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eal estate has always been a part of

Ronald Dickerman’s life. As a child

growing up in Boston, he watched his
father buy and renovate fixer-uppers. In fact,
one of his first roles at his family's firm was
working on the maintenance team. Now, Mr.
Dickerman oversees a $3 billion portfolio at
the firm he founded, Madison International
Realty, having used the strategy of joint
venturing and buying partial ownership
interests in Class A properties in gateway
markets. He sat down with Commercial
Observer in his Park Avenue office and
discussed trends and opportunities he's been
seeing both in the United States and Europe
and provided a bit of insight into some of
Madison International’s recent deals.

Commercial Observer: Could you provide an overview
of Madison Intemnational Realty's investment strategy?

Mr. Dickerman: For all of our years [in the industry] we
recognize that a couple of [2c1s about investing in real estate
are true: that quality always rises to the surface—~quality
assets hold their value the best in down cycles and recover
the most quickly in up cycles, and that's where tenants of
any sector want © be. The second thing is that the world is
cyclical. it's always going up and down, and real estate Is 2
very capital-intensive business.

What we've done is put all those themes together, and
we've developed a business where we effectively buy out
existing joint venture partners in prime quality real estate
assets where there's some mismatch and timing between
the hoiding pericd of the property according to the sponsor
and the liquidity need of the underlying investor. It sounds

like a littde bit of a niche-y strategy, and it might be. But on
the ather hand, the size of the business Is bigger than you
could possibly imagine just in terms of dollacs that underpin
prime real estate. We Invest in gateway ¢ities in the United
States. We have offices in Londos and Frankfurt, and we
invest In London and key capital cities of Western Europe

And then we live through these cycles—the global finan-
cial ¢risis and the oll crisis and the U.S presidential elec-
tion—and you can imagine why there may be friction or
mismatching in timing. We've made a very creative business
outof stepping inand b these interests from Investors
who want an early exit strategy. That's onz of our prime strat-
egies.

The second fstrategy] is that we provide a lot of joint ven-
ture investment capital to prime sponsors who are look-
ing for a friendly supportive capital partner. So aver the

years we've invested in a very kigh-quality retail portfo-
lio in New York with Posest City Enterprises. We own half
of thelr New York City retail assets. We recently invested,
just five or six months ago, in another property company
held by Hudson's Bay, which owns Lord & Taylor and Saks
Fifth Avenue. There's an example of a win-win partaership,
where Hudson's Bay wanted &0 finance the acquisition of this
German department store chain and they manetized some
of the value in their US. retail stores to accomplish that goal.

We also have a third pillar of what we do, and that is we
invest in the shares of public companies, where the assets
are prime bat the shares may trade at some off-market dis-
count or price to the value of the real estate itself. That
happens a lot in the REIT world, where the shares trade at
discounts to the value of the real cstate

We think our strategy is somewhat unique. We think
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there’s no competitive ar similar private
equity firms in the marke: today thot does
exactly what Madison does. 1 actually chink
we probably have the highest quality real
estate partfolio ina private equity flusd fo-
mat that exists, Pretty bodd statement, hut ]
think it Bas the added virtse of heing tue.
Wit we find is that properties like this res-
oreate with investors all around the workd, [
can g0 to Beiflng, Saudi Arabia of Malaysia
ot London o Austin, Texas, and talk about
propertics on Madisen and Fifth Avenses
or Unbon Sguare in San Frapclsco, and they
know exacthy what I'm talking sbout. And
that might mot be the care if I was invess-
ireg Lo warehouses in Austin, Tetas. That's
been a litthe bit how this business has gane
through 4 secies of Inflection points. We've
been able bo raise mate caplial. We've been
able to write bager checks. We're beooming
meare impactful te prominent spansoss who
awn prime real astate,

One of the things i find so fascinating is
that them's mever been a more inferesting
yot challenging time to be investing, [ you
think of the warld taday, you've got srock
market volatility; vou've got an econamic
stall in Europe with quantitative eaclng:
yiai've got a TS, presidensial election that
no one deems o be able o figure out; you've
pot Falling odl prices that ane creating this
bip shock, and investors ase atl lnoking for
the magic balket, But there is no magic bal-
let. ¥ou Tave o do your work, know what
yau'te doing and really become an expert,
1 think what we hawve hung our Bt on guc-
cessfully in quality ssaets, gateway mackets,
partmering with prime sponsors aml being
somirwhat measured abost the underwrit-
ing assumptions that we use to execute
transactbone.

