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construction in virtually every market in
the U.S.,” according to Bach. There are
three such projects under way in Grand
Rapids, Mich., “which is a mid-sized mar-
ket that gets hit with lake-effect snow all
winter long.”

Cross-border investment into U.S.
commercial real estate, which Bach says
constitutes just 5 percent of the current
market, makes more sense than ever for
some countries, according to lenders. “Our
dollar is so weak, they’re buying these
properties at 30 percent discount and are
more than happy to buy into America at
these prices,” said Goldman’s Shurgin.

As for Canada, brisk retail sales have
heightened the demand for retail prop-
erties in a market that is expected to
stay healthy, according to a report this
year from ING Real Estate. Edmonton
and Calgary will see some of the
strongest sales growth through 2009.
Moreover, rent-growth projections in
Canada remain strong, particularly for
grocery-anchored centers, says ING.
Canada’s few heavily populated areas
limit volume-investment opportunities,
says investment banker John Levy, the
principal of New York City–based John
B. Levy & Co.

Mexico, on the other hand, remains
undersupplied, with an expanding middle
class driving demand, according to ING.
But Mexico is also being targeted for capi-
tal investment with renewed zeal because
of improvements in real estate trans-
parency and financial fundamentals, notes
Levy.

In general, retail spending in North
America will probably continue to be
buoyed for years by low interest rates, mi-
gration patterns and other favorable de-
mographics, ING says. In the U.S. supply
and demand will probably remain in rela-
tive balance over the same period, with

the top performers setting up shop around
Chicago; Las Vegas; Los Angeles; San
Jose, Calif.; Seattle; Washington, D.C.;
and south Florida.

Whether the merry-go-round of ready
capital will halt soon has been an increas-
ing subject of industry conjecture, says
Levy, adding that the equation of $5 for
every dollar in deals “may be a gross un-
derestimate.” He said, “Anybody in this
business who is not at least a little con-
cerned [about the frothy market] is proba-
bly kidding you.”

“Everyone is looking for value-add, and
the development pipeline is expanding,”
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LaSalle report. Despite some forecasts of
a cooling global economy, growth will
probably continue to support demand for
retail and other commercial real estate
through at least the next year or so, ob-
servers say.

Read on as SCT takes a look at a vi-
brant retail capital picture, focusing on the
galloping markets of Asia, Europe and
North America.

The view from North America
Is the froth finally overflowing the sea

of capital inundating North American
commercial real estate? It is too early to
say, but lenders ponder the question as
they proffer phenomenal amounts of capi-
tal to retail investors in North America,
where at least $5 of investment chases
each dollar of quality product, according
to capital markets experts.

Retail real estate remains in high sea-
son, sustained by escalating interest
from investors seeking hard assets and
predictable cash flows. “Pension funds,
hedge funds and high-net-worth in-
vestors have all meaningfully increased
their allocations to [retail] real estate eq-
uity,” said Simon Ziff, president of New
York City–based Ackman-Ziff Real Es-
tate Group, an intermediary and capital
advisory firm. “And as far as asset
classes, I believe retail is as hot as any.”

But even if South America were added
to the equation, last year’s commercial real
estate investment volume ($283 billion)
in the Americas falls short of red-hot Eu-
rope, though it rose a brawny 31 percent
from 2005.

This is not to say that U.S. lending cof-
fers are gathering cobwebs. Investment
markets in the U.S., which boasts an eye-
opening 96 percent of the region’s transac-
tions by value and 40 percent of its global
investment, lead the way.

Several factors lie behind the current
whirlwind environment. Premium pricing
has transformed many long-time retail
property holders into sellers. And since
2000 Treasury and interest rates and
spreads have tightened while Wall Street
has adopted new valuation technologies
in response, says James Koury, Jones Lang
LaSalle’s national director of retail sales.
The net effects are debt and equity prod-
ucts that make portfolio managers more
comfortable with larger retail allocations.
“Retail, which may have been 10 percent
of a portfolio, is now 20 percent or even 30
percent of a portfolio in many cases,”

Koury said.
Though cap rates have plunged and

shopping center prices are rising, develop-
ers still get returns of between 6 percent
and 7 percent on select high-end proper-
ties, says Michael Higgins, managing di-
rector of the New York City office of
CIBC World Markets. “And most of this
new retail has been very well accepted in
the marketplace,” said Higgins. CIBC is
providing $300 million in financing for a
renovation and expansion of Orlando,
Fla.’s Prime Factory Outlet this year, in-
cluding the city’s first Neiman Marcus Last
Call store.

