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Why middle market CRE presents
a unique opportunity for attractive
risk-adjusted returns
Despite the middle market accounting for the vast majority of the
commercial real estate (“CRE”) market, most institutional capital
competes for transactions greater than $100MM*.
The result is a capital void for middle market CRE transactions and an
opportunity for investors who are established in this highly fragmented
but compelling sector and who have access to deal flow.

What is middle market
commercial real estate?
Middle market commercial real estate is typically defined as consisting
of properties valued less than $100MM. Property types typically
include multifamily, industrial, office, retail and hospitality assets.
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What drives the
opportunity in
middle market CRE?

The opportunity for higher returns from
middle market CRE investment is largely
predicated on the lack of institutional
capital available for these properties due
to their lower visibility and valuation.

Though some middle market CRE

institutional capital leaves a significant

investments can approach $100MM in

capital void for middle market

value, many investments in this space

transactions.

are much smaller, often on the order
of a few million dollars. For

This chronic inefficiency in the capital

institutional investors with hundreds

markets is the basis for the potentially

of millions and sometimes billions of

superior risk adjusted returns avaiable

dollars to allocate every year these

to investors who can properly source

deals are far too small to be of

and evaluate these opportunities.

interest. The lack of available
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Challenges in middle
market CRE investment

Despite the significant opportunity that
middle market CRE poses, investment in
this market segment does present some
obstacles for firms looking to provide
capital. These challenges serve to
maintain the limited supply of capital
available to the middle market.
To start with, sourcing deals can be very
labor intensive. Unlike the mega-deals
typically executed by large institutional
investors like public REITs, middle market
deals by definition involve smaller, lesser
known properties. Many deals involve
properties with no public visibility at all
— for instance, a small multifamily
property owned by an individual. Often
times, local knowledge is key to identifying
and having access to these “under the
radar” investment opportunities. For this
reason, many middle market CRE investors
are local operators who are experts in
their own particular market.
But this market specialization is a doubleedged sword. While the deep local
market knowledge may be an advantage,
working in a smaller geographical area
naturally means a smaller pool of
potential deals. It also leaves the investor
more vulnerable to negative trends in
the local economy as well as the broader
CRE market.
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This creates something of a paradox: the ideal situation for
a middle market CRE investor is to have intimate knowledge of
and connections in the local market, yet be geographically diverse
enough to mitigate local market risks. Combine this with the
constraints on institutional capital participation in terms of loan size,
and it is easy to see why middle market CRE is such a capitalstarved market.

Walker & Dunlop Investment Partners’
Advantage in Investing in the Middle Market
Walker & Dunlop Investment Partners (“WDIP”) is an established CRE investment
firm with a national presence across the U.S. WDIP currently has 31 dedicated
investment professionals based in Denver, Colorado. WDIP is a wholly owned
subsidiary of Walker & Dunlop (“W&D”), one of the largest CRE service and finance
companies in the U.S. and a NYSE listed public company with over 850 employees
located in 40 offices and 24 correspondent locations. WDIP benefits from W&D’s
scale, banker and broker network, market intelligence and operational stability.
However, WDIP’s management team and investment committees make all investment
and asset management decisions independently of W&D. The result is that WDIP
possesses a boutique investment firm culture supported by the resources and
operational leverage of a large, public company and the market intelligence of an
industry leader.
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WDIP has three cornerstones on which it creates value:

1. Proprietary deal flow and
market intelligence
As mentioned above, the ideal situation for an investor in the middle market
CRE space is to combine an extensive geographical reach with deep expertise in
local markets. For many middle market CRE investors, this means an enormous
amount of time is spent building personal relationships with key local players
around the country.
WDIP pairs its experienced investment team with access to W&D’s scale, sponsor
network and market intelligence to form a synergistic relationship. Together we
generated over $130B in combined deal flow in 2019 alone. Additionally, WDIP
benefits from real-time property and market intelligence generated from W&D’s
nearly $100B servicing portfolio across the country. W&D’s servicing portfolio
provides WDIP with unique, proprietary, real-time insights into market movements,
valuation, pricing and underwriting considerations.

