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When we wrote our last update in September 2009 it seemed that economic indicators had 
calmed down. In Q4 2009 and the first weeks of 2010 equity markets rebounded and markets 
took a more positive stance. Too positive in our view as there is a lot of unsettled business. 
Country risks seem to be the biggest issue at the moment, diverting attention from company 
issues. 

Companies that rely heavily on capital value 

growth instead of instant cash flow in their 

day to day business are readjusting their busi-

ness models. This ranges from private equity 

to the financial industry, which includes real 

estate investment firms. The major issues we 

are currently seeing are country-related debt is-

sues. McKinsey shed some light on this topic by 

stating that the highest debt ratio in ‘recorded’ 

history was the UK’s debt of 286% of GDP right 

after WWII. Today, more than half of the rich 

western countries have a national debt of over 

300% of GDP. The garlic belt (countries like 

Greece, Portugal, Spain and Italy) in particular 

has budget issues but parts of central Europe 

are also facing difficulties (Hungary, the Baltic 

countries and Rumania). This has substantially 

weakened the euro against the US dollar.

What does this imply going 
forward?
On page 7 of this edition of Property in 

Perspective we shed some light on demographic 

changes that will take place in Europe over the 

coming 10 to 15 years. These trends will have 

deep-seated effects on all aspects of European 

life, including pensions, housing, transport, 

etc. The conclusion is that southern Europe 

(Greece, Portugal, Spain and Italy) and Eastern 

Europe (Hungary, the Baltic countries, Lithuania 

and Rumania) especially will face demographic 

issues in the future due to low birth rates and 

migration to western Europe. Countries with a 

relatively bright demographic outlook are the 

UK, the Netherlands, France and Finland. If these 

conclusions on demographics are combined 

with the budget deficits that southern and/or 

eastern European countries already have at the 

moment, it will become quite a challenge to re-

duce future budget deficits with declining future 

generations. There are parts of Europe that ac-

tually have relatively strong budgets as well as 

strong demographics: Germany, France, parts of 

Scandinavia and the Netherlands. 

It is interesting to note that the current European 

budget issues seem to have diverted attention 

from the US, which does not mean that the prob-

lems in the US are solved. 

McKinsey issued an interesting report in 

December 2009 (McKinsey Global Institute: 

‘Debt and deleveraging: The global credit bub-

ble and its economic consequences’) on historic 

patterns in deleveraging. The main conclusions 

are not surprising but still interesting:

Countries in which deleveraging will be the ••

biggest issue in the years to come are: house-

holds in the US, UK, Spain and to a lesser ex-

tent Canada and South Korea. 

On real estate level, deleveraging will be the ••

biggest issue in the US, UK and Spain.

All in all, corporate and financial deleveraging 

will be the biggest issue in Spain in the years 

to come.

 

A historical analysis by McKinsey shows that:

Remain cautious but be prepared for opportunities
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Historically, the process of deleveraging started ••

two years after the start of a crisis, with the 

process lasting 6 to 7 years from the moment 

a crisis started.

Economic output declined, almost without ex-••

ception, in the 2 to 3 years after the start of the 

deleveraging process. One striking outcome 

was that countries that defaulted on their debt 

or managed their way out through inflation (or 

depreciation of their currency) ended up in a 

deeper recession but eventually generated 

higher output growth. This might prove to be 

the way out that the US is going to choose. 

This is the first time in history that half of the ••

rich western countries have a national debt of 

over 300% of GDP and many countries are fac-

ing high debt burdens at the same time. This 

makes it less easy to ‘export’ debt issues away 

by increasing exports as ‘everyone is facing 

the same problem’. 

Research has shown that in cases where gov-••

ernments applied an anti-cyclical or Keynesian 

budget policy, this only delayed the delever-

aging problem for the entire economy. The 

impact of this is that once the private sector 

has completed its deleveraging process, the 

public sector will then need to start delaying 

economic growth again. 

How does this influence real 
estate investors?
The future scenario of an ageing population im-

plies that, one by one, most pension plans will 

become net payers of pensions, whereas these 

pension plans had been net receivers of pen-

sion contributions in the past. This is reducing 

the maturity of pension funds’ liabilities, which 

will lead to their requiring higher cash returns 

on their investments in order to match their li-

abilities. As a result, most institutional investors 

have made the shift away from value add (in-

creased risk profile) and opportunistic (high risk 

profile) real estate funds towards core invest-

ments. The latest INREV investment intentions 

2010 survey is interesting in this sense. 

