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Average CRE Investment Transaction Size
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“Th ough it might prove diffi  cult to 
maintain the record investment 
volume of recent years, capital fl ow 
from more volatile markets around 
the world will continue to pursue the 
relative stability of the U.S. markets.  
Slightly down is the new ‘UP’!”

Scott Mitchell (B) SIOR, Executive Vice President

For the third consecutive year, Hawaii commercial real estate 
investment sales volume exceeded $4.0 billion, hitting $4.1 billion in 
2016.  Despite an 8.3% decline from the $4.47 billion recorded for 
2015, the number of transactions rose by a healthy 18.1% from 254 to 
300 over the past year (for commercial real estate transactions with 
a minimum $1 million sales price). 

For the fi rst time in fi ve years, the average 
transaction size actually declined, falling from 
$17.6 million to $13.7 million over the past year. 
This drop in average transaction size is likely 
the result of an increase in the number of small 
investors jumping into the real estate market 
combined with the reduction in the number of 
prime $100+ million properties on the market 
for sale.
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After a worrisome 65% drop in investment sales 
volume during the fi rst half of 2016, the pace of 
transactions picked up dramatically during the 
last half of the year when more than $3.15 billion 
was invested in prime hotel, residential and resort 
development sites. This sales activity even outpaced  
the record $3.05 billion achieved during the fi rst half 
of 2015.

Topping the list for the largest transaction for 2016 
was the Outrigger Hotel portfolio sale to KSL Capital 
Partners out of Denver, Colorado. While the price of 
the sale has not yet been disclosed, the purported 
value of the Hawaii component was estimated in the 
$900 million to $1.0 billion range. At roughly 4,500 
hotel rooms, the price tag equates to approximately 
$200,000 per room. 

Off shore investment constituted 81% of the dollar 
volume spent on Hawaii commercial real estate for 
2016, with an average of $36.7 million per acquisition.  
Local investors comprised the majority of the 
transaction counts with 70% of the total, but had a 
substantially lower average transaction size than their 
off shore counterparts at roughly $3.7 million.

A new record was established for the 2014 to 2016 
time period when more than $13 billion of commercial 
real estate traded hands. This exceeded the record 
previously set during the fi nancial boom period 
between 2004 and 2006, when roughly $11.2 billion 
was transacted.  

Global Volatility Increased Uncertainty 

for Investors 

For 2016, the year started with the Chinese stock 
market crash that sent global stock exchanges into a 
tizzy. Concerns were raised that the Chinese economy 
was hitting saturation and that continued real estate 
development was not sustainable. Speculation was 
raised that the government’s focus to shift away from its 
manufacturing base to a service economy would be long 
and arduous. 

In response to the Chinese stock market crash, global 
commodity markets were negatively aff ected. If the 
Chinese were no longer able to fuel demand for oil and 
raw materials, countries such as Russia, Venezuela, 
Brazil, Saudi Arabia and Canada would be faced with a 
surplus and dramatic price declines for their goods. The 
variability of oil prices, as measured by the West Texas 
Intermediate Crude Oil Index, indicates that oil prices had 
fallen to a recent low of $26 in February 2016, which 
coincided with the Chinese stock market crash.
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Europe was not immune to global turmoil. When the 
British voted to withdraw from the European Union, 
this “Brexit” event exemplifi ed the uneasiness many 
European nations faced with their unifi ed currency 
and trade market. Questions quickly arose as to how 
this would impact the rest of the European Union 
and whether this would spur a mass exodus of other 
countries.  Fortunately, that did not happen, but 
uncertainty and uneasiness still remains as to the future 
of British trade and its relationship with the rest of 
Europe. The combination of uncertainty in both Asia and 
Europe, led to increased volatility in global stock markets 
which is evidenced by the jagged pattern created by the 
S&P 500 Stock market index over the past two years. 

