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Abstract 

This master thesis project aims to evaluate the importance of availability of operating partners 

for foreign investors as they decide whether or not to make an investment on the Swedish 

market. The study will also evaluate if the cooperation with operating partners could 

contribute to a reduction of the information gap between foreign investors and the Swedish 

real estate market, and if that could ultimately lead to an increase in the inflow of foreign 

capital to Sweden.  

The study includes a literature review where relevant theories for the research question is 

accounted for as well as an overview of the Swedish real estate market. The study also 

includes economic statistics and transaction data from reliable sources, as well as an empirical 

analysis with semi-structured interviews that were conducted with a number of prominent 

actors within the real estate sector, both in form of representatives from larger global 

consultant companies and well- known operating partners. All the interviewees were selected 

because they were considered to be most useful for the study, with substantial knowledge and 

experience of the real estate business and market.  

The study shows that an operating partner could make it easier for a foreign investor to enter 

the Swedish real estate market. This is much thanks to the market specific competence which 

the operating partner firms possesses, making it possible to estimate the right risk component 

as well as understand the specific market. This could make a foreign investor more 
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competitive on the Swedish real estate market which have a great amount of strong domestic 

investors. 

The access to good market specific competence however only seems to have a marginal 

impact on whether or not an foreign investor chooses to invest in Sweden, this since there are 

other factors that has a considerably larger impact when investors makes that decision. The 

scale of the market is one of the most important factors when foreign investors decide whether 

or not to invest in Sweden. 

Even though an operating partner might not increase the foreign investments to Sweden there 

still is a pronounced shortage in the supply of such firms today since there is a large demand 

from foreign investor for this type of market specific competence. The number of operating 

partners will most likely increase in the future since the model creates an alignment of interest 

between the parties. If a foreign investor is good at utilizing local expertise, and uses a good 

model for alignment of interest, a combination of a global and local view of the market is 

obtained. This makes it possible for larger foreign investors to create a structure of a larger 

international portfolios, but still with attention to local details. From this it can be concluded 

that an increased supply of operating partners in some sense should have a positive effect on 

the Swedish economy as a whole. 

 

  



4 

 

Acknowledgments 

This master thesis is written during the spring term of 2018 as part of the Degree Program in 

Civil Engineering and Urban Management at The Royal Institute of Technology, KTH. The 

thesis is written in Building and Real Estate Economics, belonging to the master program 

Real Estate and Construction Management.  

First of all we would like to thank supervisor Han-Suck Song, who has been very supportive 

throughout the process and given us valuable tips and comments, which has helped us making 

this degree project as good as possible. 

We would also like to thank the interviewees at the consultant and operating partner firms for 

taking the time to share their invaluable knowledge and insights into the subject with us. 

Without their participation this study would not have been possible.  

 

  



5 

 

Examensarbete 

 

Titel;    Möjligheter att Minska Informationsklyftan 

   mellan Utländska Investerare & den Svenska 

   Fastighetsmarknaden 

   Vikten av Samarbete med Operativa Partners 

Författare;   Elin Johansson & Linnéa Nordin 

Institution;   Fastigheter och byggande 

Examensarbete Magisternivå  

Nummer;    TRITA: TRITA-ABE-MBT-18211 

Handledare;  Han-Suck Song 

Nyckelord;   Svenska fastighetsinvesteringar, utländska 

   investerare, operativa partner,  

   marknadsspecifik kompetens,  

   informationsklyfta 

 

Sammanfattning 

Detta masterprojekt syftar till att utvärdera vikten av tillgängligheten av operativa 

samarbetspartners för utländska investerare när de ska besluta huruvida de ska investera på 

den svenska marknaden eller inte. Studien utvärderar om ett samarbete med operativa partners 

kan bidra till att minska informationsgapet mellan utländska investerare och den svenska 

marknaden, och huruvida ett samarbete även skulle kunna leda till ett ökat inflöde av 

utländskt kapital till Sverige.  

Studien innehåller en litteraturstudie där relevanta teorier för forskningsfrågan redovisas samt 

en översikt över den svenska fastighetsmarknaden. Studien innehåller också ekonomisk 

statistik och transaktionsdata från tillförlitliga källor samt halvstrukturerade intervjuer som 

genomfördes med ett antal framstående aktörer inom fastighetsbranschen, både i form av 

representanter från större globala konsultföretag och välkända operativa partners. 

Intervjuobjekten valdes ut eftersom de ansågs vara mest användbara för studien, med stor 

kunskap och erfarenhet av verksamheten och fastighetsbranschen. 

Studien visar att en operativ partner skulle kunna underlätta för en utländsk investerare att 

etablera sig på den svenska fastighetsmarknaden, mycket tack vare den marknadsspecifika 

kompetens som operatörsföretaget har, vilket gör det möjligt att uppskatta rätt riskkomponent 
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såväl som förstå den specifika marknaden. Detta kan göra en utländsk investerare mer 

konkurrenskraftig på den svenska fastighetsmarknaden som till stor del domineras av starka 

inhemska investerare. 

Trots detta har tillgången till god marknadsspecifik kompetens endast har en marginell 

inverkan på huruvida en utländsk investerare väljer att investera i Sverige eller inte, eftersom 

det finns andra faktorer som har en betydligt större inverkan när investerarna fattar det 

beslutet. Marknadens skala är en av de viktigaste faktorerna när utländska investerare 

överväger om de ska investera i Sverige eller inte. Trots att en operativ partner inte 

nödvändigtvis ökar de utländska investeringarna till Sverige finns det idag en uttalad brist i 

utbudet av sådana företag i och med att det finns en stor efterfrågan från utländska investerare 

för denna typ av marknadsspecifik kompetens. Antalet operativa partners kommer sannolikt 

att öka i framtiden eftersom modellen skapar en likriktning av parternas intressen. Om en 

utländsk investerare är bra på att utnyttja lokal kompetens och använder en bra modell för 

likriktning av intressen, erhålls en kombination av en global och lokal syn på marknaden. 

Detta gör det möjligt för större utländska investerare att skapa en struktur av en större 

internationell portfölj, men fortfarande med uppmärksamhet på lokala detaljer. Av detta kan 

man dra slutsatsen att en ökad tillgång på operativa partners i viss mening kan ha en positiv 

effekt på den svenska ekonomin som helhet. 
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1. Introduction 

 

 

This introduction will present background information to the study, with a clarification of its 

purpose and how it was carried out.    

 

 

1.1. Background 

In today’s society globalization is a natural element in everyday life as the world 

internationalization has increased at a high pace during the recent decades. All financial 

markets have become highly integrated and foreign investments is a common feature. 

Generally investments in real estates are lucrative as they are less risky in comparison to 

stocks but generate higher returns than bonds, providing good opportunities for value growth 

(JPA Investment, 2012). Foreign investments in real estates have therefore increased in pace 

with the globalization, which ultimately have led to an increasing efficiency of the market.  

A constant increase of the inflow of foreign capital into the Swedish real estate market is very 

important for the country’s continued development. The investments from abroad started in 

the later 90’s after the major financial crisis that occurred. At this point in time it became 

lucrative for investors to enter the market as the transactions costs became low and the market 

got more flexible (Falk & Olsén, 2009). The increased investments led to a rapid development 

of the real estate market. It went from being opportunistic and ineffective with a low amount 

of transparency, to being a highly effective market with low transaction costs, high 

transparency and good liquidity just after a couple of years (Falk & Olsén, 2009). Today the 

Swedish property market actually have the highest amount of transparency and liquidity in 

Europe (DTZ, 2013). 

This is a clear proof of the significance of foreign investments made into the Swedish real 

estate market. If the advancement of the market is to pursue, it is of great importance that the 

investments carries on. 

Previous studies have shown that the greatest obstacles for foreign investors to enter the 

Swedish market is the domestic dominance, the lack of market awareness and knowledge of 

acquirable properties, as well as that Sweden is an overly small market. The one component 

that is possible to influence is the one regarding the knowledge of the Swedish market. Today 

many foreign investors seeking to make an investment in Sweden requests an operating 

partner with the market specific knowledge needed, but since the amount of operating 

partners in Sweden is very limited all investors cannot establish such a cooperation. This can 

ultimately result in that many investors abstains from making investments in Sweden. 
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Therefore this study will investigate to what extent the availability to an operating partner 

affect the amount of foreign real estate investments, and whether or not greater access to such 

a kind of market specific competence could increase the investments. 

 

1.2. Purpose & Research Question 

The main purpose of this master thesis is to evaluate the importance of availability to 

operating partners for foreign investors as they decide whether or not to make an investment 

on the Swedish market. Could a cooperation with operating partners contribute to a reduction 

of the information gap between foreign investors and the Swedish market? And would such 

an increase in information raise the level of transparency and liquidity? If that is the case, 

could this then make the investors more comfortable of making investments in Swedish real 

estates? At last but not least this study investigate if that could ultimately lead to an increase 

in the inflow of foreign capital to Sweden. 

 

1.3. Limitations 

This study will primarily focus on the commercial real estate market in Sweden as foreign 

investors historically only have made a very limited number of investments on the residential 

market. The study will consider both direct and indirect investments. 

 

1.4. Disposition 

The framework of the thesis is structured in different chapters with associated subheadings. 

Bellow follows a short description of the sections. 

 

Introduction 

The introduction intends to give a concreate background to the subject. The research question 

is presented in combination with the purpose of the study, as well as what limitations that 

have been made. A closure is made by presenting the disposition of the thesis. The chapter 

focuses on explaining the aim of the study and its relevance. 

 

Research Methodology  

The chapter presents the underlying methodology of the empirical study and the choice of 

method. All methods are also critically reviewed. 

 

Review of Foreign Investments & Operating Partners 
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The section covers a multitude of chapters containing previous research within the field of 

study. All relevant facts for the research question is accounted for both in terms of types of 

investments and investors, investment strategies, market competence, analytical framework 

and theories.  

 

Review of the Swedish Market 

The chapter gives a deeper look into the Swedish market built up on collected data about the 

Swedish economy and real estate market, the investments made in the Swedish property 

market as well as the legal system in Sweden. 

 

Empirical Results 

The emerged empirical results of all interviews are presented and accounted for. 

 

Analysis 

Facts and results presented in the literature review and the empirical chapter are processed 

and analyzed. The gathered analysis of the results relevant for the research question is made, 

taking into account the issues raised in the purpose of the study. 

 

Conclusion 

A conclusion is stated from the analysed results, and an answer to the research question in 

given and discussed. Recommendations of improvements are also suggested.  
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2. Research Methodology  

 

 

This section covers information about the applied method and the scientific approach of the 

study, with a deliberation regarding the method’s reliability.    

 

 

This study is based upon data that originates from a combination of both qualitative and 

quantitative research methods in order to increase the potential for obtaining the best results 

possible. 

An inductive approach has been held with the advantage of that there is no limitation of the 

study due to enforcements of specific theories, which makes the probability of losing 

important information significantly lower. A disadvantage is however that it is impossible to 

remain completely unaffected and objective with such a methodology. Therefore a great effort 

has been made to, as far as possible, restrict the amount of subjectivity. 

Furthermore both a descriptive and a normative approach have been implemented in this 

study since the purpose is to both be able to explain, describe and create a better 

understanding of the subject, as well as identify possible improvements for the real estate 

market in regard to the matter 

 

2.1. Method Selection 

In this study three different methods have been applied in order to obtain a result of as high 

quality as possible, and the chosen combination of methods should create a good probability 

of reaching this goal. The methods consist of a literature review of previous research within 

the field, a collection of historical data, and profound interviews with key people from the real 

estate sector. 

 

2.2. Literature Review 

In the literature review both published studies, reports and articles within the field have been 

processed and analysed in order to give a good background to the subject and create a greater 

clarity of the research area. Previously published material has also been reviewed to create an 

image of where there is a potential lack of knowledge, and what has already been published. 
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2.3. Economic Statistics & Transaction Data 

All economic statistics and transaction data used in the study have been retrieved from highly 

reliable databases created by safe sources.  

The economic statistics have been used for the purpose of showing the economic development 

in Sweden. This has been important since a country’s economic situation highly affects 

foreign investments, which is one of the main subjects in this study. The statistics that are 

used, for example BNP growth and interest rates, is provided by the Swedish Central Bureau 

of Statistics on behalf of the government. Some parameters have measurements all back from 

1950, while others have been processed since the 80’s and 90’s. This period of measurements 

have been considered satisfying enough to give a correct estimation of the market 

development.  

The transaction data on the other hand have been used in order to provide information 

regarding the amount of transactions made on the Swedish real estate market. The data shows 

the variations over time, but also the amount of transactions that are foreign respectively 

domestic. The transaction data have been collected from the service Datscha which has 

monitored and registered transactions of good quality and precision since the year 2000. This 

timeline of more than fifteen years of data is fundamental for the study as it provides an 

ability to investigate investments trends both in terms of transaction volumes and investor’s 

nationality. Only the relevant statistics of larger investments on the commercial real estate 

market have been used.  

 

2.4. Interviews 

In order to obtain relevant information in support of the study a qualitative empirical method 

of interviews was applied. When working with real estate investments it is important to 

understand that speculations and expectations plays a major role in the decision making 

process. Long and comprehensive interviews are therefore appropriate in order to capture all 

aspects of the subject.  

The interviews were conducted with a number of prominent actors within the real estate 

sector, both in form of representatives from larger global consultant companies and well-

known operating partners. All the interviewees have been selected because they are 

considered to be most useful for the study, with substantial knowledge and experience of the 

business. 

The interviews was of a semi-structured form to ensure getting answers to a number of 

important questions, but still create space for follow-up questions and open discussions that 

might be needed as a complement in order for clarification. Two different interview scripts 

with somewhat varying questions were made, one directed to the consultants and one adapted 

to suit the operating partners. 
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Before the personal meeting all interviewees were sent an e-mail with the questionnaires. 

Each interview was recorded in order to have an exact version of the interview available for 

later. The interviews were afterwards transcribed and summarized. 

 

2.5. Reliability of Method 

A prominent limitation in this study is the availability of previous research in the field. There 

is a restriction in the amount of studies that looks deeper into direct and indirect investments, 

meaning that no general theories yet is accepted. It should also be noted that theories may 

partly be based on speculations, and thereby there is always a risk of them being incorrect. 

In the literature review the published reports from different organizations might not be 

entirely reliable. It is important to keep in mind that there may be an underlying self-interest 

that accentuates the result in a certain direction. Background and intent from each report have 

therefore been reviewed and taken into account. 

There is also a relative short history of foreign investors on the Swedish property market, 

which could make it difficult to draw conclusions from earlier scenarios and previous 

situations on the market. However, future research within this field will be less limited as 

more data will be available. 

Except for this the data showing historical statistic patterns of the Swedish economy, as well 

as transaction data have not all been measured for that many years. This could thereby limit 

the understanding of the market development. Another aspect is the fact that transaction data 

in some cases may show incorrect numbers. Since both the Swedish Statistical Office and 

Datscha, from which the statistics were collected, are well-recognized sources it increase their 

reliability. Thereby the likelihood of their data being accurate is considered to be high. 

