement calculation promotes a more pro-cyclical approach to institutional investing 

behaviour, increasing exposure to the risk of buying high and selling low. For investors with long-

term liability profiles, the proposed regulation increase risks to insurance company’s future funding 

status.  

The sharp reduction in counter-cyclical institutional investing increases the risk of wider economic 

instability. At the same time, a shift in emphasis from long-term to short-term real estate investing 

reduces the contribution of real estate to the wider economy. Previously, long-term counter-cyclical 

investing provided a floor in economic downturns. By focusing on the long-run value of assets, 

such investors are able to benefit from investing in assets that are under-priced relative to their 

long-term trend value. The expectation of a reversion to the long-run mean value enables such 

investors to be less concerned about any further modest downward volatility in pricing over the 

short term.  

As well as the stabilising effect on the economy, such strategies provide important direct and indirect 

economic benefits. First is the direct importance of such investment to gross fixed capital 

investment in the economy. Second, the indirect benefits of high value long-term real estate 

investing as an economic growth multiplier through property management, construction activity 

and other services to business. Third, the positive environmental and social externalities that are 

derived from the implementation of long-term investing strategies, but are not produced from short-

term investing in real estate. Fourth, counter-cyclical activity ensures the propagation of the real 

estate life-cycle, ensuring business has innovative product that, as a factor of production, enhances 

business profitability. 

Without such activity, commercial real estate’s role within the economy would be limited to being a 



mere factor of production for business. As such, real estate’s role in the economy would shift from 

investment asset to a more passive consumption product. Worse still, it would tie up business 

capital and reduce business agility, flexibility, investment and innovation.  

To avoid such negative externalities, proposed regulation impacting on institutional investors investing 

in real estate and infrastructure needs to differentiate long-term and short-term liability profiles and 

liquidity requirements. This would require liquidity management to be incorporated more explicitly 

into any overall investment strategy and asset allocation framework. Any performance 

measurement system needs to better balance short-term accountability against a long-term 

investing horizon. 

The development of Solvency II ahead of IORP II has meant that the regulatory uncertainty has had 

significant effect on insurance companies for some time now and continues given the stated 

objective to ensure a level playing field between insures and pension funds.  

7. What practical steps could be taken to better ensure coherence between delegated acts and 

technical standards and the underlying "Level 1" text? 

INREV believes that where the European Commission deviates in material way from advice given by 

the European Supervisory Authorities, the European Commission should be obliged to provide a 

detailed explanation to the European Parliament. The explanation should clearly state the reasons 

for deviating from the original advice and should be available to the public. 

For example, in the process of developing the AIFM Directive delegated acts, ESMA held a series of 

consultation and workshops with stakeholders. The process was efficient, transparent and well 

managed, with ESMA providing clear explanations for adopting or rejecting stakeholder 

contributions and recommendations. 

As a consequence, ESMA’s final advice to the European Commission had resolved previous concerns 

about the requirement for depositaries to reconcile all cash flows of an AIF on a daily basis. This 

requirement was recognised by ESMA of having limited added value in terms of investor 

protection, while posing significant challenges for some AIFMs, notably those managing real estate 

funds. Further details to this case are provided in INREV’s response to ESMA’s Consultation on 

ESMA's draft technical advice to the European Commission on possible implementing measures of 

the Alternative Investment Fund Managers Directive in relation to supervision and third countries 

of 23/08/2011. 

While the European Commission has adopted most of ESMA’s final advice, it has significantly altered 

the recommendation in the area of cash flow monitoring, which remains one of few problematic 

aspects of the AIFMD level 2 implementing measures for AIFMs managing real estate funds. 

These changes were introduced during last minute discussions at cabinet level, without proper prior 

consultation with ESMA or the European Commission technical staff responsible for the initial 

text.  

In order to avoid a repetition of such examples in the future, INREV believes that closer scrutiny is 

necessary in areas where material changes are being introduced by the European Commission to 

advice by the European Supervisory Authority.    

8. Which area or specific change would you identify as the highest priority for the 2014-2019 

mandate in terms of improving the coherence of EU legislation? 

The cumulative effect of proposed financial services regulations should be explicitly considered, rather 

than considering the impact of each proposed regulation in isolation. In recent years, institutional 



investors have been confronted with what is frequently described as a “tidal wave” of regulation. 

AIFMD, Solvency II, IORP II, EMIR, and the FTT are only a few. The QIS process carried out by 

European Supervisory Authorities do not consider what impact these regulations, taken together, 

will have on   the ability of institutional investors to generate the returns needed to fund pension 

obligations or meet insurance liabilities in the future. Nor do they consider the cumulative impact 

these regulations will have on investment in critical economic sectors and the subsequent impact on 

European economic stability, growth and job creation.  