In addition to stock market volatility, the bond market faced 
stiff  headwinds. Off shore investors plunked money into 
bond markets for safe keeping. Since the United States 
appeared to be somewhat unscathed by the Chinese 
and European turbulence, investors seeking capital 
preservation invested heavily in U.S. bonds, which drove 
yields downward. Bond yields for countries such as Japan 
and Switzerland even dropped into the negative range.

Nationally, fi nancial institutions are enjoying positive 
gains since the end of the Great Recession. Commercial 
and industrial loans outstanding rose to $2.01 trillion, 
a gain of 77.5% over the past decade establishing a 
new record in commercial real estate loan activity. 
Coincidentally, commercial banks reported that loan 
delinquency rates fell to their lowest levels in the past 
decade at 0.87% at the end of the third quarter of 2016.  
The reduction in the loan delinquency rate refl ects more 
favorable market conditions for fi nancial institutions to 
provide additional capital into commercial real estate 
loans and is likely another factor attracting investor 
interest into real estate.

International Investment Activity 

Increases

With global stocks, bonds and commodities facing 
with instability, investors sought out U.S. real estate 
as a prime safe haven investment vehicle. While 
off shore investment dollars historically constituted the 
majority of the dollars spent on Hawaii real estate, the 
international component has grown exponentially. Of 
the $3.3 billion spent, roughly 42% or $1.37 billion was 
by international investors, continuing the second year of 
elevated activity. 

S&P 500 Index

Source: Federal Reserve Economic Data
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Korean fi nancial services fi rm, Mirae Asset Global Investments, paid $780 million to acquire the 1,230-room Hyatt 
Regency Waikiki Beach Resort and Spa for a per room cost of approximately $634,000. This transaction added to their 
Hawaii hotel portfolio which includes the $220 million purchase of the Fairmont Orchid Hotel on the Big Island of 
Hawaii in 2015. This is the seventh major hotel transaction by Mirae in the past four years. Other acquisitions include 
the Fairmont Hotel in San Francisco and the Four Seasons Hotel in Sydney. Market watchers believe the company 
wants to capitalize on the Chinese travel sector which is projected to hit 200 million overseas trips by 2020. 

China Oceanwide increased its land holdings in west 
Oahu when it purchased a 26-acre Ko Olina resort 
land parcel from the Resort Group for $280 million 
and a 514-acre residential land parcel from the James 
Campbell Company for $103 million. Combined with 
their two previous Ko Olina land purchases, these 
transactions boost their total investment in Hawaii up 
to nearly $600 million over the past two years.

Development opportunities appear to be of high 
interest for Hawaii City Plaza LP, a Chinese developer 
who acquired 730 Sheridan Street and 733 Cedar 
Street with the intent on redeveloping these sites into 
high-rise residential condominiums. Similarly, Hong 
Kong based developer Qinghua International Holdings, 
Ltd. acquired the Tissue Genesis Tower for $12 million 

this past year as a potential residential redevelopment opportunity. This purchase adds to their existing portfolio of 1338 
Kapiolani Boulevard and 1356 Kapiolani Boulevard.

Rounding out the international contingent of buyers were Singaporeans, Japanese and Australians that spent a combined 
total of more than $75 million on Hawaii properties in 2016.

Federal Reserve Board’s Infl ation Target vs. Trump Administration’s Economic Growth 

Agenda

In December 2016, the Federal Reserve Board increased interest rates for the fi rst time in eight years. Generally, interest 
rate increases are used as a way to dampen the threat of infl ation. If the economy falters, the Federal Reserve Board cuts 
interest rates with the hope of spurring borrowing activity. However, with the Federal Funds rate hovering between 0.50% 
and 0.75%, there is not much leeway to cut interest rates should the U.S. economy face a downturn.