Given all of this wolatility, not jost
in the real estate market, how have the
opportunities changed over the last six to
12 months? 15 thers anywhere you'Te see-
iog opportumity that maybe you wouldn't
have a eoupic of years aget

I think there's an interssting vin and
yang hetween the U138, and Buropowhere, if
you hiad asked me that question 18 months
ago, what | would hive said s, “Most plobs]
mvestons ans getting very skittizh about the
United Siates. Values are 1o high, caprates
oo low, marging are tog thin. Whats the
inming of the baseball game?™ Everybody
was asking thar famous question. Butope
was where everybedy wanted po invest
because It was nascent in econemic recav-
ery and there's snme distsess there. Now, it
feals abmcet 1hke it furned aroind abmost
&0 degrees, whers Europe is now going
thraugh moee of aneconomis stall—it can'c
et et of first pear—and the U8, economy
Iz the leading econamy of the world, We
hawe manac [new] jobs o the last couple
of monihs. This past [month's] number was
160,00 And the LL5, Federal Reserve can't
rRise interest rates becauss the eConmmy
can't really et intoa trise growth mode, 26
there is this kiea sbaut “lower for longes,”
Fart of the agswer to the question, at least

Imouropinion, is that the flip side of “lower
Forlonger” ks fatigue. [Fyou own sometbing
tonger than pou thought you would, odds
arethere's more faclgue in the maketplace.
You haveinvestors that have ovened shires
in properties that they bought in 2o,
1003, 2004- They went through the glebal
financial crisis, they ve owned [thase prog-
ethes| foT 10 years now of more, and they e
saying, “Doesn't this seem like s great kme
to be selling assers? The sponsars i the
United States ane saying that, "M, the CLE.
ecanomy is still grossing, rents ane still ris-
ing. why would I'sell my property today?”
The underlying investor is saying, "Tve
heeld this for 1o years=—it's really time for
s to monetize the value of what we own.”
Back to-our baliness, we provide lquidity
through parchasing that partial interest.
The markets are always ebbing and flow-
g, bk it seems fike the story has changed

You have 1o phck your spots a3 &5 relares w
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What have you been Wuylog as of late?

We did lovest with Hudsen's Bay in
Gallerla Kaufhef, a series of department
stimes i Germang A litde bt further away
e hought the St Stephen’s Green,

money with investors from Asla. Theyre
grés capital relationships, but they hireus
becanse we're local in this marker and we
see things first, The fect of the matter is 1
cant 2 i whene we were olbl-

Centre, which is an urban shopping oém-
ter on the Fifth Avenae of publin, Grafon
Street. We've also bought some office build-
ings in London,

When you buy into real estane with a
partner, do you acquie g9 percent? 15
rhers @ partioular mimber you sthek with?

The answeris, Mot really. Unitke conven-
rional wisdom, wedo not think there iz any
magic to 44 percent, We woigld bay x5 per-
cent, we veguld by 75 percent. What we'te
really beaking o do is pariner with proven
managers who swn high guality buildings
in win-win partnerships. The taditanal
sentiment ks if you're 51 percent. then you
shoukd ke able to contrel evesything, and If
it's 49 peccent it's a minority inteest. Our

Tt’s turned around almost 180
degrees, where Europe is now going
through more of an economic stall—it
can’t get out of first gear—and the
ULS. economy is the leading economy
of the world”’

That being s2id, bow's your business
guing in Burope right now?

