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“It’s not practical to think that we are 
going to have record sales volume every 
year. We expected a slowdown after 
hitting peaks in 2014/2015, yet there is 
a lot of capital still searching for yield. 
It will be interesting to see where the 
volume goes in 2018.” 

Scott Mitchell (B) SIOR, Executive Vice President

Hawaii commercial real estate investment sales volume 
declined by nearly 25% over the past year, falling from $4.1 
billion recorded in 2016 to $3.08 billion for 2017. This is the 
third consecutive year of decreased sales since the record 
high volume of $4.57 billion posted in 2014. This decline 
corresponded to the slowdown in sales volume experienced 
across the country. Real Capital Analytics determined that 
total US commercial real estate sales volume fell by 7% over 
the past year, totaling $463.9 billion in sales for 2017. 

The nationwide decline in investment sales is being 
attributed to the length of the current economic upcycle 
which is in its ninth year. Buyers are hesitant about making 
acquisitions because upcycles are typically five years, 
far shorter than we are now experiencing. Investors are 
concerned about current pricing levels and potentially buying 
at the market peak. 

Additionally, as 2017 drew to a close, the Trump 
Administration’s tax reforms sparked uncertainty of the 
impact on real estate investments. There were concerns 
that rules regarding capital gains taxes, interest mortgage 
deductions, depreciation, 1031 exchanges, etc., were going to 
be altered. This uncertainty likely contributed to a widening 
pricing gap between buyers and sellers. 

For Hawaii, the number of transactions priced above $1.0 
million also declined. At year-end 2016, the number of 
transactions rose to a record 300, but transaction activity 
slowed by the end of 2017, dropping 5.3% to 284 sales. While 
this may be disconcerting, market fundamentals still appear 
supportive of a continuation in healthy real estate investment 
activity. National and local economists assert that short term 
prospects for economic growth still appear healthy and that 
the GDP growth rate will remain near 2.0% through 2019.
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Sales Volume vs. Sales Counts
Of the $3.08 billion in Hawaii commercial 
real estate sales volume, more than 52% 
is attributed to the resort/golf category, 
which typically is the largest segment of 
annual investment sales volume. A total 
of twelve hotel and golf properties sold 
in 2017 for an aggregate price of more 
than $1.6 billion. The average hotel price 
was in excess of $135 million. Following 
at a distance for this year was the retail 
property category with nearly $487 million 
and the industrial sector with over $298 
million in sales volume for the year.

Of the primary property categories, the 
retail component has demonstrated a high 
level of volatility over the past five years. 
Sales volume has fluctuated from a decade 
high of $2.85 billion in 2015 to a 2017 low 
of $486.6 million. The sale of regional malls 
such as Ala Moana Center and Pearlridge 
Center in 2015 and Royal Hawaiian Center in 
2014 caused the earlier spike in retail sales. 

Of the 284 transactions in 2017, multifamily 
properties were the most popular acquisition 
targets, comprising 23.9% of the total count 
with an average sales price of $3.19 million. 
Developable land, retail and industrial 
properties accounted for similar shares of the 
total sales count, totaling 21.5%, 21.1%, and 
20.4%, respectively. 
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YEAR-END 2017 SALES SUMMARY SALES VOLUME SALES COUNT

