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Another Brick in the wall was a Pink Floyd metaphor for 
the walls we build to escape from reality.
Many residential sector reports focus on an analysis of 
the recent past without including a view of the expected 
development of the sector over the medium term.

We have tried to broaden perspectives by breaking down 
the walls that, in our case, often prevent us from predicting 
the future, incorporating the market vision and awareness 
of the Managing Director, Directors and Associate Directors 
of Colliers who most deal with the residential sector in an 
indirect survey of the development market which we hope 
provides a different angle.

We hope this won't be just “another brick in the wall” and 
will help developers, financiers and investors to enrich 
their view of the future.

Mikel Echavarren 
CEO, Colliers International Spain

I. Investor Sentiment

II. Corporate Transactions

III. Cycle Situation
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The content prepared by Colliers International Spain SL (hereinafter Colliers International) is protected by copyright law, in 
accordance with the provisions of Legislative Royal Decree 1/1996, of 12 April, approving the consolidated text of Intellectual 
Property Law, regularising, clarifying and unifying the prevailing legal provisions on the matter.
In accordance with the stipulations of articles 17 and following of the aforementioned legal text, users are prohibited from 
reproducing, distributing, publicly communicating and changing, without the prior written consent of Colliers International, the 
digital content prepared by Colliers International, which owns the exclusive rights to the exploitation of said digital content.
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Residential

I. Investor Sentiment
Funds and Developers. Macro and Micro. Two visions of 
the Spanish residential market. The macroeconomic view 
of investment funds, which continue to invest decidedly in 
our market, based on job creation indicators, the margin for 
recovery of the markets from pre-crisis levels and economic 
growth, together with the moderation and greater prudence of 
residential developers.

FUNDS
New international funds are 
entering our market in search of 
opportunities for the residential 
development of both first and 
second homes.
Their investment goals are 
focused on the medium high 
segment, distributed 80-20% 
between first and second homes, 
developments of 50- 80 houses 
and tickets of between 5 and 20 
million euros per plot.

Funds with a presence in 
unlisted developers maintain high 
investment targets, strengthening 
their business plans and trying to 
obtain sufficient size to achieve 
a liquidity event (either a stock 
market listing, M&A transaction 
or as a complement to a company 
that is already listed).
The current stock market scenario 
makes achieving any of these 
targets unlikely in the short term.
 
Funds are still interested in 
the development of “High-End” 
housing where demand is holding 
up vs limited supply, with a certain 
upside for prices in specific areas 

of Madrid and Barcelona. Not all 
urban areas work for this kind of 
product.

DEVELOPERS
Developers are more cautious 
in their forecasts on seeing how 
price increases in certain cities 
conflict with purchasing capacity 
while replacement demand is 
waning.
The houses they are developing 
are getting smaller and smaller in 
consolidated markets.
In this respect, an increasing 
number of developers are deciding 
to accelerate their business plans 
with asset sales and turnkey 
developments for rent (Build to 
Rent).

Developers with high solvency or 
financial backing are beginning to 
deliver large volumes of housing 
and so have the cash to continue 
to invest, with the generalised 
feeling that the end of the cycle is 
closer than the beginning.

Their priority goal is land of a 
certain volume of between 15 and 
30 million euros.

Rising building costs enhance the 
strategic position of the developer-
builder, with greater flexibility in 
the technical management of their 
developments with or without a 
subcontracted builder.

COOPERATIVES
These are unbeatable competitors 
in organised land purchase 
processes when payment is 
structured in accordance with the 
pace of incorporation of the co-
operatives.

Perfect symbiosis of their 
business model with investment 
funds’ bridge financing.

Residential 
investment is 
accelerating but so 
too is developers’ 
prudence.
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Residential

BACKDROP

The high level of residential land purchases in the 
last two years is changing towards a more selective 
developer scenario.

There is no negative perception in the sector but 
there is greater concern over the rate of sales and 
rising building costs.

The margins envisaged in residential development 
business plans clash with the high level of pre-
sales required to obtain the developer loan and the 
subsequent development of building costs, which 
restricts developers’ room for manoeuvre to react 
to these increases in costs with increases in prices.

Developers who can manage to delay pre-sales will 
make significant gains in margins.

Corporate financing, via bond or junior debt issues, 
will be a tool by which large developers can defend 
margins by reducing their dependence on mortgage 
financing.

Prudence on the coast. An increasing number of 
developers view with caution the second home 
market on the Costa del Sol because of a certain 
overheating of sale prices and the immediate risk of 
the effects of Brexit.