Background material from studies and research about operating partners, as an operating 

model for operational value creation and connection to foreign capital, is also very limited. 

This means that our study will not have a very strong fundament of literary sources directly 

connected to our aim of research. 

In our research, there are also some limitations connected to the qualitative collection of data. 

Since the empirical research is carried out through semi-structured interviews, the results 

might only capture opinions from certain fragments of the real estate sector. The negative 

aspects of this limitation is that there might become a lack of information in the average 

picture of the sector, which could impede adequate generalizations of the market as a whole. 

In an order to minimize this limitation, there will be a good diversification of selected 

interviewees with long expertise within the field. Interviews will be held with a number of the 

greatest global consultant companies present in Sweden, which all have operated on the 

market during a longer period time and have close contact with foreign investors and good 

knowledge of cross-border investments and investor’s opinions. As there is only a rather 

small number operating partners active on the Swedish real estate market the picture of this 
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type of market specific competence could be limited as well. To decrease the risk of this 

happening, the selected interviewees of partners have all been properly thought through. The 

focus have been on well recognized operating partners with a good track record of various 

sizes. These partners have good experience within the field and should thereby be able to give 

good reflections regarding the subject, providing a solid contribution to the study.  

Criticism could however be raised if the amount of interviews is considered being too low. As 

the method is time consuming it cannot cover all actors on the market, which possibly could 

create a subjective image of reality. In order to make the study as reliable as possible the 

number of interviews carried out have been maximized in relation to the timeframe.   

To summarize it is always important to critically review the information management of all 

sources and their origins. 
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3. Review of Foreign Investments & Operating Partners 

 

In this degree project a literature review on the subject was carried out before moving on to 

the deeper qualitative analysis. 

This chapter includes information about forms of real estate investments, forms of ownership 

and types of investors, real estate investment value, strategic alliances, market specific 

competence and a number of theories relevant for the subject. 

 

 

The amount of sources for this study’s orientation is rather limited since it’s a newly 

discovered area of interest. The published reports within the subject mainly covers the trend 

of foreign investments and the importance of portfolio diversification. The literary 

information about operating partners is thus quite narrow, why a part of the study’s aim is to 

clarify the definition of an operating partner and increase the availability of information in 

order to create a better understanding for the subject. 

 

3.1. Forms of Real Estate Investments  

A real estate investment can be of different forms, both as an investment for a private person 

buying a residential property, as well as a company investing in a commercial real estate. For 

the sake of simplicity a real estate investment is generally considered as a commercial 

investment (office, retail, logistic, industrial and niched properties such as hotels or 

healthcare) made by different kinds of investors. Note that these types of investors are 

described in the following chapter “3.3. Forms of Ownership & Different Types of Investors”. 

(USB, 2017). Hereunder the difference between a direct real estate investment and an indirect 

real estate investment is described further.  

 

3.1.1. Direct & Indirect Investments 

There are two ways to invest in real estate, direct investments and indirect investments. To 

own a property directly means that the company, or private person, is registered as the owner 

of the property. Owning real estate directly means a greater responsibility in managing the 

property and to have insight in the local market, but it also gives the owner better control and 

knowledge about the property.  

To own a property directly also comes with a greater risk, which entails that minor financial 

investors cannot compete with the large professional real estate companies. Direct ownership 

http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
http://lup.lub.lu.se/luur/download?func=downloadFile&recordOId=1340288&fileOId=2434400
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comes with higher transaction and management costs. This investment strategy is therefore 

often a better fit for real estate companies with the primary operation focusing on 

management of real estate. 

One alternative is to own a property indirectly through investments in property funds. This is 

a good option for smaller investors wanting to diversify the portfolio risk without having to 

put in a large capital in a directly owned property. The indirect ownership means that the 

investor owns one or several properties together with other investors. 

To own properties indirect through funds is also an attractive alternative for institutional 

investors to include more properties in their portfolios and to diversify the risk in their 

existing portfolio through investments in different type of assets (Kuljanin, 2011). 

When defining whether or not a foreign investment is direct or indirect it can sometimes be 

ambiguous to determine. This is because there are two different ways to interpret it. Either it 

deduce to the country where the company making the investment is from, or it is decided 

depending on where the underlying capital used for the investment is from. If a company 

listed in the United Kingdom, with underlying capital from China, buys a property in Sweden, 

is the investment a direct investment from the United Kingdom, or an indirect investment 

from China? According to previous studies the first option seems to rule in favor. It could 

however be discussed if this is correct, and if the other definition were to be practiced instead 

it most definitely would change the amount of transactions that are considered to be made by 

foreignness (Lindfors & Åldstedt, 2013).  

 

3.2. Forms of Ownership & Different Types of Investors 

There are several forms of property ownership and they can be made directly or indirectly as 

previously described. The structure of proprietorship is defined by where the capital originates 

from, both in terms of financial source and nationality. Ownership can be obtained through 

listed shares, different types of funds or joint venture among others. Depending on the type of 

ownership the investment can be more or less risky and bring a varying ability to affect the 

return of the investment. (Lind & Lundström, 2009). In the figure below, a description of what 

kinds of property owners that operates on the Swedish commercial property market is shown. 
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Figure 1; Illustration of the amount of different owners on the Swedish commercial property market. (Runestam 

& Wiksell, 2016). 

The majority of the owners are Swedish or foreign listed companies, followed by joint venture 

institutions. Private companies and similar, as well as funds and other foreign investors, both 

have lower ownerships in comparison but are still clearly noticeable on the market. 

 

3.2.1. Private Investors & Unlisted Real Estate Companies 

A private investor is, just as the name indicates, a private person who chooses to invest 

personal capital. The owner is thereby a physical person, who generally is wealthy with a 

greater amount of capital to invest in the firm. A so called “business angel” is for example a 

private investor with a large amount of equity, who often makes investment in start-ups that 

might be seen as too risky for other investors. Except for money these persons often also 

contribute with knowledge and business contacts which could streamline the investment. 

(Geijer, 2011).  

Unlisted real estate companies are companies that are not available for trade on a regulated 

market. (Skatteverket, b., 2018).  

Common for both unlisted real estate companies and private persons is that the owner is a 

physical person and not a legal one. These actors goal is the same as the one for listed real 

estate companies, namely to receive the highest return possible. (Lind, 2009). 

 

3.2.2. Listed Real Estate Companies 

A listed real estate company is a limited company which offers shares on the open market. 

This means that the outside world has the opportunity to buy or subscribe shares in the 

company. It is only listed companies that are allowed to be traded on the Swedish and foreign 
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exchange markets. However, listed companies must have capital of at least 500 000 SEK in 

Sweden. (Bolagsverket, 2016). 

The main motive for entering the open market is usually the increased chance to rise venture 

capital and obtain higher liquidity. The real estate companies always strive to make as much 

profit as possible in order to give as much return as possible to the share owners. (Lind, 2009). 

In order to maximize profits the real estate companies uses different investment strategies. 

Some focuses on stable, long term, investment while some stakes on opportunistic, short term, 

investments. 

 

3.2.3. Investment Companies & Private Equity 

Investment companies are companies who have the business concept of owning several other 

companies to develop and manage. The ambition is to increase the value of the companies 

purchased, and thereby gain profits. The investment company’s capital stock is distributed 

over a greater number of assets in order to increase the diversification of the company 

portfolio. The risk reduction obtained by the diversification is a key factor for the company as 

it has a great amount of physical people as stakeholders, whose invested money to a certain 

extent need to be secured. (Skatteverket, a., 2018).  

A private equity company is a subcategory to investment companies that solely make direct 

investments in unlisted companies, or buys listed companies and then delists them. The goal 

is however the same, namely to increase the value of the companies invested in by streamline 

them with a suitable management strategy including market-specific skills. There are two 

kinds of private equity companies, those called venture capital and those named buyout. The 

difference between them is that venture capital invests in start-ups and contribute with 

ownership capital, while buyout invests capital in combination with bank loan financing in 

mature companies that have stable cash flows (SVCA, 2018). 

The private equity company is a temporary owner, often with a planned owner’s horizon. This 

does not mean that the company is a short-term owner. Since the private equity funds are 

highly specialised they operate where they are most useful and can create the highest value. 

When the value-creating improvements have been made the ownership is handed over to other 

owners who can continue to develop the company further (SVCA, 2018). 

The process of creating value in a private equity context depends on how the companies, 

within the deals the private equity company are making, will be positioned at future exit. The 

future value at exit will also determine what value creation levers need to be worked on. The 

main interest from equity firms lies in the return relative to the initial equity put in. This view 

of value creation differs from, for example, public companies who will look at financial 

metrics such as return on capital employed (SVCA, 2018).  
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Figure 2; An illustrating example of private equity fund structure. (SVCA, 2018). 
 

 

3.2.4. Real Estate Funds 

Real estate funds are funds focusing on investing in real estate. This could be done either 

directly in the property or indirectly via a real estate company. These types of funds invest in 

several segments of the real estate market, minimizing the risk and optimizing the yield by 

choosing a good investment strategy consisting of objects with various development cycles. 

Real estate funds are a good choice for investors who do not want or have the ability to invest 

directly in real estate. The investors have the opportunity to, through the funds, use the 

advantages of a relatively safe long-term investment and its growth but are not personally 

liable for the operation of the real estate.  

The greatest part of the yield of real estate funds consists of income from real estate leasing, 

but also from the growth of the property market price. Most of the funds money are invested 

in visible assets that are relatively easy to value, but to ensure liquidity in the fund, parts of 

the portfolios are invested financial assets such as money market instruments or bonds 

(CESKA, 2018). 

Sometimes investing in a real estate fund can be compared to investing in an investment 

company but with some important differences. First of all the fund is more regulated and has a 

required minimum number of stock classes, while investment companies themselves decide 

on the number of stocks they want to own. Another important difference is the cost for 

administration. An actively managed fund charges an annual fee of 1.21% for Swedish equity 

funds and 1.76% for foreign equity funds, while investment companies have a management 

fee to manage their holdings significantly lower (Näslund, 2018). 
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3.2.5. Joint Venture 

A joint venture is a way to combine two parties in a real estate investment. One of the parties 

are often an operating party with a desire to acquire or develop a real estate. This party often 

has expert knowledge in the specific real estate market and takes on the responsibility of the 

day-to-day management as well as reporting duties. The operating party of the joint venture 

usually has the ability to acquire and debt finance as well as manage and develop the real 

estate but may or may not have the ability to contribute with capital to the joint venture. This 

is why another party, a capital party, is needed. The capital party of the joint venture invest 

capital in real estate assets but do not necessarily operate the assets. 

A common structure for a joint venture is the formation of new limited liability company 

between the capital party and the operating party. The parties enter into an operating 

agreement for such limited liability company, which sets forth the parties’ agreement and 

their respective rights (Maira, Smith, 2016).  

 

3.2.6. Hedge Funds 

Hedge funds is the collection name for a group of special funds that have more freely 

placement rules in comparison to other more traditional funds. Accordingly, the hedge fund 

can deploy a greater number of economic strategies, such as mortgaging and blanking, as a 

way to increase the return of the investment. Resembling what the name implies, the hedge 

fund’s goal is to generate profit regardless of the overall economic situation. Even if the 

market development seems dismal, the hedge fund should be able to protect itself against a 

drop in value and continue to produce positive returns. This depends, among other things, on 

that the fund is dynamic and holds assets of varying kind, everything from shares to bonds, 

commodities, currencies and options (Box IR Investor Relations, 2018). 

Besides from this the hedge fund uses active management with highly qualified managers 

who possess unique skills and experiences, which provides a good basis for increased value 

creation. An investment in a hedge fund is a good complement in a portfolio of assets as it 

lowers risk and increases the possible return (Fondmarknaden, 2018). 

 

3.2.7. Institutional Investors, Insurance Companies & Pension Funds 

An institutional investor is, in difference to a private investor, a legal person. Often it is in 

form of an organization that manages capital for others. Common for all institutions is that 

they act as an intermediator on behalf of a final owner. They manages other people's money 

with the aim of achieving as good a return as possible, often without exercising any greater 

influence over the companies they invest in. The final owner can be a foundation, a state, a 

municipality, a private saviour in an equity fund, a current or future retiree in a pension 

company among others. With other words there are many different types of institutional 

investors and they make both direct and indirect investments. Institutional investors consist of 
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actors with both long-term and short-term interests, where hedge funds and activist funds 

stand for the particular short-term characteristic (Box IR Investor Relations, 2018). 

The institutional capital often originates from insurance companies and pension funds who by 

tradition always have owned properties as a way to ensure a stable return. In recent years 

there have however been tendency for the companies to create subsidiaries to invest the 

capital in. It is then these subsidiaries that then manages property holdings in respect of 

acquisitions and divestments of property objects (Lindfors & Åldstedt, 2013). 

 

3.3. The Real Estate Investment Value 

The value of owning a real estate does not solely come from the fundamental rights granted as 

an owner, but also from the right to obtain all future income that the property generates. The 

value is thereby considered to depend on a number of key factors, namely; 

o Current and expected income growth 

o The risk of the current and future income profile 

o Duration of the income 

o Liquidity risk 

o Management costs 

When examine the factors above, one can understand that real estates can have different 

investment characteristics which are all associated with distinct levels of risks (USB, 2017). 

These diverse investments strategies are described more detailed in the section “3.4. 

Investment Strategies”. 

 

3.4. Risk & Return in Real Estate Investments 

Since the goal of every investment is to make as much profit as possible, a capital investment 

is naturally initiated with the belief that it will increase future returns and real estate value. An 

important element in the investment procedure is thereby to be able to make a good 

assessment of what return a property may generate.  

There are mainly two different methods to use when measuring and calculating the return of a 

real estate investments. The first one is internal rate of return (IRR) which aims to give a 

value of the capital gain of loss expressed in a yearly percentage.  

The rate of return can be calculated by the following formula (Levišauskaite, 2010);  
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Rate of return = Income + Capital gains / Purchase price     (%) 

  

For example, rate of return of the share (r) will be estimated; 

R = (D + (Pme - Pmb)) / Pmb     (%) 

  

D = dividends 

Pmb = market price of stock at the beginning of holding period 

Pme = market price of stock at the end of the holding period 

 

The second approach is to estimate the total profit of the investment which includes both the 

yield and the value change induced by the investment. Institutional investors tend to use this 

method when measuring the return of the assets (Runestam & Wiksell, 2016). 

 

3.4.1. Risk & Return in International Real Estate Investments 

When overlooking the concept of international real estate investments the first question that 

comes to mind is why actors decide to invest capital in a country that is not their home 

market. The answer is not especially surprising nor hard to understand, namely that global 

investments may be beneficial in terms of generating higher returns at a lower level of risk.  

With global real estate investments investors are no longer limited to their own domestic 

market and the range of real estates available there. If a certain investment opportunity do not 

exist within the home market an investor instead can seek for suitable assets somewhere else. 

In this way the diversification of an investor’s portfolio could significantly improve.       

