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AI – artificial intelligence


AMC – asset management company


ASEAN – Association of Southeast Asian Nations


 



CAM – common area maintenance (fees) (of a
condominium building)


capex – capital expenditure (on a property)


 



ESG – environmental, social, and governance
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JV – joint venture
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NPL – non-performing loan


 



OTC – over-the-counter (meaning not traded on a
secondary exchange)


 



Ponzi – an investment fraud that pays existing
investors with funds collected from new investors


 



REIT – real estate investment trust


 



SMEs – small and medium-sized enterprises


SPV – special purpose vehicle


 



TDR – troubled debt restructuring


 



USD – United States dollars


Preface


This book is about real estate, loans, and private
investments, at an institutional level, specifically within Southeast Asia. It
is not about investing in liquid stocks and bonds, or other instruments that can
be traded on a liquid exchange. Illiquid investments, the world of private
debt, private assets, and private equity require an entry, ongoing management,
and an exit, two to five years later. These are big, long, risky bets with commensurate
returns that demand a substantial commitment. For foreign investors who make
the right calls, the results can be exceptional.


This book’s narrative is based upon knowledge gained from three
decades of highly successful, speculative investment in real estate and real
estate-backed debt that has generated outsized returns. It also chronicles the pitfalls,
mistakes, and disappointments suffered by other foreign investors. While based
upon the experiences of the big-ticket, global institutional market, the
lessons learned may also resonate with smaller retail investors.


My approach to investment in Southeast Asia over the past decades
has always been to protect the downside first, and, where possible, profit from
it. Protect the downside, and the upside will generate its own returns. Even
during the height of the COVID pandemic, above-expectation, speculative
investor returns were achieved – on time and within budget. Successful real
estate investment should, therefore, be flexible, performance agnostic, with
counter-cyclical equilibria. Deals should be formulated so that if things go to
plan, investors make appropriate risk-weighted returns. If things go wrong, or
the market underperforms or changes direction adversely, then the investor
should plan to make even higher returns.


In the years leading up to the 1997 Asian financial crisis (the
1997 Asian Crisis), Southeast Asia was an admired, emerging regional economy
with rapid growth, high investment returns, and striking gains in living
standards. It was a model for others to follow. When the region became ensnared
in one of the worst financial crises, very few investors had seen it coming. Lack
of transparency led foreign investors to underestimate the underlying economic
weaknesses, especially those safeguarding the financial sector. This was
intensified by policymakers denying the need for action once problems appeared.


By 2024, surprisingly little had changed. Lack of transparency
and data – compounded by denial and cover-ups from domestic banks, regulators,
and the authorities – failed to generate market confidence. This continues to delay
recovery, and confounds foreign investment.


No two corrections are the same, though – so expecting a repeat
of the last recovery after 1997 will mislead. This is now both the problem and
the opportunity. Four years into the 1997 Asian Crisis, markets were
rebounding strongly. Four years now into the 2020 correction, many markets are
still deteriorating, with no sign of adequate recapitalization and asset price recalibration
sufficient to drive a sustainable rebound.


Institutional foreign investment in Southeast Asian real estate has
traditionally been delivered in cyclical waves, with varying degrees of
success. Some ventures have been spectacularly good, while
others have failed. This book will examine how and why some investors have
made outsized returns while others have stumbled. 


However, this book is not a sales pitch for Southeast Asia. On
the contrary, much of it focuses on mistakes and cautionary tales. In keeping
with the investment philosophy of first protecting the downside, the early
chapters will focus on the dangers: the things that can and have gone wrong,
and reasons not to invest in the region. No holds are barred in conveying the
warning messages. 


Within the past decade, foreign capital import sources into the
region have shifted, and are increasingly dominated by Japanese and Chinese
investors. Consequently, the story of their respective investment progress and
performance is purposely included. 


The transaction upside narrative – outlining investment
opportunity, openings, structures, sectors, and where to make money – is reserved
for the final chapters of the book. 


Examples, lessons, and anecdotes – good and bad – from these
experiences are shared in this book in a way that the author hopes are
illuminating, valuable, and, in places, entertaining.