Some 68% of end investors like pension funds 

currently prefer core funds, compared to 36% at 

the start of 2009. The same goes for manag-

ers of institutional real estate funds as well as 

for managers of funds of funds. The tendency 

towards leverage has made a dramatic shift as 

well. Funds with Loan-To-Value ratios of 70% or 

higher had become normal in the vintage years 

2005, 2006 and 2007. These days most institu-

tional investors limit their gearing at fund level 

to 30 - 35% or even lower. The other striking 

element from this study is the renewed interest 

in single sector/single country funds (see graph 

2). Investors showed a preference for this type 

of fund in 23% of cases in 2009, a percentage 

which jumped to 76% in 2010. 

Graph 1: institutional investors go for core investments

Source: INREV Investment Intentions Survey 2010

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

55%

60%

65%

70%

75%

80%

OpportunityValue AddedCore

20092010 
Fund Managers

20092010 
Fund of 

Fund Managers

20092010 
Investors

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

55%

60%

65%

70%

75%

80%

85%

90%

95%
Culturally similar investorsSingle sectorSingle country

20092010 
Fund Managers

20092010 
Fund of 

Fund Managers

20092010 
Investors

Graph 2: Institutional investor preferences

Source: INREV Investment Intentions Survey 2010
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What is your view on what happened in the 

Dutch real estate fraud?

After the fraud in the Dutch construction indus-

try in the years up to 2000, the reputation of the 

Dutch real estate sector was dealt another blow 

in 2008. The construction fraud in 2000 related 

to violations of anti-trust legislation between 

different suppliers and contractors in the con-

struction industry. The real estate fraud is differ-

ent in the sense that institutional investors like 

Philips’ pension fund and Bouwfonds were in-

volved, in the magnitude of the fraud and in the 

fact that pensioners’ money is involved. There 

had been rumours in the market for years, but 

it took time before the fraud became apparent. 

The main suspects have not received their ver-

dict yet, but two suspects have been sentenced 

already.  

What are your main conclusions with regard 

to the Dutch real estate sector on how to 

prevent this from happening again in the 

future?

I have done some research together with 

Professor Jeurissen on the topic of integrity in 

the real estate sector by interviewing some 500 

real estate professionals. The preliminary re-

sults show that real estate professionals clearly 

prefer to take their own sense of responsibility 

as their guideline, which implies that the values 

of these professionals and their environment 

become a major factor. This means that real 

estate professionals think that the responsibil-

ity for upholding integrity primarily rests with 

themselves as individuals, with their industry, 

and with their company. Less is expected from 

supervision and criminal investigation. Political 

pressure is regarded as the least pressure on 

integrity at all. Most interestingly, hardly any-

one seems to be prepared to improve the policy 

of their organisations with respect to integrity, 

and legislation does not provide much of an an-

swer either. I believe that the change in men-

tality needs to come from the industry itself as 

it offers the best intrinsic motivation for a real 

change: noblesse oblige. 

Which kinds of organisations or firms might 

be most sensitive to the fraud that has taken 

place? 

Generally speaking, companies in which com-

pany management and (therefore) personnel 

do not regard integrity as a major issue and in 

which internal compliance is not monitored or 

managed either. A couple of examples: (i) com-

panies in which decision-makers have an un-

limited mandate to execute transactions them-

selves, (ii) companies in which the four-eyes 

principle is not used, (iii) companies in which 

there are no guidelines with regard to the nego-

tiation process for acquisitions; (iv) companies 

that do not monitor acquisitions and disposals 

and where no regular audit is being done on in-

tegrity, (v) companies that lack a structured ap-

proach to risks and vulnerability when it comes 

to integrity, (vi) companies that do not screen 

their business partners.

What would be your recommendations to 

real estate investment companies in order 

to prevent fraud taking place in their or-

ganisation?

Obviously, internal auditing should be in place. 

The most important recommendations are that 

leaders in the real estate industry should: (i) 

not only prepare theoretical codes of conduct 

for sections and professions that lay down what 

is expected, but should also (ii) educate their 

staff/people thoroughly, have them participate 

in training and dilemma exercises, show role 

model behaviour themselves while making sure 

that their employees conform to it, and coach 

and support their employees in practice. (iii) 

Leaders of organisations should follow this 

path throughout their entire career. Leaders of 

organisations as well as the trade associations 

Tom Berkhout is Professor of Real Estate at Nyenrode Business University, Director of the 
Nyenrode Real Estate Center (NYREC) and Chairman of the Competence Center Real Estate 
of the Dutch Tax Authorities.

Integrity in the real estate sector: interview with  
Tom Berkhout (Professor of Real Estate at Nyenrode 
Business University)
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Tom Berkhout

should advocate installing comprehensive and 

continuous concern for integrity, which should 

be more than an innate trait or something that 

‘you just have or do not have in your DNA’. 