Traditionally investments have been made within the investors’ domestic market, and a 

consideration to look into cross-border opportunities have only been perceived as a second 

option, requiring some form of risk premium due to the uncertainties connected to entering a 

new market. Real estate investment has thus not been exclusively domestic, but home bias 

have strongly influenced the majority of investors and led them to continuously invest in their 

home market even if there have been predicted benefits of investing in foreign markets. This 

is however about to change as the world is becoming more globalized which makes foreign 

investments more accessible and easier to enforce. The benefits of foreign investments are 

now becoming more recognized as their risk profiles have gotten more in line with the 

domestic ones (USB, 2017). 

Since no real estate market is identical to another, investors often restrain from investing in 

foreign countries due to the lack of market knowledge and the asymmetric information in 

favor for domestic investors. This issue could however be reduced through cooperation with 

local managers who possess an extensive market specific competence. A further elaboration 

on market specific competence will be presented in chapter 3.7.  



26 

 

In contrast to these information gaps between investors and foreign real estate markets, some 

other possibly concerning factors such as transparency, currency risk and taxes, are more 

difficult to influence (USB, 2017). 

Therefore, the risks involved in these factors will always be included in the yield requirement. 

More information of the risks connected to international investments are described furthered 

in chapter “3.8.3. Portfolio Theory” under the subheading “Internalization Diversification”. 

 

3.5. Investment Strategies 

Real estate investments can be done through several kinds of approaches depending on the 

underlying intentions with the investment. The investment strategy defines the character of 

the investment portfolio, and thus it is of great importance to understand the subsequent 

consequences with each strategy in order to be able to create a well-diversified and safe 

portfolio. There are primarily four different categories of strategy, all with a varying level of 

return and degree of risk. Though they have one common feature, namely that the higher 

amount of return an investment strategy generates the greater the risks are (Smietana, 2014). 

A more detailed description of the four investment strategies opportunistic, value-add, core 

and core plus are presented below.  

 

 

 

Figure 3; Illustration of the four investment strategies. (Ippolito, 2015). 

 

3.5.1. Core 

Core investments are the least risky kinds of investments as the properties are located in 

highly coveted districts where the rents are high and the vacancies low even when the 
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economy is poor. This makes the core investments broadly as safe as bonds, while generating 

significantly higher returns at 10 – 12 % (Smietana, 2014). 

Examples of core investments are office buildings in central business districts, trading venues, 

and industrial premises, and are implemented with a longstanding perspective. These 

properties have a constant income due to the stable cash flow that is created by long-term 

leases with liquid tenants who always are able to pay high rents. The real estates are already 

well developed which gives a very limited possibility for improvements, except for adding 

value by refining rental capacity and reduce operation and maintenance costs. Because of the 

properties good standard and favorable location they are often highly valued and expensive to 

acquire. Thus the investors are usually affluent with a low level of debt, for example pension 

funds and insurance companies, who intend to hold the property during a longer period of 

time (Lind & Lundström, 2009). 

 

3.5.2. Core Plus 

A core plus investment is rather similar to a core investment, but with a slightly higher risk. 

This is because the core plus real estate does not live up to the same quality level as that of the 

core real estate. For example the property might be located in a less attractive area, be of high 

age and in need of renovation or altered local use, having shorter leasing-contracts and tenants 

with a lower credit rate. The return is however somewhat higher than the return from a core 

investment (Lind & Lundström, 2009). 

 

3.5.3. Value-Add 

As the name implies, the value-add strategy focuses on creating an additional value of the 

investment object in order to achieve the purpose of maximizing the price at a future sale. 

This can be achieved through property development projects, renovations, changes in property 

function, rent of previously vacant space, remodeling or expansion among others. At first 

sight a value-add property radiates week performance, but the investor recognizes this as a 

good business opportunity due to the great potential for improvements.  Since the property 

initially is deteriorated in comparison to other objects on the market the buyer can acquire it at 

a favorable price. This provides a good prospect for a large increase in property value at a 

future sale, which will generate a substantial profit (Lind & Lundström, 2009).  

An add-value investment is more risky in comparison to core investments since it requires 

more knowledge, skill and market timing, but it also raise a higher return of 12 – 15 % 

(Smietana, 2014).  

 

3.5.4. Opportunistic 

Opportunistic assets are the most risky properties to hold, and the entire profit comes from the 

intended increase in appreciation of the investment. Returns are generally obtained at the end 
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of the investment period through a sale or at the completion of a real estate development 

project, and thereby the holding period is rather short. As the opportunistic strategy is 

comparatively risky, it also generates the highest returns with yields over 15 %. But even if 

the returns are high, there are strong fluctuations in profits as it is a speculative investment 

that involves a high level of debt (Smietana, 2014). Because the strategy is very complex it 

requires good knowledge and special expertise to become successive. The investor needs to 

be able to make careful analyses of real estate cycles and market trends in order to benefit 

from market disruptions and arbitrage (Lind & Lundström, 2009).  

 

3.6. Strategic Alliances 

A strategic alliance could be defined as two companies who combine their respective 

resources, capabilities and competencies to generate mutual interests in creating a product, 

services or other business objectives. There are three main categories of strategic alliances; 

Joint Ventures, Equity Strategic Alliances and Non-equity Strategic Alliances and they are 

described more in detail below (Corporate finance institute, 2018). 

 

o A joint venture is established when two companies together creates a new company. 

The shares of ownership in the new company could vary. The two companies could 

own 50% each of the new company or one company could take on a majority 

ownership while the other takes on a minority ownership.  

 

o In an equity strategic alliance one company purchases a certain equity percentage of 

the other company. 

 

o In a non-equity strategic alliance, two companies sign a contractual relationship to 

pool their resources and capabilities together.  

 

There is no clear definition of a strategic alliance and the concept is often confused with plain 

outsourcing. In traditional outsourcing though, a company hires a service provider to perform 

a specific task and the relationship between the companies is based entirely on the exchange 

of money for these services. A strategic alliance could be seen as a step beyond simply 

subcontracting with a specialist company and the main difference between outsourcing and a 

strategic alliance is the commitment existing in the latter form of collaboration. The 

commitment is undertaken by both companies who becomes business partners, a partnership 

that in many aspects builds on a great deal of trust. The partnership should be open, trusting, 

and mutually beneficial for the parties and the parties share resources to function strategically 

in the marketplace. A strategic alliance is often a relationship over a longer period of time 

with focus on achieving a common goal. Even though there are no common definition of the 

concept of strategic alliance, the partnership is often contractual and not at all loose in its 
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nature. The contract often states a specific period of time in which the partnership will last. A 

company in these type of alliances could assists its partner in, for example, major transactions, 

facility management or development as well as day-to-day administration and execution of 

real estate agreements and records (Sinderman, 1995). 

 

3.7. Market Specific Competence 

As a foreign investor there are mainly three ways to obtain market specific competence, 

namely by cooperate with an operating partner, setting up an in-house operational team, or 

use external consultants. Below a further explanation of the different forms of market specific 

competence is presented, also containing possible advantages and disadvantages connected 

the different types. 

 

3.7.1. Operating Partners 

Since value creation through several traditional methods have become more difficult to 

achieve, operational value creation has become an increasingly popular way for creating 

operational advantage for private equity firms. A trend that can be distinguished is to 

administer an operation team by hiring an operating partner to cooperate with. 

An operating partner may not have specific knowledge in the private equity area, but they do 

have expert knowledge in their particular field and possess the ability to drive change in the 

portfolio company they work with. An operating partner could help the company in different 

areas such as operational improvements, strategic planning and supervision of initiatives. An 

operating partner could use their expert knowledge in a certain sector to address issues within 

the portfolio company. This could be done through a strategic perspective or by supporting 

the day-to-day activities within the company. 

An operating partner could also take on different roles within the portfolio company. They 

could take the role as board members or chairman as well as the role of a manager or 

consultant. They could also work with several portfolio companies at once, providing their 

expertise in several areas. This is because of their ability to identify best practice within the 

company structure, a skill that could be translated to different types of industries (ISP, 2009). 

Below there is an illustration of the value creating process with operating partners presented.   
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Figure 4; Illustration of operational value creation. (ANTXL Operating Partners, 2014).  

 

 

3.7.2. In-house Operational Teams 

Many large funds have a dedicated in-house operations team. The operating professionals 

within these teams often have a consulting or industry background. They also have extensive 

experience in operational and strategic topics. Their main role within the private equity firm is 

to conduct the operational due diligence, to work with portfolio management to identify 

operational value creation and to help with the implementation of this. They often work very 

close to the portfolio companies, and monitor all details of portfolio company management. 

The advantage of using an in-house operations team is that it helps maintaining consistency 

and helps strengthening the long-term relationship with portfolio management. There are also 

an advantage in keeping information and knowledge from past deals within the private equity 

firm. An in-house operations teams might also see the broader perspective of operational 

improvements and consider the effect on the selling price at exit. An in-house team might also 

consider all pieces of value creation together instead of just looking at each value creation on 

a standalone basis (ISP, 2009). 

 

3.7.3. External consultants 

Some smaller private equity firms decide not to have an operational team in-house and rather 

rely on deal professionals who are responsible for deal sourcing, execution, and exit. 

Whenever there is a need for operational insights, these firms hire external consultants. They 

might also partly rely on a close network of advisors. 

The advantage of using external consultants over in-house operating professionals is the wide 

width of expertise required, that might be difficult for in-house team to possess on a high level 

within all fields. External consultants can provide expertise on specific segments or 

geography, which the in-house team cannot provide, which makes it common for private 

equity firms to rely on some external consultants even if it has in-house operating partners. 

The need of service from operating partners may also be cyclical, which is another reason 



31 

 

why equity firms may want to limit the internal capacity and rely more on external consultants 

(ISP, 2009).  

 

3.8. Analytical Framework & Theories 

The most central theories for this study consist of macroeconomic theory, portfolio theory, 

behavioural economics and investor theory. Macroeconomic theory is used since it creates the 

foundation of how the market works, and because they can help explain what components that 

are important when wanting to achieve high efficiency in the market. The portfolio theory will 

contribute to a better understanding of diversification, how to combine portfolios in 

consideration to the optimal level of risk and return. Theories regarding behavioral economics 

and investors is also being examined to develop a greater understanding for the connection 

between the cycles in business, real estates and investments to the expectations of investors. 

 

3.8.1. Macroeconomic Theory 

Real estate investments are, just as other financial investment, highly dependent on the 

prevailing economic situation. The amount of money invested increases and decreases in 

conjunction with economic upturns and downturns, which entails that the cyclical economic 

fluctuations states the conditions for the real estate market. Consequently the property cycle 

variations will follow the ones of the business cycle. 

The business cycle, which shows the interaction between economic growth and economic 

downturns over time, gives a good measurement of the fluctuations in GDP and how these 

affect different markets. Theories regarding business cycles constantly developed during the 

2000th century, but since the turn of the millennium the recognized and applied theory has 

been “The New Keynesian Economics”. (Lind, 2017). It establish that macroeconomic 

fluctuations depends on several key elements such as the interaction between demand and 

supply, interest rates, unemployment rates, rational expectations and the influence of 

governmental policy, among others. (Waweru et al, 2014). 
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Figure 5; Illustration of the business cycle. (Dividend investor, 2017).  

Theories concerning property cycles was not developed until 1980 by Robert Shiller and Karl 

Case (Pyhrr et al, 1999). To understand and explain the cyclic pattern of the real estate 

market Shiller and Case took other components into account than what the traditional market 

theories did. One great variable was the one concerning variations and irrationalities in 

expectations, which showed to be the most prominent reason for the rather steep fluctuations 

of the real estate cycle. (Case & Shiller, 1988). 

The reason why expectations are of greater importance for properties compared to other goods 

is that no real estate is equal to another. These distinctive features has been stated by Lind & 

Persson and are described below (Lind & Persson, 2011); 

 Every object is unique, there are no identical real estates 

 Every real estate is fixed to a location, which increases the importance of its 

adjacent environment in a valuation situation. 

 Long duration. Land is eternal and buildings tend to have a very long economic 

value. 

 A large capital investment that most often is financed by a loan. 

 Inert supply, which decreases the total amount of transactions and creates a lack of 

market information in contrast to the stock market. 

 A long transaction process that needs professional expertise due to many legal and 

fiscal issues. 

These factors contribute to a larger amount of speculative behaviour among investors, and can 

for example make buyers overconfidence, paying to high prices for real estates. 

An illustration of the different stages of the real estate cycle is presented below. As shown, 

there is a difference between price changes and construction changes. The changes in price 

occurs before the changes in construction and the reason behind this is that there are 

construction lags since these projects runs over a rather long period of time. This results in 

that the construction rate still increases even though the vacancy rates are increasing and the 

price for properties have started to decline. 

http://www.dividendinvestor.ee/2017/09/16/majandustsukkel-ja-varade-taktikaline-jaotus-i-osa/
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Figure 6; Ilustration of the real estate cycle. (Tan, G. 2018). 

Studies have shown that the macroeconomic factors of the business cycle with the largest 

effect on the supply and demand of the property cycle of commercial real estates are GDP, 

scope of production and the unemployment rate. (Grum & Kobe Govekar, 2016). This is 

highly logical since both construction and employment are higher during good times when 

GDP is at a good level and vice versa. With other words the risk for owning commercial 

properties is higher compared to the risk of residential properties as the vacancy rates can 

change and increase quickly if the economy enters a recession when less workers are required. 

(Engerstam, a., 2017). Another important factor is the interest rate level. This is neither 

particularly surprising since commercial real estate’s often are financed by bank loans, and if 

the interest costs increases this will have a constraining effect on the property market. As cap 

rates rises the property prices declines. However, high interest rates still is an indication of a 

stronger economy which usually also is an indication of a stronger real estate market (Razin, 

2017). 

In the same way the business cycle affects the property cycle, the property cycle also 

influences the business cycle in return. A great part of people's wealth is bound in real estate’s 

so if the property market gets unstable it affects the entire economy. Real estate’s possess this 

unique position cyclical forces particularly due to three reasons; 

 It is pervasive across economic sectors, especially the financial sector. 

 Real estate ownership typically involves long-term financial commitments that can 

be costly and complicated to reverse. 

 Home ownership has strong ties to household wealth, retail spending and 

employment. 

It is of great importance to know how to limit the negative effects and different government 

regulations can contribute to this. However, some regulations are not as suitable as others, for 

example raising interest rates rapidly. Even if this can cool down an overheated real estate 

market it also have negative effect on the entire economy as it slows down the growth, the 

amount of investments, and decreases GDP. It also leads to an increase in unemployment. 

Fact is that there are better ways to achieve this, for example by improving market data and 

market analysis, and also increase the communication between the real estate sector and the 

financial sector. Policies that are better adapt to apply is requiring banks to build up a capital 

http://www.newcondolaunchsg.com/articles/property-cycle/
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reserve in better times that can be used when the economy enters a recession. The government 

should also instate flexible regulations for dealing with financially distressed assets and make 

sure to protect consumers by developing laws that prevents irresponsible lending to home 

mortgages (Dyer, 2014). 

 

3.8.2. Behavioural Economics & The Investment Cycle 

As the traditional theories within finance continuously developed during the 2000th century, 

another economic field of study evolved as a response to the lack of psychological influence 

in the models. 

