
As market conditions continue to improve with ample 
liquidity in both debt and equity markets, we have 
heard the comment more than once that we are back 
to “normal”, particularly in the US. While we have seen 
improvement in some sectors, notably technology and 
energy, capital flows across asset classes continue 
to outpace improvement in market fundamentals. 
Numerous factors are contributing to the acceleration of 
capital into the real estate asset class specifically, which 
is serving to sustain (if not stretch) current valuations 
and financing metrics across the globe. Economic 
growth appears to be accelerating, corporate profits 
are on the rise and employment trends are showing 
signs of improvement. But can we really say things 
are back to “normal” in the world of real estate – in 
particular, given lingering questions over market fundamentals, loosening underwriting standards and the potential 
for rising interest rates? During our recent annual company offsite, we considered a range of topics impacting real 
estate and the funds management industry and listened to the views of guest speakers representing institutional 
investors, consultants and fund managers. In this quarter’s Market Commentary, members of the Hodes Weill team 
share their Market Observations (and predictions) for 2014. 

	
1.	 You’rE	uP	EuroPE

Not just a nice place to go on holiday, Europe is proving to be one of the most interesting markets for value investing 
in real estate. Banks have begun shedding assets, much to the delight of the likes of Lone Star, Blackstone, Cerberus 
and other distressed-focused investors hoping to acquire large, complex portfolios. The volume of transactions 
for single assets has also increased, including “capital starved” assets in need of improvement. In prior Market 
Commentaries we observed that for many investors, Europe was akin to a museum (“look but don’t touch”). 
But in one of the more significant shifts in investor sentiment, Europe, including countries that were considered 
untouchable 12 months ago such as Italy and Spain, is now attracting the interest of investors around the world. We 
expect the acceleration of institutional allocations to Europe to continue over the next several years and predict that 
the performance of vintage 2012-2015 value add and opportunistic investments will be highly favorable (similar to 
the last three years in the US). 
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2.	 Crashing	into	thE	Wall	of	DEbt

Until recently, you could not sit down to discuss 
the outlook for the real estate capital markets 
without inviting a dissertation about the $3+ trillion 
of maturing US commercial real estate debt that 
stretches into 2018 and beyond.1 Most market parti-
cipants have been relieved (though in the case of 
opportunistic investors, underwhelmed) by the 
actual degree of distress and opportunity that has 
resulted from this wall of debt maturities around the 
globe.  These days, the “wall of equity” seems much 
more relevant; it is driving asset pricing to all-time 
highs in certain prime markets, and capitalization 
rates down to low single digits. The wall of debt impacts 
the pricing of the entire market whereas the acceleration of equity flows into real estate remains largely fixated 
on a small percentage of the most prime assets in the world. The debt rollover still ahead of us will encompass a 

much broader range of properties of inconsistent quality, location and type. Although 
restructuring and “extend and pretend” strategies have pushed out the maturities, 
the overall scale and complexity of the issues remain. Hence, we expect to hear more 
about the wall of debt over the coming year, unless of course we run right through it. 

3.	 thE	Color	of	MonEY	

As liquidity has returned to the market, the buying advantage that existed for investors flush with capital has abated. 
We have heard several stories about 50+ potential buyers competing in auctions for prime office buildings in New 
York, London, San Francisco and other top tier cities. Transactions are closing on shorter timelines, with even 
shorter buyer due diligence periods. Buyer clubs are being quickly cobbled together, sometimes without regard for 
conflicting investment objectives. We’ve also seen more private funds become over-subscribed for the first time in 
years, with investors getting cut back below their desired allocations, much to their surprise.Institutional investors 
can no longer rely on the hope that their money is “greener” than everyone else’s due to their size or the mere 
existence of their check book. Over the coming years, investors that can definitively and efficiently commit capital 
to transactions will prove to have a competitive advantage. And the stronger managers and sponsors will go back to 
commanding premium fee terms and more favorable governance rights.
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1 Source: Federal Reserve as of Q3 2013. 

annual	Maturities	of	Commercial	real	Estate	Debt

Source: Trepp as of Q3 2013.
Note: “Other” includes mortgage companies, real estate investment trusts, state and local credit agen-
cies, state and local retirement funds, noninsured pension funds, credit unions and finance companies.



