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In the fourth quarter of 2013, the United States saw $80.2 billion 
flow directly into real estate, according to global professional ser-
vices and investment management firm JLL, up from $55 billion 
in the prior quarter and a 20 percent increase over the same quar-
ter of the previous year. The United States easily led 24 other coun-
tries including several so-called emerging markets, such as China 
and Russia, in attracting direct investment. Only four countries 
in JLL’s study — Mexico, the Netherlands, Poland and Singapore 
— saw direct investment in real estate decline in fourth quarter 
2013, suggesting that direct investment as a strategy is growing 
in popularity throughout the world. But Brazil, one of the world’s 
largest emerging economies, was noticeably absent from the list of 
favored markets for the direct model.

As a founder of Brazil-based merchant bank InDev Capital, 
Joseph Williams is dedicated to increasing Brazil’s partici-
pation by facilitating direct joint ventures between institutional 
investors and large real estate developers in Brazil. 

InDev recently closed a direct joint venture between a well-
capitalized Brazilian real estate developer with more than 60 
years of experience and a prestigious Asia-based sovereign wealth 
fund for $135 million to build large-scale, for-sale residential 
condo units in the metropolitan area of São Paulo, Brazil.

But given the proliferation of commingled funds and other 
vehicles targeting real estate investment in Brazil, why even go 
direct? And what are the advantages and disadvantages of direct 
investments as part of an emerging markets strategy? Williams, 
an experienced entrepreneur in the real estate sector, was asked 
to discuss this growing direct investment trend.
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What’s the history of direct real estate 
investment in Brazil, and why should a U.S. 
investor consider the strategy now? 

The pioneering direct investors in the country 
thus far have been sovereign wealth funds from 
Asia and Canadian institutional investors. There is 
ample opportunity to invest in projects of consider-
able scale alongside Brazilian developers that have 
operated in the market for as long as 60 years. One 
deal we’re currently involved in calls for 15 to 20 
for-sale condominium towers, for example. Market 
dynamics are clearly more favorable than they were 
four or five years ago. That’s because in 2006 and 

2007, many develop-
ers in Brazil completed 
initial public offerings 
and wound up acquir-
ing too much land and 
launching too many 
projects that didn’t make 
financial sense. Around 
that time, some econo-
mists also began sug-
gesting that Brazil had 
economic potential that 
was not in line with the 
country’s realistic long-
term growth prospects. 
Combined, those events 
pushed up property 
values. However, today 
Brazil is priced far bet-
ter on a relative basis. 
Additionally, large pri-
vate developers, who 
maintained discipline 

over the last decade, are enjoying very strong capi-
tal positions — perhaps the strongest ever — while 
many public companies are recovering but still back 
on their heels.

What’s the motivation for investing directly?

Investors are looking for opportunities that provide 
reduced risk and higher returns. Joint ventures with 
the right local partner can provide these benefits 
under the right circumstances, especially where pen-
sion funds and sovereign wealth funds have enough 
bandwidth to provide a fiduciary service to their 
stakeholders. At the same time, top-tier real estate 
developers in Brazil have to be able to understand 
the value of putting significant capital at risk — $25 
million, $50 million and sometimes even $100 mil-
lion — in direct investments with institutional inves-
tors. We have found that a sponsor’s willingness and 
ability to make a substantial capital commitment cre-

ates a significant alignment of interests and to a large 
extent provides significant comfort to the investor.

Are you suggesting that investors change 
their emerging markets strategy and invest 
directly rather than through a commingled 
real estate fund? 

Without question, commingled funds historically 
have provided the best route to Brazil, especially for 
investors that have been unable to get comfortable 
with the idea of partnering with emerging market 
sponsors. We think that commingled funds will con-
tinue to play an important role in emerging mar-
kets. But commingled funds are not oriented toward 
educating investors about the changes that have 
occurred in Brazil over the past 20 years. There also 
has been some fatigue with the commingled fund 
model as larger institutions aim to lower fees and 
to enhance liquidity by avoiding having their capital 
locked up. While commingled fund managers are 
focused on generating returns, they tend to have 
far less skin in the game on a deal-by-deal basis. 
We think that there are specific situations in Brazil 
in which investors, by partnering directly with the 
person actually delivering the value, have a higher 
probability of achieving greater returns. And invest-
ing on a per-project basis provides potentially better 
liquidity compared with a commingled fund. 

Why is it possible for investors to achieve 
better returns by investing directly in Brazil, 
and what are other potential upsides?