This new scientific area, known as behavioural economics, complemented the previous 

theories by including the highly important factor of investor’s irrational behaviour that greatly 

impacts the investment decision-making process. (Waweru et al, 2014). Today behavioural 

economics is commonly accepted and acknowledged, defined as the introduction of social 

psychology into macroeconomics. (Hosseini, 2003). Older economic models are all based on 

the assumption that all markets are perfect, but in reality, it is seldom possible to achieve such 

pure conditions. To always attain an optimal information process that secure the availability 

of perfect information at all times is more or less impossible. Neither does the model for 

utility maximization live up to its strong position as humans are not completely rational at all 

times, especially not when buying real estates. Studies have shown that investors occasionally 

behave irrational when making investment decisions as they are often driven by emotions 

rather than logic (Engerstam, b., 2017). They are not unbiased and their choice of investment 

is neither distinct nor completely predictable in any way. Investors are also human and make 

mistakes just as well. It is not uncommon that they, just as money managers and financial 

advisors, tend to be overconfident believing that they can outperform the market. (Hosseini, 

2003) 

As mentioned before, there are a number of pronounced irrational behaviours assumed by 

buyers and sellers in all markets. Some well-known examples of these irrational behaviours 

within real estate investment is myopic behaviour, bigger fool theory, herd behaviour and 

overconfidence. (Engerstam, b., 2017). 

 

 Myopic behaviour means acting entirely after the occurring feelings and wishes 

without any regard to what the effects will be in the future. The behaviour is short-

minded and impulsive, a blind following of trends and with a conviction that good 

times will last forever. This is not an unusual element in the real estate market 

where people often tend to believe that real estate prices will continue to increase, 

resulting in an overvaluation of properties and inferior investments. It is often this 

kind of behaviour that causes bubbles to develop on the real estate market. 
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Figure 7; Illustration over causes behind real estate bubbles. (Engerstam, b., 2017). 

 

 Herd behaviour represents the individual's tendency to follow the actions and 

decisions made by others, ignoring the private information suggesting that does 

actions is far from optimal. The reason behind this kind of behaviour probably lies 

in the ability to share the blame with others if the own intuition would turn out to 

be wrong. With other words the person doubt the own judgment in favour for the 

bigger group. 

 

 The bigger fool theory is the behaviour when people are willing to pay more for a 

property than what is rational, expecting that they will be able to sell it to an even 

higher price to a “bigger fool”. When prices for real estate’s instead drops rapidly, 

the loss of capital invested is large, leaving the investor in a very pressed economic 

situation. 

 

 Overconfidence is when a person believes being better than others, having the 

ability to handle complex situations. They think that their performance always is 

superior in comparison and that they never will fail. 

However, these behaviours are not always completely irrational in a logical sense, but they 

often tend to create problems as they normally lead to bad financial investments. 

Investor’s distinctive behaviours and actions is one of the underpinnings that shapes the form 

of the investment cycle. Other prominent factors affecting investments are the interest rate, 

the amount of available capital and the level of economic activity (Haavelmo, 1960).  

As mentioned before, the business cycle and the real estate cycle are highly integrated and 

dependent on each other. This also applies to the investment cycle which is closely connected 

to them both, fluctuating in response to changes in their cyclic stages. 

 



36 

 

 

Picture 8; Illustration of the investment cycle. (Amp capital, 2017).  

The different phases of the investment cycle shown above consist of three different stages, 

constantly shifting over time. 

The first stage typically starts with the overall economy being rather week, resulting in a poor 

interest for investments among people. However, clever investors tend to see the value of 

shares at this point as the monetary conditions are very favourable with low interest rates and 

low bond yields. 

In the second stage the economic growth starts to go up, strengthening the profits of 

investments which leads to a cautious increase in interest from investors. Even though the 

monetary policy starts to harden as the economy is good, the climate for investment still 

remains profitable with continuous low interest rates and only an insignificant increase in 

bond yields. 

In the third and last stage the investors desire to invest rapidly increases as the economic 

situation is very positive with a high GDP growth. An excessive optimism among actors 

spreads widely, creating a belief in that the market will continue to be strong for a long time 

into the future as well. This results in that many types of shares and properties becomes 

overvalued. When central banks then needs to reinstate a much more strict monetary policy to 

keep inflation down the interest rates and bond yields are set at significantly higher levels. All 

this together, the overvaluation, the investors continued purchase of shares and properties, and 

the introduction of a tight monetary policy, will in the end lead to a new economic slowdown 

and downturn (Amp capital, 2017). 

 

3.8.3. Portfolio Theory 

Theories regarding investment portfolios developed as a tool for stimulating a deeper 

understanding of how different combinations of assets provide a diverse amount of return 
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given a certain level of risk. The modern portfolio theory commenced in 1952 as Harry 

Markowitz executed his dissertation which was later published in the form of a book named 

Portfolio Selection. There he presented a mean variance portfolio analysis which describes the 

standardized behaviour and norms investors follow as they set up their investments portfolio. 

The modern portfolio theory demonstrate how diversification of assets can optimize an 

investment portfolio and maximizing the return at an acceptable level of risk. He explained 

this with the theory of efficient frontiers which presented choices of portfolios giving the 

highest possible return to different levels of risk. When doing so the assumption of all 

investors being risk averse was made, implying that investors always will choose the portfolio 

with the lowest risk when giving the same amount of return. (Markowitz, 1952). 

The theory has led to a revolution in the way investors choose to combine their portfolios. 

Earlier the focus was to evaluate the risk for only one singular asset instead of calculating the 

risk of the entire portfolio. Since the risk reduces with increasing number of different assets it 

was afterwards more likely that investors combined assets with higher risk in a portfolio, 

actually decreasing the total level of risk and at the same time rising the return of the 

investment. 

Markowitz diversification strategy primarily concentrated on the covariance and volatility 

between the expected return for the different portfolio assets. By combining assets with a 

limited difference in correlation it is possible to lower the variance and hence the risk, without 

sacrificing the amount of return. It is this concept which is known as the efficient frontier. 

(Markowitz, 1952). 

 

Figure 9; Illustration of efficient combinations of assets. (Markowitz, 1952). 
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Figure 10; Illustration of the efficient frontier. (Hari, 2015). 

  

 

Figure 11; Illustration of the efficient frontier for different assets. (Coleman, 2010). 

 

When investors seek to optimize their portfolios they will chose the portfolio that suits their 

preferences the best. Yet this can often be more easily said than done. It is often hard to 

estimate the preferable portfolios for different investors, and there is no guarantee for them 

being consistent over time and they might regularly wish to change their choices. This appears 

to be the greatest insecurity when applying the theory, and for example the problem with 

historical data on yields sometimes being incorrect is only minor in comparison. A way 

around this problem is to use the “safety-first” technology that to a larger extent is anchored 

in investors’ preferences, making them choose a “floor” of return, the lowest amount of return 
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they can accept. It is then feasible to identify the probability for a portfolio to exceed this 

lowest point of return, being a guidance when choosing the optimal portfolio. Another method 

that has become increasingly popular is the “value at risk” technique which is an extension of 

the “safety-first” method that gives more control over the situation (Goetzmann, 2006).  

  

 

Figure 12; Illustration of varying preferences among investors in relation to risk. (Goetzmann, 

2006) 

 

When it comes to diversification of portfolios there are mainly three ways to achieve a good 

distribution. These three methods are allocation diversification of property types and size of 

the property, diversification through different geographical locations and the third option is 

internationalized diversification. 

 

 Allocation 

As mentioned above allocation diversification is achieved through a variance in property 

types and a variance in geographical emplacement. This refers to how investors divide 

their capital between different kinds of assets. A variety of property types can be very 

effective as it spreads the risk between different real estates which are more and less 

stable. In regard to commercial properties, which are more risky compared to residential 

real estates, there is still a prominent difference in risk between retail properties, office 

properties, hotels, logistic properties and industrial properties. The general rule is that the 

risk for hotels and offices is greater in comparison to retail, storages and industries 

(Engerstam, b,. 2017).This due to the fact that hotels normally is most vulnerable when 

the economy enters into recession. Since hotel stay is something of a luxury good people 

tend to spend less money on such services as their disposable income decreases. When it 

comes to offices the explanation lies in the great risk of high vacancy rates as companies 

are forced to dismiss parts of the staff as times are worsening. This may result in a rapid 

decrease in demand for these kinds of properties, leaving many property owners without 

tenants, creating a loss in their main source of income. The other three property types are 

not as exposed when the overall economy changes severely. This is because retail 
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properties such as shopping malls do not need to close as there is a lot of possible tenants. 

If the situation of stores not being able to afford the rent occurs, the owner can choose 

between temporarily lowering the rent for the customer or accommodate another tenant 

that can afford the rental space. When it comes to storage these do not become needless 

just because times are bad, companies are still in need of storage space for their 

merchandise inventory. Logistic properties actually seems to become more and more 

secure in today’s society as the internet trade is heavily increasing, resulting in a high 

demand for warehouses. Industrial properties are also rather secure as these are very 

specialized for the tenants who can have a hard time trying to find another property that 

suits their specific needs. The only obvious concern is if the company occupying the 

property goes bankrupt and thereby do not require any space for business (Engerstam, b., 

2017). 

 

 Geographical Location 

It is also a common to diverse a portfolio by varying the geographical location of the real 

estates. There are often areas that is very secure where the demand for the property to a large 

extent never decreases. It is also a fact that recessions can hit some locations harder than 

others, so by owning properties in different cities it is possible to secure from the risk of all 

real estate’s being affected. 

 

 Internalization Diversification 

As the world has become more and more globalized during the last decades the possibility to 

apply an internationalized diversification of the portfolio has now become common. This is an 

excellent way to secure capital investments from greater economic crises as countries tend to 

react towards it at different extents, almost guaranteeing some shares of the investment being 

protected. The diversification is based upon the fact that countries have distinctive markets 

with different economic preconditions and diverse types of leading industries among others. 

This indicates that other countries’ markets often move in different cyclic patterns compared 

to the home market. The home market and foreign markets thereby correlates towards each 

other to a varying extend. When investing in a foreign market that  to a great extent correlates 

with other markets invested in, the outcome is that the return of the portfolio gets higher while 

the risks remains at the same level. By applying internationalized diversification it is 

achievable to spread the risks globally and avoid specific risks within individual countries. 
The modern portfolio theory was first introduced at an international level by Herbert Grubel, 

which led to this kind of broader investment opportunities. (Grubel, 1968).  

Even though there are many positive gains with internationalized diversification there is of 

course also negative aspects. The greatest risk factor when investing abroad normally is the 

exchange rate risk. When investing in a foreign country using a different currency it 

immediately occurs a risk that the value of the money decreases. The value of a currency 

today may not be the same tomorrow, which can have both benefits and disadvantages for 
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companies depending on how the exchange rate changes. When the world gets endangered 

due to economic crises it often hits hard against national companies, and large volatile 

fluctuations of exchange rates can lead to huge economic damages. However, the great 

fluctuations can also be good for some companies who instead can make big profits at the 

expense of others (Agning, 2012).  

There are strategies intended to prevent and eliminate the risk of changes in exchange rates, 

and it has been investigated and proven that these methods often works (Eun & Resnick, 

1988).  

The exchange risk bottoms in country specific risks and it is thereby important for investors to 

carefully consider what foreign countries to invest in. Some countries are more effected by 

what happens nationally depending on their own economic situation and domestic policy. 

Political unrest and poor economic conditions can consequently lead to an increased currency 

risk (Shapiro, 1985). 

To avoid more insecure countries an indication that should be examined is the BNP per capita 

as it gives a good measurement of how the economic situation actually appears to be. The 

higher the growth of a country is, the better the country seems to be at paying debts. Such 

countries also tend to use borrowed capital to investments instead of daily consumption. To 

conclude it is preferable to invest in countries with a high GDP growth and those who do not 

use borrowed money to provide for its society (Cosset & Roy, 1991).  

Even if the positive aspects of internationalized diversion, many investors seems to focus on 

the negative features of investing abroad. This fact is well documented and the phenomena is 

entitled “Home Bias”, and it often arises because of several reasons. The theory regarding 

home bias was introduced in 1991 by Kenner French and James Poterba. They indicated that 

both institutionalized and private investors almost always preferred domestic assets and only 

owned a small amount of foreign stocks. This was not caused by any form of regulations but 

by personal choices. This results in that investors posits a smaller amount of the capital 

abroad than what is optimal, and thereby misses out on a higher risk-adjusted return (Fench & 

Porteba, 1991). The most prominent reasons behind this is not only because of the exchange 

risk mentioned before, but by high transaction costs, low transparency, political risks, and due 

to a bad access to knowledge about foreign markets including differences in business culture 

and language. There are also often emotional feelings and an affection for the home market 

behind the decisions (Ivkovic & Weisbenner, 2005). 

However, there have been major changes during the recent years with a radical reduction in 

direct investment costs. The information about foreign markets has also increased 

considerable since the development of the internet. Even though this positive progress has 

been made, it has not increased interest in diversifying more nationally (Coval et al., 1999). 

To be able to boost an increase in foreign investment the ability to cooperate with an 

operating partner should be beneficial. This would most likely positively affect investors' 

feelings towards the country and reduce the fear of not knowing the foreign market in 

question well enough. 
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There is no obvious instruction on how to combine a portfolio of different asset classes. When 

making a decision about what assets to include it is important to look at several variables and 

complement these with the wishes and personal preferences of the investor. The investor has 

to take a stand in the matter of risk profile, investment horizon, final goals of return and the 

current economic situation. However, it is generally insufficient to only diverse through one 

diversification method since this does is not effective enough to spread the risks.  

 

 Calculation of Home Bias 

From previous research it have been established on how to calculate the amount of home bias. 

A mathematical formula was developed by Marcel Fratzscher and Christian Thinmann from 

the European Central bank. (Fratzscher & Thinmann, 2007). 

To define the amount of international stocks in a country’s portfolio, a formula made by 

Mishras (Mishras, 2015) is applied. 

Wi = The amount of international stocks in a country’s portfolio = Foreign investments / 

total allocations = (Wi / Wi*) % 

Wi* = Market share for the rest of the world, seen from the explored country's perspective = 

Total allocations = Domestic allocations + foreign allocations 

Where Domestic allocations = Domestic country’s world market weight – foreign 

liabilities  

Home Bias = 1 – (Wi / Wi*) 
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4. Review of The Swedish Market 

 

This chapter presents a review of major parts of the Swedish market, including aspects of 

both the Swedish economy and real estate market, the foreign investments made in Sweden 

and the country’s legal framework. This is made to create a better understanding of the 

Swedish real estate market and investment climate, both historically and currently.  

 

 

4.1. The Swedish Economy & Real Estate Market 

Today the Swedish economy is in a very strong state with a high GDP growth that is 

presumed to keep on increasing in the near future as well. (Svenskt Näringsliv, 2018).  

