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Real Estate Equity Investments 

 

For this type, an equity investor has an ownership interest, such that the investor is either the sole or a joint owner 

of a property or an investment vehicle that owns the real estate asset.  

 

Equity investors in real estate derive their returns from two main sources: 

 

Current income - Investors may expect to earn current income on the property through leasing or renting the 

property. A typical example is leasing out a high-quality multi-family real estate complex. 

 

Capital Appreciation - Due to the increasing demand for housing on the back of demographic changes, real estate 

assets often witness appreciation in prices allowing investors to exit their equity stakes at higher prices to achieve 

capital gains. A ground-up development of an industrial complex then selling it afterwards falls as an example of 

this strategy. 

 

 

 

 

 

Real estate offers investors long-term stable income, protection from 

inflation, and diversification benefits due to its low correlation with 

other asset classes. Find out different options to benefit from exposure to 

real estate depending on your investment strategy. 
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Investing in real estate can either be through public or private markets. Private equity investment is done through 

a private equity vehicle, such as commingled funds where private capital is raised to obtain interest in real estate 

assets. In the case of public equity real estate, the financing of real estate is done through public markets via a 

vehicle called Real Estate Investment Trusts (REITs), which are companies that own or finance income-producing 

real estate across a range of property sectors and are mostly traded on major stock exchanges. 

 

Real Estate Debt Investments 

 

Private lending has been growing ever since the Global Financial Crisis of 2008, particularly after the introduction 

of Basel III that aimed at reducing the level of risk in the banking system. Due to Basel III, banks became less 

interested in lending to smaller companies as it requires them to hold more capital. This has created a lending gap 

that private lenders filled.  

 

In the context of real estate, most private markets go after loans that banks will generally not finance as they have 

strict criteria for real estate lending related to the income and pre-sales of the project. Private lenders often lend 

based on the value of the asset and can charge a higher interest rate.  

 

Private lending/debt now fills a significant part of a general asset allocation, sitting between fixed income and 

alternative assets. As interest rates have continued to fall over the past 10 years, investors have increasingly looked 

for other ways to generate consistent income returns and have looked to private lending, leading to growth in 

funding providers. 

 

Real Estate Equity vs Real Estate Debt 

 

When compared to debt, equity comes with a higher risk level as debt investors get paid before equity investors. 

Consequently, equity investors demand a higher return to compensate for their lower capital priority. In 

addition, equity investors receive the highest benefit of capital appreciation in a property. 
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By contrast, debt is relatively more secure when compared to equity. It is often collateralized by the property/real 

estate asset which provides a degree of recourse for the lender. As the amount of debt (financial leverage) on a 

property increases, risk increases for both debt and equity. 

 

Both real estate equity and debt investments offer solid returns and their lower volatility boosts their performance 

on a risk-adjusted basis. 

 

 

 

Due Diligence by Real Estate Investing 

 

• Physical Due Diligence: It starts with examining the overall region, the neighborhood, and down to the 

physical condition of the asset itself. It is crucial to understand the dynamics of the area (population size, 

job growth, household income levels, property value trends, social factors, etc.), as well as the condition 

of the property. These factors will affect the value of the asset and the leases/rents. 

 

• Financial Due Diligence: Projections of revenues and expenses (development, maintenance, general 

property services, etc.) based on the region are paramount to value the business and to discuss financing 

options for the purchase. 
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Role of Real Estate in a Portfolio 

 

Real estate has long been seen as an attractive source of investment returns by both individual and institutional 

investors. When introduced to a multi-asset portfolio, real estate plays a key role when it comes to diversification 

due to its low correlation with other asset classes, thereby enhancing the portfolio's risk-adjusted returns. 

 

Geographical Location 

 

Real estate assets are typically priced on a local basis; their performance relies on the local supply-and-demand 

factors and local regulations. Even if within the same country, different regions will have varying drivers. This 

highlights the need to diversify among geographies to reduce risks through the different market cycles in each 

region, and hedge against a major correction in one market. It is important to look for markets with favorable 

demographic changes, high job growth, and job diversity. This will increase the probability that such markets could 

witness strong growth in the coming years. 

