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CAPITALIZING ON THE UNITED STATES’
RAPIDLY GROWING SUN BELT
ESJ Capital Partners (“ESJ”), a vertically integrated real estate
investment organization that has successfully grown its platform by
acquiring and managing a well-diversified real estate portfolio over
the past 12 years, has entered 2020 with its focus on investment
opportunities in high growth markets across the southern portion of
the United States. These markets are demonstrating significant
economic and population growth which support a continued tailwind
favoring strong real estate fundamentals. As a market leader in the
charter and private school investment space with over $622.8M in
transaction volume to date, ESJ will continue to keep its education
investments in focus. We are also launching our Strategic Office Fund
which will invest in core-plus and value-add office properties in key
cities primarily located in the Southeast. ESJ’s principals have
combined office-investment experience in excess of 100 years with
over $4.5B in total transaction volume largely concentrated in these
markets.
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Trends in ESJ’s Target Markets

Historically, core markets primarily located in coastal U.S. cities have commanded an investment premium because
they were viewed as safest options available. These markets include New York, Boston, Washington D.C., Los Angeles,
San Francisco, and Seattle. However, data from the current investment cycle offers three critical reasons that ESJ’s
targets in the Sun Belt are poised to deliver more attractive risk-adjusted returns than their core coastal counterparts.
•
Working-age population growth in key Sun Belt cities that include Atlanta, Austin, Charlotte, Dallas, Houston,
Miami, Tampa and Phoenix is expected to grow at 4.4% over the next 5 years. This is more than twice the 2%
growth forecasted in core coastal markets and more than four times the approximate 1% growth forecasted
in Los Angeles, San Francisco, and New York. (1)
•
Development restraint shown during the current investment cycle. The amount of office supply underway in
these target cities as a percentage of the current inventory has never eclipsed 2%. (1) The lack of supply shock
combined with strong demand has resulted in the best office fundamentals in the Sun Belt’s history.
•
Forecasted returns from office investments in the Sun Belt have outpaced like-kind office investments in the
core coastal markets by roughly 170 basis points. (1). This is the result of pricing in the Sun Belt being markedly
lower (approximately 57% per square foot) than pricing in the core coastal markets combined with
capitalization rates in the Sub Belt markets being approximately 30% higher than the core coastal markets.
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One of the key intersections of office and school investments is demographics and they weigh heavily in ESJ’s
evaluation and underwriting of education investment opportunities. The same population growth improving office
fundamentals in the Sun Belt is fueling an increase in demand for primary and secondary education. The Sun Belt’s
lower cost of living is a major factor in this changing demographic. Legislative changes, like the Tax Cuts and Jobs Act
of 2017, which caps deductions of state and local income taxes on federal returns, is also playing a major role, as more
people are relocating to states with no or low-income tax. Beyond individuals and families, many corporations are also
relocating to the Sun Belt away from high-tax or less business-friendly environments. (2) The result is better employment
opportunities, continued growth of working-age population, and continued demand for both private and charter school
options for communities in these markets.
Economic Outlook:

The United States is in its 11th year of economic expansion, resulting in the longest bull-market in its history. However,
most economists agree that we are entering a period of slower growth. Fourth quarter GDP was recently reported at
2.1%, matching the third quarter and bringing 2019 GDP to 2.3%. Headwinds towards continued expansion include
trade tensions, Middle East conflict, Brexit, and most recently, the threat of a Coronavirus pandemic. In the midst of
these economic and geopolitical uncertainties, there is broad advocation for alternative investments. This is evidenced
by an increase in real estate allocations by most institutional investors. (3) Global investment in commercial real estate
in Q4 2019 reached $324B, a 9% increase year over year. (4) With limited options for yield globally, commercial real
estate investment in the United States is a favored asset class among these investors. In fact, the U.S. commercial
real estate market commanded more foreign investment dollars than Europe for the first time in three years with
$34.8B spent across 288 deals versus $30.1B spent across 371 deals in Europe. (5)
ESJ intends to navigate through this late-investment cycle environment by carefully sourcing and underwriting
investment opportunities in key growth markets throughout the southern portion of the U.S that are exhibiting attractive
demographic trends and real estate fundamentals. By purchasing these properties at below replacement cost, taking
a hands-on approach to tenant curation and asset management, and executing targeted capital improvements that
will result in value enhancement through higher rents and expense savings, ESJ believes it will achieve its investment
goals. The current economic and interest rate environment is supportive of our acquisition plans which aim to deliver
optimal risk-adjusted returns to our investors. These investment targets will offer attractive upside while still being
defensive due to their hedge against inflation and equity market volatility.
ESJ thanks you for your continued trust. We look forward to working with you and wish you all much success in 2020.
Citations:
1: Paul Leonard, CoStar, Three Reasons Office Investors See Sun Belt Markets in a New Light, November 7, 2019
2: Bill Hethcock, Dallas Business Journal, 660 Companies moving facilities out of California with many bound for DFW, November 29, 2019
3: Institutions Continue to Raise Real Estate Allocations in 2019, National Real Estate Investor, October 23, 2019
4: Global Marketflash, CBRE, February 4, 2020
5: Bexits and Bubbles: How investors view Europe’s shaky real estate market, The Real Deal, January 21, 2020

Q1 | 2020