The Trump administration’s anticipated priorities include fueling stronger job growth, increasing infrastructure spending, 
cutting taxes, reducing government regulations, and reforming trade and immigration protocols.  With the current U.S. 
unemployment rate at 4.7%, a healthy increase in job growth would likely result in wage infl ation. Typically, real estate 
benefi ts from infl ation as property values increase. Unfortunately, there is a tipping point where too rapid a rise in infl ation 
will spur a jump in interest rates that would slow the pace of real estate acquisitions and development.

We believe the real estate market could potentially withstand a 75 bps to 125 bps increase in rates over the next 18 months, 
if it corresponds to healthy economic growth and rising rents and property values. A bigger interest rate increase could 
negatively impact cap rates and lead property owners to hold off  selling their properties.

The recent KPMG “2017 Real Estate Industry Outlook Survey” highlighted what senior real estate executives thought about the 
coming year. While 77% of those surveyed viewed the real estate market for 2017 as being as good as or better than 2016, they  
also stated that deals will become harder and harder to fi nd. Many felt that their core markets will not deliver desired yields. As a 
result, many investors are incorporating less risky investment strategies and underwriting lower returns. 

In the Deloitte Center for Financial Services report, “CloserLook - 2017 Commercial Real Estate Outlook”, they surmised 
that transaction activity will continue to slow due to modest economic growth and ongoing political uncertainty. Also, due 
to the tightening of lending standards, credit availability could be hampered as CMBS issuers and banks are subject to 
increased federal scrutiny. They concurred with the KPMG report that fi nding attractive investment opportunity will be 
increasingly diffi  cult as global volatility increases. 

Hawaii Investment Research & Forecast Report | Year-End 2016 | Colliers International

Historical Foreign Investment Dollar Volume in Hawaii CRE
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The Colliers “State of the U.S. Market and 2017 Outlook Report” refl ects optimism that property markets will remain 
strong through 2018 and real estate investment demand should remain at elevated levels despite policy uncertainties. 
Investors will increasingly have to balance the risk of higher infl ation against the increased odds of a potential recession. 
The combination of rising interest rates and the potential repercussions of the Trump administration’s trade policies could 
possibly reduce foreign inbound capital fl ows and ultimately slow the demand for investment properties. 

Local Real Estate Fundamentals Remain Healthy

While global volatility remains elevated and the impact of Trump’s economic agenda on national trends remain uncertain, 
Hawaii’s economic outlook remains optimistic. Both of the State’s primary economic forecasters, the University of Hawaii 
Research Organization (“UHERO”) and the State Department of Business, Economic Development and Tourism, project a 
1.9% to 2.1% moderate growth rate for real domestic product. Tourism is projected to hit another record as it tops 9 million 
visitors for 2017. Even job growth is forecasted to add between 1.1% and 1.2% additional jobs for the year.

Colliers believes that the local real estate investment market will be more greatly infl uenced by national and global factors 
than by local economic factors. Barring any black swan events, Hawaii’s real estate market should remain an attractive 
target for both local and off shore investors as they will likely benefi t from continued property appreciation and rising rental 
rates. 

Capitalization rates, which had steadily compressed since 2009 as property values began to increase and economic 
conditions improved, appears to have fl attened out over the past eighteen months. Only multifamily properties posted 
another cap rate decline as investors continued to bid up the prices of this popular investment type. 

Despite these positive factors, Colliers does 
anticipate a slowdown in Hawaii investment sales 
activity for 2017. There are three primary factors 
that lead us to this conclusion. 

1. The lack of available prime properties for sale.  

After three consecutive years of elevated sales 
activity, many top tier investment properties have 
already traded hands. While property prices have 
generally appreciated, we have not witnessed any 
speculative activity. 

2. The increased threat of infl ation and 

corresponding interest rate increases. With a U.S. 
unemployment rate of 4.7%, it is highly likely that 
additional job growth will spur wage infl ation as 
competition for skilled labor intensifi es. Hawaii’s 
3.2% unemployment rate has already begun to 
impact the cost of goods and services. UHERO is 
forecasting infl ation to grow to 3.3% for 2017. The 
increase in infl ation is anticipated to drive interest 
rates higher and ultimately make borrowing costs 
more expensive for acquisition and development 
and potentially slow deal volume.