 

Property Type 

 

The variety of asset types is one of the things that make real estate investing such a unique opportunity - from 

single-family homes to multifamily, from retail complexes to self-storage, and more. Investing in different types of 

properties can hedge against negative macroeconomic changes. 

 

 

 

 

 

   RE Private     RE Private  CMBS Public Bonds Stocks 10-Year 

   Debt          Equity  REITs   Treasury 

RE Private Debt   1.00 

RE Private Equity -0.03          1.00 

CMBS    0.83         -0.03 1.00 

Public REITS   0.42          0.29 0.69 1.00 

Bonds    0.67         -0.24 0.47 0.01 1.00 

Stocks   -0.02          0.21 0.34 0.66 -0.39 1.00 

10-Year Treasury -0.19         -0.02 0.02 0.29 -0.67 0.56 1.00 

Source: DWS (Correlation are calculated on a quarterly basis) 

 

Correlation Table 2001-2021 
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Different real estate assets have distinct dynamics: 

 

• Residential Properties: This includes single-family detached houses and multi-family properties. Leases 

are usually short which offers a good hedge against inflation. 

 

• Industrial and Warehouse Properties: Examples include assets for manufacturing or storage; they often 

have a longer lease duration than residential real estate. 

 

• Office Properties: Demand for office space was often dictated by employment growth pre-pandemic, 

which has drastically changed due to the growing trend of working from home or hybrid setup. 

 

• Retail Properties: These commercial properties used for marketing and selling goods/services usually have 

long leases that provide a level of cash flow stability. 

 
 

• Hospitality Properties: Hotels/motels, luxury resorts, and event centers are among the prominent examples 

whose cash flows increase quickly in times of high demand, but are susceptible to market downturns. 

 

Investment Type 
 

Real estate investments, whether equity or debt, are classified across the risk spectrum of strategy types with 

varying return and risk drivers: 
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• There are different options to invest in real estate asset class depending on the investor’s goals and strategy. 

 

• Diversifying a real estate portfolio across geographies and property types helps to reduce the potential 

impact of risks, such as natural disasters, regulatory and political, and those associated with a particular 

property. 

 

Petiole grew its expertise in private real estate through many cycles of investing in this asset class. We maintain a 

disciplined approach in deal selection, risk management, and portfolio construction. Contact our team to know our 

real estate strategy in key regions. 
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This presentation was issued by Petiole Asset Management AG (“PAM”) on April 12, 2022 and is provided to you for informational purposes 

only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior written 

consent. 

 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation 

S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any 

other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United 

States of America to residents and citizens of the United States of America or to “US Persons”. 

 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may 

be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject 

to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and 

opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no representation or warranty, 

express or implied, is made as to their accuracy or completeness. The information contained herein is not a substitute for a thorough due 

diligence investigation. Past performance is not indicative of and does not guarantee future performance. The performance data do not take 

account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, prices and related projections are estimates 

only, and exits could happen sooner or later than expected, or at a higher or lower valuation than expected, and are conditional, among other 

things, on certain assumptions and future performance relating to the financial and operational health of each business and macroeconomic 

conditions. 

 
PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether 

created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made available 

by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the materiality of the 

information and the integrity of the quoted source and (b) the investor has no claim against PAM. 

 
To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking 

statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control 

and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future 

performance, results or achievements expressed or implied by such forward-looking statements. Investors should not place undue reliance on 

these forward-looking statements. PAM undertakes no obligation to update any forward-looking statements to conform to actual results or 

changes in PAM’s expectations, unless required by applicable law. 

 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such 

projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in 

attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties, (c) the investor takes full responsibility 

for making its own evaluation of the adequacy and accuracy of all such projections and forecasts so furnished to it and (d) the investor has no 

claim against PAM. 

 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that 

should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and 

should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial 

product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an 

offer in the future. 

 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is 

authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 
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