2. Established presence in
compelling middle market
With the ability to provide customized capital solutions, WDIP has garnered a
reputation as a creative and dependable capital provider, making over 300
investments in the middle market across property sectors, security type and
geography.
Middle market property owners (or sponsors) prefer to focus on the
acquisition and management of real estate assets, rather than marketing, capital
raising, investor relations, compliance and reporting, and other peripheral aspects
of investment management. WDIP is a proven partner in these aspects and
differentiates itself from other capital providers by offering a “one-stop-shop”
partnership to the sponsor.
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Through a combination of in-house and W&D parent
company capabilities, WDIP is able to offer the sponsor a
unique servicing offering not currently replicated within the
space, including: equity and debt capital, access to lender
relationships, investment sales, appraisals and substantial
investment and asset management expertise.
This has forged WDIP’s position as a leader in the large
and fragmented middle market. As such, WDIP selectively
engages in repeatable partnerships with distinguished
middle market sponsors.

3. Sophisticated approach
to investing
Each WDIP fund’s unique investment thesis is a result
of thoughtful macro-economic analyses. The deep
understanding of current market dynamics, along
with WDIP’s strategy of being a capital provider (as
opposed to a “buy and hold” equity strategy),
enables WDIP to create a vehicle customized to fit
the current and projected investment environment.
As a capital provider, WDIP can also adapt to changing
market conditions within funds at the investment level,
allowing WDIP to effectively invest in all market conditions
and capitalize on opportunities in both rising and
challenging or falling markets, as described below:
In high-valued, high liquidity markets: WDIP can invest
lower in the capital stack, taking less risk, and trading
upside for principal protection. WDIP focuses on
structure to protect principal through structured
preferred equity investments.
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In low-valued, limited liquidity markets: WDIP can invest higher in the capital
stack, taking on a little more risk as well as more upside potential. WDIP
focuses on joint venture equity and participating preferred equity investments.
To maintain further flexibility over the investments in a changing market
environment, WDIP retains major decision approval rights, such as exit
decisions, capital markets decisions, and revisions to the business plan.
WDIP has developed and refined its investment principles over 14 years of
investing. As a result, WDIP has deployed over $1.8B of capital in over 300 equity
and debt investments with zero realized principal losses to date.

How has COVID-19 affected
middle market CRE?
COVID-19 has shocked the CRE sector, disrupting property level revenues and
stressing credit markets. WDIP projects this will significantly shift overall demand
in certain property types over time. Real estate owners/sponsors have acute
capital needs not seen since the 2008 Global Financial Crisis, and with certain
sectors facing complete uncertainty on the timing of recovery, those needs
may become even more severe.
Though nobody can predict the full impact of the pandemic on the economy or
real estate market, one thing is clear: the already small pool of capital available to
middle market sponsors is becoming increasingly constrained, further expanding
the existing capital void. WDIP expects this dynamic to continue for the
foreseeable future and generate attractive investment opportunities.
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About Walker & Dunlop
Investment Partners
Walker & Dunlop Investment Partners (“WDIP”) is an alternative investment
manager that provides capital solutions to middle-market commercial real
estate sponsors. Investing on behalf of insurance companies, public pension
funds, endowments, foundations, family offices and high-net worth individuals,
WDIP partners with sponsors whose transactions are in need of financing but
are under-served by institutional capital. The Denver-based firm’s investment
vehicles focus on opportunistic, value-add and income-oriented commercial
real estate strategies. Founded in 2006, WDIP is led by Sam Isaacson. For more
information, visit www.wdinvestmentpartners.com.

IMPORTANT INFORMATION: THIS SUMMARY IS NOT AN OFFER TO SELL ANY SECURITY. THERE IS RISK
OF LOSS WITH ANY INVESTMENT AND PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS. FORWARD-LOOKING STATEMENTS OR OPINIONS STATED IN THIS LETTER ARE OPINIONS AND
SUBJECT TO CHANGE. AS A PRIVATE REAL ESTATE FUND, INVESTMENTS ARE ILLIQUID AND INVESTORS CANNOT READILY WITHDRAW THEIR INVESTMENT IN THE FUNDS. PORTFOLIO PERFORMANCE
CAN ALSO BE AFFECTED BY GENERAL MARKET CONDITIONS, INTEREST RATES, AVAILABILITY OF
CREDIT AND OTHER ECONOMIC CONDITIONS THAT AFFECT REAL ESTATE MARKETS.

*According to Preqin, 70% of CRE funds raised between 2012-2019 are funds with more than $500 million of commitments; larger funds predominantly invest in larger investments
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