3. Trump’s trade and immigration reforms. Should 
the U.S. adopt an isolationist or protectionist 
attitude towards trade or immigration, this would 
likely anger our trade partners and result in an 
economic growth slowdown and rising prices for 
imported goods. A trade war would likely also stem 
the fl ow of foreign investment capital into the U.S. 
for real estate acquisition and development.

Hawaii CRE Estimated Capitalization Rates

Source: Real Capital Analytics, Collilers International Consulting and Research
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In 2017, the Hawaii investment market looks to mirror the general trends forecasted throughout the core and secondary 
markets on the Mainland U.S. There will likely be fewer mega-deals bolstering the market as there has been over the 
past three years. Therefore, while we expect transaction count activity to remain the same, sales volume is projected to 
decline by 20%.  Highlighted below are the major trends we feel will impact the Hawaii market in the coming year.

Repositioning and value-add opportunities will continue to attract investors and developers who have moved further 
along the risk spectrum to chase yields not readily available in core Mainland markets.  The lack of available assets in 
those areas will drive interest in Hawaii which, despite geographic challenges, maintains some of the nation’s lowest 
vacancy rates in all but the offi  ce sector. Double-digit offi  ce market vacancy rates have proved attractive to developers 
who plan on taking advantage of mixed-use zoning to convert offi  ce buildings into hotel or residential towers.  Most 
notably, Douglas Emmett has been eyeing offi  ce towers in the Honolulu CBD for conversion which could result in over 
250,000 square feet of offi  ce inventory being removed from the market.  This loss in inventory could potentially cause 
the vacancy rate to dip from 13% to 11%.

Construction costs will stabilize, but continue to have a direct impact on investment sales and development. Over the 
past two years, construction costs have escalated more than 20%, forcing a number of projects to be postponed or 

cancelled altogether. The recent delivery of eight 
residential towers in the Kakaako area could apply 
downward pressure on pricing as contractors 
look to replenish their pipelines for the next 12-36 
months. But that change remains to be seen.  Aside 
from a 100,000 square foot speculative industrial 
development being considered at Kapolei Business 
Park – Phase II in West Oahu, no other notable 
development has been identifi ed or deemed feasible 
under current lease rates. 

Hawaii continues to witness strong demand from 
Asian buyers looking to invest in the U.S., which 
remains the most favored destination for global 
investment.  The purchase of a combined 540 acres 
in West Oahu by China Oceanwide ($383 million) 
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for resort and residential development, and the acquisition of the 
leasehold interest in the Hyatt Regency Waikiki Beach Resort and 
Spa ($780 million) by a Korean fi nancial services fi rm, Mirae Asset 
Global Investments, highlight the substantial and ongoing interest 
in the market by Asian investors.  The continued strength of such 
foreign investment in Hawaii could be signifi cantly impacted by the 
Trump Administration’s increasingly nationalistic policies on trade 
and immigration, along with a reported greater diffi  culty pulling 
capital from Asian markets.  However, we anticipate cooler heads 
will prevail during policy discussions and that new avenues of 
moving funds from Asia to global markets will help to maintain deal 
a steady fl ow.

There continues to be much speculation as to how the local 
investment market will respond to the new presidential leadership.  
Both buyers and sellers appeared to proceed with caution during 
the election cycle, but have been re-engaged and are now looking 
to transact in the new year.  With renewed confi dence in the stock 
market, elevated consumer confi dence and the anticipated roll-back 
of the Dodd-Frank Act and other banking regulations, the positives 
of any Administration actions should outweigh any negatives. This is 
as long as interest rates do not increase more than the anticipated 
75-100 basis points already built into underwriting models.