10. Do you consider that EU legislators give the same degree of consideration to all business 

models in the EU financial sector? Please explain your answer and state any suggestions you 

have for ensuring appropriate consideration of different business models in the development 

of EU financial services legislation. 

INREV welcomes recent initiatives aimed at strengthening long-term investments in the European 

economy. However, we note that real estate, which can be an attractive asset class for long-term 

institutional investors has not received adequate attention and is only mentioned in passing next to 

infrastructure. 

We believe that this distinction and differentiated treatment is unjustified. It is possible to broadly 

distinguish between two categories of infrastructure. On the one hand is economic infrastructure, 

such as communication, transportation, and energy supply networks, that typically require planning 

on a regional scale. Social infrastructure on the other hand includes homes, schools, offices, 

hospitals, retirement homes, retail facilities, leisure, theatres, sports facilities etc. and is typically 

more local in nature.  

Clearly investments in both types of infrastructure are desirable and necessary and they have much in 

common. Both are expensive to maintain, upgrade or replace and both are essential elements of our 

built environment. Securing a steady flow of private sector capital to deliver and maintain them is 

important, particularly as less capital is available from traditional sources, and as proposed 

regulatory changes risk creating disincentives to invest in long-term assets.  

While economic infrastructure is a relatively well established alternative asset class, some types of 

social infrastructure are only gradually being explored by the commercial real estate investment 

sector. The real estate investment industry is increasingly looking beyond its traditional core of 

retail, office and industrial buildings to invest in social infrastructure projects such as rental 

housing, student accommodation, leisure and sports facilities, healthcare facilities and care homes 

for the elderly. Because they can deliver stable, long-term income in much the same way as 

traditional commercial property, they are increasingly attracting similar, long-term capital.  

Like infrastructure, real estate is a long-term asset class as it has no fixed lifespan, but requires specialist 

management and maintenance, including periodic capital expenditure, if it is to remain operational 

and fit for purpose over time. This fact means that real estate is also a source of employment that 

reaches far beyond the construction phase, which combined with the physical assets represents a 

long-term investment in viable and sustainable communities throughout Europe.  

Infrastructure and real estate investments are often mutually dependent, with one not being possible 

without the other. For instance, real estate assets, as social infrastructure, may not be sustainable in 

certain areas unless appropriate transport and utilities infrastructure is put in place – while those 

infrastructure enhancements are unlikely to be financially viable in the absence of substantial 

investment in the surrounding land.  

Given the similarities, mutual dependencies and increasing overlap between different types of 

infrastructure and the wider world of commercial real estate investment, we believe that both 



should be addressed and receive adequate consideration. 

Importance of real estate to the real economy 

A closer look at the importance of real estate to the real economy underlines gives strength to this 

argument. The commercial real estate sector has a capital value of €5 trillion, making it comparable 

to the scale of Europe’s equity (€7.1 trillion) and bond markets (€7.5 trillion)1. It directly 

contributes 2.5% of European GDP, employing over 4 million people and involving the 

participation of nearly a quarter of all SMEs. As such, its economic importance outweighs that of 

the European car and telecommunication industries. At 72%, construction accounts for the largest 

proportion of commercial real estate (CRE) employment. While investment, fund and portfolio 

management represent around 1% of CRE employment, they have a disproportionately high 

contribution to value added economic activity. Their activities underlie demand for third party 

agents (5% of CRE employment) and professional property management companies (23% of CRE 

employment). Moreover, they act as a stakeholder in the development process, stimulating 

construction demand.  

Previous research has attempted to quantify the multiplier effect of construction activity on the wider 

UK economy. The results indicate that the impact is substantial. Every unit of investment in the 

sector delivers a multiple of 2.84 in terms of economic output (see Figure 01)
2
.  

 

Investment activity in the (re-)development, refurbishment and re-positioning of the built environment 

increases employment in construction, related professional and manufacturing sectors. This has a 

direct impact on employment, wages and corporate profits within the construction industry. In 

addition, it stimulates demand through the manufacturing and materials supply chain and in related 

                                                 
1
 EPRA and INREV (2012) Real Estate in the Real Economy. 

2
 UKCG (2011) Making the economic case for construction, Centre for Economic and Business Research Ltd, Nov 2011. 



business services. Together, the direct and indirect benefits create a value add of 2.09 for every unit 

invested
3
. Importantly, low skilled workers with limited transferable skills, often unable to find 

alternative employment comprise a high proportion of the construction workforce. Research within 

the UK market, for example, indicates that lower skilled workers represent 62% of employment in 

the construction sector. This proportion is considerably higher in regions with above average 

unemployment rates. The induced impact of the higher employment of lower-skilled workers on 

private consumption accounts for 0.75 of the 2.84 value add for every unit invested in construction. 