 

4.1.1. Historical Outlook 

Even if the Swedish economy have been very favourably during the last years, it was not that 

long ago as it was in a rather severe state due to three big crises. This three crises have all 

occurred just within two decades from today and they are commonly known as the Swedish 

real estate crisis in the 90th’s, the IT-bubble and the worldwide financial crisis. 

 

 The Swedish Real Estate Crisis 

The first crisis to occur was the Swedish real estate crisis that started in 1990. After an event 

in 1985 when the Swedish Central Bank deregulated the credit market that earlier had 

controlled the banks’ lending, the bank’s responded by approving huge amount of loans 

which increased peoples debt ratio massively. As the disposable income got much higher the 

demand for real estates as an investment opportunity got very lucrative. It was not just 

ordinary people buying residential properties but it was above all real estate companies, banks 

and insurance companies that choose to invest in commercial properties. In fact it is usually 

the unsecure investment into the more unstable commercial sector that plays the most 

significant role as a catalyst of financial crises. The number of finance corporations increased 

rapidly during the period and acted as a middle part between the banks and the real estate 

companies by borrowing money from the banks and then lending it to different real estate 

companies. This meant that the whole finance sector in Sweden actually was involved in the 

price intoxication that then started (Jaffee, 1994). 

The real estate prices thus began to shoot in height, and during the 80th’s alone the prices 

increased with 790 % in Sweden, compared to 290 % in the rest of Europe. Even the nominal 
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rent levels increased by 260 % (Lindfors & Åldstedt, 2013). But it was not just the easily 

accessible money that drove up the demand and prices for real estates. The greatest cause 

behind the unreasonable high rise in prices was in fact the extreme speculations in the market, 

and the blind belief in a constantly up going trend. 

When the entry into the 90th’s occurred, some started to question the very high property prices 

and rental levels, and this became the start of the first decline in prices after several years. As 

the price drop was a fact, panic broke out on the market and many started to sell out their 

property portfolio in order to save capital. As if that was not enough the Swedish Government 

chose to instate a new tax reform which meant that the deduction right for interest lowered 

from 50 % to 30 %. This meant that interest costs got much higher and many real estate 

companies got problems with their credit rating and eventually went bankrupt. Since the 

financial companies were the ones lending money to the real estate companies they also got 

heavily affected and this in turn created problems for the banks. The property prices dropped 

between 70 % to 80 % and the borrowing rate was at the time on a very high level of 15 %. 

(Jaffee, 1994)  

The second part of the decade was tinged by the real estate crisis. It was very hard to obtain 

mortgages from banks and the unemployment rate was high. However, people also started to 

save more money to build up some amount of capital reserve.  

The Swedish real estate market did however recover within a few years, this tanks to the low 

Swedish currency which enabled a high export level that increased the inflow of capital to the 

country. And as the prices of commercial properties in Sweden had fallen very low, foreign 

investors begun to see investment opportunities and did not hesitate to make bargains on the 

Swedish real estate market, which additionally enhanced the Swedish economy. (Jaffee, 

1994). 

 

 The IT – Bubble 

Unfortunately for Sweden, it would not pass many years until the next economic crisis came 

to hit the country. During the 90th’s the number of IT-companies had increased rapidly in both 

Scandinavia and in North America and this created a great interest of business opportunities 

in internet and telecom companies. The new IT-services generate very high profits and returns 

which made the expectations on the companies very high. The market psychological 

phenomenon that had appeared during the real estate crisis once again emerged. This is 

formally the reason behind that these companies became overvalued. When shareowners later 

requested proofs of the real yields, many companies could not deliver such evidences. This 

resulted in a fall in stock prices and many of the companies went bankrupt. During the spring 

of 2000 the crisis was a fact and the IT-bubbled finally burst. The Stockholm exchange 

market fell by 70 % during a three year period (Carlsson et al, 2006). 

Since the IT-boom induced a high demand for commercial office properties the rents for 

office space in Sweden reached very high levels. Many companies wanted to be located at the 
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most attractive addresses in the Stockholm central business district where the rent cost was 

around 7000 SEK per square meter. As the IT crash occurred, companies no longer had any 

use for office space which lead to a drastic decline in demand with very high vacancy levels 

as a result (Lindfors & Åldstedt, 2013). 

Sweden was able to restore the economy and real estate market to a significantly better state 

again after a few years. The growth continuously increased every year until 2008 when the 

latest extensive economic crisis affecting Sweden arose, namely the financial crisis. 

  

 The Financial Crisis 

The worldwide financial crisis had its beginning in The United States where banks still 

maintained high loan ratios in combination with low interest rates. The situation was similar 

to the one that appeared in Sweden during the 90th’s crisis, but now it was the American banks 

and finance corporations that lent large sums of capital with unsecured credit. As the 

American economy began to falter the banks ended up in a very difficult situation. The real 

estate prices dropped and people no longer had the ability to pay their mortgages. This spread 

to the financial sector and the liquidity got very poor. The fact that the liquidity was at such a 

low state was probably the triggering factor that continued the dissemination to the rest of the 

world (Wissén, 2011). 

As the crisis reached the rest of the world all stock markets began to fall headlong. After a 

while this also came to affect Sweden negatively as the majority of the Swedish exports 

subsided when important trading countries’ economy had deteriorated considerably. The 

volume growth of exports, which have only been negative for a very small amount of years 

since the beginning of the 1900th century, was – 14, 5 % in 2009 (SCB, 2018). Since the 

Swedish economy heavily depends on exports being high, this became the end to the positive 

GDP growth from earlier years. During 2009 the GDP growth declined down to unbelievable 

– 5, 2 % which was the largest drop since the World War Two broke out. Fortunately the 

harsh conditions did not last very long and the GDP growth in Sweden was back at a good 

level of 6 % already in 2010. Though a brief setback occurred in 2011 due to a debt crisis in 

the European area, but the economy once again turned in 2013 entering a new phase of 

expansion which is still ongoing today (SCB, 2018).  

The financial crisis did with other words not lead to any permanent disturbances in the 

Swedish economy. It did not even create any difficulties on the otherwise highly cyclical and 

unstable commercial property market which got severely affected by the Swedish real estate 

crisis in the 90th’s (Thedéen, 2017).  

 

4.1.2. Today’s Market Situation in Sweden & Future Outlook 

Sweden officially entered a period of economic boom in 2016 and the favourable conditions 

are predicted to last until 2020, after which growth will begin to languish. The transition to 

recession should however not occur before 2022. Thus the economic growth is expected to 
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remain high at a level between 2 % and 3 % during 2018 and 2019, in combination with a 

continued decrease in the unemployment rate to a level of 6, 3 %.  

 

 

Figure 13; Historical GDP growth in Sweden. 2, 4 % is the GDP growth for 2017. (SCB, 2018) 

 

The inflation is anticipated to lie just below, or reach, the central banks inflation target of 2 % 

after several years with a value that has been too low. The inflation has in fact been 

underlined quite significantly since 2010 when the inflation went below the target of 2 %.  

  

Figure 14; Historical inflation rate (KPFI) in Sweden. The inflation level reached 2 % in the beginning of 2018. 

(SCB, 2018). 
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Because of this the Swedish central bank chose to lower the repo rate in order to stimulate the 

inflation, and the repo rate heavily decreased in the end of 2008. Since then the repo rate has 

been very low, and currently lies at a level of – 0, 5 %. The Swedish central bank however 

plans to start to increase the repo rate during 2019, and it should become positive at the latest 

in 2020 (Svenskt Näringsliv, 2018). 

 

  

Figure 15; Historical repo rate in Sweden. – 0, 5 % is the repo rate for today 2018. (SCB, 2018) 

 

It is possible that the last year’s low interest rate have not only affected the inflation, but also 

the Swedish currency. Exchange rates moves in accordance to the financial markets, meaning 

that a country’s currency generally strengthens when the economic conditions are good and 

weakens during times of distress, but in Sweden the currency has fallen in value despite the 

strong economic situation. A probable cause for this is the low repo rate which reduces the 

returns on Swedish interest-bearing securities. When the returns are lower the demand for 

Swedish interest-bearing securities declines, ultimately leading to a weakening of the Swedish 

currency (Carlgren, b., 2018). 

As shown in the figures below, the trend has been that the Swedish crown has fallen in value 

since 2013 when the repo rate steadily started to decrease. But when looking to the entire 

KIK-index, which shows the currency’s development towards a basket of other currencies, it 

is apparent that the Swedish crown has an overall good development (Carlgren, b., 2018). 
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Figure 16; Historical exchange rate development. (SCB, 2018) 

 

 

Figure 17; Historical KIX-index. (SCB, 2018) 
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Since the repo rate is predicted to rise within the next year, the Swedish currency might start 

to strengthen at the same time. A higher interest rate should also contribute to a cooling of the 

Swedish economy, reducing the risk of an overactive real estate market. 

The low interest rate climate have in fact contributed to a great increase in households’ debt 

ratio during the last years (Carlgren, a., 2018). This higher debt ratio will however mainly 

affect the residential real estate market rather than the commercial real estate market. To be 

able to handle the concerning development of the real estate market the Swedish central bank 

has introduced high amortization requirements to counteract the situation (Thedèen, 2017).   

The increase of the debt ratio can be seen as rather worrying, but a soothing fact is that the 

households’ debt ratio in relation to their disposable income has remained at the same level as 

before. Since the debt ratio related to the disposable income has been kept constant, the risk of 

an overheating on the market is considered low. Overall the biggest concern for the future, 

predicted by Svenskt Näringsliv, is the uncertainties in the international economy and the 

unstable political situation such as the introduction of US steel tariffs against countries in 

Europe and the uncertain consequences of “Brexit”. As mentioned before Sweden is a small 

country which is highly dependent on exports, and a deterioration of other countries' finances 

will most likely lead to a decrease in future exports which will hit hard against the overall 

Swedish economy (Halldin et al.,2018). 

The future of the Swedish economy strongly depends on the real estate market since it 

accounts for a large part of the total GDP value. Today the Swedish commercial real estate 

market is very large and counts for 40 % of GDP. This is significantly higher in comparison 

to other countries in Europe, and the transaction volumes on the Swedish market is also a lot 

higher (Thedèen, 2017). 

The Swedish real estate market also dominates the total amount of investment executed on the 

market. As shown below, 44, 7 % of the total amount of investments executed on the Swedish 

market consist of investment in properties, where 23 % is invested in residential real estates 

and 21, 7 % is invested in other types of real estates.  

 

  

Figure 18; Types of investments in Sweden 2017. (SCB,2018) 
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There are many different kinds of investors operating on the Swedish market such as pension 

funds, real estate funds, insurance companies, real estate companies and venture capital firms 

among others described in the section “3.3. Forms of Ownership & Different Types of 

Investors”. The amount of foreign investors is also relatively large. Since the year 2000 

international buyers has been accounted for 25 % of the transaction volumes with a value of 

200 billion SEK, and this number is predicted to increase in the near future. This have 

affected both lenders and other investors as it has increased the price trends for commercial 

properties and will continue to do so (Castellum, 2017).  

 

 

Figure 19 & 20; Transaction Volumes in Sweden. (Datscha, 2018). 

 

As mentioned earlier the greatest concern within the real estate today is the increased debt for 

households. However, the stability risks are greater on the commercial real estate market since 

these properties are owned by companies who can go bankrupt in times of financial distress, 

not being able to pay back their loans. In contrast, the likelihood of households going 

bankrupt is significantly lower, meaning that instability on the residential property market is 

not as severe as instabilities on the commercial property market. The commercial property 

market is also much more affected by speculative behaviour and is largely dominated by 

expectations of future returns. This can lead to overbuilding when times are good, resulting in 

an oversupply with falling real estate prices and high vacancies as times gets worse (Thedèen, 

2017). 
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As Sweden currently is situated in an economic boom the real estate market is in a very active 

stage, with high property prices and rents in combination with low vacancy rates. In pursuit of 

high returns many investments are now being made, especially into commercial properties, as 

Swedish real estates have become a very attractive placement option. This rapid increase in 

investments, and thus also real estate prices, could contribute to high risks if the Swedish 

economy suddenly would enter a strong recession. Even if the Swedish property sector is a lot 

more robust today than it was during the 90th’s, there are still difficulties for real estate 

companies and their creditors when fluctuations in the business cycle occurs, meaning that 

there today exists additional risks on the market (Thedèen, 2017).  

 

4.2. Foreign Investments in Swedish Real Estates 

Real Estate investments has historically been associated with high transaction costs, low 

transparency and high information costs. When the securitization later on increased, real 

estates has become accepted as an investable asset class and institutional asset managers have 

increased their allocation to real estate as a result. The returns of real estate investments were 

also higher than for other types of equity and proved to be lower in volatility compared to 

traditional assets. 

Today foreign investments is one of the most powerful driving forces for globalization and is 

a phenomenon that is becoming increasingly more common in many countries. The 

competitive field is changing fast and basic conditions such as infrastructure, environmental 

engineering and healthcare in the investment country are important factors. 

One of several reasons why the Swedish market is interesting to foreign investors is the 

simplicity of the transaction process within the Swedish real estate sector. It is easy for 

investors to get access to relevant information about ownership and the extent of mortgage 

and registered rights within the properties (Wennström & Johansson, 2002). 

Sweden is a country that has been characterized by political stability, good economic growth 

and high innovation capacity. These are all factors that contribute to Sweden’s top ranking in 

the list over country's competitiveness, as well as in the list of interesting market for foreign 

investors (ISA, 2008).  

Today the economic conditions in Sweden are particularly good and over 50 % of investors 

expect their portfolio value to increase even more. Therefore the interest to make investments 

on the commercial Swedish real estate market will also continue to increase during the next 

few years and 50 % of the investors believe that they will have more acquisitions than 

disposals. However, the demand for commercial real estate’s vary amongst the property types, 

being most prominent for logistics and offices but rather negative for retail which instead 

faces a decrees in interest. This reflects today's market situation where the internet commerce 

have become more common, increasing the need for logistics but competing against the 

traditional shopping malls, making investments in retail properties more unsecure and less 
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desirable. In a similar way the demand for offices is high due to the favourable economic 

situation and good times for companies in combination with a limited development of new 

properties. (Cushman & Wakefield, 2018). 

To create a more coherent connection to the important factors foreign investors always take 

into account when making an investment, the aspects of transparency, transaction costs,  

liquidity, political climate, culture & language, agreements and due diligence are more fully 

described in the following subheadings. 
 

4.2.1. Transparency 

Transparency is a term that describes the level of accessibility to good and explicit 

information on the market. Within the real estate market the request is mainly for key figures 

and other transaction information that can be analysed in order to generate as much 

information about the market as possible (Geltner et al., 2007). 

Today, there is a growing recognition by the governments of the world that transparency in 

the real estate market is important and that poor transparency is a hinder for incoming 

investments. As the global real estate market is gaining momentum several other actors within 

the real estate market process also demanding a higher level of transparency. 

Nowadays, market data called “open data” is being embraced by governments by making it 

easier to obtain the data through, for example, digital platforms online. The trend of 

embracing open data is seen in all sorts of countries, both the ones who are already seen as 

fairly transparent as well as countries that has traditionally been seen as less transparent. 