SALES VOLUME SALES 
COUNT

LOCAL 
INVESTOR

OFFSHORE LOCAL 
INVESTOR

OFFSHORE Percentage of 
Sales Volume

Percentage of 
Sales Counts

RESORT/GOLF $1,625,043,343 12 $358,499,000 $1,266,544,343 3 9 52.80% 4.23%
RETAIL $486,647,008 60 $121,091,062 $365,555,946 37 23 15.81% 21.13%
INDUSTRIAL $298,311,737 58 $123,414,612 $174,897,125 40 18 9.69% 20.42%
LAND $287,619,647 61 $184,204,796 $103,414,851 41 21 9.35% 21.48%
MULTIFAMILY $216,886,506 68 $170,688,458 $46,198,048 61 7 7.05% 23.94%
OFFICE $163,090,000 25 $68,250,000 $94,840,000 15 10 5.30% 8.80%
TOTALS $3,077,598,241 284 $1,026,147,928 $2,051,450,313 197 88 100.00% 100.00%
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Colliers also separated each transaction into 
five sales price categories and determined 
that more than 58% of the $3.08 billion in total 
sales was attributed to transactions over $50 
million. Historically, this has always been the 
case for Hawaii. Offshore investors comprise 
the majority of the buyers for these $50 million+ 
priced properties which are generally prime 
resort properties, high-rise office buildings, or 
premier retail shopping centers. 

While institutional investors generated the lion’s 
share of the commercial real estate investment 
dollar volume, 72% of the transactions were 
for properties priced under $5 million. Small 
investors continue to comprise the majority of 
Hawaii’s real estate buyers with the average 
transaction size of $2.1 million.

For Hawaii, a large percentage of the small 
investor population are owner-user business 
operators. When rental rates quickly escalated 
for the past few years for retail and warehouse 
properties, these businesses stabilize their 
occupancy costs by acquiring their company’s 
facilities while also building equity.

Foreign Investment Declines
Shedding more light on the investment market, 
Colliers segmented buyers by their location. 
For 2017, roughly 47% of sales volume was 
attributed to U.S. mainland buyers (principally 
U.S. institutional investors), 31% from local 
entities, and 23% from international buyers.

Of the three buyer categories, the most notable 
change between 2016 and 2017 was the sizeable 
47.4% decrease in international commercial 
real estate investment activity. U.S. institutional 
investors also recorded a 19.5% decline in year-
over-year transaction volume. Only local investors 
boosted their investment volume, increasing by 
29.8% over the past year.

©2018 Colliers International Research and Consulting. All rights reserved.
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The acquisition of the former Pacific Beach 
Hotel for $515 million by Commerz Real 
AG from Germany was not only the largest 
transaction for the year, but also constituted 
71% of the $722 million spent in Hawaii by 
foreign real estate investors. However, this one 
major investment was not enough to compete 
with the largest transactions from the previous 
two years. China Oceanwide Holdings Group’s 
investment in West Oahu development land 
and AustralianSuper’s purchase of 25% of Ala 
Moana Center fueled the record $1.42 billion 
spent by foreign investors in 2015. This was 
followed by Mirae Asset Global Investment’s 
$750 million acquisition of the Hyatt Regency 
Waikiki in 2016. 

Hawaii’s decline in foreign investment 
activity corresponded to a global decline 
in international real estate investment by 
the Chinese. In fact, of the Asian countries, 
Singapore replaced China as the largest 
investor in U.S. commercial real estate for 
2017. The Chinese government’s increased 
restriction on foreign real estate investment 
appears to have directly impacted deal flow. 

The annual survey by the Association of 
Foreign Investors in Real Estate indicated 
that the U.S. remains a favorite investment 
destination for 2018. Los Angeles recently 
supplanted New York as the top metropolitan 
foreign investment market in the U.S. Increased 
interest in logistics and industrial properties 
that benefit from the rise in e-commerce have 
contributed to the allure of Los Angeles.

Stocks Outperform
While 2017 began with uncertainty, the end of the year was met with rising consumer confidence and a record breaking 
performance by various stock market indices. The NASDAQ, Dow Jones, and the S&P 500 posted healthy returns of 27.24%, 
24.39%, and 21.83%, respectively. The most widely followed Dow Jones Index established a new record on January 16, 2018 
when it surpassed the 26,000 level, having risen by more than 8,000 points since the Trump Administration took office. 
This index also rose from 25,000 to 26,000 in just twelve days, the fastest rate ever recorded for a 1,000 point increase. 
Conversely, in February 2018, the Dow Jones Industrial Average index dropped from a high of 26,616 to 23,806 in a matter of 
a week. This volatility is likely representative of the economic uncertainty 2018 holds.  

