
As summer gives way to fall, we can’t help but observe 
what an unusually active period it has been for glob-
al real estate capital markets, with increased capital 
flows and lively competition for the best assets. It is 
clear that since late last year, institutional investors 
have returned to the market in more meaningful num-
bers, pursuing a broad range of strategies and using 
the breadth of investment vehicles at their disposal. It 
appears that the weight of uninvested allocations has 
now reached a level where a continued acceleration of 
capital flows into the sector seems inevitable. 

With the prospect of higher rates and inflation loom-
ing, global investors are looking to real estate for sta-
bility, current yield and longer duration, accompanied by lower leverage than in the prior cycle. Real estate in-
vestment officers have responded with a stepped up pace of activity, despite concerns about pricing and a very 
competitive market. With memories of the last market run up fresh in everyone’s mind, the overwhelming majority 
of buyers are maintaining discipline, but at the same time expressing some frustration that there haven’t been 
more bargains.

So far this year, we have observed a market characterized by a high volume of investment activity, reasonable 
economic and market growth prospects, and strong capital inflows. Despite considerable risks at every level, we 
expect increasing investment activity in the months ahead. Against this backdrop, we are pleased to share our  
Top Ten Summer-End Market Observations.

1. SPRING AWAKENING

This spring, unlike the prior three, did not usher in a capital market dislocation arising from events in the Euro-
zone. We have become accustomed to seeing real estate markets make a brave start with capital flows expanding 
in the early months of the year, only to later run out of steam as the second quarter unfolds. Not so in 2013. While 
the Fed’s signaling of a “taper” in the second quarter did cause pricing and spreads to back up (at least temporar-
ily), nothing approached the level of fear and panic, followed by retreat, experienced in the recent past. It never-
theless served as a painful reminder, particularly to CMBS underwriters, that despite all the lessons learned just 
five short years ago, you can still end up with hung loans on your balance sheet.
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2. THE BEST WORST ALTERNATIVE ON THE PLANET

The US economy, despite obstacles and obvious risks, continues to surprise most observers on the upside, both 
on a relative and an absolute basis. As the US economy continues a structural shift toward technology-oriented 
opportunities, new areas of wealth are being created in America. Technological innovation and operating efficien-
cies have had the benefit of cutting costs from the system, but with this there are fewer jobs to go around. We 
are thus left with the ongoing combination of decent economic growth, but lower job creation than in the past. 
Property investors/owners need to be realistic about how their real estate holdings benefit from, or are impacted 
by, this trend. Fewer jobs might imply less office take-up. That said, the companies being created may want to  
occupy different types of facilities in a changing array of sub-markets, thus creating development/re-development 
opportunities. This will mean winners and losers in the traditional US commercial sectors. Regardless, this eco-
nomic activity is creating wealth which tells us that consumer-led real estate assets – retail, residential, as well as 
the logistics infrastructure that support them – should do quite well going forward. Moreover, demographically 
driven strategies that are not dependent on job growth, including student housing and assisted living, are also 
finding favor with investors.

3. THIS LITTLE “PIIG”-Y WENT TO MARKET1 

Europe is enjoying a resurgence of sorts among investors. After many years on the sideline, global investors are 
taking a closer look at opportunities across the continent. There are signs that most European markets have 
bottomed, though it would be foolish to apply this across the entire Euro-zone. Some countries still exhibit a 
meaningful risk of further economic shocks given their poor fiscal situations. In August, we saw two significant 
headlines that underscore this nascent turnaround – rising residential prices in Ireland and aggressive, competi-
tive bidding for several large, residential portfolios in Spain. Global investors are increasing their surveillance of 
the European market, as are a wide range of real estate and private equity firms. Investors are anticipating all sorts 
of opportunities, though most are motivated by visions of distress. But, if you ask virtually anyone in the European 
market about the extent of distress opportunities, you get pretty much the same answer — these opportunities 
to-date have been “few and far between.” Further, despite tough talk from regulators, banks are not being pushed 
to reduce assets or clean up balance sheets, which means a lower-than-anticipated volume of portfolio or bulk 
sales. We have observed that the greater opportunity appears to be in one-off, single asset transactions that have 
been starved of capital after several years of ownership by a capital constrained owner. 

