AIRE Panelists: Investment at a Standstill

Jeff Devine, an industrial investment specialist with Colliers Bennett & Kahnweiler, characterized the current industrial investment market by saying, “Money is the gas of real estate, and we are running on fumes.”


In his introduction to a panel of financial and investment experts at the April 2009 Association of Industrial Real Estate Brokers’ luncheon program, Devine said that as a result of the CMBS market virtually disappearing in 2008 and early 2009, and the fact landlords and sellers are “re-inventing” themselves, few transactions are getting done right now.


With few data points to establish pricing levels, Devine said, “It’s like trying to do battle in the fog.”


Other participants in AIRE’s regular April meeting were Timothy Walsh, Director, Industrial Funds, Wrightwood Capital; Mark Saturno, Managing Director,  Central Region, AMB; and Jim Clewlow, Chief Investment Officer, CenterPoint Properties.


While the constriction of the capital markets last September has brought the investment market to a standstill, all three panelists agreed that the market would be back, pointing to the overall stature and position of the Chicago marketplace as a primary reason. 


“I am a big believer in Chicago,” Clewlow said. “It is the epicenter of transportation. Everything comes to and through Chicago.”


Saturno pointed out that no other market has seen the rent reductions seen in Chicago, but added that the value play in Chicago is “huge”.


Walsh pointed to Chicago’s manufacturing base as being very important to the market.


“The manufacturing base is enormous,” he said. “Five trillion of the 13 trillion GDP dollar is manufacturing. Chicago’s (manufacturing base) may be shrinking, but it is still there. The next five years will be the best five years.”


The general tenor of the meeting, while acknowledging the current state of the market, also looked to the future prospects with the three representatives who constitute significant buying power all agreeing that there is money on the sideline, anxiously awaiting a breakthrough in conditions.


In describing the position of Wrightwood Capital, a company that is constantly raising money to meet the needs of investors, Walsh said, “We are waiting to see when the climate is favorable.”


Devine noted this is “a tremendous lending environment with a risk profile that is unlimited. Capital,” he added, “is lining up on the debt side. Equity is on the sidelines.”


But Walsh still cautioned that cash flows are too uncertain right now. “No one knows where rents are going,” he said. “When they do, it (activity) will happen.”


In further assessing the market, Saturno said, “Before equity comes back, people need to know where the bottom is . From an operational standpoint, people need a more solid ground.”


Clewlow summarized his take on the market by saying, “It is no longer about buying and flipping.” 


He added that when there is uncertainty, people would stagnate.


“If we don’t know where user demand is, it is hard to find price. Equity will always follow debt,” Clewlow added. “There is a lot of flutter in the system and it will take time to bring it in.”


Devine added, “There are no bad risks, just bad premiums. Any building can be a good buy at the right price.”


In answering the question whether the market is a U, a V or a W, Saturno’s choice was a U. He noted that while there is concern in commercial real estate about the CMBS market, the industrial market traditionally is less impacted. 


“The industrial sector is only four percent of the CMBS market,” he said. He pointed out that it also has the lowest default rate.


Clewlow answered by saying, “I live in a cap rate-world. Growth will not come from cap-rate compression. It all comes down to rent growth.”


Walsh called Devine’s U, V or W question “the billion dollar question” and said the market needs rent stability to recover.  That will encourage banks to lend money and breathe life into the market.


All of this is starting to happen with TALF and other market activity. 


“The market is functioning at a base level. We are seeing tenants come out of their foxholes,” Walsh said. “There will be a CMBS market…. It will be different with a new set of rules.”