Comparatively, the FTSE NAREIT Index, which tracks public investment in real estate investment trusts, generated a 
more modest 9.27% growth for the year. The recent stock market volatility is likely to have a positive impact on real 
estate investments. Despite the lower annual return, investors understand the “safe haven” that real estate holdings can 
provide. While investors often follow where the greatest investment returns occur, disciplined investors continually seek a 
balanced, diversified portfolio with a portion allocated to real estate. The current volatile stock market can easily result in an 
unbalanced portfolio with little exposure to real estate. 

Historical Foreign Investment Dollar Volume in Hawaii CRE

©2018 Colliers International Consulting and Research. All rights reserved.
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Market has Likely Peaked
The U.S. National Bureau of Economic Research, identified June 2009 as the date the current economic growth cycle started. 
February 2018 marks 104 months of growth. The average post-WWII economic recovery lasted 58 months, so the current 
cycle has nearly double the average length. While the pace of GDP growth following the Great Recession ranged in the 2.0% 
range, which was well below many economist’s projections, it appears that the slower growth rate may have helped prolong the 
length of the upcycle. 

The length of an economic cycle depends on a wide range of factors, including an accumulation of imbalances or a black swan 
event. Central banks and governments can also have an influence by implementing excessively lax or restrictive policies which 
can lead to bubbles or stifle an economy. Such influences leading to economic downturn were seen in the Great Recession 
where lenders provided easy access to capital with lax underwriting. The 1990’s Japanese Bubble was spurred by inflated 
Japanese real estate values being provided as collateral for Japanese investments.  For most experts, these are not imminent 
concerns. Economists surveyed by the Wall Street Journal did not anticipate 2018 will be recessionary.

Expectations are high for Jerome Powell, who recently replaced Janet Yellen as Chair of the Federal Reserve. Mr. Powell 
has been a noted centrist and will likely continue Yellen’s data driven decisions toward interest rate hikes. After Yellen’s 
successful navigation through the Great Recession, Powell’s role will be to remain attentive and flexible to new changes. The 
implementation of current tax reforms, coupled with the rising budget deficit could threaten a rapid increase in inflation and 
demand a skilled Chair to maneuver effectively. 

Cap Rate Compression Ends
For 2018, economists are projecting that the Feds will 
likely employ three or more interest rate increases. 
For Hawaii, cap rates which had compressed since 
2009, appear to be holding steady as buyers have likely 
included increased borrowing costs in their acquisition 
pro formas. In an effort to boost returns, institutional 
investors have already expanded their geographic 
search criteria to include secondary and tertiary 
markets like Hawaii. 

Over the past twenty years, the average annual sales 
volume for Hawaii commercial real estate was roughly 
$2.3 billion. Colliers anticipates that 2018 investment 
dollar volume will continue to trend downward resulting 
in an “above average” level of transaction activity of 
around $2.62 billion for the year. 

Principally, the decline in activity would be most 
noticeable among large “mega-deals” which are 
increasingly challenging to source and even more 
difficult to consummate. While megadeals will decline, 
the number of smaller real estate transactions is 
projected to increase as the adoption of the recently 
approved tax reforms spurs interest in real estate 
investment activity. The reduction to the corporate 
tax rate, the 20% taxable income deduction for pass-
through income, as well as an accelerated depreciation 
schedule will help to generate demand for investment 
real estate. Despite the decline in dollar volume, Colliers 
forecasts that the number of real estate transactions 
will increase for 2018.