4. JUST ANOTHER BRIC IN THE WALL?

Emerging markets captured headlines in the first half of the year, especially the two “ends” of the BRIC – Brazil 
and China. For very different reasons, global investors got a reminder that emerging markets have a dismaying 
tendency to offer binary risks – everything is fine until it isn’t. They are subject to economic shocks that can arise 
from political protests such as we have seen in Brazil, where millions of Brazilians took to the streets to demand a 
more transparent and accountable government. China demonstrated a different emerging market risk, by send-
ing credit markets into a tailspin over a week in June. By denying credit to non-bank lenders as part of the process 
of regulating (out) its shadow banking market, authorities unintentionally triggered a sharp spike in rates result-
ing in market panic across the financial sector. These events were short-lived, however, and investor enthusiasm 
for Asia and China in particular, remains strong. 
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1PIIGS refers to the five Euro-zone nations of Portugal, Italy, Ireland, Greece and Spain.



5. INCA GOLD 

In emerging markets, we often view the reverse inquiry for prospective capital raises as a leading indicator of 
future investor interest. If this is the case, there will be a lot of capital dedicated to some of the other emerging 
Latin markets, specifically Colombia and Peru, the fastest growing economy in South America. Investors are also 
venturing into Africa, which has long-suffered from lack of foreign investment. And if you’ve experienced the stock 
of offices and hotels in much of Africa, you will quickly conclude that there is a potential opportunity here. So, after 
five years of unparalleled conservatism, investors are selectively wading into new waters. But investors need to 
factor in currency risk, as hedging is cost-prohibitive. The roller coaster experienced as a result of an approximate 
10%+ currency devaluation in Brazil is likely to leave a few bruises on investment portfolios.2 

 
6. LONDON CALLING

Led by Chinese, Korean and Malaysian capital, Asian investors accounted for 
over US$3 billion of real estate transactions in the UK in the first half of 2013, 
most of which involved core assets in London. While foreign investment regu-
lations have (to-date) limited Chinese capital outflows into global real estate, 
we anticipate that these outflows will accelerate dramatically with further  
liberalization over the upcoming years. The need for Asian institutions to look 
offshore is great given growing pools of domestic liquidity, limited quality 
real estate investment options in their home markets, and shrinking local cap 
rates.  The top ten Asian institutional investors alone account for assets of over 
US$3.1 trillion3 and as a group are substantially underweight international 
real estate. In the near term, investment flows from Asia will continue to pri-
marily target core assets, but as investment programs mature and the avail-
ability of qualifying core opportunities narrows, Asian institutions will need to 
consider a broader range of strategies in Europe, the US and beyond.

7. THEY’RE BACK... AND NO LONGER A 4-LETTER WORD!

Against all odds, real estate private equity funds are also having a resurgence, although as expected, the rising 
tide is not lifting all boats. During the first half of the year, we’ve seen the return of the mega funds, with nine 
funds holding final closings exceeding US$1 billion for an aggregate of $26 billion. This is meaningfully above last 
year at this time, when only three $1 billion funds held final closings for an aggregate of $3.3 billion.4 We believe 
that the market is on pace to aggregate approximately 14% more capital into private funds this year vs. 2012.5 
Aside from this technical data, we’ve seen ample anecdotal evidence including headlines about Korean institu-
tions turning their attention to funds, stepped up activity by SWFs around the world into funds, and a number of 
previously inactive US public funds coming back into the funds market in a meaningful way. To what can this all be 
attributed? As one friend of ours, the real estate CIO at a large offshore institution, recently told us: “Organizing 
JVs and programmatic ventures with quality operators is enormously time consuming and I feel like I’ve missed 
too much of the market recovery since the financial crisis while I was negotiating JV agreements. Where might my 
portfolio be today if I had just held my nose and continued to invest in funds?”
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2Bloomberg; as compared against the USD.  The USD:BRL exchange rate closed at approximately 2.05:1 as of December 31, 2012.  At closing September 16, 2013, the USD:BRL exchange rate stood at approx-
imately 2.28:1. 3Source: Sovereign Wealth Fund Institute, Towers Watson and Hodes Weill & Associates.  Includes sovereign wealth funds, pension funds and insurance companies, ex-Japan, ex-Australia.
4Preqin. 5Preqin, Hodes Weill & Associates.
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8. JUNE NUPTIALS

Consolidation among managers picked up pace during the first half of 2013. This year, there have been significant 
mergers, which underscore that even the largest managers are finding that the evolving landscape may suggest 
some re-invention. During the first half of the year, two of the largest real estate fund managers merged. AREA 
Property Partners, a 20 year old diversified real estate fund manager was acquired by Ares Capital Management, 
a leading global alternative asset manager with whom AREA shared common roots. MGPA recently concluded 
a transaction to merge into BlackRock, the world’s largest fund manager. In a true mega-deal, TIAA-CREF and 
Henderson established a strategic alliance and effective merger of European and Asian operations, bringing  
combined real estate AUM for TIAA-CREF and the new venture to $63 billion. These combinations were driven by 
a desire to seek greater global scale and synergies that can contribute to more rapid growth. We are aware that  
several other mergers are being contemplated—some out of strength and some of a more Darwinian variety. Re-
gardless of motivation, though, we expect more consolidation, with companies playing both offense and defense. 

