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Two trend lines in real estate private equity 
are crossing, which is not necessarily a 
good thing. Institutional property inves-

tors are reducing the number of managers they 
work with at the same time new managers are 
emerging almost on a daily basis. To complicate 
matters, mega-funds, those raising more than $1 
billion, are receiving a greater share of the total 
amount of capital raised in private equity real 
estate markets.

A smaller number of larger funds are tak-
ing more of the capital allocated to real estate. 
Institutional Real Estate, Inc.’s FundTracker data-
base reports the average size of a real estate pri-
vate equity fund closing in 2016 and 2017 was 
approximately $660 million. Average fund size 
bumped up to $850 million in 2018, according to 

preliminary numbers for 2018, which saw $112 
billion raised by only 132 funds. 

“Limited partners are looking to consoli-
date general partner relationships,” says Michelle 
Wells, executive vice president of investor rela-
tions of Waterton, a Chicago-based investment 
and property management company that has 
raised capital for the past 25 years. “It is a lot of 
work to manage X number of underlying funds, 
especially across public pension plans where 
teams are not very big. So for efficiency’s sake, 
plans might need 20 percent less than X number 
of fund managers to stay involved in the GP dia-
logue and be able to watch funds more carefully. 
That is working against new managers.”

Matt Halstead, senior investment manager at 
the Teacher Retirement System of Texas, observes, 
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“my impression is, there are more general part-
ner entities out there than ever before,” and “the 
largest passel of managers get the lion’s share of 
commitments from big investors.”

A conundrum: more new managers trying 
to get commitments from institutional investors 
who are trimming the number of managers to the 
tried-and-true and best-of-the-best firms. Is there 
no hope for relatively new fund managers?

Step by step
The answer is, yes, there is hope. Indeed, the 
new kids on the block have been successful 
in raising capital despite the changing environ-
ment for managers, a real estate cycle very long 
in duration and mega-funds receiving a large 
share of the total capital raised.

Boston-based Longpoint Realty Partners was 
formed in January 2016 and launched its first 
fund that summer. The company’s target was 

$375 million, but over the subsequent two years 
the fundraising environment worsened.

“Everyone started thinking the industry was 
at the tail end of the cycle and investors were 
more focused on re-upping with existing manag-
ers,” recalls Dwight Angelini, founder and manag-
ing partner. “In addition, there were many new 
competitors in the market, so there were more 
people chasing less and less money.”

The big companies such as Blackstone take in 
55 percent to 60 percent of the total dollars avail-
able, Angelini says, and everybody else fights for 
the remaining 40 percent to 45 percent. In 2018, 
Angelini decided to close out the fund at $280 
million, not the goal but, considering the market, 
Longpoint was “very happy” with that number. 
How did Longpoint do it? For a newcomer to 
raise capital, says Angelini, it must present with:

• A macro theme that resonates with investors or 
else have a strategy that is niche, geography or 
asset-class focused.

• The company or principals should have a his-
tory of success. You need to present empirical 
evidence that you are the right people to take 
advantage of the thesis you have presented.

• There should also be a solid team in place that 
can execute on the strategy you are presenting.

• A proper alignment of interests is very helpful. 
In other words, the fund manager should have 
skin in the game.

• It’s OK to have an unusual strategy as long as 
you have conviction and can demonstrate clear 
and logical reasoning.

“We did a lot of travel for our first fund, with 
much relationship nurturing,” says Angelini. 
“Investors will take a meeting. They don’t have 
a lot to lose if it takes 30 or 40 minutes to hear 
your story, but you have to be direct, concise 
and very appreciative of their time.”

Who invested with Longpoint? The usual sus-
pects: domestic and international endowments, 
foundations and pension funds. In Europe, it 
even picked up a sovereign wealth fund. 

Another recent arrival was Los Angeles–based 
Mosaic Real Estate Investors, founded by Ethan 
Penner and Vicky Schiff in 2015. Using its debt 
platform, the company originates first mortgages, 
mezzanine debt, preferred equity and construction 
loans. Mosaic has originated north of $1 billion of 
loans already, closing more than $500 million of 
new loans in fourth quarter 2018. Mosaic raises its 
investment capital through an open-end fund.

“When you start a company, it is a process,” 
says Schiff. “On day one, you are not going to be 
talking with the biggest sovereign wealth funds 
or the biggest pension funds. There are certain 
things you have to accomplish before you have 
conversations with them, such as building a team 
and producing a successful track record together. 
Larger investors also want to see that people who 
have never formally worked together can do so 
successfully for a number of years.”

Companies want to see that new managers can 
do what they set out to do, and can demonstrate 
that through case study, pipeline and portfolio.