Land under development. Urban management 
is beginning to interest developers and investors 
as a defensive strategy given the rising cost 
of land in structures that are 100% supported 
by shareholders’ equity. Model of association: 
investment funds with land banks under 
development together with developers-managers 
who co-invest and receive the resulting buildable 
area.

New markets which have joined the recovery 
later and which are very interesting for first home 
development, such as Cordoba, Granada, Valladolid, 
the Canary Islands, Galicia and Santander.

Valencia, a case apart. We see a lot of activity and 
concern about demand. In Valencia large funds 
and developers are looking for land on which 
to develop at least 80 - 100 first homes inside 
the main ring roads, although there is growing 
interest in operations in nearby towns (Paterna, 
Torrente, Picaña). Activity is growing among small 
developers (some in JVs with local family offices) 
which can take part in developments of at least 20 
houses both in the city of Valencia and in nearby 
towns.

Defending margins by 
delaying pre-sales.

Cataluña, another big standout. We are seeing 
land purchases to develop around the main cities. 
In Barcelona this activity has intensified since 
the local government decreed that 30% of new 
developments had to comprise state-sponsored 
housing. This will cause a decrease in real estate 
development operations in the city of Barcelona and 
an increase in the price of both land in the city and 
buildings with permits and in land in the outskirts.

Those developments which managed to obtain 
a permit before the decree will enjoy an 
advantageous position. Our preferences are 
Badalona, Mataró, Sant Cugat, Hospitalet, Sitges 
and el Maresme. Be warned about the moratorium 
on permits in the Costa Brava. Here too projects 
with permits will increase in price and the 
beneficiary of this moratorium could be la Costa 
Dorada (Tarragona).

Madrid. Co-operatives and funds are focusing on 
large land sales.

ALTERNATIVE FINANCING

This is spreading rapidly as a more flexible option 
than alliances between developers and funds, 
aimed at local developers with high capacity 
but capital restrictions and co-operatives with 
little financial capacity but strong technical and 
commercial capabilities.

Bond issues are shaping up to be a powerful 
funding option for developers and REITs when it 
comes to capital reductions and investment in fully 
permitted land.
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Residential

BUILD TO RENT 

There is enormous investor appetite for rental 
housing which in turnkey projects increases its 
gross yields by over 5% a year. Investment funds 
and managers with capital from insurers are 
showing interest in this product as a result of the 
compression of yields on commercial assets and 
the changes in demand of housing users. 
We expect this product to be the star of the sector 
in coming years.

Key aspects:

• VAT regulations imply its structuring as 
forward funding or forward purchase.

• Building risk against a backdrop of rising costs

Narrow market. Madrid and Barcelona are 
priority interests. Once they have acquired a 
minimum volume in these markets, funds will 
focus on secondary markets where there are 
big opportunities in terms of yield as a result of 
imperfect rental vs ownership markets. 

BTR is an essential product for large housing 
developers with redundant land banks in the same 
locations or which are too big to be developed in 
the next 5 years for sale.

The execution of turnkey purchase agreements with 
rental housing investment funds allows them to 
accelerate their business plans without competing 
with their own residential developments for sale, 
saving sales and horizontal division costs.

The main obstacle to the execution of large BTR 
transactions lies in approaching the market with a 
portfolio of potential interest to investors that can 
be adapted to the investor and, at the same time, 
with a transaction structure which balances the 
risks of building cost overruns for the developer.
This requires a prior Head of Terms structure 
acceptable to the developer which is attractive to 
investors and balances both parties’ risks. 

Locations in large cities well connected via 
public transport. Minimum size of 100 units per 
development.

The main handicap is the lack of professional 
services for rental housing portfolio management.
We expect to see international consultants meeting 
this demand.
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Build to Rent, 
The star product in coming years.

HIGH
RISE

2

SEMI-
DETACHED

3

DETACHED
HOUSE
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DEMAND FOR RENTAL HOUSING IN SPAIN

Source: own preparation with Servihabitat data
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Residential

The consolidation of the 
residential development 
market will continue and will 
represent a window of liquidity 
for shareholders.

II. Corporate
Transactions
Political uncertainty, the state of 
capital markets and the share prices 
of property development companies 
make movements towards the stock 
market inadvisable in the short term.

In our opinion, the consolidation of the 
residential development market will 
continue and will represent a window 
of liquidity for the shareholders of those 
companies which are on the starting 
blocks, but this consolidation is more likely 
to occur via orderly M&A transactions.

On the other hand, it will be very difficult 
to execute corporate transactions in the 
residential development market other than 
alliances with funds, as most developers 
lack a land bank and pipeline and so most 
funds do not value distinguishing attributes 
in the acquisition of these companies.

Stock market listings are off limits for 
developers without a distinguishing factor, 
whether it be asset volumes or a track 
record of properties delivered in the last 
three years or a combination of both 
factors.

