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As the commercial real estate market advances further in its current cycle,
optimism remains. As many core and value add properties changed hands
over the past several years, investors pushed ahead into secondary markets
to make deals. Heading into 2018, many investors expect more of the same
trend with a few shifts. One central theme for 2018 is the shortage of high
quality assets – and a desire by many to bet on value add properties as an
integral part of this next wave of activity.
In December 2017, Real Capital Markets surveyed and conducted phone
interviews with a wide range of industry experts, from entrepreneurial
investment firms to institutions. Participants active in all property types, from
office to industrial to multifamily and retail, weighed in on the commercial
real estate industry as it continues to move through a historic growth cycle.

Highlights of the National Investor Sentiment Report include:
• Value add investing continues to be the
focus of the vast majority of investors, with
just under 60 percent taking that approach.
•
I nvestors have a positive outlook, but
concerns about market dynamics could
influence their investments in 2018. Chief
among the concerns — the disparity
between bid and ask prices and the lack of
quality assets on the market.
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• The white hot industrial market has caught
investors’ attention, moving industrial assets
into an almost dead heat with multifamily for
asset class of choice.
• While there has been a lot of discussion about
interest rates, the majority of those surveyed
(54 percent) said interest rates will have no
impact on 2018 acquisition activity.

“2017 started off very cautionary ‘risk off’, but became less so as
the year went on and the market embraced ‘risk on’. ”
Noble Carpenter
President, Capital Markets, Americas, Cushman & Wakefield
www.rcm1.com

Value Add: In Big Demand for 2018
According to the study, respondents defined themselves as the following types of investors:
Value Add

58%

Opportunistic

24%

Core

9%

Core Plus

9%

More than 75 percent of investors (76.7 percent)
participating in the survey are going into 2018
with the intention of acquiring more real estate.
Breaking that down, 41.4 percent characterized
themselves as buyers while 35.3 percent
classified their strategy as buying but trending
toward hold. Further, nearly 50 percent of
investors say their investment strategy has not
changed in the last 12 months.
With so much capital on the sidelines — and
plenty of investors wanting and needing
to deploy it — value add was noted as the
predominant investment approach going into
2018. “There is no question that value add is
still in high demand,” said Chicago-based Brian
McAuliffe, President of Institutional Properties
for CBRE. “Some investors may have to expand
their product parameters, price and location, in
their search for yield.”
One of the greatest challenges in 2018, especially
for value add buyers, is corporate growth. In
2017 corporate growth was less than expected.
When the top rents for Class A product are flat
or lower because of limited growth, it puts
tremendous stress on the value add investment
arena and the ability to raise rents. “In order
for the value add strategy to work, you need
corporate growth and expansion, which then
leads to rent growth,” McAuliffe said. “Sellers
will sell when rents are higher, to maximize the
value of their returns.”

The definition of value add can shift depending
on the investors, the market, and other factors,
but can be an option in all product sectors. It
might be a well-located office or multifamily
building with low tenancy and the need for
common area and amenity upgrades, for
example. With value add investing, the focus
is on finding assets that can be renovated
or repositioned and still deliver a strong
investment return. This is more challenging
than the traditional approach of buying well
leased assets that can provide stable income
and increase in value over time.
David Scherer, a cofounder of Chicago-based
Origin Investments, cautions against expecting
a flurry of deals in that spectrum, however.
“There are only a finite number of assets that can
be reinvented, and there is a fine line between
improving and over-improving an older asset.”
Sean Chrisom, a Senior Vice President with
Lincoln Property Company in Boston, agreed
and cited the lack of supply of value add
investment options. “The number of options
aren’t as voluminous today. People are holding
longer, which has slowed deal flow.”
According to New York-based Noble Carpenter
of Cushman & Wakefield, heightening the
challenge is that investors are all focused on
the same markets, the same products and are
looking for the same returns. “Capital is being
deployed through a straw!” he emphasized.
www.rcm1.com
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Industrial Still Big – Multifamily Slowing
Survey respondents saw these asset types as the most attractive heading into 2018:
Multifamily

35%

Industrial

33%

Office

10%

Retail

9%

Other

6%

Hospitality

4%

Land

3%

As the demand for industrial assets has soared in recent years, this asset type has now essentially
caught up with multifamily as an attractive investment opportunity. This differs from last year’s
survey when apartments were clearly favored over industrial property, followed by office and retail.
Survey respondents suggested it’s a combination of the continued surge in performance of industrial
assets and the struggles experienced in some segments of the multifamily market. In 2017, industrial
assets were in such demand that anything that slightly resembled industrial became more and
more favorable.