Hawaii CRE Estimated Capitalization Rates

Source: Real Capital Analytics, Collilers International Consulting and Research
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While the finer points of the new tax law have yet to be legislatively confirmed, many prognosticators have said the 
Tax Cuts and Jobs Bill, a.k.a. The Trump Tax Plan, that was signed into law on December 22, 2017, provide the most 
significant changes to tax laws passed in over 30 years. In particular, the new laws will greatly benefit commercial real 
estate investment and ownership. We decided to do some digging and see what the leading minds are saying about any 
far-reaching impact this tax overhaul plan may have for our clients in Hawaii. The following are the major points that we 
believe could impact commercial real estate investing.

1. Like Kind Exchanges (1031) - These have basically been kept in place for typical commercial real estate properties.

2. New Deductions for Pass-through Entities Benefit Standard Real Estate Investment Vehicles - 
• Individuals in qualified partnerships or pass-through entities can take an additional special deduction of up to 

20% against their ordinary income. This is a specific benefit to investors in qualified partnerships, including 
commercial real estate investments, that allows for pass through of losses against the investment income. This 
is not a benefit associated with equities, and significantly increases true investment returns.

• For corporations that own real estate, their federal corporate tax rate has been reduced from 39% to 21%. This 
reduction in tax burden for corporations is anticipated to free up capital that could encourage businesses to 
purchase their own real estate, driving up demand and pricing. 

3. Carried Interest - The preferred long-term capital gains tax rate was not eliminated but now requires a 3-year 
holding period. This won’t impact investors/owners with a long-term hold strategy but could directly affect those who 
operate on a fix-and-flip strategy.

4. Tax Deductions for Property Developers - New provisions allow developers to deduct interest expenses for a 
variety of real estate activities, including construction, management, and property development. This should help 
developers free up some necessary cash to keep projects moving.

5. Limitation on the Deductibility of Mortgage Interest on Residential Real Estate - The new provision reduces the 
maximum mortgage amount you can claim interest on from $1,000,000 to $750,000. Here in Hawaii, where the 
median home price in January 2018 was $779,000, the reduction in the mortgage interest rate deduction could have 
a negative impact on home buyers seeking to secure mortgages above $750,000. This will likely discourage home 
ownership in favor of commercial real estate investment where the after-tax benefit will yield much higher returns 
than in primary residences.

Mark Bratton (B)
Senior Vice 
President

Mike Perkins (S) 
Associate

Tax Reform and Likely 
Impact on CRE Investment
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6. No Limitation on the Deductibility of Mortgage Interest on Commercial Properties - This keeps in place the great 
tax shelter that commercial real estate can provide on an investor’s K-1 tax form. 

7. Increase in U.S. Estate Tax Exemption Amounts for U.S. Individuals - This exemption significantly increases the 
amount families can pass along to heirs. The exemption was $11 million and is now $22 million for married couples. 
We have already seen examples of families making changes in their estate plans and gifting properties and assets. 
People with wealth are transferring assets to their heirs tax-free which is anticipated to stimulate potential disposition 
of properties, and/or allow for the heirs to invest in commercial real estate or other investment vehicles.

8. Expanding Options for Deductions - The following is a simplified assessment of the changes to the Section 179 
Deduction. 

• 2018 Deduction Limit Increased from $500,000 to $1,000,000 - This deduction applies to new and 
used equipment, as well as off-the-shelf software. While this increase in deduction amounts might not be 
centered on real estate, it will reduce the cost of doing business enabling companies to maintain spending 
on occupancy costs and preserving income to the investment owner. 

• 2018 Spending Cap on Equipment Purchases Increased from $2,000,000 to $2,500,000 - This is the 
maximum amount that can be spent on equipment before the Section 179 Deduction available to your 
company starts declining on a dollar for dollar basis. This spending cap makes Section 179 a true “small 
business tax incentive” because larger businesses that spend more than $3.5 million on equipment won’t 
get the deduction. Similarly, this will free up working capital to enable small businesses to stabilize 
occupancy costs.