Integrity should be regarded as one of the most 

important characteristics of a real estate profes-

sional as it involves the ability to manage in a 

professional manner all the responsibilities that 

their position involves, including monitoring the 

rights and interests of other parties involved in 

the sector or a specific transaction. Moreover, 

it should be appreciated within organisations 

that besides the integrity of individuals in the 

organisations, the integrity of colleagues, asso-

ciates, business relations, clients, and other re-

lationships should be protected and nourished. 

‘Paper’ codes of conduct that are not supported 

throughout the organisation, and that paint a 

better picture of things than they are in real-

ity, will not help. The best results will be ob-

tained by organisations that have a wide range 

of integrity enhancing measures and provisions 

in place: a code of conduct, a trusted contact 

person or compliance officer, training opportu-

nities, an ethics committee, etc.”

Do you believe that market regulators like 

the AFM are able to prevent this from hap-

pening again in the future? What do you 

believe Dutch regulators might consider do-

ing based on this particular case in order to 

prevent this from happening again?

External supervisors will always have a role to 

play. The effectiveness of supervision will in-

crease when this is done in close collaboration 

with the sector. These partners in supervision 

will have to focus more and more on prevention 

instead of time consuming and detailed repres-

sive supervision. 

Do you believe that wealthy families look-

ing to invest in real estate will change their 

attitude and start structuring how they in-

vest in real estate forwarding the future 

and why? 

With the right control mechanisms and aware-

ness, it is possible to make it more difficult 

for people with the wrong intentions to act. 

Commercial real estate markets are not trans-

parent (detailed information is usually unavail-

able) or heterogeneous by nature. There is no 

transparent pricing mechanism as there is for 

bonds or equities. Personal contacts, formal and 

informal networks are indispensible in order 

to obtain valuable information and to have the 

edge in knowledge. Real estate investing is and 

will remain a people business and integrity is 

and will remain an issue for real estate inves-

tors now and in the future. In that sense, there 

is nothing new.
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Population decline will affect pensions, hous-

ing and transport There are currently 21 births 

per thousand every year in the world, in the US 

there are 14, in Europe there are 10. Increasing 

this number in Europe from 10 to 11 would sta-

bilise the population in Europe, but it would not 

offset the decline in Europe’s working popula-

tion. The magic figure for demographers is 2.1 

births per couple (2.05 in the US but immigra-

tion is high and fertility rates among US immi-

grants are raising the US average). The last time 

that fertility in Europe was above replacement 

level was in the mid-1960s. This implies that 

the population in most European countries will 

start or is already declining. Today, emigration 

and sub-replacement fertility rates are the prin-

cipal issues related to any regional population 

decline. A number of nations are experiencing 

population decline, stretching from Northern 

Asia (Japan) to Eastern Europe through Russia in-

cluding Kazakhstan, Ukraine, Belarus, Moldova, 

Estonia, Latvia, Lithuania, Bulgaria, Georgia, 

Armenia, Bosnia, Croatia, Slovenia, Hungary, 

and now Italy. Countries rapidly approaching 

population decline (but currently still growing, 

albeit slowly) include Greece, Spain, Denmark, 

Finland and Austria. Recent studies show that 

for each decade from now on, if fertility stays 

at its present level, there will be a further fall in 

the EU population of 30-40 million people from 

its current level of around 500 million people, 

according to the European Ideas Network. (The 

US is expected to show an increase in popula-

tion from 308 million at present to 439 million 

in 2050). One might expect that in Europe fertil-

ity rates would be highest in the Catholic south. 

But intriguingly, the opposite is the case. The 

south has a more rapidly falling population than 

the Protestant north. The strong traditions, not 

just in Catholic Spain and Italy but in Orthodox 

Greece too, are not boosting the fertility rate as 

many might suppose. These trends will have 

deep-seated effects on all aspects of European 

life, including pensions (pension funds will be-

come net payers instead of receivers of money, 

which will change their investment profile), 

housing (more urban senior citizens), transport 

(more or less congestion, depending on where 

you look), etc. The conclusions on demographic 

changes in southern Europe are especially strik-

ing if one takes into account that the majority 

of the current government budget issues are at 

their most alarming in southern Europe as well.

Populations are moving from East to West Many 

projections have been made about how popu-

lation might change in an EU with expanding 

borders. The practical outcome is that much 

of Eastern Europe is losing and has lost popu-

lation due to migration to Western Europe. 

Many nations in Western Europe (and the EU as 

a whole) would have declining populations to-

day if it were not for international immigration. 

The total population of the continent of Europe 

(including Russia and other non-EU countries) 

peaked around the year 2000 and is currently 

declining.

Household size is declining The number of 

households is increasing, whereas the average 

number of people per household is declining. 