Part of the surge in popularity of industrial assets is the convergence of
industrial and retail space — the notion that industrial is the new retail.
“There are retailers who are replacing leases for $30 to $100 per square foot shopping center space
with $4 per square foot industrial space so they can offer same day shipping,” Carpenter said. “It’s
that convergence that is keeping industrial white hot.”
McAuliffe believes investors’ preference for industrial/logistics facilities and multifamily product
will remain until you see a recovery in the retail sector. As e-commerce grows further, he predicts
the market will continue to see industrial product returns outperform most other sectors and the
performance of various indices, like NCREIF.
Availability of industrial assets could impact that sector, however. Many investors see the multifamily
market as an easier market to access, due to the large supply of assets across the country. And, it
offers a predictability of yield and cash flow.
Conversely, according to Carpenter, luxury gateway multifamily projects struggled in 2017, whereas
Class A product and suburban garden properties did much better. He further noted that the rent
growth attributable to luxury product went away, leading to lower pricing and cap rates.
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Barriers to entry and shifting trends for millennials are aiding in the popularity of multifamily
properties in urban areas, Chrisom noted. For example, lack of developable or affordable land keeps
new construction down, and allows pricing to keep moving higher. And, in those urban areas where
there is new construction, the new product often is more attractive than being in the suburbs, even
if it means millennials must find roommates to make the housing affordable.

“Multifamily is still where you want to be; there is no secular force
changing that.”
David Scherer
Cofounder, Origin Investments

www.rcm1.com
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“Investors across the country continue to see great opportunity and
benefit in commercial real estate investing. Regardless of the product type
or whether the strategy is core or value add, the focus is on finding assets
that can deliver strong yields that outpace other investment options.”
Steve Shanahan
Executive Managing Director, Real Capital Markets

Factors Driving Investment
The National Investor Sentiment Report asked
principals to select the factors that are most
likely to influence CRE investment levels in 2018.
Just over 60 percent said the disparity between
bid and ask prices is the most likely factor.
The next most prevalent factors, according to
investors, are the lack of quality assets available
for acquisition and a change in economic
conditions.
“The discrepancy between the bid and ask
price is a factor — there is a lot of that going on,”
said Jay Olshonsky, President, NAI Global. “The
expectations of what a property should sell
for are not always being met and that leads to
sellers making the decision on whether to take
a lower price or refinance and hold, if they are
able to do that.”
Martin Pupil, President, U.S. Brokerage, Colliers
International in Irvine, CA has a different view.
“I see the disparity as more of a factor for noncore property owners looking at their asset and
wanting the pricing that core asset owners are
getting for their properties.”
He suggested that view may be more prevalent
among retail property owners than other asset
classes. On the institutional side, there isn’t a big
differential for office or industrial properties.
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Carpenter notes that any disparity was the
result of a difference in expectations, primarily
in business growth and rent increases. In 2017
he said the industry saw investors becoming
comfortable thinking that expansion had
another 12 to 36 months to go. When it didn’t
materialize, or wasn’t immediately sustained,
buyers began to shift expectations.
While the majority of investors are saying
disparity will be a key influence, a significant
number of participants also focused on the
various economic factors that could have an
influence on market activity in 2018. Scherer
noted that the economy is strong right now,
inflation hasn’t kicked in, and the government
just passed the massive tax cut package. “It is
plausible that will cause inflation, and interest
rates could increase faster, which typically
makes cap rates trend higher,” he said. “We
don’t know what will happen, but we won’t
stop investing.”
Employment trends and other business
factors also are considerations that could
impact activity levels in 2018. Olshonsky
noted concerns with how low unemployment
and a shortage of labor will play out over time.
“Where are the new jobs and the employees
coming from and do they match up with the
worker’s training and qualifications?”