9. IS THIS HOW IT HAS TO END FOR US?

We continue to believe that capital is proliferating at a faster pace than the pool of quality investment opportuni-
ties. This has created a range of unexpected consequences, not the least of which is that some investors are re-
considering the future strategies for some vintage private funds. These investors presently hold assets that have 
completed their value-add/de-risking strategies, and some have expressed frustration that they will be selling 
high-quality, core assets from one pocket, only to compete with a crowded auction market to acquire comparable 
core assets for their other pocket. This probably underscores that in the future, investors will seek to maintain 
more involvement in the governance surrounding these “end of fund life” matters. We are aware of a number of 
investors that have approached their managers to consider extending the holding period for stabilized assets; this 
phenomenon is not simply a function of managers seeking to hold onto AUM, as feared by some fund investors 
that just want to harvest their fund interests, as planned.

10. WHERE DO WE GO FROM HERE?

The rapidly evolving global environment is generating 
new and attractive investment opportunities, but also 
meaningful risks across both the developed and devel-
oping markets. As investors analyze investment strate-
gies in low leverage, modest growth markets, they are 
more focused than ever on managers and strategies 
where the investment opportunity arises from operat-
ing leverage, not financial leverage. Managers and 
operators that possess unique operating skills, deal  
access, or experience across market cycles, will have 
more tools at their disposal to generate attractive  
results in a low-return environment. This is not to say 
that there are no attractive distress strategies around the world today. However, unlike the early 1990’s, the cur-
rent cycle has proven that distress can take a very long time to play out, while at the end of the day, money has to 
be put to work in the here and now. More than ever, any decision to invest has to focus on tangible ways to insulate 
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holdings from an expansion in interest and capitalization rates. Financial leverage can be the icing on the cake, 
but strong operating skills are the basic ingredients in the batter. 

Given the changing patterns of demand for commercial properties, and strong demographic trends supporting 
other types of “consumer-based” real estate, a case can be made to pursue certain medium-term development 
projects, if prudently conceived and financed. With an active take-out market, investors will have the option to 
hold stable, cash-flowing assets, or sell stabilized assets into a competitive market place that is hungry for yield. 
Taken to a further conclusion, we believe that sensible development strategies MUST be part of every investor’s 
play book.

And so, we’ll all put our heads down for the final quarter sprint to year end. We’ll be back to you early next year to 
assess if our insights have been borne out, and report back on what new surprises the market may have in store 
for us.

PAGE 5     SEPTEMBER 2013 

HODES WEILL & ASSOCIATES – MARKET COMMENTARY

This document is only intended for institutional and/or professional investors. This material is intended for informational purposes only and should not be relied upon to make any investment decision, as 
it was prepared without regard to any specific objectives, or financial circumstances. It should not be construed as an offer, invitation to subscribe for, or to purchase/sell any investment. Any investment or 
strategy referenced may involve significant risks, including, but not limited to: risk of loss, illiquidity, unavailability within all jurisdictions, and may not be suitable for all investors. This publication is not 
intended for distribution to, or use by, any person in a jurisdiction where delivery would be contrary to applicable law or regulation, or it is subject to any contractual restriction.

The views expressed within this publication constitute the perspective and judgment of Hodes Weill & Associates, LP at the time of distribution and are subject to change. Any forecast, projection, or 
prediction of the real estate market, the economy, economic trends, and equity or fixed-income markets are based upon current opinion as of the date of issue, and are also subject to change. Opinions 
and data presented are not necessarily indicative of future events or expected performance. Information contained herein is based on data obtained from recognized statistical services, issuer reports or 
communications, or other sources, believed to be reliable. No representation is made as to its accuracy or completeness. 

HOdES WEill & aSSOciaTES

Hodes Weill & Associates (“Hodes Weill”) is a real estate advisory boutique with a focus on the investment and funds man-
agement industry.  The firm has offices in New York, Hong Kong and London. Founded in 2009, Hodes Weill provides insti-
tutional capital raising for funds, transactions, co-investments and separate accounts; M&A, strategic and restructuring  
advisory services; and fairness and valuation analyses. Clients include investment and fund managers, institutional 
investors, lenders, property owners and other participants in the institutional real estate market.

Further information about the Company and backgrounds for the professional team can be found on the Company’s 
website at www.hodesweill.com or by calling 212-867-0888.