Moreover, there is considerable appreciation of standard of living and quality of life indicators.  

On average, development and re-development of new and existing commercial real estate amount to 

€250 billion of capital investment per annum, representing 10% of total capital investment in 

Europe (see Figure 02. The multiplier effect suggests this delivers an economic value of some €710 

billion, equating to 6.8% of European GDP (see Figure 03). In addition, there are further significant 

indirect and induced benefits that remain un-quantified. 

 

                                                 
3
 L.E.K. Consulting on behalf of UK Construction Group (2010), Construction in the UK economy, October. 



 

First, real estate investment plays a vital role in facilitating European business and industry. The 

provision of appropriate premises is equal in importance to plant and machinery as a vital factor of 

production. Indeed, they are of a similar value. While owner occupation remains the preferred 

option for a significant minority of business occupiers, over 50% of European commercial real 

estate is held by third party investors. Their provision of leased space and associated services 

enables greater flexibility and agility for European business. Moreover, the ability to lease rather 

than own real estate enables many businesses to release capital for investment in expansion, 

productivity gains and R&D. The use of capital for investment rather than consumption results in a 

multiplier effect for economic value creation for both real estate investors and business occupiers.  

Second, the regeneration of the built environment provides the skeletal framework for developing 

sustainable economic growth. It delivers the factors of production required to entice businesses to 

relocate (accessibility, appropriate business space, services) and rejuvenates civic centres through 

the provision of retail, leisure, education and health facilities. Private and publicly listed property 

companies spear-heading urban regeneration partnerships do so with capital (debt and/or equity) 

support from institutional investors. Moreover, they commit to development programmes in the 

knowledge that there is institutional investment demand for their product; a real asset providing an 

institutionally attractive income stream.  

From the institutional investor perspective, the long-term cash flows generated from such real estate 

investment provide a significant source of enhanced returns and portfolio diversification. 

Importantly, they enable long-term liability profiles to be matched to long-term, often inflation 

linked, sources of income. This benefits European pensioners and savers. Given Europe’s ageing 

population profile, it also benefits wider society. However, new regulations aimed at promoting 

economic stability are contributing to a reduction in allocations to less liquid assets such as real 

estate and to long-term investing strategies more generally. 

Responsible investing, commercial real estate and sustainability  

Being ‘universal investors’, insurance companies and pension funds understand the importance of 



promoting sustainable economic growth. Over 700 of such investors have signed the UN Principles 

for Responsible Investment and are integrating environmental, social and governance criteria into 

investment decision-making. Such investors hold short- and long-term investments. However, it is 

the presence of long-term investment horizons that enables them to anticipate, innovate and 

capitalise on the impact of long-term structural trends. The capacity of multi-generational investors 

to anticipate and respond to the implications of externalities on their portfolios before they are 

internalised is a source of real value to institutions. It enables long-term returns to exceed the sum 

of compounded short-term returns
4
. This pro-action creates further positive externalities for 

economy and society that are unlikely to be generated by shorter-term investment horizons.  

Contrary to long-term investments, shorter-term investing horizons cannot take account of anticipated 

structural change given uncertainty as to timing. As such, short-term investing tends to be more 

reactive to change. That is, the response to change occurs after the impacts of negative externalities 

have already been internalised within portfolios. This is particularly true of real estate given its 

fixed attributes of location, building materials and operational systems. Considering that buildings 

account for 40% of the EU’s energy consumption and a third of its emissions, a reduction in long-

term investing in the sector is of concern. 

Non-residential real estate accounts 12% of the EU’s energy consumption and greenhouse gas 

emissions. As such, increasing energy efficiency within buildings represents a major potential 

source of achieving sustainability targets. However, the required investment to realise energy 

savings is estimated at €60 billion a year over the next decade. The financial payback period 

requires a longer-term investment horizon. Long-term investing strategies in real estate and 

infrastructure are able to take account of the longer-term investment benefits of increasing 

sustainable sources, reducing emissions and increasing efficiency. Shorter-term investing would 

result in a greater emphasis on reducing short-term energy costs rather than implementing 

sustainable solutions. As well as a failure to reduce carbon emission, over time this will result in 

increasing rates of obsolescence.  

 

Note on answering the questions 

Please clarify in your answers whether your example relates to financial services legislation in force, or to 

proposals still under consideration. For example, if you refer to MiFID as an example, please specify whether 

your point relates to Directive 2004/39/EC ("MiFID 1") and accompanying implementing measures, or to the 

MiFID 2 negotiations based on Commission proposals COM (2011) 652 and 656. 

 

                                                 
4
 Towers Watson and Oxford University (2012) Sustainability in Investment – We need a bigger boat, August. 