There are also other factors that are promoting a more open access to data. For example, new 

technologies helps boost transparency with new innovative data models containing, for 

example, crowdsourcing and specialized information on a larger scale. 

Another factor that is driving the development of transparency in the market is the revolution 

of digital communication among the so called “Millennial” generation consisting of people in 

their 20’s or 30’s. Their thirst of knowledge-sharing is expected to reshape the global real 

estate market (JLL, 2014). 

The global real estate transparency index is a measurement of the occurring transparency in 

different markets, ranking them in order from highly transparent, transparent, semi-

transparent and low transparent to opaque transparent. Worth noticing is that the ten countries 

which are considered as highly transparent accounts for 75% of the worlds global 

investments, which demonstrates the importance of that a market is transparent in order to 

attract investors. 

In 2016 the top most transparent countries were the highly liquid Anglophone markets 

consisting of the United Kingdom, Australia and Canada, followed by the United States. The 

most transparent country in the Scandinavian region is Finland which comes in at place ten, 
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and is thereby seen as a highly transparent market. Sweden is ranked as the twelfth most 

transparent country and is recognized as a transparent market. Because transparency is such 

an important factor when investors decide what country to invest in, investors tend to survey 

the transparency index and most likely choose one of the highest ranked countries. Sweden 

would with other words gain a lot from focusing on increasing the country’s transparency 

level, since this most likely will attract a larger proportion of foreign investors (JLL, 2016).  

 

Figure 21; Global Real Estate Transparency Index of 2016. (JLL, 2016)  
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Figure 22; Global Real Estate Transparency Index of 2016 illustration map. (JLL,2016)  

 

4.2.2. Transaction costs 

Transaction costs are the costs of buying and selling a property. These costs often include 

registration costs such as fees and taxes that will occur in the registration process. These costs 

could include stamp duties, notary fees as well as other registration fees. There could also be 

fees for real estate agents, which includes fees for consultants acting as a middleman in the 

transaction process with the purpose of matching the parties and assist the buyer in 

negotiations. 

Another type of costs connected to the transaction process are legal fees, such as fees to the 

lawyers who prepare the agreement within the transaction process. Taxes connected to sales 

and purchase of real estate vary across countries and may include deed taxes, transfer taxes 

and value-added taxes among others (Global property guide, 2018). 

Transaction costs in Sweden are relatively low. The closing costs range from 7.26% to 9.26% 

of the purchasing price. The buyer also pays a stamp duty corresponding to 4.25% of the 

price, as well as a registration fee of about 825 SEK. The price for the real estate agent, which 

is paid by the seller, ranges between 3% and 5%. When an agreement is reach, the buyer pays 

a deposit equivalent to somewhere between 2% and 10% of the purchase price (Global 

property guide, 2018).  
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4.2.3. Liquidity 

When considering making a real estate investment it is of great importance that the real estate 

market is liquid, meaning that the turnover of assets are good and the execution time of a 

trade is not too long. There are however multiple dimensions of liquidity, and the expression 

also contain the cost of the trade, the risk connected to market timing and the trading 

frequency. The importance of different dimension of liquidity vary across real estate sectors, 

locations and types of buildings as they are more or less sensitive to different factors 

(Investment Property Forum, 2004). 

Consequently the liquidity describes how easy it is for an operator to establish on a market or 

leave it, and if assets can be bought and sold for stable prices. If there is a buyers’ market with 

a large gap between buying and selling prices, the market liquidity is poor as a real estate 

owner who quickly want to sell a property then must adapt to buyer terms, and sometimes 

even have to offer discounts to be able to make a sale (Geltner et al., 2007). 

The real estate market in Sweden has been very liquid for several years, and it is predicted to 

remain as one of the most liquid markets in all of Europe (Pangea Property Partners, 2017).  

 

4.2.4. Political Climate 

International structural transformation and relocation of production and services is an ongoing 

process worldwide, and it is increasingly determined by basic economic conditions. Thereby 

the design of a country's business policy, which affects both foreign and domestic direct 

investment, is becoming more and more important. A stable political climate with stable 

institutions is an important factor for investors who choose to invest in foreign countries. If 

for example political corruption is high, it often makes foreign investors less interested to 

invest in the country (Herzing, Norbäck, & Persson, 2006). 

Sweden has historically been a country with a very stable political climate, and that is 

anticipated to remain unchanged in the future as well. In terms of corruption Sweden is one of 

the most corruption-free countries in the world, ranked as number three in TI Corruption 

Perceptions index.  

Except for being politically stable Sweden also applies a governmental legislation that is very 

beneficial for the real estate sector with low levels of corporate tax, no holding tax on 

dividends and a favorable holding company regime which all together facilitates investment 

inflows (U.S. Department of state, 2014) 

However, in recent years concerns have arisen as politicians have made indications to change 

this favorable system. In the beginning of 2018 the current administration made a proposal to 

change the regulations, which would restrict tax reliefs for property packing and reduce the 

right to interest deductions. The proposition have been heavily criticised as the new restriction 

rules would adversely affect the real estate industry with risks of over taxation and a 
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decreasing will to make investments in Swedish real estates as a consequence. These 

uncertainties regarding the possible changes tend to discourage foreign investors and make 

them refrain from carrying out investments in Sweden (Eklund, 2017). 

 

4.2.5. Culture & Language 

The culture and language in a country is a rather important factor for foreign investors as 

major cultural differences and language barriers can make it difficult to understand each other 

and create insecurities between actors. 

In Sweden cultural clashes are rare as Swedes are well adapted to the anglosaxian way of 

doing business and masters the English language well. Swedes are also perceived as honest 

without hidden agendas, which creates trust among foreign investors. In fact, most foreign 

investors consider it easier doing business in Sweden compared to other countries in Europe, 

with the exception for Germany which is also have a good business culture (Runestam & 

Wiksell, 2016).  

 

4.2.6. Agreements 

The transactions of properties often involves a great deal of value being transferred between 

actors. Therefore the agreement of the purchase is of great importance. In Sweden, the 

legislation concerning real estate transactions contains complementary provisions, which 

means that there are no need to mention these provisions in the agreement. Due to the existing 

legislation, the agreements are often relatively short compared to agreements concerning real 

estate made in other countries. 

This is a reason why foreign investors often feel unsafe with the transfer agreements in 

Sweden. This is especially obvious for investors with backgrounds in countries where actors 

within the real estate market work with very rich agreements with a great level of detail. The 

solution to this problem often is to make the agreement fuller in terms of information. Often 

these agreements repeats the provisions within the Swedish legislation, a practice that would 

seem odd from the perspective of a Swedish party. (Wennström & Johansson, 2002). 

 

4.2.7. Due Diligence 

It has become increasingly more common in Sweden to conduct a due diligence process 

adjacent to a transaction process of a company or property. The due diligence of real estate is 

made in addition to the inspection mention in the Swedish legislation. It is not uncommon that 

all agreements concerning the property is investigated as well as permits and environmental 

aspects. Any discoveries made in this process will then be governed by the agreement 

between the parties. The investigation is partly due to the far-reaching obligation to 
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investigate the property by law, and partly because the seller wishes to discontinue the 

agreement from defects in the property. 

Many foreign investors are used to a more extensive due diligence than the process in Sweden 

and therefore wants to conduct a more thorough due diligence than what is considered normal 

in the Swedish transactions. This risks extending the time interval of the transaction process 

which might burden the seller´s organization (Wennström & Johansson, 2002). 

 

4.3. The Legal Framework for Swedish Real Estates  

 

As mentioned in the previous section “4.2.4. Political Climate” the formation of a country’s 

legal system has a decisive role when foreign investors consider making a real estate 

investment. For a broader understanding of the current real estate regulations in Sweden this 

chapter presents some distinctive features such as the terms of ownership and real estate taxes. 

This should also contribute to a deeper understanding of how a change in real estate tax 

regulations would affect the real estate sector and the foreign investors approach to the 

Swedish market. 

 

4.3.1. The Cadastral 

The property register is the official register of how the land in Sweden is divided into 

different properties and with information about the owners as well. The registry also contains 

information about addresses, buildings and property valuations and has a digital registry chart 

that is updated on an ongoing basis. 

The information could be used for bank credit and identification of the owner in a property 

transaction. The register is kept updated by the Swedish cadastral survey, but the Swedish Tax 

Agency and the municipalities of the country also regularly contribute to collecting and 

updating property-related information. (Länmäteriet, b., 2018). 

 

 

4.3.2. Ownership 

In Sweden, when a real estate purchase is made, the buyer has an obligation to apply for the 

property deed to be registered as the owner of the property. The application has to be filled 

out at least three months after the purchase has been made. The change in property ownership 

is then registered in the cadastral. (Länmäteriet, a., 2018). 

 



58 

 

4.3.3. Stamp Duty 

According to Swedish law, a stamp duty should be paid when transaction of a real estate 

occur. The duty is calculated by comparing the purchasing sum with the assessed value from 

the year before the transaction. The higher of these two sums are used to calculate the duty. 

For private individuals, the duty is 1, 5 %, while the duty is 4, 25 % for legal persons. For 

legal persons, the duty is calculated in thousands of SEK and is rounded off downwards. 

If the real estate does not have an assessed value, a certificate value is needed showing the 

market value at the time of the preparation of the purchase document. The certificated value 

should be issued by an authorized valuer. 

The buyer and seller in the transaction have a mutual responsibility to pay the stamp duty. 

This means that if the buyer does not pay the duty, the seller could be forced to do so 

(Lantmäteriet, c., 2018). 

 

4.3.4. Deferred Taxes 

Through a new law issued in 2003, an opportunity opened up for companies to sell shares in 

an economic association or incorporated company without having the proceeds from the sale 

being taxed. A qualification for the non-taxation is that the assets are capital assets, nutritional 

proportions which in practice are often shares in non-listed companies. 

Since the law was issued, it has become a common practice for companies to “package” their 

real estates within own subsidiaries before a transaction process. The subsidiaries, with the 

real estate asset within, could then be sold without taxation on the profit. 

 The practice has been tried several times in administrative courts. In a case tried in the 

highest instance, the court sentenced to the benefit of a company with subsidiaries containing 

newly acquired real estates since the holdings of these subsidiaries were considered capital 

assets. This is one of several cases that forms the basis for a number of subsequent decisions, 

were “packaging” procedures have been approved. 

Actions were taken though to prevent the real estate companies from doing tax-free profits in 

the form of "packaging" of real estate, but on the other hand sold loss property directly 

owned, without "packaging", in order to thereby being able to deduct deductions for the loss 

in the seller company. According to the legislative work, a company can offset capital losses 

on real estate only against capital gains on real estate (Selting, 2015). 
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5. Empirical Results 

 

 

This chapter presents the results from the empirical analysis. The answers from the structure 

interviews have been assembled and divided into sections after different questions. Since the 

interview forms for the consultant companies and operating partners were different, the 

results have been divided into separate subchapters.    

 

 

 

5.1. Answers from Real Estate Consultant Companies 

 

General information about the consultant firms experience of working with foreign 

investors on the Swedish real estate market. 

The percentage of foreign customers vary between the consulting firms and ranges between 

5% and 10%, numbers that has been estimated by the consultants interviewed.  

The consultants emphasizes that the percentage depends on the measurement used. One of the 

firms explained that the Swedish firms outnumber the foreign firms among their costumers, 

but the Swedish firms tend to be smaller while the foreign firms are fewer but of a greater 

size.   

The percentage of foreign customers also heavily depends on the definition of a foreign 

investor. One of the consultants firms mentioned that around 40% of their customers have 

foreign capital behind their investments even though the firm making the investment might 

not be foreign.   

There are also big differences between the real estate segments. Logistics are generally 

dominated by foreign investors due to the fact that this segment is relatively easy to 

understand.  

The consultants have also noticed a growth in the amount of foreign customers.  

The growth mainly depends on the growing interest for Sweden, and especially for 

Stockholm’s Central Business District (CBD). The consultants explains that there is a great 

amount of foreign capital wanting to get into this market, but that the available supply does 

not match the high demand.   

This difficulties for foreign investors to get into the CBD market has made it more attractive 

for this group to invest in shopping malls outside of CBD. One consultant predicts that 

foreign investors will be more visible on the residential market in the future due to the 

fluctuations on the Swedish housing market.    
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The consultants all agree on that European customers are among the most frequent in the 

foreign group. Focus lies on Germany, United Kingdom, Norway and France.  

Germany focus most of their investment activity in Sweden on the office market. They 

generally search for newly built objects with a high technical standard and long term 

contracts. The German investors in Sweden are generally institutional funds focusing on core 

properties, which makes them more cautious in their risk assessment.  

Sweden also have a great portion of investor from The United States.  

According to the consultants, the American investors are mostly Private Equity Houses with 

an opportunistic focus in their funds. Even though there are both core funds and more 

opportunistic funds present on the Swedish market, there is a clear dominance of the latter 

one.    

Denmark used to be a frequent investor in Sweden before the financial crisis ten years ago, 

but the investment activity from the country dropped heavily thereafter and today there still 

are few Danish investors in Sweden. 

There also exists a growing interest from Asian investors. They generally have a fund 

structure or an operating partner in Sweden or Europe, but are funded by Asian capital. One 

consultant although speculate in the possibility that wealthy Asian investors might see 

Sweden as a market that is too small. There also exists a few investors from countries within 

the Middle East.  

The consultants has not noticed any interest from Africa as a continent, except from South 

Africa. South Africa is a country with big fund structures that has expressed interest in 

investing in European markets, mostly in the core segment of big European capitals.  

None of the consultants have seen any noticeable interest from South America as a continent 

and does not predict to do so in the near future either. Some of the consultants have 

experienced interest from Australia, even though the continent mostly invest in China.  

The consultants emphasizes again the difficulties in derivate where the capital is originally 

form. 

The consultant firms experience of the recent increase in interest from foreign investors to 

establish or expand their business in the Swedish commercial real estate market. 

All consultants have noticed a growth in foreign interest in the Swedish real estate market. 

The growth has been visible for several years, even if the interest yet not have reached the 

record levels that existed before the financial crisis. Sweden is generally seen as stable and 

secure country.  
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Commercial properties and logistics are the most popular segments among foreign investors. 

In logistics, the declining yields makes Swedish investor more prone to sell their properties or 

to develop and rebuild them in order to work with the existing stock to be able to sell it to 

foreign investors.  

One consultant explains that foreign investors could be attracted to the Stockholm market by 

the yield that is relatively low but still higher than in other major European capitals. The 

investment will give a higher return, but is still seen as an investment with low risk. Sweden 

also has good fundamental values and real estates are today the assets with the best average 

return, compared to for examples bonds.      

The remaining segments are still very popular among strong Swedish investors, which makes 

it more difficult for foreign investors to compete. This is especially true within the offices 

sector. The consultants also emphasizes again the difficulties foreign investors have to enter 

the core market in Sweden due to the low supply of such properties.  

The consultants explain that foreign investors on the Swedish market do not always target this 

specific market and that some investors has bought Swedish real estate as a part of a larger 

European portfolio.  