It's adsn been going weil. We'vebought and
been able oo pastoer with prime sponsars in
Europe. We bowght a picce of the Trianon
office rower in Downtown Frankiur, We
actually just sold our interess to Noythitar
tnthe lastsix to eight monihs. We've owned
a share of Canary What and a piece of the
pevanshire House [in Londen and sold
chose poogerthes. in Eurape tight now, thene
isn't amy clearson of growth story going on
there, and you've had orists o risis to cri-
sis. I’ 3 Burg-corrency risis—it's a Euro-
econnmic crists. Then it was Portugal, then
it was Greepe, and then it wag lmmigtion,
What we're finding abont Europe 13 that it
can't establish a clear growth path. Anda bat
of investors are throwing in the powel, and
thery e Iosking for exlt strategies,

15 that why pou'se been seiling?

weve been seiling interest that we
bought in prime buildings beoaose Puiope
isstill on peaple’s radar screensin teems of
what they want fo buy, but we'va also been
buying properties in Europe for the same
FERASONM,

wiew |5 that this is a partnership, that we'ne
going to make our decisions together=—
that ene plus oo equals three, if yow can't
structitre a partnership like that, then it's
et worth dolng in the first place, The ben-
efit of our collective thinking always ous-
weihs what we might have done had we
Just thoughit of it ourselves, That's the sign
of a good parinesship, and maybe there iz
another story there to, A kLol peoghe thilnk
=il astate bs about sticks and bricks and
physical assels, What we've kearned over
the years is that feal estate [s abea people.
Rl estare is such a people business, and it
what makes it so fascinating.

In the Mew York market specifically,
with lots of lorelgn capital coming here,
whiat activity are you seeing?

The whide lidal wave of foreign capital 1
thimlk i a little bir oversald, Someode suce
teskd e that the way they describe thre Asian
appetite for Mew York was an inch wide and
a mile deep. There's more capital than you
could possibly imagine, but it has to be
within & little, narrow bandwidsh, Rt also
pakes months and manths Lo ever transact
and by that time che deal bs probably aver.
Wie've had some experience—we manage

bid by an Asiam investos of we felt crowded
ot by competition, I'm not auggesting that
prices are not froshy and that deals are ot
campetitive, They definitely are, but Twould
say even In the last six mosths, theee ks a
palpabie, measurabie slowdewn of ransnd-
tional vihume. Peogle are getting more cau-
thous. They're underwriting a recession in
their holding period il they're hobding for
five by seven years, Probably mp-rae expan-
sion, thats creatinga higger spread berween
selfer and buyer expectations. All of these
things are thrvedimg a lirtle hit of sanity and
healthy cobd wates o the specalative pacs
of transaction vehrme.

How long have vou been secing this
chamge in naderwriting standards?
we've been talking about cap-rate

| expansion for & long time and interest

rate Increases, which seem Lo aever really
octur, but T ihink now [be industry| ks
e fpcuged on the business cycle. If you
asheed e that questhon 18 months 2go, ris-
ing intecest rates means borrowing costs
are higher. And it probably means higher
cap rates, 50 that was (he issae. Now | think
it's a lireie bit of that phes [we'ne at) the end
of the economic cycle,

It (e mesct foro years, woald you say it's
better to be a uyer or a seller?

Tehink that buying quality never goes
out of srybe, and a5 long a8 Youre not pay-
ingaslilylow cap rate and crazy underwrli-
ing and you've gof a medium to long-teem
wiew, you'ne going o do great, cspecially in
the United Siates. | worryg abaut London,
wherepoave gota kot of cranes in the sk 10
almost unhelievable how many offioe miikd-
irgs aee bebnp built. 1 think that they can
absorb a lot of it but not all of it. D woubdn't
g ot and statting paying g-capsand 16cap
rates, but Dwould pay timeless cap rated Bor
good buiklings in good becatlons with rents
thatare hopefally a lime below market, or
maybe at market, with nat & ket of lease roil,

[% thiz a good time to be a borrower
Fiven where rates ane?

Great time. 1think {t's almost surprising
o keep saving this, how bow interest aes
e bean, bt intevest rates have been the
great subabdy of the real estade Trsiness
since the global financial crisls, Mo one who
had heen doing this fof o long time can even
Temember, UAlESS You o hack i ihe 1508
or mhos, when intesest rates were low for
such a long period oftime. 1L's really been a
great run. It's the way to make money in the
real estate business—ie bormawer with pogi-
tive leverage—buy ata six cap, finance at2 3
peroent interest mie, harvess the cash T
and generate capital appreciation—that's
whal makes real ssrare & great investmest.
‘And realestate has been a great investment
pver the lase five bo $6ven years,