• Bonus Depreciation Year 1 Increased from 50% to 100% for 2018 and Expansion of the Definition of 
“Property” under Section 179 - The Tax Cuts and Jobs Act have increased first-year bonus depreciation to 
100%. In another significant change under the new tax law, you can use bonus depreciation for purchases 
of new or used property. Under prior law, you could only use bonus depreciation for new property. While 
the list of qualified expenses has not been released, it is anticipated that the expanded definition of Section 
179 “Property” will cover a range of improvements to non-residential real property, including roofs, HVAC, 
fire protection and security systems. This will allow for Investors and owners to significantly invest in their 
properties and deduct 100% of those expenses that qualify in year one against income.

• Reduction in Depreciation Periods - While not yet confirmed, initial reductions for residential and non-
residential depreciation schedules were anticipated to move to 25 years and 27.5 years, respectively, from 
39 years, previously. This aggressive depreciation schedule will allow for greater write-offs against income, 
further reducing the tax burden of commercial real estate investment.

Please note that this reflects our opinion only and we advise the reader to consult with their own Certified Public Accountant 
for specific advice on their particular situation. There are more aspects in this tax reform bill that are favorable to real estate 
investors, so we recommend that you consult with your accountant as soon as possible to start planning for 2018. As every 
action has an equal and opposite reaction, most experts agree that these new regulations should spur additional investment in 
the commercial real estate sector, from development to purchase of real estate for rental income purposes.
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NOTABLE 2017 INVESTMENT TRANSACTIONS
PROPERTY TYPE PROPERTY NAME ACQUIRED INTEREST SALES PRICE BUYER ENTITY SELLER ENTITY SALES DATE

Resort/Golf Alohilani Hotel 839 Rooms $515000000 Commerz Real AG HighgateHoldings LLC Apr-17

Resort/Golf Westin Maui Kaanapali** 759 Rooms $317,000,000 Marriott International Trinity Investments LLC and 
Oaktree Capital Apr-17

Resort/Golf Mauna Lani Resort and Golf 341 Rooms $195,685,660 DHL Mahi Opco LLC c/o Prospect 
Hill Group

Mauna Lani Resort Operation Inc. Aug-17

Resort/Golf Turtle Bay Resort and Golf 410 Rooms $330,000,000 Outrigg Blackstone Group
er Hotels

Credit Suisse et al  
(Replay Resorts)

Dec-17

Industrial 94-468 Akoki Street 52,909 SF $17,000,000 Warabeya USA Fuji Film Holdings Jan-17

Industrail 2968 Koapaka Street 18,350 SF $15,810,000 JFC International Tomchi Group Inc. Nov-17

Multifamily Tokai University (2241 
Kapiolani Blvd)

172,036 SF $35,000,000 Jororo LLC and Kenndy Wilson 
Properties Ltd

Gakko Hojin Tokai Daigaku Aug-17

Multifamily 808 Hausten Street 50 Units $9,250,000 Ahe Group Hausten Garden Developers Apr-17

Retail Pearlridge Uptown II 167,510 SF $70,000,000 Washington Prime Group Inc. Blacksand Capital Mar-17

Retail Walgreens Keeaumoku 
(1470-1488 Kapiolani Blvd) 36,058 SF $42,250,000 Bella Betty Inc. Salem Partners Jul-17

Retail Ko Olina Station** 56,000 SF $41,000,000 West Honolulu Center LLC  
(Jeff Stone) Ko Olina Station LLC Mar-17

Retail Kauai Village Shopping 
Center 115,000 SF $43,550,000 Epic Real Estate Partners ValueRock Realty Partners Nov-17

Office 1833 Kalakaua Avenue 243,128 SF $26,100,000 Salem Partners CFT Development Parallel Cap Partners, Angelo 
Gordon Mar-17

Land KBP West LLC 1,586,281 SF $25,505,025 KBP West II LLC Kapolei Lot 16915-A Holdings 
VII, LLC Jun-17

©2018 Colliers International Consulting and Research. All rights reserved.
* estimated sales price
** leasehold transaction