All consultants agree that the differences in interest cannot be attributed to the country 

affiliation of the investor, but to the type of investor. Some general attributes could be seen 

though. The American investors are generally most Private Equity Funds with an interest in 

value-add products. This is also the case for the larger part of investors from the United 

Kingdom.  

German, and also French investors, are often funded with institutional capital from the fund 

systems connected to banks and private savings from individuals. These investors generally 

search for a safer placement for their investment, such as the core market.  

The funds could also have different niches. Some investors focus on commercial markets, 

which make the development of population, salaries and consumption important factors for 

the choice of country to invest in.  

One consultant emphasizes that another reason to invest in Sweden, or in any other foreign 

country, is risk diversification. Another consultant also states that many investors are 

becoming increasingly more opportunistic, since the core segment offers such a low supply 

which forces investors to search outside this segment.  

The consultant firms experience of existing obstacles for foreign investors when investing 

on the Swedish commercial real estate market.  
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Inferior knowledge about the Swedish market is acknowledge as an obstacle for foreign 

investors by all consultants. It is difficult for a foreign investors to understand the market 

dynamic and recognize the potential in different properties in different locations.  

Another obstacle that is mentioned by all consultants are the risk connected to currency. This 

is a risk that, according to one consultant, is minimized by the benefits of diversification. 

Another consultant also mentioned that the currency risk and hedging against this is very low 

in relation to the other transaction costs. The Swedish currency could be an obstacle though if 

the foreign fund is, for example, euro based.  

The transaction costs are also brought up by all consultants as a factor that plays an important 

role in the yield level foreign investors uses. They have greater expenses for management, 

consultants etc. which indicates a higher yield. By that they are limited in their level of 

aggressiveness in biddings.  

One of the most important factors, which all consultants emphasizes on, is the size of the 

Swedish real estate market. Also the market mobility is brought up as a factor, especially on 

the office market. The consultants explain that it is difficult for foreign investors to find a big 

enough volume to purchase at the Swedish real estate market. One consultant continues to 

evaluate that many foreign investors wish to obtain a higher exposure on the market they 

would like to enter by purchasing a larger volume. Since there are a lot of expenses when 

entering a new market, a transaction volume of around three billions is often needed for 

foreign investors to consider entrance. In those cases, a larger European capital is seen as a 

better option.  

One consultant also mentions tax issues and regulations as obstacles. The foreign investors 

experience the concept of latent tax in companies complicated. There are also some political 

risk concerning these matters which leads to difficulties in predicting the investment exit.  

All consultant firms have a high rate of contact with institutional funds, as well as a private 

equity funds. The firms have few or no contacts with private investors, since these are more 

prone to invest in their native market.  

The consultant firms definition of an operating partner.  

The consultants defines an operating partner as an investment partner with mandate to make 

investments. It could also be a partner providing a service for the investor, even though this 

option could be seen as pure management by some.   

Many investors want the operating partner to co-invest a certain amount. The job of the 

operating partner is to create value in a real estate investment as an extended arm of the 

capital behind the investment.   

The operating partner’s proportion of the invested amount in relation to the investment is not 

specified. But all consultants agree that the amount should be of great importance in relation 

to the financial muscles of the operating partner company, even if the amount might not be 
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large in relation to the financial strength of the investor. The investment could also take the 

form of a share in the operating partner firm that is taken by the investor.   

All consultants emphasizes the importance of the alignment of interest, that the investor and 

operating partner have the same incentives and works for the same goal.   

One consultant describes operating partners as a large part of the investment ecosystem due to 

their function as a layer between the investor and the real estate market. This crates liquidity 

within the market and makes it move smother.  

Most of the contact between external transaction consultants and investors goes through an 

operating partner, if one exists. One consultants explains that they have more contact with 

investors that are looking for an operating partners, than with investors that in facto use 

operating partners.   

The consultant continue to explain that taking on the role of an operating partner is becoming 

increasingly popular, but many candidates lack capital and wishes advertisement from the 

consultants. On the other hand, there is a growing group of investors searching for an 

operating partner.  

According to another consultant, most foreign investors use an operating partner. There are 

historically many examples of good investments in Sweden that have been made by an 

investor using an operating partner. One important factor for a good co-investment is that the 

parties work well together. If a cooperation has worked well, the parties will most likely 

continue to take on new projects together.        

The consultants explain that they have a good position to recommend operating partners to 

investors and bring the parties together through meetings. There is a certain shortage of 

operating partners, which gives the operating partner firms a negotiating position in relation to 

the investor. It might also be beneficial for the operating partner firms if these market 

conditions remains.  

All consultant agrees on that the demand for operating partners is larger than the supply and 

that there are room for a few more firms on the market, as the market looks today. Especially 

operating partner firms with certain niches, such as a logistic niche, would be very welcomed 

by the investors.  

One consultant explains that the demand has increased as foreign investments increases and 

speculates about that the same relationship will be seen in the future.      

The shortage creates a situation where the operating partner firms have a high assignment 

frequency. One consultant speculate if this might be a reason to operating partner firms not 

having enough time for marketing. There might also be a lack of forums in which investor and 

operating partners have the possibility to make contact.  
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The lack in the supply of operating partners also means that the operating partners often sit on 

several mandates. In theory this means that there may be conflicting interests between 

investors represented by the operating partner.  

The consultant firms experience of the role of the operating partnership today and in the 

future.   

The consultants explains that the majority of the operating partners takes on a part of the 

investment in the partnership. One consultant means that this is a necessary aspect to fit under 

the definition of an operating partner.  

There are also examples of transactions were the previous owner remains within the owner 

structure as an operating partner in partnership with the investor.  

One consultant explains that the operating partner often receives a management fee from the 

investor that is supposed to cover expenses for office space, staff etc. After exit, the operating 

partner gets a part of the return. 

The consultant firms perception off whether a greater supply of operating partners in 

the Swedish commercial real estate market could help to increase interest from foreign 

investors.  

The consultants agree that operating partners could have some effect on the inflow of foreign 

capital on the Swedish real estate market, but also that it is debatable how large this effect 

would be. 

This is not always where the problem lies. A large proportion of capital wants to enter the 

Swedish real estate market, but a larger supply of operating partners would not automatically 

lead to more foreign investors on the market. It is the supply of property objects that sets the 

limit, rather than the lack of good operating partners.  

One consultant emphasizes the importance of marketing and networking for operating 

partners to succeed. Local market presence and knowledge are two other requirements from 

the investor and as long as operating partners fills this need a bright future lies ahead.   

Another consultant explains that the track record of the operating partner is of great 

importance and that historically successful investment is a requirement when foreign investor 

search for an investment partner. The generally high requirements from the investor could be 

a problem for new operating partner firms that wants to get into the market. 

The consultants agree that some of the risk premium could be taken away if a partnership with 

an operating partner was in question. This could be the case if an investor feels safe with an 

operating partner that has delivered good investment values in previous partnerships.  

An operating partner can enable foreign investors to invest in the Swedish market, but it will 

not directly affect the yield and even if the yield would be lower, foreign investors still have 



65 

 

high yield rates compared to domestic players. The operating partner will also be a cost to the 

investor since the firm often requires a management fee as well as the equity they earn by the 

time of exit.  

The consultant also mentioned that the yield requirement is less important, the important 

aspect for an investor is to exit with a real profit. A more efficient operating partner could 

affect the yield, but it is more likely that the yields are impacted by the number of actors on 

the market.  

The consultants mentions several ideas in how operating partners and investors could meet 

and create networks. It is important to create good forums for this and one idea is to host a 

conference where global investors and operating partners are invited.  

The consultants brings up the important role their work have in connecting operating partners 

and foreign investors through recommendations and meetings. The consultants also 

emphasizes again the importance of a good track record for the operating partner firm. They 

always recommend an operating partner they know has a good track record, this since the 

reputation of the consultant company is at stake.   

There is also a slight risk that the foreign capital on the Swedish real estate market will 

decrease later on. Then the operating partner market would be saturated. In that case, the 

existing operating partners would remain active though since foreign investors would still 

own properties on the Swedish real estate market, even though they would not buy any more. 

The demand follows the business cycle though and in the near future there will be a need for 

operating partners.   

One consultant mentioned a digital platform as an idea to create a more accessible network for 

operating partners and foreign investors.  

Another consultant emphasizes that transaction consultants are the ones who drives the 

connection process between the parties today, especially if the introduction will lead to a 

transaction deal further ahead.  

 

5.2. Answers from Operating Partners 

General information about the operating partner firms. 

The professional background of the operating partner firms interviewed are quite similar. 

Most people generally comes from a background in engineering with focus on real estate 

economy. Some comes from a background in economy through business schools in Sweden 

or abroad. It is common to have a wide range of experience from consulting firms or similar 

companies. 
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The operating partner firms definition of the operating partner role and the model of the 

co-investment. 

The definition of an operating partner is quite similar with all the interviewed operating 

partner firms. The interviewees defines the role as a local partner with market knowledge, 

managing the strategic work on a property or portfolio, focusing on value-creating measures. 

The interviewees emphasizes that an operating partner have to have so called “skin in the 

game” and make an co-investment with the investor, becoming a minority owner of the asset.  

The sum invested should be significant but not overwhelming. The investment from the 

operating partner might be small compared to the value of the total investment, but it should 

“hurt” the operating partner firm if the investment does not come through as well as planned. 

This creates an “alignment of interest” as one of the interviewees put it. Another interviewee 

explains further that the operating partner firm wishes to work exclusively with projects they 

truly believe in, which the co-investment is a distinct sign of to the majority investor.  

The interviewees all emphasizes their role in the investment collaboration is managing the 

investment and asset, not to work with economic and financial management at property level. 

Although one of the interviewees highlights that being present at on the actual site of the 

property is of great importance in order to know the asset, since the operating partner is the 

ultimate responsible for the return in the property. 

One of the interviewees explains that the work on a daily basis means following the 

established business plans and work analytically to make strategic decisions. This may apply 

to the identifying and underwriting of new investments as well as creating values in an 

existing asset by improved use and an increased operating net. The aim is to ultimately 

maximize the return, an aim that is reached by utilizing the operating partner’s knowledge 

about the local market. 

Another interviewee describes that most operating partners typically would like to have as 

much responsibility as possible in order to deliver and explains further that the work is 

focused on operations that produces results, which sometimes means tight margins. The 

interviewee highlights this type of work method as an important part for success in the co-

investment. If the foreign investor is good at utilizing local expertise, and uses a good model 

for alignment of interest, a combination of a global and local view of the market is obtained. 

This makes it possible for larger foreign investors to create a structure of a larger portfolios, 

but still with attention to details. 

The interviewee also explains that it is also a significant difference in the work process with a 

new majority partner and a partner the firm has been co-investing with for a longer period of 

time. Usually, the contact between the two parties become less frequent the longer the period 

of the co-investment gets. 
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The operating partner firms experience of the recent increase in interest from foreign 

investors to establish or expand their business in the Swedish commercial real estate 

market. 

All of the interviewed operating partner firms have exclusively worked with foreign investors 

when taking the role of an operating partner. The foreign investors mostly have origins in 

Europe, but a large part also comes from USA. One of the interviewees works with an 

investor from the Nordic region. One operating partner firm have also worked with investors 

from Asia and a growing interest from this continent and Australia has been noticed by the 

other interviewed firms as well. 

All of the interviewed operating partner firms have also noticed a growing interest in the 

Swedish real estate market from foreign investors. One interviewee mentions that the firms 

sees new foreign investors in the Nordic region on a monthly basis. Most of the capital comes 

from our immediate neighbors, where the Nordic countries and Germany dominate. It also 

depends on the time of the cycle. Early in the cycle mainly anglosaxian actors are visible, 

while Asian capital is late in the cycle and is looking for stable returns. American actors are 

active primarily in the acquisition of larger portfolios. 

Another interviewee also highlights USA, together with Germany, as the most active 

countries acting on the Swedish real estate market right now. One interviewee explains that 

other European capitals has become very expensive to invest in and that this has made 

investors more interested in the Swedish real estate market. The Swedish market is also seen 

as a market with higher liquidity than many other European capitals. Although, several of the 

interviewed firms highlighted that the interest fluctuates regularly and has done so through the 

history. 

The factors that lies behind the fluctuations in interest are, according to all interviewed firms, 

the risk adjusted return and the risk tolerance. American investors mostly seek opportunistic 

returns outside their own market, while German investors often are institutional investors who 

primarily seek single items with a stable return profile.   

The operating partner firms experience of existing obstacles for foreign investors when 

investing on the Swedish commercial real estate market. 

When asked about what the operating partner firms experience as the largest obstacle for 

investing in the Swedish real estate market all of the interviewees highlights the small scale of 

the market as the most important factor. It is difficult for foreign investors to get in to a 

market of this scale as well as finding economies of scale by investing in the volume they are 

typically looking for. 

Another factors that is mentioned by the interviewees are local knowledge. One interviewee 

explains that at the moment, the Swedish market is also considered expensive and that the 

domestic institutions in Sweden are very active on the buyer side, in contrast to many other 
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countries. The currency is also mentioned as a factor, but as a less important factor than the 

others. 

One of the interviewed firms also talks about the fund structures which is sometimes the 

reason why Sweden does not always meet certain criteria that needs to be met in order for the 

fund to consider investing in the country. An example of such a criteria could be the 

population of the country.  

The operating partner firms experience of their role as operating partners today and in the 

future.  

All of the interviewed firms works exclusively with private equity partners or institutional 

investors. None of the firms work with private actors. One of the interviewees explains that 

the foreign private equity actors work exclusively with local operating partners, while 

institutional investors could use different set ups, such as local teams as an example. Another 

interviewee have the perception that most of the foreign actors on the Swedish real estate 

market works with operating partners and that it is an important factor to use local knowledge 

to succeed with an investment on a market that is not the investors domestic market. 

All of the interviewed firms have also experienced an increase in demand for operating 

partners from foreign investors. One of the interviewees explains that there exists a shortage 

in operating partner firms with local knowledge about the Swedish real estate market and that 

there is quite large market for these types of firms. Today though, the interviewee explains, 

there are not so many actors trying to fill the gap between the larger demand and the supply. 

All of the interviewed firms believe that it will become increasingly common in the future to 

use market specific skills in the form of an operating partner. One of the interviewees 

empathizes the co-investment again and the importance this component have. This especially 

for the alignment of interest and the execution of an investment and the management 

thereafter, which is an investment model that may be discovered by more actors in the future. 

The interviewee also highlights the flexibility in this investment model compared to the 

option of establishing a local team, which may appeal to investors wanting to act according to 

market fluctuations. 

One interviewee explains that many firms that previously were pure operating partners have 

turned to fund managers and become funds, which is a desirable development for many firms. 

This creates a shortage in the supply of operating partners that needs to be filled in order to 

meet the demand. The interviewee although highlights that many firms that have made this 

transformation may act as an operating partner in some investment cases. Another interviewee 

recognizes this process as well, but explains that new regulations for funds may slow down 

this development significantly. 

The interviewees highlights transaction consultants and brokers as an important part of the 

ecosystem of the market. They have the advantage of being active both in international and 

Swedish networks and have the ability to connect foreign investors and operating partners. 
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This is a form of a brokerage that is practiced today, but that one interviewees proposes could 

be more structured.  

