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LIQUIDITY FREEZE

While rate hikes and pricing 
dislocations have frozen 
CRE liquidity, there is still 
a significant demand for 
equity. These conditions 
create prime vintage for 
secondary investments.

Over the last two years, global central banks have undertaken 
aggressive monetary policy stances in pursuit of taming the outbreak 
of inflation that occurred following the COVID-19 pandemic. 

Major central banks such as the Federal Reserve, Bank of England, 
and European Central Bank have hiked rates at a pace and to levels 
not seen in decades. On average, the major central banks have hiked 
rates more than 500BPS in just over 18 months, bringing financing 
rates to their highest levels since pre-GFC in the US and UK and to 
their highest level since 2001 in the EU.1

Christopher Muoio 
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AU
G 

20
17

FE
B

 2
01

8

AU
G 

20
18

FE
B

 2
01

9

AU
G 

20
19

FE
B

 2
02

0

AU
G 

20
20

FE
B

 2
02

1

AU
G 

20
21

FE
B

 2
02

2

AU
G 

20
22

FE
B

 2
02

3

%
 C

H
A

N
G

E 
Y/

Y

12

10

8

6

4

2

0

-2

EXHIBIT 1: RISING INFLATION CAUSED CENTRAL 
BANKS TO INCREASE INTEREST RATES
Source: BLS; Eurostat; ONS; Federal Reserve; Bank of England; European Central Bank
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To date, the significant re-pricing of credit has not yet appeared 
to have a major impact on economic growth, as the major 
economies have not only avoided recession, but in the case of 
the US, continue to grow at a strong pace with Q3 2023 GDP 
growth measuring 4.9%.2
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EXHIBIT 2: MIR US AND EU LIQUIDITY INDICES
Source: MIR Research, November 2023

Signs of liquidity strains are 
also evident in large NTRs 
such as BREIT and Starwood’s 
SREIT, that began restricting 
investor redemption requests 
in November 2022 as their 
fund-raising levels declined 
significantly and redemptions 
requests from investors rose. 
Through July 2023, NTRs 
raised just $8.6 billion of capital, 
well off the average pace of  
$34 billion per year they raised 
in each of the two years prior 
to rate hikes.5 Capital raising 
head winds are impacting other 
real estate vehicles as well, 
with Delaware Statutory Trusts 
(DSTs) vehicles designed for 
1031 exchange investors, having 
raised just $2.9 billion through 
July, falling well below the pace 
of $9.2 billion raised in 2022.6

The CRE market is facing a 
wave of debt maturities that 
is also driving demand for 
liquidity. The US is facing 
nearly $500 billion in maturing 
commercial property loans in 
2024 alone, with an additional 
~$425 billion per year in 
maturities in the three years 
that follow, resulting in total 
maturities of over $1.7 trillion 
through 2027.7

The EU faces a similar cliff 
of debt maturities, with  
€235 billion of maturing 
debt in 2025 and an average  
€255 billion per year thereafter 
through 2028, for total 
maturities of €1 trillion.8 As 
interest rates are much higher 
now than when the debt was 
issued, Madison believes there 
will be a significant need for 
equity and recapitalization of 
many property and portfolio 
balance sheets. 

While the rate hikes and 
subsequent pricing dislocations 
have frozen CRE liquidity, it 
is clear that across structures 
and asset classes there is still a 
significant demand for liquidity 
and equity. Madison believes 
that these market conditions 
are creating a prime vintage 
for secondary investments as 
a way to satisfy these acute 
liquidity and equity needs 
as they emerge. Secondaries 
currently account for 2% of 
total CRE AUM,9 but Madison 
believes the time is now for 
this proportion to grow as they 
serve as a vital bridge in during 
periods of liquidity dislocation. 

Christopher Muoio is Head of Data and Research for Madison 
International Realty.
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However, despite the topline healthy economic backdrop, the 
commercial real estate (CRE) industry is clearly experiencing its 
own recession. Looking solely at high-level deal volume metrics, 
CRE private market transaction activity in the US is at its lowest 
level since the COVID-19 pandemic onset in 2020, with an 
average of $93 billion transacting through the first three quarters 
of 2023. And in the EU, deal volume is at its lowest level since 
2012, with an average of $40b per quarter through the first three 
quarters of 2023.3

However, Madison believes the extent of the CRE recession 
is likely much deeper than even these metrics indicate—and is 
actually on par with what was observed during and following 
the GFC when incorporating the full mosaic of CRE capital 
markets data. 

Madison’s proprietary Liquidity Indices for the US and Europe 
highlight just how deep the contraction in CRE liquidity and 
activity has been, with both indices measuring at levels last 
observed during the GFC for each of the last four quarters. 
These indices capture data points across a myriad of CRE capital 
markets including: 1) Private Market Deal Volume and Pricing,  
2) Public Markets Performance, 3) CMBS Issuance, and 4) Capital 
Raising Performance and Trends. The indices are published on a 
scale of 100 to -100, with figures above 0 indicating improving or 
healthy CRE conditions and those below 0 indicating the opposite. 

As shown in Exhibit 2, both the US and EU Liquidity indices 
currently measure at levels last observed during the GFC and its 
aftermath. This underscores sthe breadth of the current freeze the 
new interest rate regime put in place.

However, investors continue to demonstrate the need for liquidity 
within the CRE space. Public REITs, which are liquid, have seen 
their value fall 29% from their peak as of this writing,4 handily 
outpacing the decline in less liquid instruments such as private 
CRE and non-traded REITS (NTRs), as investors have used them 
as a source of liquidity.

Looking solely at high-level deal volume 
metrics, CRE private market transaction 
activity in the US is at its lowest level 
since the COVID-19 pandemic onset 
in 2020, with an average of $93 billion 
transacting through the first three 
quarters of 2023. 

The US is facing nearly $500 billion 
in maturing commercial property 
loans in 2024 alone, with an 
additional ~$425 billion per year 
in maturities in the three years that 
follow, resulting in total maturities of 
over $1.7 trillion through 2027.

It is clear that across 
structures and asset 
classes there is still a 
significant demand for 
liquidity and equity. 
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