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Despite recent market unrest, by and large
private-equity professionals continue to view
commercial real estate (CRE) as a viable asset
class. On a five-year basis, returns top the
S&P 500 by an estimated 35.8%, and many
observers see a more stable climate for real
estate just around the corner. As such, the
reliable income streams and inflationary hedge
provided by optimally located properties

will likely continue to generate significant
interest among pension funds and other large
institutional investors who are seeking higher-
returning strategies in a perpetually stingy
interest-rate environment.

While further erosion of real-estate valuations
through year’s end cannot be discounted,
those polled in a recent Ernst & Young
survey believe that a “generational buying
opportunity” is in order. Figures from CoStar
Group, a provider of commercial real-estate
intelligence, seem to support this notion;
after shedding nearly $100 million in holdings
during 2009, managers increased their real-
estate allotment by nearly $300 million
through the first part of 2010.

Despite these generally positive signs, in

all likelihood private-equity professionals
will have to work much harder to keep the
ship on course. According to London-based
research group Preqin, lower transactional
volume has kept distributions to a minimum,
and, consequently, capital commitments to
new funds have remained extraordinarily
weak. Also, unlike the boom years of 2007-
8, investors are reluctant to support any
strategies they perceive as unstable or illiquid.

This in turn has had a direct impact on private-
equity fundraising; during the second quarter
of 2010, 20 private equity real estate funds
combined to raise an aggregate $7.3bn, the
lowest quarterly fundraising total since the
third quarter of 2004, according to Preqin.

Total capital raised throughout all of 2009 was
less than one-third of levels achieved during
2008, reported Preqin.

Still, three-quarters of institutional investors
report being bullish on real estate in the
coming year, with the strongest push for
fund commitments coming from North
American investors. Accordingly, Ernst &
Young's “Market Outlook: Trends in the Real
Estate Private Equity Industry 2010"” survey
found that nearly 87 percent of U.S. private-
equity managers believe that the availability
of debt and equity capital will increase as
2010 comes to a close. Even the potential
for continued market weakness presents a
significant buying opportunity for distressed
real-estate investors, notes asset management
firm Neuberger Berman in its 2010 Private
Equity Outlook. “Lower valuations in the
U.S. commercial real estate sector are likely
to continue to make debt refinancing more
difficult... and distressed investing for that
asset class more robust.”

Hence, the time is ripe for managers to shore
up internal mechanisms in order to better
serve their investor clients, particularly as
interest in CRE continues to gain momentum.
Commenting in Financier Worldwide, Stephen
Renna, president of the National Association
of Real Estate Investment Managers
(NAREIM), suggested that managers consider
several key areas, including maximizing the
value of their existing legacy portfolios, and,
perhaps most importantly, developing a sound
investor-relations model. Fund performance
and relationship management go hand-in-
hand, argues Renna, who calls the managing
and cultivating of investor relations “an
investment in the future.”

Given the pronounced swing in market
psychology, strengthening the informational
pipeline is, for all intents and purposes, a
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