There is ongoing concern that we are far along in this boom cycle.  
The current economic expansion of 91 consecutive months is already 
two years longer than the typical expansion period since World 

War II.  Although a widening gap over the past 180 days between buyer and seller pricing could be an early indicator 
of a turning market, Hawaii’s economic fundamentals appear to remain solid.  Indicators such as low unemployment, 
historically high tourism fi gures, increases in military spending, and exceptionally low vacancy rates across most 
categories point to the fact that Hawaii should remain strong into the foreseeable future.  

Hyatt Regency Waikiki

YEAR-END 2016 SALES SUMMARY SALES VOLUME SALES COUNT

SALES VOLUME SALES 
COUNT

LOCAL 
INVESTOR

OFFSHORE LOCAL 
INVESTOR

OFFSHORE

RESORT/GOLF $2,133,805,150 13 $49,850,000 $2,083,955,150 2 11
INDUSTRIAL $236,480,333 46 $80,563,393 $155,916,940 32 14
LAND $720,779,422 64 $174,392,033 $546,387,389 34 30
MULTIFAMILY $300,338,388 79 $151,908,388 $148,430,000 73 6
OFFICE $142,564,633 37 $82,254,000 $60,310,633 26 11
RETAIL $565,283,422 61 $251,692,125 $313,591,297 43 18
TOTALS $4,099,251,348 300 $790,659,939 $3,308,591,409 210 90
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NOTABLE 2016 INVESTMENT TRANSACTIONS

PROPERTY TYPE PROPERTY NAME ACQUIRED INTEREST SALES PRICE BUYER ENTITY SELLER ENTITY SALES DATE

Resort/Golf Outrigger Hotel Portfolio Hawaii Component 
of Portfolio $900 Million* Outrigger Hotels KSL Capital Nov-16

Resort/Golf Hyatt Regency Waikiki 1240 Rooms $780 Million Blackstone Group LP Mirae Global Capital Sep-16

Resort/Golf Ritz Carlton Kapalua 404 units $210 Million Woodbridge Capital Partners LLC Ares Mgt, SMW Hospitality and 
Trinity Investments LLC Nov-16

Resort/Golf Ala Moana Hotel 1,086 Rooms $52.5 Million Outrigger Hotels Mantra Group Ltd. May-16

Resort/Golf Ko'a Kea Hotel 121 Rooms $50 million CTF Ko'a Kea Hotel, LLC Pacifi c Hospitality Group Jan-16

Multifamily Oasis of Waipahu 406 units $106.5 Million Bascom Group Di Napoli Capital Partners Mar-16

Multifamily Palms at Kilani 106 units $25.9 Million Carmel Partners Inc. Di Napoli Capital Partners Jan-16

Retail Maui Mall 185,243 square feet $86.4 Million Alberta Development Partners LLC JLL Income Property Trust Jan-16

Retail Lahaina Cannery Mall 164,434 square feet $64.75 Million Property Development Centers, 
LLC US Realty Partners Inc. Jun-16

Retail 280 Beachwalk (Hard 
Rock Café Building) 32,586 square feet $59.7 Million First Round Pacifi c LLC 280 Beachwalk LLC Aug-16

Offi  ce Model Progress Building 58,760 square feet $14 Million Niu Pia Land Company Ltd. San Ramon Valley Gold Course 
LLC May-16

Offi  ce 810 Richards Street 79,120 square feet $12 Million Endless Luck, LLC Daxidi International Holdings, 
LLC May-16

Land Ko Olina Resort Land 26 Acres $280 Million The Resort Group China Oceanwide LLC Aug-16

Land Kapolei West 514 Acres $98.0 Million James Campbell Co. Oceanwide Resort Community 
LLC Oct-16

Land Fee Land under Don 
Quijote Kaheka Store 4 Acres $41.2 Million Don Quijote USA Commercial Land Properties 

Pte Aug-16

©2017 Colliers International Consulting and Research. All rights reserved.

* estimated sales price