4.	 no	VaCanCY

In a sign that bidding for prime properties may be frothy, we are once again 
hearing that property brokers are “advising” clients to hold space vacant so the 
buyer can underwrite growth (and their value-add). Not long ago, managers 
were telling us that they were getting the vacancy “for free”. We remember 
this dynamic in 2005/06, when vacant space became more valuable than leased 
space. Is this a sign that we have reached the breaking point for capitalization 
rates for fully leased properties? Or, are buyers beginning to shift their focus to 
growth from current cash flow? Is this perhaps a sign that the market is poised 
for a turn? 

 
5.	 floating	With	thE	tiDE

Institutional capital has become a meaningful source of debt financing since the global financial crisis, as non-
traditional lenders have sought to fill the void left by banks and other financial institutions that pulled back as a 
result of legacy issues and increased regulation. In 2014, we expect this trend to continue, with investor appetite for 
higher yielding strategies driving demand for transitional assets and higher LTV loans.2 We anticipate that floating 
rate origination strategies will represent an outsized proportion of new debt products for these assets as investors 
are drawn to attractive spreads and the hedge against rising interest rates. Private institutional capital is going 
to be vital to fill this void for the foreseeable future, with banks maintaining relatively conservative underwriting 
criteria. We also firmly believe that an increasing portion of capital allocations will shift from core assets to senior  
debt strategies.

 
6.	 CrEDit	WhiPsaW	

The public markets have witnessed increasing  
debt origination volumes with US CMBS new 
issuance at $86 billion in 2013, up 78% over 
2012.3 Despite predictions by CMBS lenders that 
securitization volumes will grow another 15% to 
20% this year, the rating agencies and several 
B-piece buyers have sounded notes of caution, 
which contributed to some volatility on spreads 
and bruised a few conduit lenders. This should 
have served as a warning shot to CMBS market 
participants to contain their exuberance and 
maintain high underwriting standards. But after  
a few months lenders appear to be back at 
it, issuing securities with higher LTVs and lower quality properties. We anticipate that the cat and mouse game 
between lenders and the gatekeepers/investors that started in early 2013 will continue throughout the coming year. 
As industry participants try to keep track of the gyrations of the market, subscriptions to Commercial Mortgage  
Alert will surge!
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2 Funk, D., & Weill, D. “2013 Institutional Real Estate Allocations Monitor.” Ithaca, NY: Cornell University’s Baker Program in Real Estate and Hodes Weill & Associates, LP, December 2013.
3 Source: Commercial Mortgage Alert.

annual	CMbs	issuance

Source: Commercial Mortgage Alert



PAGE 4     MARCH 2014

7.	 triPlE	lutz	

With the Sochi Olympics behind us, the debate about whether ice dancing (or curling) is a sport can be put on hold 
for the next four years. That will give us more time to debate the role of co-investment programs in institutional 
portfolios. Fund managers want co-investment capital, institutional investors want to allocate co-investment 
capital and fund of funds managers and consultants want to manage co-investment programs. Seems like a  
win-win-win, right? Unfortunately, it’s not that simple. There seem to be many different definitions of, and motivations 
for, co-investing. Co-investing in a transaction alongside a fund manager seems to be an interesting strategy, but 
if an institution allocates capital to a manager to run such a co-investment program, are returns subject to triple 
promotes? Alternatively, if capital is invested with a manager to co-invest in joint ventures, does this differ from 
allocator strategies run by many of the value add and opportunistic managers? In either case, the managers that can 
demonstrate an ability to generate alpha should be well positioned to win mandates to manage co-investment program.

 
8.	 ob-la-Di,	ob-la-Da,	lifE	goEs	on…

In 2014 and beyond, fundamental shifts in demographics should drive greater capital allocations into institutionally- 
managed, sector-focused strategies targeting senior housing. Baby Boomers over the age of 65 years will comprise 
over 70 million people in the US by 2030, double the number in 2000 and up from 40 million in 20104 (and this 
situation is even more pronounced in countries such as China and Japan, where the population pyramid is inverting). 
The need for new construction in this space is acute given that much of the existing product in the US is very old (30+ 
years). More importantly, the nature of demand has changed given increased life expectancy, more active lifestyles, 
and desire for community, recreational activities and access to culture. These elements will impact new development 
both in terms of product type and location. All of these indicators point to a sustainable investment opportunity. 
However, we all know that this asset class is not simple, and there are many ways to play the sector. Despite the 
tailwind of positive demographic trends and the supply/demand imbalance, there are the nuances of managing and 
operating these facilities across a wide spectrum of service offerings (independent, assisted living, skilled nursing, 
etc) as well as the challenges of underwriting the revenue models and payment sources (private vs. public). Investors 
should focus on management expertise and market locations as the keys to investing successfully in senior housing, 
world-wide.

