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International
Capital Invasion

Concern over
fiscal cliffs aside,
foreign investors
still see attractive
relative returns

in the US

By Jennifer LeClaire

afe haven. That'’s the phrase many

plolxal investors are using to descrbse

core US markets as uncertainty con-
tinues to rattle many parts of the world.
Indeed, with fundamentals improving in cit-
ies like New York, Miami, Atlanta and
Houston, global investors are looking fm
opportunities stateside,

.-1|.1_'|;'1:||'|;|i|l_1_=| o Colliers” Q0013 Glabal
Investor Sentiment Report, the most attrac-
live remion o invest in immediately is the
LS, followed by Asia and Western Europe.
And thar investment may soon move bevond
LS core markets to non-gaieway cilies as sup-
plv shrinks and prices rise,

“There is ample capital from foreign
sources looking for a home in the US,” says

Jahn Brodwin, senior managing director in

the FTI Real Estate Solutions practice in
New York, “However, the cquity is very
patient and disciplined. Reminders of vester-
vear are still in everyone’s memory. There s
preal reluctance w give US funds a blank
check. The foreign money wants more cons
trol and beter alignment of intereses.”

Apparently, foreign money is satisfied
enough with thar conerol and aligmment, at
least compared to other options, Dan Fasulo,
managing director for Real Capital Analytics
in New York Ciny, reports that capital from
loreign capital fows into the US s at or near
all-timee highs, He shares, " The USis acknowl-
edped s having good nsk-wdjusied remirms
versis other counires,

S0 who are these investors and what's
driving their decisions? How will global capi-
i@l flows into the US change in 200157 And
what, if anything, could derail the renais-
sance? Although no one claims to have a
crvstal ball, the uncertainty is giving way to
clarity and answers are easier o come by

According o Colliers Intermational s Year-
End 2012 Foreign Capital Trends Report,
Canada continues to dominate the forcign
capital buving market in the US for all com-
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mercial propery types, accounting for 345
of the wial foreign investor sales. Invesiors
from Germany, lsrael and the United
Bingdom make up the second-lrgest group,
accounting for 23% of all foreign capial
transactions in the US over the past 36
manths, Fasulo savs even MNorth Rorea and
China are looking at the US, Bat our neigh-
bor e the novth is likely w remain the maosi
aggressive in 20013,

“*Against a global backdrop of financial
uncertainty stemming from continuing
issues with stability in Europe, a potential
slowddown in China, the debt oeiling and new
fiscal cliffs in the US and potential platean-
ing in Canada, Morth Amencan real estane
markets still appear to be the most stable—
with a healthy balance of sk and opportu-
nity,” sys Mark Rose, CEO of Avison Young,

The strong Canadian dollar is a problem
for the domestic economy, though positive
for Canadian institutions going global—a
trend Avison Young expects o increase in
20135, Rose says Canadian investors are
questioning whether Canada is "at the wop”
while early signs of a housing recovery in
the US are miggenng the question, “Is the
L'S ai the botom:™

“The lack of development 15 providing
confidence for investors making value-add
acquisitions, and core class A product is
expensive evervwhere,” Rose says, “Canada
appears 10 have reached a shor-term wop in
pricing, whereas the US is just beginning to
ot s sea legs.”

But Canada conld see more competition
from foreign investors in 20013, Expect a
cormucopia of global capital investment.
Despite the debt crisis, European investors
are still inking plenty of deals stateside.
Jordan Ray, managing director of the dela &
equity finance group at Mission Capital

Advisors in New York, is seeing plenty of

activity, His firm closed a $345-million condo
constriction loan at the end of the year with
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a German bank and a 327-million hotel bal-
ance sheet loan with a French bank.

“In general, Evropean lenders are still
very tight but the smart money is lending
again o grow their balance sheets, reduce
substandard asset ratios and work woward
profitability,” Ray says. “Asian capital has
increased is presence but only for wp ter
assels in gateway markets,”

Ray Cirg, CEO and Chairman at Tntegra
Realty Resources in Miami, savs he contine
s o see interest from his foveign clienis,
primarily for equity and investments—an,
mare recently, for debi,

“Instinutional Canadian investors have
maintained their appetite for retail and
olfice properties and more recentdly, mli-
Family projecis,” Cirz sayvs, “They are con-
vinced that conditions in the US are Bwvor-
ahle both politically and cconomically.
European, Japanese and Australian investors
still favor New York, Boston, Chicago, San
Francisco and Los Angeles. However,
Washington, D has been put on the watch
list as a decrease in government spencding
and potential overbuilding in the multifam-
ily sector are new concerms.”