Introduction


Golden nuggets


 



Over the past 25 years, Southeast Asia has had a history of
throwing up spectacular, golden investment nuggets for foreign investors. Given
the significant challenges and local barriers to entry, how have such
enormously high returns been achieved? In Southeast Asia, like everywhere else
in the world, successful investment and making money are driven by good timing,
buying low, selling high, sourcing good deals, and utilizing competitive
advantage. Diving in after a major crash may seem to be an obvious high-return
strategy, but being the first one to venture into a foreign land takes huge
courage.


Foreigners are always disadvantaged everywhere, but they do have,
and can avail themselves of, powerful competitive advantages. Most importantly,
financial architecture within Southeast Asia is less sophisticated than in
advanced western markets. Within the region, finance is dominated by domestic
banks in local currencies. There is also a relatively immature over-the-counter
(OTC) bond market, and little else. Vehicles like initial public offerings (IPOs)
and real estate investment trusts (REITs) are used locally for investment exit,
and trail the banks and bond markets. The region does not have its own private
equity or similar colossal investment funds. Local insurance companies and pension
funds are net investors in major western fund vehicles. As a result, the
amplitude of credit-availability swings is far greater than in western markets.
The local impact of a credit famine is devastating. Therefore, foreign
investors with access to large pools of capital, particularly in US dollars,
during periods of uncertainty, are advantaged. Furthermore, coming from more
sophisticated markets, they may already possess financial innovation not yet
existing in Southeast Asian local markets.


 



The biggest golden investment nuggets that have been quarried in
Southeast Asia have shared the following features:


 



• Good entry timing.


• Limited competition.


• Capital shortage or local capital famine.


• Either in the aftermath of a major crash like 1997, or with
the benefit of detailed market knowledge and local investment understanding. (The
best foreign invasions benefit from insider information and assistance.)


• Mispricing, or price dislocation, resulting from the above.


• Smart, advantaged deal structures.


• Efficient, reactive, adaptive local asset management.


• Moving assets, not holding assets. (The quicker they are recycled,
the higher the returns.)


• Widespread local capital availability at investment exit time.
(With a two- to five-year investment maturity horizon, this prospect currently
looks like an excellent bet.)


 



Ticking all the boxes above provides a solid foundation for high-yielding
investment. However, as with a plane crash, several things have to go wrong at
the same time for a big-ticket institutional investment to collapse. So, going
back to the theme of protecting the downside first, let’s get straight into the
many challenges and pitfalls facing foreign investors looking to enter
Southeast Asia.


 



Win-win and successful foreign investment rarely match


 



Southeast Asia has been transformed in the past thirty years. In
the early 1990s, the region was on the cusp of its first real estate correction
after a decade of easy earnings. My first job here was to transfer western
technology to Thai property developers. Speculative development had moved from
effortless off-plan sales as soon as a project was launched, to a desperate
need for proper, focused marketing; staff training; and effective sales platforms.
There was little or no local experience in these skills, so I was welcomed with
open arms. The first thing I noticed was that even with a market slowdown,
achieving property sales here was much easier than in the London market I had
left behind. Asia was, and remains, in love with real estate. When the
market rises, it doesn’t just boom, it skyrockets.


In the late 1980s and 1990s, tourist numbers grew steadily. Most
visitors were premium-market westerners, and Southeast Asia boasted some of the
finest five-star hotels in the world. In parallel with high-spending tourists,
most foreigners working here were senior managers on expensive expatriate
packages, living in superior accommodation, recruited to transfer technology to
local management. Foreigners were respected and even admired. After the 1997 Asian
Crisis, the foreign investors who moved into the region to buy distressed
assets were treated with a similar courtesy and respect to those foreigners
that had come before them.


Since the millennium, the emphasis on five-star tourism has
decreased. Although tourist numbers to the region have soared, the sector is
now dominated by budget-driven, mass-market north- and south-Asian visitors. As
tourist spending power has declined, so local attitudes to them have changed. Respect
has deteriorated as spending power has faded. Furthermore, Asian tourist
visitors mostly look down upon the locals, who, in turn, look down on their
Asian guests. As a result, the attitude toward foreigners has completely turned
in twenty years. This stance extends to everyone, be it foreign tourist,
businessperson, or investor.


This is the first issue that foreign investors need to face in
Asia. Attitudes and relationships – whether between local or foreigner, and both
socially and in business – are driven purely by class and wealth. Local people may
simply tolerate newcomers or warmly welcome them, depending on how much money or
benefit they bring to the table, and how much short-term profit they think or
hope they can make from the association.