Interest Rates – a Non-Factor For Now
Interest rates have been a big part of the conversation in the investment arena for the last three years,
but during that time there hasn’t been significant movement. Despite the fact that rates have slowly
edged upward, respondents said gradual movement won’t shock the system.
More than half of the investors surveyed said an increase in interest rates would make no difference
in investment strategy. On the other hand, almost one third said that increased rates would make
them less inclined to buy. “A small increase wouldn’t be a big deal,” Pupil said. “The catastrophe would
be going from four percent to eight percent.”
The following chart shows the level of concern on rising interest rates:
Would Make No Difference

53%

Would Make Me Less Inclined to Buy

33%

Would Make Me More Inclined to Buy

7%

Would Make Me More Inclined to Sell

5%

Would Make Me Less Inclined to Sell

2%

Many investors realize that the cost of capital is increasing, but it is not significant enough to be
concerning. “If we have anything that slows down or stymies growth, things like interest rate hikes
along with political events and other external factors, it will cause a problem,” Scherer said. “If growth
is interrupted, pricing will shift.”
One exception is the value add investor who often uses a higher amount of leverage to execute the
investment strategies.

“Interest rate movement could have a significant impact on the
market, particularly for those with a value add strategy that use a
higher amount of leverage.”
Brian McAuliffe
President, Institutional Properties, CBRE

www.rcm1.com
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Climates Influencing Geographic Preference
The most attractive geographic areas for
today’s investors by a wide margin, in order of
preference, are the Southern (37.7 percent) and
Western (31.8 percent) regions. Those were
followed by the Northeast (18.8 percent) and
Midwest (9.8 percent) regions.
A number of participants explained that
investors are influenced by weather as well as
the pro-business climates that most often are
heavily concentrated in Southern and Western
regions. One person also noted that some
markets within the Midwest are especially
challenged in their efforts to rebound because
of the individual dynamics within their states.
Other markets such as Cincinnati and Pittsburgh
are well positioned for growth, which could lead
to greater investment opportunity. Additionally,
certain markets in the Northeast represent
attractive investment opportunities because of
the lack of developable land which serves as a
powerful barrier to entry.

What’s Ahead?
One year ago, investors and their representatives
were cautiously optimistic about what 2017
would hold; and they were rewarded for their
optimism. Today, at the start of 2018, most in
the industry remain optimistic about the year
ahead. There is general agreement that the focus
will continue to center on value add, in spite of
the real shortage of attractive opportunities.
Investors today continue to search for the best
ways to achieve a strong yield and achieve the
residual pop that is expected with this type of
investment.
“We are very bullish about 2018,” McAuliffe said.
“With abundant capital in the market, we believe
it will be as good or better than last year.”
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“There is nothing on the
horizon that is giving me
trepidation. I think 2018
will be a solid year.”

Noble Carpenter

President, Cushman & Wakefield Americas
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Real Capital Markets regularly surveys industry professionals to gauge the current commercial real estate
market. Visit rcm1.com/reports to view a list of past studies.
www.rcm1.com
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About Real Capital Markets:
Founded in 1999, Real Capital Markets (RCM) is the global
marketplace for buying and selling commercial real estate
(CRE). RCM increases the speed, exposure, and security of
CRE sales through its streamlined online platform. Solutions
include integrated property marketing, transaction
management, and business intelligence solutions that unify
broker-level and firm-level data and work flows.
To date, the Company has executed approximately 57,000
assignments with total consideration in excess of $1.9
trillion. Over 50% of all U.S. commercial assets sold, over
$10 million, are brought to market using RCM’s online
marketplace annually.

For more information, please contact:
info@rcm1.com | 888-440-7261 | www.rcm1.com
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