Although Schiff has observed the consolida-
tion of managers in the institutional real estate 
world, she doesn’t consider that a bad thing. 
“Investors should be choosy about the teams they 
do business with,” she says. “On the debt fund 
side today, many of the newer funds seeking to 
raise capital were formerly equity shops and are 
shifting with the winds of investor interests, with-
out necessarily having the proper skill set.”

Another caution to investors: Many of the 
debt funds have pursued a very similar invest-
ment mandate for the past few years, which has 
caused intense competition on the loan level and 
resulted in lower returns and higher risk than had 
originally been planned. 

The new kids on the block have been 
successful in raising capital despite the 
changing environment for managers, a real 
estate cycle very long in duration and mega-
funds receiving a large share of the total 
capital raised.
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San Francisco–based industrial REIT Prologis 
is certainly no newbie, being the biggest REIT 
in its asset class. Nevertheless, it still has to sell 
itself to new investors for its funds. Nathan Paine, 
a Prologis senior vice president, works the Asia 
market, often encountering investors who are in 
the early stages of building out a portfolio. Many 
have not had exposure to industrial real estate, 
particularly via sector-specific vehicles, so Paine 
has to work hard to get on their radar.

“My pitch varies quite dramatically, as Asia 
is large and each country is unique,” says Paine. 
“But, generally speaking, I try to add value 
beyond the fund offering in the shape of market 
expertise, research and proprietary information. 
Investors are increasingly seeking insights, par-
ticularly as it relates to alternative investments, so 
I use these tools to get their attention.”

Paine also finds Asian investors respond very 
well to a non-sales approach through relationship 

building, so when Prologis does have something 
that is a fit for potential investors, it becomes an 
offering within the context of a relationship that 
is already established.

In Asia, a handful of sovereign wealth funds 
have invested in real estate for a very long time 
and might be in the process of winnowing man-
agers. On the other hand, a wave of new entities 
— smaller pension plans and insurers — is cur-
rently in the process of building out portfolios, 
trying to play catch up.

Hangin’ tough
Back in the United States, the end of a very 
long and potent real estate cycle doesn’t bode 
well for new managers. 

“In 2015, the odds of a new manager suc-
ceeding was much greater than in 2019,” Wells 
says. “More money was raised by more manag-
ers. These days, with less money being raised by 
fewer managers, it is so valuable to be tried and 
true. If you are starting from scratch, it is much 
harder to demonstrate that your team will work 

well together and that you can do good things 
together, even if the strategy is viable.”

Second, with the cyclical peak in sight or in 
the rearview mirror — depending on your point 
of view — investor demands have shifted to more-
defensive sectors. The expectation is not that prop-
erty prices will decline drastically, but the market 
could get “lumpy.” Institutional investors want to 
pick their spots carefully, so if turbulence strikes 
the market, they can still deliver returns. This will 
be harder to demonstrate with new managers.

Texas TRS, however, is a pension system that 
has had an emerging manager program in place 
since 2005. It’s not to be taken lightly; the program 
has invested $5.5 billion over 13 years with 158 
managers and earned a three-year return through 
September 2017 of 8.9 percent, according to a 
Texas TRS release. Starting in 2019, under the ban-
ner of what the pension calls “EM 3.0,” the pension 
system will commit $3.0 billion to the program. 
The emerging manager program is managed in 
conjunction with the GCM Grosvenor Group.

“New players can get our attention,” affirms 
Halstead. “We are looking for the best talent that 
we don’t currently work with. We are always try-
ing to drum up new business and relationships 
where we can be meaningful to them and they 
can be meaningful to us.”

Initially, the investments have been run through 
a partnership, a fund that is managed by Grosvenor, 
but with EM 3.0, the plan is to transition the best-
performing managers to Texas TRS’ premier list, 
which is the pension system’s universe of managers, 
and ultimately make direct commitments.

What does it take to attract Texas TRS’ atten-
tion? A number of things, including a business 
plan, vision, plan for growth, a position as to 
why the pension should be interested and how 
returns will be created. In addition, an interested 
manager should be able to back up its game plan, 
prove the team has a successful track record, 
illustrate how the team can grow over time and 
how funding will be used.

“We encourage anyone who is best in class 
to come to us,” says Halstead.

The right stuff
In the current environment, where many inves-
tors are trying to reduce their number of man-
ager relationships, getting the attention of an 
investor is more important than ever. For those 
managers trying to get investors’ consideration 
for a new investment or program, it comes 
down to vision, team and track record. v
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In the current environment, where many 
investors are trying to reduce the number 
of their manager relationships, getting the 
attention of an investor is more important 
than ever. For those managers trying to get 
investors’ consideration for a new investment 
or program, it comes down to vision, team 
and track record.