Another interviewee highlights that large parts of the real estate industry does not seem to be 

interested in the foreign actors. The interviewee continues to explain that the set-up of 

operating partnerships are not very well known or established yet, even though the 

possibilities to work for this type of capital as an operating partners have become are good 

nowadays.    

The operating partner firms perception off whether a greater supply of operating partners 

in the Swedish commercial real estate market could help to increase interest from foreign 

investors. 

The interviewees agrees that an operating partner could make it easier for an foreign investor 

to access the Swedish real estate market and that an operating partner could be a contributing 

factor when investors already have decided to invest in Sweden. Although, all of the 

interviewees emphasizes that the access to good market specific competence only has a 

marginal impact on whether or not an foreign investor chooses to invest in Sweden, since 

there are other factors that has a considerably larger impact when investors makes that 

decision. 

When the operating partner firms are asked about the yield a foreign investor requires when 

investing on a market that is not their domestic market, one interviewee explains that if an 

investor  consider the quality of an operating partner firm to be good, the risk of execution 

and therefore the risk premium and yield might be reduced as well.  

Another interviewee highlights the investors’ necessity to understand the risk on a specific 

market. This is where the expertise of the operating partner firm comes into the picture, since 

an inaccurate risk assessment could make the investor less competitive compared to domestic 

actors who can assess a more correct risk for the specific market and object. A partner with 

local knowledge could estimate rents with higher precision as well as making more correct 

estimations of development costs and other important factors which will lower the risk in the 

investment calculation. The elimination of risk from the calculation could ultimately make it 

possible for a foreign investor to pay a higher purchase sum for an object and yet estimate the 

same return. 
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6. Analysis 

 

 

This part analyses the results obtained from the study and relates the information to the 

research questions. At the end a collected answer to the questions are formulated in order to 

fulfil the purpose of the study. 

 

 

 

This analysis will elaborate the information obtained from both the literature study and the 

empirical interviews. The assembled results will be put in relation to the research questions in 

order to answer them. This analysis will thereby decide whether or not the availability of 

operating partners on the Swedish real estate market can increase the interest from foreign 

investors and ultimately generate an increase in the amount of foreign investments made into 

Swedish real estates. It will also look deeper into what an operating partner actually is, and 

how the partner’s market specific competence can improve the return on property investment 

and make them important actors within the real estate sector.  

 

6.1. The Advantages & Disadvantages of The Swedish Real Estate Market 

From the reviewed information some concluding remarks can be drawn. First of all both 

literature and previous studies within the subject emphasizes the importance of that a country 

is in a good economic condition, have a stable political and legal system as well as a highly 

transparent and liquid real estate market in order to attract foreign investors. 

Today the Swedish market fulfills many of these requirements. The economic situation is 

good and has been so during the last decade in comparison to other countries. The market is 

transparent and it is the fourth most liquid market in Europe, which is very good for such a 

small country as Sweden. The political system is considered stable but one could elaborate on 

however this still is the case after the recent suggestion of a tax reform that would heavily 

affect the profits from real estate investments in Sweden. Many investors have expressed 

concern regarding the matter as it makes it harder to predict future returns, increasing the risks 

of investments. Here it is possible for operating partners to decrease the negative effects of 

these insecurities with their good market knowledge and ability to estimate what the future 

value of the investment actually would be if the reform would be implemented. This more 

precise evaluation of the situation would then lower the investors’ perception of what risks 

comes with the investment, possibly counteract a decrease in investments.    

Since Sweden anyway meets most of the important requirements it is a very interesting 

country for foreign investors to make investments in. However there also exist some 
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difficulties to enter the Swedish real estate market. One of the greatest problems for foreign 

investors is that the market is highly dominated by domestic investors, making it hard for 

them to compete in property biddings as they in general require higher returns in relation to 

domestic investors. The reason why they require higher returns bottom in the increased risk 

they perceive when being on a foreign market. This kind of home bias is considered to 

influence all investors operating on international markets since there most likely always are 

some distinct differences between the new market and the home market. Since it is this 

asymmetry in knowledge between foreign investors and domestic investors that causes 

foreign investors to not being able to enter the market, a cooperation with an operating partner 

with the specific market knowledge could be a fundamental need for the possibility of an 

investment.  

 

6.2. The Definition & Importance of Operating Partners 

Both the previous studies and the intertwined actors from the real estate business emphasizes 

the importance of operating partners with market specific competence. They agree upon the 

fact that an availability of operating partners could contribute to that foreign investors 

interested of making an investment on the Swedish real estate market would feel more 

comfortable to realize the investment. This originates from the fact that the information gap 

between investors and the Swedish market reduces, resulting in that the foreign investors 

experience a lower degree of risks connected to making an investment. 

The concept of an operating partner rather recently evolved and within some parts of the real 

estate sector there is still a lack of knowledge about the designation. Besides from this there 

are also different views on what an operating partner really is, dividing the definition in two 

separate ways. The more dominant one emphasizes that the operating partner should not just 

be the one responsible for efficient asset management but also take on the role as a co-

investor, while some consider a skillful asset manager who receive compensation based on 

how high the level of value creation is also should be regarded as an operating partner. 

The general opinion among professionals is however that a true operating partner both co-

invests and handle the asset management, and that it is only a question of an advisor when no 

equity is put into the project. Even if there are notable incitements for an advisor to succeed in 

creating the highest level of value-add possible, an operating partner should always believe in 

the project to such an extent that there is a clear wish to invest own capital.  

Regardless of the definition the amount of Swedish operating partners within the real estate 

sector is very limited, and the ones available are rather small-scale. As an operating 

partnership runs over at least a number of years it could be expected that the few partners 

within the business are constantly engaged in projects, why it can be hard for a new foreign 

investor to obtain a desired partnership depending on the timing. Except for this there is also a 

tendency that the actors do not remain independent, meaning that when a new investment 

opportunity arises the operating partner prioritizes to cooperate with a former investor rather 
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than starting a new collaboration with another investor. Many operating partner firms that 

have been successfully active on the market also choose to develop into funds later on, 

thereby relinquishing from the segment of operating partners. Together all of these factors 

should contribute to the difficulties foreign investors’ experiences when trying to find a 

suitable partnerships, especially for the new ones that wish to enter the Swedish real estate 

market.  

Today there are no more than approximately nine different operating partners available in 

Sweden, except for smaller actors that are more focused to a specific segment of the market. 

Of these nine operating partners, only two are really independent without a dominant 

investment partner. 

Since there is an evidential lack of operating partners on the Swedish real estate market in 

relation to the demand among foreign investors, it would be a good idea to support the 

establishment of new operating partners. The consultant companies are already the ones that 

consolidates the foreign investors with possible operating partners, since this connections 

benefits them as well. However the consultant companies only feel comfortable to 

recommend already well known operating partners with a good “track record” to the investors 

since their reputation is at stake if the cooperation would turn out to be a failure. This 

obviously makes it hard for people already within the real estate business whom wish to 

become an operating partner to get a first contact with an investor. In order to remedy this 

problem the consultant companies could structure the brokerage further and make it a more 

common part of the transaction process. A possible way to do this would be to present a 

number of possible new operating partners to the investors, but without making a clear 

recommendation. Then the investor at least gets contact with these operating partners and 

might consider them a suitable partner for an investment project.  

An alternative way for foreign investors to obtain market specific competence would be by 

establishing an in-house operational team in Sweden. However that might not always be 

economical defensible as it is rather capital intensive, and depending on the amount of affairs 

carried out on the market where the office is located, the costs for the team might overweight 

the return from the investments. This can often be the case in Sweden as it is a rather small 

country with a smaller real estate market in comparison to other countries in Europe, meaning 

that it is hard for foreign investors to make a greater amount of investments on the Swedish 

market. 

 

6.3. Amalgamated Analysis & Possible Improvements 

When considering all the findings within the study it could be settled that a reduction of the 

information gap due to the use of market-specific competence contributes to a greater interest 

in the Swedish market from foreign investors. Though this only applies to investors already 

interested to invest in the Swedish market since it may be decisive for whether or not the 

investors proceeds with the investment. How much this would increase the investments into 
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the Swedish real estate market is however hard to estimate, and thereby it is also hard to 

evaluate how much the inflow of foreign capital would increase. But all increased inflows of 

capital to Sweden definitely gives a positive contribution to the Swedish economy. Besides 

this it seems as strategic alliances between investors and operating partners result in more 

successful and profitable investments, also generating which also affects the economy 

positively.   

An increased amount on operating partners will however not contribute to that more foreign 

investors becomes interested of the Swedish market. That solely depends on more important 

factors such as market size, a high level of transparency and liquidity. So to see a noticeable 

increase in the inflow of foreign capital it is these factors that need to be improved. 

However it is obvious that it is not possible to expand the market size and the availability of 

more attractive properties at good locations in a trice. That completely depends on other 

insusceptible factors such as rapid population growth and a greater amount of new 

productions. Since such improvements are not possible to implement and influence a more 

significant increase in flow of foreign capital is only achievable through natural processes. 

Here it is however possible for operating partners to contribute to an expansion of other 

markets is Sweden. Opportunistic private equity firms are generally open minded for 

investments in properties located in less attractive areas and properties that are in need of 

improvements when they cooperate with an operating partner. For such investments the 

operating partner has an important role in finding good investment opportunities, realizing 

them and achieve a maximum value creation.  
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7. Conclusion 

 

 

This conclusion states the most important findings in the study, and give an overview of the 

results. A connection toward the research question is made and makes a concluding remark 

on the entire study. 

 

 

The study shows that an operating partner could make it easier for an foreign investor to 

access the Swedish real estate market, much thanks to the market specific competence the 

operating partner firms possesses which makes it possible to estimate the right risk component 

as well as understand the specific market. This could make a foreign investor more 

competitive on the Swedish real estate market which has many strong domestic investors.  

The access to good market specific competence however only seem to have a marginal impact 

on whether or not a foreign investor chooses to invest in Sweden since there are other factors 

that has a considerably larger impact when investors makes that decision. The scale of the 

market is one of the most important factors when foreign investors consider to invest in 

Sweden or not. If an ability to enlarger the Swedish market would be possible this would 

increase the inflow of foreign capital a lot more than what a greater number of available 

operating partners would possibly do.  

Even though an operating partner does not necessarily increase the foreign investments to 

Sweden, there today exists a shortage in the supply of such firms, since there exists a large 

demand from foreign investor for this type of market specific competence. The number of 

operating partners will most likely increase in the future since the model creates an alignment 

of interest between the parties. If a foreign investor is good at utilizing local expertise, and 

uses a good model for alignment of interest, a combination of a global and local view of the 

market is obtained. This makes it possible for larger foreign investors to create a structure of a 

larger international portfolio, but still with attention to local details. From this, it can be 

concluded that an increased supply of operating partners in some sense could have a positive 

effect on the Swedish economy as a whole. 
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Figure 21; JLL. 2016. Global transparency index, taking real estate transparency to the next 

level. JLL.http://www.jll.com/Research/Global-Real-Estate-Transparency-Index-2016.pdf 

(Collected 2018-05-18) 

Figure 22; JLL. 2016. Global transparency index, taking real estate transparency to the next 

level. JLL. http://www.jll.com/Research/Global-Real-Estate-Transparency-Index-2016.pdf 

(Collected 2018-05-18) 
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9. Appendix 

 

9.1. Interview Questions Real Estate Companies 

 

1. How many of your customers would you say is foreign? 

2. From which countries do your foreign customers mainly come from? 

3. Do you have customers from all continents? 

4. Have you noticed an increased interest from foreign investors to establish or expand 

their business in the Swedish commercial real estate market recently? 

5. Which foreign investors are most interested in the Swedish commercial real estate 

market and are there any special countries that are very dominant on the market today? 

6. Do you have any idea of what the differences in interest from the different countries 

are depends on? 

7. What do you think foreign investors are experiencing as the biggest obstacle when 

they consider making investments on the Swedish commercial real estate market? 

8. Of the foreign investors you are co-operating with, are these mainly private investors, 

institutional investors or private equity companies? 

9. How do you define the concept of operating partners? 

10. In your work, do you encounter any foreign investors who use operating partners or 

any other market-specific expertise? 

11. Have you noticed whether the demand for market-specific skills in the form of 

operating partners has increased lately? 

12. Do you experience that operating partners primarily enter as a shareholder with the 

investor and, if so, how big part-ownership does the operating partner firm take? 

13. How do you think the future development of operating partners in the real estate 

industry looks like? Will it be increasingly common to use market-specific skills in 

this form? 

14. Do you believe that increased access to good market-specific skills (in the form of 

operating partners) in the Swedish commercial real estate market could help to 

increase interest from foreign investors? 

15. Could a cooperation with an operating partner reduce the extra return investors 

requires to make investments in a market that is not their domestic market? 

16. In what way do you think the real estate industry can help market-specific skills (in 

terms of operating partners) to be better communicated to foreign investors? How can 

the Swedish real estate industry contribute to the development of contact areas and 

cooperation between the parties? 

 

9.2. Interview Questions Operating Partners 

 

1. What is the general professional background in the firm? 
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2. How do you define the concept of operating partners? 

3. How many of your partners would you say is foreign? 

4. From which countries do your foreign partners mainly come from? Do you have 

partners from all continents? 

5. Have you noticed an increased interest from foreign investors to establish or expand 

their business in the Swedish commercial real estate market recently? 

6. Which foreign investors are most interested in the Swedish commercial real estate 

market and are there any special countries that are very dominant on the market today? 

7. Do you have any idea of what the differences in interest from the different countries 

are depends on? 

8. What do you think foreign investors are experiencing as the biggest obstacle when 

they consider making investments on the Swedish commercial real estate market? 

9. Of the foreign investors you are co-operating with, are these mainly private investors, 

institutional investors or private equity companies?  

10. How common would you say it is that foreign investors use operating partners or any 

other market-specific expertise? 

11. Have you noticed whether the demand for market-specific skills in the form of 

operating partners has increased lately? 

12. What form does your cooperation with investors usually take? Are you primarily 

involved as a shareholder with the investor, and if so, how large share of the 

ownership do you usually take? Is there any other role you usually take in such 

collaborations? 

13. In general, what does your daily work look like and how is your market-specific 

competence utilized? 

14. How do you think the future development of operating partners in the real estate 

industry looks like? Will it be increasingly common to use market-specific skills in 

this form? 

15. Do you believe that an increased access to good market-specific skills (in the form of 

operating partners) in the Swedish commercial real estate market could help to 

increase interest from foreign investors?  

16. Could the cooperation between foreign investors and operating partners lower the 

extra return investors require to make investments on a market that is not their 

domestic market? 

17. In what way do you think the other real estate industry can help market-specific skills 

(in terms of operating partners) to be better communicated to foreign investors? How 

can the Swedish real estate industry in general contribute to the development of the 

contact areas and the cooperation between the parties? 

 

 

 

  



88 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

TRITA TRITA-ABE-MBT-18211 

www.kth.se 