Currently, the European household contains 2.5 

people, compared to 4.15 in 1915. This number 

is expected to decrease further as the number 

of one-person households increases from 30% in 

2000 to 36% by 2015. While Europe’s population 

increased by 5% between 1980 and 1995, the 

same period saw the number of households in-

crease by 19%. Smaller households have a higher 

consumption per capita than large ones. Most 

European countries saw average household size 

drop, although it remained constant in Iceland, 

Luxembourg, Sweden, and the United Kingdom 

in the above-mentioned period. However, the 

Demographic changes in Europe  
What can be expected and the impact on real estate

This column is the first of two articles that IBUS will publish on demographic changes. The 
reason for the article is that demographic changes will be one of the major indicators of 
future economic development and thus future demand for real estate. This first column is 
on Europe and elaborates on the challenges that Europe has ahead of it, whereas the next 
column will be on the US. Let’s start by stating the facts and conclude that changing demo-
graphics do not necessarily pose a threat but are an opportunity as well:
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Baby

average size of dwellings did not decrease in 

tandem, growing from 83 to 87 square meters 

(+5%) between 1985 and 1997. This implies that 

the increase in the number of households (+19%) 

in combination with the increase in the average 

size of dwellings (+5%) have had a positive im-

pact on total demand for residential space. The 

implication is that an increasing demand for 

housing is still possible, even when population 

starts declining, backed by a larger number of 

small households. However, the type of housing 

in demand will change dramatically because of 

the different needs of their inhabitants. 

The rise of the Ruppie (or Retired Urban 

Professional) The population aged 60 and over is 

increasing. In 1955, there were 12 people aged 

over 65 for every 100 aged under 20. By 1995, 

the old/young ratio was 16/100; by 2025 it will 

be 31/100. Average life expectancy at birth in 

Europe in 1955 was just 48 years; in 1995 it 

was 65 years; in 2025 it will reach 73 years. 

The coming 10 years will show the rise of the 

Retired Urban Professional or Ruppie. Ruppies 

are retired baby boomers, who have spent their 

careers working in urban areas and want to stay 

in these urban areas once they retire. They want 

to enjoy all the city has to offer like theatre, 

the opera, restaurants, shopping and friends. 

Now that the age of 65 is no longer considered 

old due to longer life expectancy and improv-

ing healthcare, Ruppies will be major economic 

drivers for urban areas as they are wealthy and 

have time to spend their money. Their housing 

needs are different from what is being offered 

now, which presents an opportunity.

Urbanisation There is a global trend of people 

living in urban areas. In 1955, 68% of the global 

population lived in rural areas and 32% in urban 

areas. In 1995 the ratio was 55% rural and 45% 

urban (81% in urban areas in the US!); by 2025 

it will be 41% rural and 59% urban. Urban areas/

cities will face population growth, whereas ru-

ral areas will face population decline. Local ex-

amples like the ones everyone knows in former 

East Germany, where people are leaving the 

countryside in vast numbers, will become more 

apparent in other parts of Europe as well. On the 

other hand, high density and the need for bet-

ter and additional infrastructure will increase in 

urban areas as people move there.

What are the implications for 
real estate?
Think global, act local Despite the fact that glo-

balisation will retain its pace from this point 

on, local demographic differences will become 

greater, implying that local knowledge of the lo-

cal real estate market and economy is and will 

remain key. 

Redevelopment of existing real estate versus 

new development Green/brown field develop-

ment areas in Europe will decline. Instead, inner 

city redevelopment of existing real estate will 

become a more important topic for real estate 

owners and developers. Adding value to exist-

ing real estate and rejuvenating existing real es-

tate based on new requirements will become the 

challenge for many real estate owners.

Tailor-made development Due to the fact that 

certain areas will face a declining population, 

developers will need to readjust in the sense 

that it will no longer be possible to develop a 

‘one size fits all’ type of real estate, especially in 

areas facing declining population. For example, 

in the residential market, property development 

needs to become more tailor-made based on the 

needs of end users. We expect that large green 

field residential development sites will become 

things of the past. The question then arises of 

whether that will lead to a different role for de-

velopers from this point on as they pursue more 

of a ‘develop on demand’ structure for existing 

real estate than a ‘develop and demand will be 

there’ structure, especially in areas facing popu-

lation declines. Individual projects will probably 

be smaller in scale than in the past when popu-

lation was not an issue.

Sustainability: marketing gimmick or crucial? We 

believe that green certification for buildings will 

become a commodity in a number of years from 

now and will not have a fundamental impact on 

market or contract rent levels. However, green 

certification might influence the occupancy of 

individual buildings, especially as government-

related tenants will require green certification 

from then on as part of their corporate policy. 

