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Seven years into the financial cycle, the 
memory of the impact and subsequent 
financial dislocation of the global finan-

cial crisis is for many all too clear. Ill-discipline 
led to overuse of debt, misalignment of strate-
gies and a risky approach that contributed to 
the eventual global crash.

However, despite increased regulation 
and enforced transparency, many fear that we 
may be slipping back into our old ways. In an 
increasingly competitive environment, inves-
tors are facing pressure to enter the market 
at all costs, making it difficult to buy prime 
assets at a “sensible” value. For fund man-

agers, the dual pressures to invest available 
equity to keep clients happy and increase 
their assets under management can lead them 
to buy assets that they shouldn’t.

During the last cycle, misalignment was a 
major issue — fund managers or acquisition 
professionals were not aligned to strategy and 
future performance, but to quantity of deals. 
Much of this intrinsic misalignment has been 
eradicated from the industry, but not all, and 
there is a concern that as the cycle evolves 
at least some of this indiscipline could return 
with a vengeance. 

Investors
When CIOs set strategies for investment in 
real estate, it is their responsibility to ensure 
that the organisation and the investment 
teams within strictly adhere to the company 
strategy and do not allow “style drift” as the 
pressure to invest mounts. Internal discipline 
can be prescribed and, to a certain extent, 
managed, but investors must also be careful 
in their choice of fund managers and always 
employ those who have best-in-class internal 
governance.

When CIOs enforce these strategies in an 
investment committee, they look at the cycle 
— where can the best risk-return balance be 
achieved? — and then set the strategy around 
that, executing this strategy through acquisi-
tions. It is, therefore, important to align this 
view with all external partners. While inves-
tors generally have two routes to market — 
direct or indirect (through fund managers) 
— whichever route they choose they must 
ensure that their own principles are reflected 
in their investment activity.

Fund management houses 
In addition to aligning to their investors’ strat-
egies, fund managers must also ensure that 
they engrain a strong sense of fiduciary duty 
and care within their teams. As the investment 
pressure mounts, it is easy to be influenced 
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Knight Frank was recently appointed by Aprirose Real Estate Investment to 
sell the freehold of the 6,316-square-metre Park Gate office building in Bristol, 
United Kingdom, for offers in excess of £21 million (€29 million), reflecting a 
net initial yield of 6.0 percent.



J.P. Morgan Asset Management—
Global Real Assets  
is pleased to announce the acquisition of

Aviva Investors’ Asia Pacific  
Real Estate Platform, 
a direct real estate investment management platform operating  
in Australia/New Zealand, Japan and Singapore 

J.P. Morgan Asset Management’s 400-plus 
strong Global Real Assets team has nearly  
50 real estate professionals operating from 
five offices throughout Asia Pacific—Hong 
Kong, Mumbai, Singapore, Shanghai  
and Sydney—and boasts investment 
capabilities across the risk/return spectrum 
from core to opportunistic. 

For more information on J.P. Morgan’s Global Real Assets 
capabilities in Asia or worldwide, please contact Doug Doughty  
at +1-212-648-0759 or douglas.d.doughty@jpmorgan.com. 

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan 
Chase & Co. Copyright © 2014 JPMorgan Chase & Co. All rights reserved. 
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by industry trends and make potentially high-
risk investments just because the market justifies 
them. Local knowledge plus thorough due dili-
gence is crucial in ensuring that money does not 
get invested in the wrong assets and sectors.

This third-party discipline also includes com-
pensation structures. At various levels, this can get 
corrupted and misaligned and can be the catalyst 
that persuades managers to make poor investment 
decisions driven by short-termism. The bottom 
line is that fund managers need a strong fiduciary 
heart.

Behavioural change 
This compensation discipline, however, 
requires a long-term and fundamental 

behavioural change, since human nature natu-
rally regresses to the mean. This ensures that, 
as institutional memory of the 2008 crash fades 
and the appetite for risk increases, it becomes 
harder to retain and fully embed these criti-
cal changes in processes and attitude. With 
newer fund managers who haven’t been in the 
industry long enough to have experienced the 
impact of an overzealous appetite for risk, it 
is crucial that regulation and transparency are 
strong enough to counter the inevitable loos-
ening of the behavioural rigour.

Investors and investment managers have in 
the past foolishly ignored the risks of overlev-
eraging in the market and many have accrued 
high levels of debt. Overleveraging was a key 
factor in the last crash, so the industry must cali-
brate wisely — use too much debt and we risk 
another shattering default. In the last cycle, the 
overcomplexity of products that few understood 
contributed further to an opaque investment 
agenda and commercial and consumer instabil-
ity. The search for enhanced returns threatens to 
force managers to consider some of these risky 
strategies again.

Which brings us to, perhaps, the key players 
of the last financial crash — the banks.

Banks
Thus far, the increased banking regulations 
appear to be working but the less regulated 
“shadow banking” sector has grown quickly 
and should be monitored closely. Banks are 
now forced to examine covenants and debt 
service coverage ratios more closely, better 
calculating and establishing debt repayment, 
which needs to be monitored to ensure that 
they do not run into debt service problems. 
With the Basel III regulatory framework 
demanding more capital provision and a 
more prudent approach to balance sheet 
management, a more conservative market, 
less willing and able to stomach leverage-
driven risk, has arisen. This has led to the 
tightening of liquidity and much lower loan-
to-value ratios than the last cycle. This may 
prove to be the critical differentiator at the 
end of the current cycle.

Will the discipline last?
The real question is whether the renewed 
prudence, discipline and rigour of investors, 
fund managers and banks will be enough to 
withstand the inevitable erosion of memory 
and the renewed search for reward at the 
expense of risk. Will we soon reach that tip-
ping point? v

Will Rowson (will.rowson@hodesweill.com) is a 
partner at Hodes Weill & Associates, based in 
London.

A joint venture between Benson Elliot, Walton Street Capital LLC and 
Algonquin SA recently acquired a pan-European hotel portfolio for 
some €420 million. The portfolio comprises eight prime hotels in seven 
cities across five countries and includes the Le Méridien Grand Hotel in 
Nuremberg, Germany, pictured here.

PATRIZIA Immobilien AG recently acquired a retail property portfolio in the 
Netherlands for €340 million. The portfolio includes 145 High Street retail, 
residential and office units located across the Netherlands. The acquisition 
was carried out on behalf of institutional investors for a new special property 
fund, PATRIZIA Dutch High Street Retail Fund 1.