As Mission Capital's Ray sees it the world
pravitates to US real estate because our lend-
ing, contractual, legal and workout infra-
stricture is the Best in the world for lenders
and investors, He predicis this continuous
interest in US investments will hold rages
down for the foreseeable Tuture, driving
even more global invesiment from around
the world., “People sometimes incorrectly
believe that the Fed's quantitative easing is
what keeps rates so low,” he says. “It's acmally
in large part due to foreign investment in
the US, fixed-income products, treasuries,
real estate and the like,”

Clobal capital may be explonng the US,
but the overall deal flow has dipped dra-
matically. According toa March 2013 repont
from McKinsey & Co., cross-horder capital
flows have collapsed, falling from $11.8 trl-
lnesny i 2007 ter an estimated 546 willion in
20012, Western Europe accounts for some
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70% of this drop, as the continent’s finan-
cial imtegration has gone mto reverse, the
firm reports.

How does that impact the US: Brodwin
savs foreign equity woday wanis much more
sy in what is bought, how deals are struc-
tred, and how fees and promotes get paicd.
Hex FEHOrLs some foreigm |;1'||_Ii|_!. TERLOrs ane
making deals with emerging managers

where they fund stan-ups and get a piece of

the platdorm in exchange for coming in
early and big—a new variation on “most
favored nanon” staius,

“The problem with foreign money is it
tends towant the cliss A propertics in cliss A
neighborhoods. The price is very high and it
is difficult 1o make the numbers work,”™
Brodwin swys. “Foreign money wants proper-
ties that provide hiquidity. They want o be
able wo exit when they want o exit.”

Of conrse, that’s not alwavs possible, espe-
clally in non-gateway markets, That's why
there's more effort w educate capital sources
about secondary markes, Ray's firm was

recently involved in a "bus tour” of

Williamsburg, Brooklyn sponsored by an
association of financial and real estate jour
nalists from Germany, The goal was 1o edu-
cate German Tund investors about the
growth in New York's ouer boroughs,

Challenges are one thing, The unknown
is quite another, Consider the following sce-
naries: Are North and South korea going 1o
siart dropping nukes on each other? Is Iran
going to dismantle its nuclear plant or will
the US goin to dismantle itz What about the
fiscal cliffs? The European debt crisis? War
in the Middle East? The what-ifs are many,
baut US and Evropean financial isswes are at
the top of the heap.

“We need to get our national debt
under control. We can’t continue to spend
more than we make yvear after year, and to
the extent we are spending,” Brodwin
savs. “This will have a long<term negative
effect on our economy, slow real growth
and put downward pressure on rents and
oCcupancies,”

Ray sees Europe as the X factor, From his
perspecive, once European linancial inst-
Luitions commil o selling substandard cred-
its and lending at a grassroots level, the
region s recovery will accelerate, “You can-
not sell loans for high prices in markets
where no lenders exise It's a Cawch-22," he
savs, “The US recovery is three o four vears
ahead of Europe. The good news is that
once Europe recovers, this rising tide will
raise all boats globally.”

In a word, the outlook for 2003 and 20014
is bright. Although the Foreign Invesument
in Real Property Tax Act remains a chal-
lenge, all signs point o continned healthy
investment from forcign buvers into US
commercial real estate. RCA'S Fasulo pre-
dicts double digit increses i ranswcion
activity and solid propery value increases,
especially in secondary markets amd fon
choice transitional assets.

Dwindling distressed assets are one reas
son for the bright outlook. RCA reporns
that 58% of the 353594 billion of morggages
that have Gallen imto irouble since the 20817
I}I.'ql.k have mow been resolved, Another
S165 hillion sull needs w be worked out,
Brodwin savs prices have already risen
enough o make working oul matmring
debt feasible, Although it will require fresh
equity, he is betting the equity will be there
to get the deals done, Meanwhile, artifi-
cially low interest rates are preventing new
bankrupicies and are giving the market a
respite while real estate companies rebal-
ance their balance sheets.

“Many propertics are still overleveraged
but not as much as they were a couple of
vears ago. Things are not nearly as under
water as they were, There has been very lit-
tle panic in the commercial real estate
markets,” Brodwin savs. “The spread
bemween the properties’ value and the del
has narrowed 1o a point where deals can be
done, Owners are raising [resh capital and
using it o renegotiate debn” #
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