The costs of transforming existing real estate 

into sustainable property is paid for by the 

landlord, which does not necessarily lead to a 

higher sales price at exit. The same goes for a 

developer that develops sustainable real estate 
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at higher costs than in the past. Most likely sell-

ing prices do not make up for the higher costs of 

the developer, so it will likely reduce the devel-

opment margin of the developer. The outcome 

of a recent survey done by INREV was striking 

in this context in that it showed that 90% of in-

stitutional investors in non-listed real estate like 

pension funds and funds of funds think that sus-

tainability is an important aspect for new funds. 

However, the same study shows that in the past 

12 months less than 10% of the same group has 

actually invested in funds that were clearly mar-

keted as sustainable. This could indicate that 

product is still lacking or that investors think 

that other fund characteristics are more impor-

tant than sustainability. 

Graph 3: Total number of households, people per household and population

Source: The European environment agency
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Logistic property

French logistics properties offer investors rela-

tively secure income. Four main characteristics 

of the sector and location support this notion. 

Tenants are typically greatly attached to their 

location. Warehousing is a low-margin business 

so most of these businesses try to be as close 

to their end users as possible in order to ensure 

fast and efficient delivery. Location choices thus 

largely depend on the location of the end users 

and various ways of accessing them. 

Île-de-France (‘IDF’) is one of the most proven 

and established logistics markets in Europe. IDF 

has a population of over 11 million and a to-

tal stock of logistics warehousing space of over 

10 million square metres. The market is one of 

Europe’s largest and most dominant due to its 

central location and excellent infrastructure as 

well as its own large pool of end users. Specialist 

logistic warehousing parks have been around in 

France for over thirty years and are located close 

to major highways, airports, seaports, railways 

and major population centres. 

The larger users are typically highly professional 

businesses with strong credit ratings. The ten-

ants can be divided into two major categories. 

The first consists of the better-known large lo-

gistics companies such as Kühne & Nagel, DHL, 

TNT, Norbert Dentressangle, La Poste, GEODIS, 

etc. who manage the entire logistics chain for 

their customers. These companies are often re-

ferred to as 3PL (Third Party Logistics). They use 

their rented space to supply a diversified pool of 

customers. Their client contracts typically have 

a term of one to three years. Given their depend-

ence on their customers’ needs, these tenants 

prefer a high level of flexibility in their leases 

and thus typically opt for a traditional 3/6/9 

lease contract or even shorter leases for periods 

up to 18 months. The second category of ten-

ants consists of retailers who manage their own 

distribution needs in-house. Some better known 

names in this category are Carrefour, ITM, 

Leclerc, Casino, PPR, Leroy Merlin, Decathlon, 

Lidl, Auchan, Manutan, Saint Gobain, etc. These 

companies choose strategic locations and are 

prone to stay in their location for many years. 

These are the tenants that will typically go for 

a minimum lease term of 6 to 9 years and often 

go for build-to-suit properties in which they will 

invest substantial amounts of money. 

ÎDF is a relatively supply-constrained market. Even 

though the market has seen substantial new con-

struction, obtaining licenses and permits to build 

a new warehouse is very time-consuming and 

complex due to zoning processes. In addition, 

the high dependence of tenants on infrastructure 

and facilities makes development in empty fields 

not only very difficult from a legal point of view 

but also from a business point of view.

At today’s yields, French logistics properties 

offer strong pro forma returns. Compared to 

Dutch logistics properties, for instance, but 

also in Europe as a whole, French yields have 

Most commercial property markets in Europe are currently struggling with oversupply as 
a result of a fall in demand for commercial space. Vacancy and availability in commercial 
buildings are rising and landlords have been forced to lower effective rents. In such an en-
vironment it is unlikely for initial yields to return to their most recent lows anytime soon. 
Some compression of yields is however likely – and is already taking place – as there is still 
substantial capital available for investment in European commercial properties. In such a 
sideways moving market, capital value increases will be limited. Attention is thus directed to 
the more traditional, institutional, investment-grade properties with credit tenants on long-
term leases in established markets. Nonetheless, the amount of capital still available ensures 
that yields on such properties are still very low in most markets. In France, however, prime 
yields of logistics properties have risen substantially from 6.25% at the most recent peak of 
the cycle to 8.3% as little as a few months ago. Current prime yields have come down from 
their recent highs, but are still in the range of 7.7% to 8.0%. In our opinion, the characteris-
tics of French logistics properties make this a highly attractive yield.

French logistics property: High sustainable cash flows 
with limited risks
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risen substantially during the crisis. Yields in the 

Netherlands have moved up from around 6.25% 

to around 7.25% whereas in France yields have 

moved up from approximately 6.25% to approxi-

mately 8.25% (see graph 4).

By their nature, logistics properties have less 

volatile rental levels compared to offices, for in-

stance. In France this is no different. For years, 

rents have hovered around EUR 50 gross per 

square metre per year (see graph 5).