 
9.	 anD	thE	CornEr	offiCE	goEs	to…r2-D2?

In “The Second Machine Age”, Erik Brynjolfsson and Andrew McAfee argue that 
we are only in the early stages of a multi-decade machine-based revolution. 
Technological progress and the advent of intelligent computing have already 
started re-shaping some real estate sectors, most notably logistics, office and retail. 
In the case of logistics, the modernization and automatization of industrial assets 
have contributed to the sector’s resilience and dynamism over the past decade. As 
global growth in technology re-shapes the employment market, eliminating certain 
jobs in favor of machines, investors need to think through which property sectors 
are most likely to benefit from improvements in technology, and conversely, which 
assets face the risk of obsolescence. Jobs that can’t be replicated by machines, 
such as those in the “creative industries” or professions requiring emotional and 
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4 Source: U.S. Administration on Aging, US Census, www.aoa.gov.



PAGE 5     MARCH 2014

HODES WEILL & ASSOCIATES – MARkET COMMENTARY

cognitive skills, have their own separate influence over real estate sectors. In the realm of creative professions, we 
are very focused on the growth of the media industry and its substitution of traditional office product for large mixed 
use “live, work, play” environments. In this new world order, there will be winners and losers within real estate 
and thinking through these issues will increasingly inform investors’ decisions as to where to invest their capital. 

10.			saDDling	uP	in	thE	YEar	of	thE	horsE	

While much is being made of Asian capital targeting prime assets in international gateway cities, we are also observing 
strong private equity real estate appetite for Chinese assets, in spite of predictions of a correction and the recent 
fallout in emerging market public equities.5 GDP growth in China remains intact at 7.5% and the recent crackdown 
on official corruption should eventually lead to greater market transparency. The Chinese property market is the 
beneficiary of a stable and potentially appreciating  yuan, which has increased by 1.5%  against the US dollar over 
the past year in contrast to its BRICS peers which have all suffered steep declines. Moreover, unprecedented levels 
of capital have been raised for regional real estate investment in the past two years, including seven China- or Asia-
focused funds of over $1 billion in size. We are currently seeing active competition for development sites and high 
quality assets in Tier 1 and Tier 2 cities in China from both domestic and international investors. Rather than a signal 
for caution, the recent unraveling of trust company financing structures and turmoil in the shadow banking system 
have given many investors optimism, hopeful that these conditions will unlock some interesting assets that have 
previously been out of reach.

 
…wait, we have one more: 
 
11.			CatCh	ME	if	You	Can

As capital allocations return to the real estate private funds market, we are often being asked whether the pendulum 
is swinging back in favor of fund managers, especially as most recent vintage performance from top managers is 
off the charts. Managers are regaining some pricing power in terms of their fee structures. Despite some strong 
predictions from agents, consultants and advisors, catch-ups for higher yield strategies are not just available for 
the “elite” managers and preferred returns are returning to high single digits. However, institutional investors have 
stuck to their guns with respect to portfolio tests for promote payouts, clean no fault removal rights, tighter key 
man provisions and conflict resolution procedures. These have become, and will remain, market standards in the 
post-global financial crisis fund world.

	
ConClusion

So who is to say what is “normal”. We live in a dynamic investment environment, with fast moving economic, 
demographic and capital markets forces that present challenges and opportunities for all market participants. 

We are pleased to have been able to share our team’s perspectives on global capital flows and investment trends, 
as well as our words of caution. As always, we welcome your feedback.

5 The MSCI Emerging Market Index registered -10.4% returns from January 1, 2014 to March 10, 2014, with notable declines in Brazil -10.9%, Mexico -10.1%, Turkey -10.6% and Russia -19.9%. 
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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.

* All U.S. regulated capital market and securities advisory services are provided by Hodes Weill Securities, LLC, a registered broker-dealer with the SEC, and a member of FINRA and SIPC, and internationally, 
by non-U.S. Hodes Weill affiliates.

hoDEs	WEill	&	assoCiatEs

Hodes Weill & Associates (“Hodes Weill”) is a real estate advisory boutique with a focus on the investment and funds 
management industry. The firm has offices in New York, Hong kong and London. Founded in 2009, Hodes Weill* pro-
vides institutional 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.


