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Question of the Monthct

What fundamental changes have occurred in the 
industry to spur investment in secondary RE markets?

si Steven Inglese

New Haven 
Group, Inc.

Real estate investments outside 
core markets over the past few 
years have increased dramatically.  
This is primarily due to the better 
transparency of available informa-
tion in smaller, secondary markets 
like that of central Connecticut.  
Real estate professionals are much 
better equipped in secondary 
markets than in the past to pres-
ent broader empirical data to the 
investment community to evaluate 
deal opportunities. The adoption 
of technology and use of improved 
information sources has provided a 
clearer landscape that reduces the 
uncertainty in secondary markets 
and makes them more effi cient 
markets for investors.

Real estate was one of the few 
remaining investment classes where 
information was not readily avail-
able to buyers to easily evaluate risk 
as is available in public equities mar-
kets. The diffi culty with information 

disclosure in real estate forced 
investors to demand higher rates of 
return on real estate acquisitions in 
comparison to similar investments 
in other asset classes.

Prior to the advent of internet 
technologies in real estate there 
were few options to quickly and 
broadly search for pertinent infor-
mation like property availabilities, 
property specifi c data and compa-
rable transaction details. The mar-
kets were typically controlled by key 
brokerage fi rms in any given city.  
The large core markets like New 
York, Boston or Los Angeles were 
easier places to research market 
characteristics and thus received the 
bulk of the investment from insti-
tutional and large private investors. 
These markets provided the most 
transparency and were considered 
safer as market characteristics such 
as vacancy rates/competitive land-
scape, tenant demand, lease terms 
and building specifi cs tended to be 
well known. Secondary markets 
were slower to bridge the gaps in 
information.

The real estate professional’s 
adaptation to technology and use of 
information disclosure sources was 
a signifi cant factor in opening up 
more markets to the growing pool of 

investment capital fl owing into real 
estate over the past six years.  Like 
core markets before, the secondary 
markets are experiencing a better 
free fl ow of information that makes 
for more informed decision making 
and thus a reduction in risk. 

Internet data services now deliver 
an array of unbiased information 
including property and transaction 
information, assessment informa-
tion, tenant information, satellite 
imagery, among others.  A detailed 
view of the market can be eas-
ily found quickly and effi ciently, 
whereas historically that informa-
tion was held by select players in 
a market. The unveiling of these 
markets has transformed the role 
of the real estate professional/bro-
ker to provide more specialized 
analytical services that creates 
unprecedented effi ciency.   

Many investors were often skep-
tical of venturing beyond the core 
markets. One reason was the per-
ceived risk in smaller markets that 
didn’t have the same transparency 
as did the markets like a Dallas or 
a San Francisco. By not being able 
to accurately assess the risks asso-
ciated with buying an investment 
property in a secondary market like 
New Haven or Hartford, investors 

either steered away completely from 
deals in these markets or they tended 
to demand higher returns than those 
in core markets.  Ineffi ciencies in 
the market resulted as marketability 
was hindered in the smaller, second-
ary markets with fewer investors to 
compete. 

The competitive advantage went 
to the local investors who had better 
information from operating in the 
market extensively. These inves-
tors with superior local knowledge 
tended to price deals more accu-
rately based on a property’s actual 
risk as opposed to the perceived 
risk because of the unknown. Fewer 
players would buy real estate in the 
smaller markets as a result.   The af-
fect was a lower marketability factor 
that negatively impacted value in 
secondary markets.

The last several years in central 
Connecticut between New Haven 
and Hartford a signifi cant amount 
of new investors have become com-
fortable with the risk profi le of this 
secondary market.  These investors 
include both institutional and private 
capital investors.  Brokers across all 
size brokerage fi rms are put on equal 
footing to provide more accurate 
profi les of market characteristics 
that reduce uncertainty and risk pro-

fi les. Better empirical information is 
being tracked by real estate profes-
sionals to assist the new entrants to 
the market. The role of the broker 
has become more analytical to help 
the investor interpret evidence to fi t 
the specifi c deal situations. Now, 
new investors are better equipped 
to accurately evaluate pricing in the 
smaller markets.

As more institutional and private 
investors seek investments in the 
secondary markets, another major 
risk factor is reduced, that of mar-
ketability.  Real estate investors can 
forecast with better predictability 
an exit strategy when more buyers 
exist. By reducing the illiquidity of 
real estate in secondary markets, 
property capitalization rates fall 
without a change in underlying 
economics. These systemic changes 
have helped brokers expand the di-
versity of buyers they attract to deals 
when selling investment properties 
in the secondary market. 

Steven Inglese is a principal at 
New Haven Group, Inc., New Ha-
ven, Conn.  His fi rm specializes in 
the sale of investment properties 
and development sites through-
out Connecticut.  
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