Triple net (NNN) leases mean that tenants pay 

for most of the operating expenses, which en-

sures that net rents are almost equal to gross 

rents during full occupancy. As a result of lim-

ited economic ageing, maintenance costs are 

typically very low. Major investments are not 

usually needed either, as tenants primarily look 

at the location and functionality of a building 

as well as the costs associated with renting a 

building. Although class A properties currently 

account for the bulk of vacant space – due to 

large additions to the inventory of speculative 

space – in the medium term it is the only vi-

able class for a core investment strategy and 

prospects are promising, since take-up is almost 

exclusively taking place in this class. The under-

lying driver of this dynamic is the all-important 

licensing system for logistics properties which 

is causing a gradual move from older properties 

that are not properly licensed to the next gen-

eration of properties which fully comply with 

the new rules. The most recent changes to the 

licensing system in France became effective in 

2002. The changes were primarily about safety 

and surroundings. There are still a large number 

of properties that do not fully comply with the 

new rules. Occupation by current tenants is still 

tolerated, but as tenants move out over time 

these buildings effectively become obsolete as 

administrative bodies will not issue new permits 

to operate these buildings unless work is car-

ried out to bring the property up to date.

IBUS will launch a new fund that will invest in 

French logistics properties. One of the main rea-

sons for choosing to invest in French logistics 

properties is that they allow for substantial di-

versification in terms of tenants, type of buildings 

and remaining lease terms. Another reason is the 

high yield and low maintenance and investment 

requirements which allow for sufficient cash re-

serves to be set aside for leasing costs without 

substantially diluting the attractiveness of the 

high current yield to investors. For the majority of 

its investments, the fund will target class A logis-

tics warehouses in IDF with mostly 6/9 leases that 

will not expire during the first five years, that have 

all the necessary permits in place and that range 

in size from 15,000 to 20,000 square metres. A 

minority of the investments will be aimed at value-

add type industrial and logistics warehouses. We 

anticipate strong releasing upon expiry of leases 

as the movement to newer buildings continues.

Graph 4: Pan-European Yields Logistics Warehouses

Source: Prologis
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Source: CBRE
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US Banks and distressed sales

For the last 6 to 9 months, a lot of discussion and speculation has been going on about if and 
when fire sales of distressed properties will start. The answer to this lies with the banks that 
effectively control most of these deals. For a better insight into what the lending status of 
US Banks is and how this translates to the sale of distressed assets, we interviewed Scott H. 
Park, Managing Director of Columbia National Real Estate Finance, one of the foremost loan 
brokers in Washington, DC. 

What does a loan broker do?

We underwrite, structure, and place mortgage 

loans with investors on behalf of multifamily 

and commercial real estate property owners. 

Investors include Insurance Companies, Banks, 

Government Sponsored Entities (GSEs) such as 

Freddie Mac, Fannie Mae and FHA, Wall Street 

firms, Mortgage REITs, and Private Funds.

How has the general stance of US banks 

with regard to rollover of existing loans 

evolved and what do you expect for the com-

ing months?

In 2008 & 2009 US Banks generally extended 

cash-flowing loans for short periods of time (+/- 

one year) and captured any excess cash flow to 

pay down the principal balance. In the wake of 

the credit crisis and the current recession, many 

banks have already failed and many more will be 

shut down in the coming year(s). There were 25 

bank failures in 2008, 140 in 2009, and 16 so 

far in 2010 (early February), this trend of three 

banks a weekend is expected to continue for the 

foreseeable future. Restructuring or extending 

loans will be nearly impossible with banks that 

have failed, or are facing imminent takeover. The 

same difficulties are occurring with loans that 

have been widely syndicated to a large number 

of banks. Very recently, beginning in the 4th 

quarter of 2009, we have started seeing slightly 

longer extensions of two to three years from the 

banks. Borrowers with cash flowing loans held 

by stable banks continue to be able to rollover 

loans for a two to three-year term. Any rollover 

or restructuring that is not a solid 70% or better 

LTV may require the borrower to bring some-

thing substantial to an extension or restructur-

ing process. This might be personal guarantees, 

mandatory borrower-funded reserves for future 

operating expenses, excess cash flow sweeps to 

go towards principal reduction, cash pay down 

of the loan at the time of extension, or all of the 

above.

Is there a difference between small local 

banks, large US-wide banks and Fannie/

Freddie when it comes to rollovers and their 

requirements?  