Despite intense competition, retail
funds continue to spring up. One such fund
that Goldman Sachs and the Los Ange-
les–based Festival Cos. launched in Janu-
ary will invest up to $800 million in U.S.
retail over the next three years, mostly in
the range of $20 million to $50 million,
says Mark Shurgin, the fund’s manager.
“That’s our sweet spot,” Shurgin said.
“We’d love to buy in the $100 million
range, but there’s too much competition.
We just bid on one and finished fifth.”
Among the fund’s purchases are the $22
million Garin Ranch Retail Center, in
Brentwood, Calif., and the $40 million
Gucci Building, on Rodeo Drive in Bev-
erly Hills, Calif.

Troubles in the housing market re-
main an industry concern (page 36).
Large real estate portfolios have been
routinely financing deals with debt prod-
ucts, leading to worries that the same
leverage that has fueled profits for so
long could also jeopardize future returns.
But Robert Bach, senior vice president of
research and client services at Grubb &
Ellis, says a firewall (albeit a slightly
weakened one) remains between com-
mercial real estate and housing. “When
the stock market dipped this spring due
to the subprime debacle, there was talk
that this was the beginning of a broad
repricing of risk,” he said. “That seems to
have been a head fake. Had it been the
real thing … capital markets would have
tightened.”

Though underwriting standards remain
high in the retail lending environment,
returns are getting skinny, says Charles
Singletary, a partner at Austin,
Texas–based Torreón Capital, which has a
stake in the planned $850 million Rayzor
Ranch, a retail-urban village in Denton,
Texas, near Dallas.

There are other cautions. “I believe

there’s still too much money changing
hands for too little product,” said retail
development consultant Ian Thomas,
chairman of Vancouver, British Colum-
bia–based Thomas Consultants. “What
some vendors are doing is grouping the
good, bad and ugly in selling off portfo-
lios. While that’s a good way to get rid of
problem centers, it’s not the best way to
acquire good ones. The product still has
to have sound fundamentals.”

But the current high-volume invest-
ment climate is a far cry from the inflated
1980s, Thomas says, because lending stan-
dards are higher, and there is nothing re-

sembling a savings-and-loan-type explo-
sion on the horizon. “The industry is still
doing something right,” Thomas said.
“The yardstick to all this is cap rates,
which continue to trend down. A few
years ago, to say U.S. centers would sell for
under 5 percent cap rates was preposter-
ous. Now we’re even seeing some at 4.5
percent, pretty much what Europe and
Japan have had for years.”

Retail demand spans a broad spectrum,
led by that perennial favorite, the grocery-
anchored neighborhood center, followed
by open-air power centers and lifestyle
centers, “one or more of which are under
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Low - 86.4%

1 US
2 Japan
3 UK
4 Germany
5 France
6 Canada
7 Italy
8 Australia
9 Spain

10 Netherlands
11 Switzerland
12 Belgium
13 Sweden
14 Norway
15 Hong Kong
16 Ireland
17 Singapore
18 Finland
19 Austria
20 Portugal
21 Denmark
22 New Zealand

Medium - 4%

23 South Korea
24 Mexico
25 Taiwan
26 Greece
27 South Africa
28 Poland
29 Malaysia
30 Czech Republic
31 Hungary
32 Slovakia
33 Slovenia

High - 9.6%

34 China
35 Brazil
36 Russia
37 India
38 Turkey
39 Thailand
40 Indonesia
41 Argentina
42 Chile
43 Venezuela
44 Romania
45 Colombia
46 Peru
47 Vietnam
48 Philippines Each country’s positioning in its risk category also reflects the size of its institutional real estate market.