The current minimum size for a stock 
market listing is a NAV of around 2,000 
million euros.
The current discounts on the NAVs of 
listed companies should decrease as the 
business plans presented at their listings 
materialise.
 

We also expect corporate movements in the 
REIT market, including asset sales, block 
sales and  BTR alliances with developers. 
Also, associations between developers and 
funds for one-off transactions or specific 
markets.

We are concerned about the use as the 
sole market benchmark for large corporate 
transactions of valuations made by a single 
company. 
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We estimate a positive performance by the 
property cycle in the next 4 years, with a bigger 
upside in secondary markets which have recovered 
later than Madrid and Barcelona.

Although demand is beginning to show certain 
signs of slowdown in some principal markets, this 
should be seen relative to the accelerated pace of 
sales in recent years and should be considered 
more as a normalisation of sales.

Buyers are increasingly picky and only those 
developments which tick all the boxes are doing 
well.

 We envisage some one-off difficulties with the 
sale of developments where, due both to the cost 
of the land and final prices, a prime product is 
being offered which demand cannot afford, as is 
already occurring in the city of Valencia and on the 
Costa del Sol.

We are at an intermediate point in the cycle 
where investor appetite for housing development 
continues, with reasonable although limited 
replacement demand and with interest rates 
expected to remain low in the next two years.

III. Cycle 
situation
In general, we could say that the 
production and putting on the market of 
new-build housing has just started and 
that annual production levels represent 
a very small percentage of total housing 
demand, which will continue to grow 
while job creation rates and social 
security affiliations remain at positive 
levels.
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Positive cycle performance in 
the next 4 years.

The property cycle cannot sustain itself exclusively 
on this demand and so its duration will depend 
on the ability of all market players (funds and 
developers) to adapt and to satisfy the new needs 
of young people in respect of access to housing, 
including ways of developing rental housing.
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RISK
FACTORS

Rationalisation in the mid term of the 
relationship between solvent developers 
and builders.  Alliances that allow the 
optimisation of costs and the stability of their 
relationships.

Political instability in Catalonia. The slump in 
housing demand has not occurred.
Barcelona is still very interesting for 
investors despite its rulers.
 

New residential options, now housing 
solutions such as housing shared (co-living).

Turnkey residential development to rent 
(build to rent)

New line of activity. Development and sale of 
land with fund financing and co-investment 
by managers.

Bridge financing for the acquisition of fully-
permitted residential land.
Corporate bond issues by large and mid-size 
residential developers.

A narrowing of margins due to the 
anticipation of high percentages of pre-
sales against a backdrop of large rises 
in building costs. Banks’ requirements in 
terms of pre-sales are, at some levels, 
counter-productive for the risk management 
of their own financing. Rising building costs 
are the biggest management risk if these 
cannot be passed on to the price of non 
pre-sold units.

Political instability and property populism. 
Electoral legislation on home renting, the 
mortgage market and legal uncertainty 
fuelled by statements and decrees are some 
of the biggest risks that could affect supply 
and investor morale.

The threat of mistrust, of difficult 
management, that could take root in certain 
investors and developers.

Reheating of certain areas of the Costa del 
Sol due to excessive price rises especially 
in developments that cannot support such 
increases. Uncertain impact of Brexit on the 
second home market.

Unjustifiable lengths of time for granting 
permits, which significantly increase 
housing costs.

Potential hardening of bank funding terms 
and conditions due to a perception of higher 
risks in some local markets and the need to 
obtain higher margins after the delay to the 
EU rate hike.
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Mikel Echavarren
CEO
mikel.echavarren@colliers.com

Joan García
Managing Director
Corporate Finance 
joan.garcia@colliers.com

Ignacio Iturriaga
Managing Director
Corporate Finance 
ignacio.iturriaga@colliers.com

Antonio Pan de Soraluce
Managing Director
Capital Markets 
antonio.pandesoraluce@colliers.com

Germán Fernández
Managing Director
Barcelona Office 
german.fernandez@colliers.com

Experts

Madrid

Paseo de la Castellana, 141
Edificio Cuzco IV - 14th Floor · 
28046
T. +34 91 579 84 00

Barcelona

C/ Pau Claris, 165
08037
T. +34 93 410 26 80

Valencia

Avda. de Aragón, 30
Edificio Europa · 46021
T. +34 93 410 26 80

Álvaro Alonso
Managing Director
Corporate Finance 
alvaro.alonso@colliers.com

14 professionals from Colliers International 

experts in the residencial sector have taken part in this report:

Corporate Finance Capital Markets Residential Sales Advisory

Offices
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