The regional, community and large US banks 

have been dealing with increasing portfolios of 

non-performing loans and loan maturity defaults 

for several years now. Marginal loans have been 

shuffled along for six months or one year at a 

time and many believe the banks will begin sell-

ing non-performing loan notes or directly fore-

closing on projects and selling the repossessed 

assets (REOs) more earnestly in 2010. So far, the 

primary seller of distressed debt has been the 

FDIC, who sold 3,500 commercial estate loans 

in 2009 with a book value of over USD 6 bil-

lion. Loans structured as Commercial Mortgage 

Backed Securities (CMBS) are also seeing increas-

ing liquidation: USD 1.3 billion in 2008 and USD 

2.2 billion in 2009; November and December 

alone had USD 840 million of CMBS loan liquida-

tions, indicating a quickly increasing pace. CMBS 

liquidations include discounted note payoffs, 

loan sales, and disposition of REOs. Freddie Mac 

and Fannie Mae multifamily loans are generally 

non-recourse (the lender has no recourse to the 

borrower if the liquidation value of the asset is 

not enough to repay the loan balance) and cur-

rently their 60 day + delinquency/default rates 

are extremely low: 25 basis points and 50 basis 

points respectively. 

What can you tell us about development in 

the number of foreclosures and the geo-

graphical spread?

Land loans, broken condominium projects, 

poorly timed development deals and operation-

ally distressed assets are seeing high foreclos-

ure rates and/or their notes are being auctioned 

or sold.  The number of foreclosures is rising 

and will continue to rise. Construction loans and 

other loans that originated in 2005 - 2007 will 

continue to experience operational defaults (in-

ability to service the debt) and maturity defaults 
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(inability to repay the loan when it is due). It is 

estimated that 50% of the loans that originated 

during this period are presently above 100% LTV. 

Geographically speaking, the regions mostly af-

fected were the Southwest (California, Nevada, 

and Arizona), the Southeast (Florida and Georgia), 

and the Midwest/rust belt (Michigan, Indiana, 

Illinois, & Ohio). The Southeast and Southwest 

had rapid economic growth and price increases 

and were classic pricing bubbles. The problem 

in the Midwest is really a declining employment 

base. This real estate crisis did not emerge as 

an oversupply problem (overbuilding); the ori-

gins were financial in nature. However, in areas 

where unemployment rises above 10% it quickly 

becomes a supply/demand problem for office, 

retail and industrial properties. No area or re-

gion is immune. 

How are the banks handling the foreclosure 

process and what do they do with repos-

sessed assets?

Banks and CMBS lenders generally do not want 

to own properties, those who pursue foreclosure 

are generally doing so to sell the property either 

at foreclosure, or immediately thereafter. This 

has been true so far and I expect it to continue. 

Alternatively, if they choose to sell the note into 

the secondary market, many of the participants 

and active purchasers of these notes are buying 

them at a discount and intend to take control of 

the asset through foreclosure.

Do you see a rising appetite among inves-

tors to buy problematic loans in order to be 

able to gain control over the assets? 

There is absolutely a rising appetite among in-

vestors to buy distressed debt in order to gain 

control over the underlying assets. Many of the 

FDIC loan sales from failed banks have happened 

in large pools. The buyers have been very large 

institutional investors who in some cases are ac-

tually entering into joint ventures with the FDIC 

in the note purchases. The FDIC will provide the 

debt and 50%-60% of the equity. They are stay-

ing in the deals for the upside rather than part-

ing with the assets at today’s fire sale prices. 

There should be opportunities to buy smaller 

pools, or individual loans, from these “bulk 

purchasers” in 2010 and 2011. Special servic-

ers of CMBS loans are disposing of assets (loans 

or REO) on more of an individual asset basis. I 

expect banks, large and small, to increase their 

disposition of non-performing loans, perform-

ing loans and REO as we go forward. There is 

over USD 1 trillion of US commercial real estate 

loan maturities in the 2010 - 2012 time period 

across all lender types.

What do you see in the market as regards 

pricing of regular and distressed real es-

tate?

Prices of investment properties are still suffer-

ing but CAP rates in top markets have stopped 

plummeting for core stable assets; indeed, for 

multifamily properties CAP rates actually seem 

to be increasing again for class A products. The 

problems and stress are mostly related to loan 

maturities: the loans that cannot be paid off un-

der current market conditions. A lot of owners 

are tackling their portfolios using a two-step 

process. First, solve the capital structure prob-

lems (if you can) and survive to deal with the op-

erating problems. Secondly, solve the operating 

problems and exit at reasonably low CAP rates. 

New investors on the other hand are looking 

to take advantage of those who fail in the first 

step (ideal), or in their second step. Of the loans 

sold by FDIC last year (USD 6+ billion) the non-

performing loans sold for 37 cents on the dollar 

and performing loans sold for about 57 cents 

on the dollar. The CMBS loans/REO sold in 2009 

were liquidated at losses near 66%. The publicly 

traded REITs, and private REITs, have been very 

successful in raising cash (debt and equity) in 

the capital markets over the past 9-10 months. 