For starters, there’s the alignment of interests 
between the partners — when a developer is con-
tributing $25 million in an emerging market, he 
has tremendous incentive to be successful. In the 
United States, the difference between the top and 
bottom developers is very large in regards to capi-
tal; however, in general the information gap isn’t as 
large, and with information often a small successful 
developer can raise significant capital and become 
a competitor. In Brazil, the top sponsors have far 
better access to information than the bottom spon-
sors thanks to an enormous capital, experience and 
reputational advantage. Those top sponsors are also 
easier to do business with because there’s typically 
less competition in emerging markets.

That’s interesting, but what are the risks in 
investing in Brazil?

There is always some currency risk for investors 
in emerging markets, and that’s true in Brazil as 
well given the fluctuations of the local real (R$) 
against the dollar. However, as I mentioned, Brazil 
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is priced better today than it was a few years ago, 
and inflation risk is largely baked into real estate 
asset pricing. The exchange rate was R$2.69 to $1 
recently versus R$1.77 to $1 in late 2011. 

We take the view that long-term investors, who 
put money to work in Brazil at various times and 
take money out at various times, are really dollar-
cost averaging. On a more granular level of risk, the 
entitlement process can be tedious and sometimes 
time-consuming, but it gets done. Outside of the 
major states of São Paulo and Rio de Janeiro, swings 
in demand can occur more rapidly than those two 
more developed markets. For that reason, we tend 
to focus on those large markets, and São Paulo in 
particular, because that’s where most of the econ-
omy is concentrated. Politically speaking, we think 
Brazil is more stable than China.

How can investors pursuing direct deals 
mitigate risk? Do they have to loosen their 
criteria? 

We don’t think investors need to adjust their cri-
teria. To achieve an acceptable level of comfort, 
an institutional investor will have to do its due 
diligence and understand how a developer has 
made his money in the past and determine if that 
is similar to how he plans to make money going 
forward. More importantly, a recent joint venture 
we facilitated was crafted under U.S. law with sig-
nificant protocols, which produced a confidence 
among all parties that the agreement was legally 
sound. 

From a broader perspective, we think that hav-
ing local people on the ground is critical to under-
standing the market and to perform the initial due 
diligence on developers. That is why InDev is based 
in Brazil, even though we’re a U.S. company. We’ve 
spent several years (and our partner in Brazil has 
spent several decades) cultivating long-term rela-
tionships. We fundamentally believe that if a devel-
oper is not in the top tier and lacks a minimum of 
$20 million to $25 million to bring to the table, then 
it may not be a fit for our direct model and may be 
better served by a commingled fund locally. 

Which type of investor is best suited for the 
direct model?

We’ve seen the sovereign wealth funds and some 
pension funds early on, but we’re starting to see fam-
ily offices and high-net-worth individuals become 
more interested in the strategy. Generally speaking, 
ideal investors tend to be big organizations with 
staffs that can address the demands associated with 
real estate investment.

How do developers feel about partnering with 
a fund?

They are very open to it because they realize that 
having large partners allows them to diversify risk. 
But sponsors are also interested in being exposed to 
the sound corporate governance practices for which 
institutional investors are known.

Might the direct investment model be simply 
a fad stemming from limited U.S. investment 
opportunities?

We see it as more of a niche than a large move-
ment. So we think that there will always be a select 
group of investors and developers that will pursue 
partnerships, especially because emerging market 
economies are very large now and are still growing. 
Subsequently, you have a lot of pent-up demand in 
these markets.

What makes InDev different than other 
emerging market real estate advisers?

One thing: We have aligned ourselves with JPP 
Capital, a Brazilian-based real estate focused 
financial services firm that offers its clients inno-
vative solutions in structured finance, real estate 
investments and asset management. This firm 
was seeded by a large family office in Brazil and, 
through that connection has top, decades-long 
relationships in the real estate sector. Together 
we’re out in the field monitoring projects and 
reporting to investors. Our goal is to execute 
several large deals with these top-tier sponsors 
a year, and we understand that any transaction 
has to be a good fit for all parties.

Do you have plans in other emerging 
markets?

Although our success has generated interest from 
developers as far away as the Philippines, South 
Africa and West Africa, we remain laser focused 
on Brazil currently and in the foreseeable future. 
We believe that there are opportunities in other 
markets; however, Brazil is a large country, and we 
have very good relationships here on the ground. 
When, and if, we expand, it will need to start off 
with the right relationships on the ground. 

Let’s be realistic, there are risks in emerging 
markets. But there are also people who have been 
extremely successful in these difficult environments, 
and our entire business model is finding them, 
becoming their partners, and matching them with 
the world’s best institutional investors. v