They are poised to take advantage of ‘best-in-

class’ assets as they become available. 

IBUS has been active in the US since its inception 

in 1993. IBUS is constantly reviewing market 

opportunities in the US market. US apartment 

opportunities are particularly being monitored, 

as this market segment offers an interesting 

combination of cash return, lack of new supply 

and stabilising or slowly recovering market fun-

damentals.
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The IBUS Company is an independent  

group established in 1992 by Onno Husken, 

former Chief Executive Officer of Wereldhave 

N.V. and Kempen & Co. IBUS develops and  

invests in office, retail, residential and 

hotel properties in the United States, 

Europe and Asia. Since inception, 48 real  

estate funds, with a total investment 

consideration in excess of € 1.2 billion, 

have been introduced with private and 

institutional investors. Over the years, 

more than half of these investments 

were successfully sold. IBUS also uses its 

real estate knowledge and experience 

to advise financial institutions, listed 

companies and institutional investors. 

These assignments are directed towards 

portfolio analysis, asset allocation policy, 

investment strategy and second opinions  

on direct and indirect real estate in-

vestments. IBUS is based in offices in 

Amstelveen (The Netherlands), Washington 

DC (United States) and Ho Chi Minh City 

(Vietnam).
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Changes in portfolio 
Washington 2801 15th Street sale

IBUS sold the apartment building 2801 15th Street in Washington, DC in January 

2010. The building has a net lettable area of approx. 45,000 sq ft and contains 63 

apartments. The buyer was a local professional buyer, who paid 

USD 4.6 million (USD 102 per sq ft). The acquisition price of the 

building in July 2002 was USD 1.6 million. The complex sold was 

part of a larger portfolio of apartment buildings in Washington, DC. 

Following this sale, around 450 apartments spread over five build-

ings remain of the original 750 rental apartments in the portfolio. 

Vinings Main foreclosure 

In 2007, IBUS and a partner invested in a mixed use project in the historical city cen-

tre of Vinings, a wealthy suburb of Atlanta, Georgia. The project consisted of 148 

condominiums, approx. 17,000 sq ft of retail space and over 35,000 sq ft of office 

condominiums. While the leasing and sale of the retail and office components was 

successful, the sale of the condominiums lagged behind expectations and so IBUS 

and its partner applied for a zoning modification to temporarily change the condo-

miniums into rental apartments. Participants in the fund, the bank consortium as 

well as the buyers of the condominiums that had already been sold all agreed to 

the plan to commit additional money in order to transform the condominiums into 

rental apartments. The local County Commission rejected the re-zoning application 

in September 2009, based on the argument that the zoning modification could be-

come a precedent for other condominium projects in the area. In December 2009, 

the bank foreclosed on the property and “bought” its loan back.

Major letting in Iliade office building in Paris

IBUS has recently signed a lease contract for 9,000 sqm in the Iliade office building, 

which is located in Massy. The tenant is Sagem, which is part of the Safran Group, a 

company that specialises in biometric technologies for fingerprint, iris 

and face recognition, aircraft equipment and systems and equipment 

for inertial navigation, avionics, optronics, tactical drones and other 

defence applications. The rent per sqm has been agreed at EUR 235. 

The office building has a rental surface of more than 18,000 sqm, was 

completed mid-2009 and sold to a French institutional buyer with a 

one-year rental guarantee in 2009. Including the Sagem letting, around 

13,000 sqm (72%) of the building is now let. Both in sqm as well as in 

investment volume, Iliade is one of the larger office developments that 

IBUS has been involved in over the years. 

BRF IV placement

IBUS has finalised the placement of a fund which invests in four British high street 

retail properties. The shares in the fund were fully placed, with investors compris-

ing a limited number of high net worth individuals and family firms. The invested 

capital amounts to around GBP 13.0 million. The properties are located on the prime 

pitch of four medium-sized British cities in the greater London area. The properties 

are let to leading retail chains that operate on a national level in the UK.

Contract renewal with Sentinel

Sentinel Real Estate Corporation and IBUS have extended their contract. IBUS as-

sists Sentinel in structuring, placement and marketing of new and existing Sentinel 

funds. Sentinel is a New York-based institutional real estate investment manager 

with approximately 1,300 employees. Sentinel has approximately USD 4,5 billion 

of Assets under Management and performs both asset management and property 

management on behalf of its 65 international institutional clients.

Nyenrode workshop for ultra high net worth investors 

IBUS hosted a workshop for around 40 Ultra High Net Worth investors and family 

offices on 18 March 2010. The workshop was organised in close cooperation with 

the Center for Wealth Management and the Center for Real Estate at Nyenrode 

University and PwC Private Wealth Solutions. The theme of the workshop was: ‘Real 

estate as a necessary instrument for capital preservation’.