Many westerners visiting Southeast Asia fail to see beyond the weather,
the ready smiles, the food, and the culture. A façade of happy, easy-going
inhabitants in a tropical paradise, lavishing warmth and hospitality, blinds foreigners
to what’s really going on beneath the glossy, welcoming veneer. Bright lights
and great entertainment, particularly, can dazzle and distract focus. Most
wealth in Southeast Asia is new money, earned a generation or so since the days
of western colonization. Most locals feel insecure compared to long-established,
western old money. Working with western businesspeople or adopting foreign compliance
requirements or practices may be viewed with trepidation. If this wasn’t the
case, foreign investment and ownership would be universally open and
restriction-free throughout the region.


Most of Asia is extremely conservative and slow to change.
Inequality is endemic – and is escalating as wealth grows. Diversity is
manipulated, not advocated. Rules are avoided, wherever possible. Weakness is
hunted and exploited. Political correctness is seen as a foolish whim, fuelled
by social media.


The 2008 financial crisis in the US (the 2008 Crisis), and the
ensuing global financial crisis (GFC 2008), knocked the West off its perch –
and its standing has never fully recovered in Asia. Other than within the regional
Chinese diaspora circle, few Asians trust foreigners. Some openly vocalize
their dislike. Outside Singapore, there are no racial discrimination rules in
Southeast Asia. Two-tier pricing is ubiquitous. The desire for money is
universal, and the more the foreigner has, the harder the locals may scheme and
work to capture it. Beating the alien, whether by fair means or foul, is fair
game. 


The event that local businesses and institutions dislike most is
foreign “vulture” investors coming in after a correction and making high
returns at their expense. As far as they are concerned, the outsider is capitalizing
on their misfortune, and profiting at their, and their country’s, expense. 


After the market had recovered from the 1997 Asian Crisis,
attempts were made to prosecute the executives who had approved the IMF-funded Thailand
Financial Institutions Development Fund (FIDF) rescue package, and discounted
asset sales. The case eventually failed, but it reflects the local sensitivity
and depth of feeling on issues like this.


The victims of the 1997 Asian Crisis were bailed out by western
money. The 2008 Crisis was contained within western markets, enabling Asian
investors to acquire bargain assets there. The Chinese diaspora across
Southeast Asia celebrated the crash in 2008, viewing it as a watershed moment
in the rise of China. Since then, Southeast Asia has looked first and foremost
to north Asia for new investment and business opportunity. 


After GFC 2008, the idea was promulgated that Asia might decouple
from the West. As the current global downturn continues, the decoupling notion
is gathering momentum again. But no region can isolate itself from the global
market. A comprehensive East-West decoupling is unrealistic, but as each new
downturn ensues, so western, speculative, institutional investment in Asia
becomes increasingly tougher and further out of tune with culture and leadership
in the region.


Previous corrections – including GFC 2008 – have benefitted from
a low or decreasing interest-rate environment that helped drive recovery. Not
so, this time. Market correction is currently reversing post-millennium globalization,
and driving up new barriers to trade and investment. Unfair business practices
are ubiquitous and growing as countries grapple with one another for trading
advantage. After a twenty-year absence, cross-border spying is in the headlines
again. Over the past 25 years, the sending of Asian students to learn in the West
has superseded the importation of technology transfer through the employment of
westerners. Now, such is the fear of the West in the current regressive
business climate, that even Asian students returning home may be viewed with
suspicion as western spies, within some Asian countries. 


“Long-term” speculative value investment is a cop-out for
underperformance. Short-term (two to five years) investment is a zero-sum game.
Win-win between local interest and successful speculative foreign investment mostly
conflicts. Foreign investors who do not understand this basic divergence will fail.
Naïve investors, who consider Southeast Asia to be straightforward – like,
or an extension of, their home jurisdiction – or who follow their countrymen in
like lemmings, will find their returns watered down by additional costs and delays,
and may ultimately fall off the cliff and lose their shirts on the way down.


 



No big-debt fire sale


 



The dream ticket for foreign investors is to enter a new
jurisdiction after a crash, and hoover up huge bundles of distressed assets at
deep discounts. This occurred after the 1997 Asian Crisis, when a queue of
foreign investors followed each other into the region and made outsized returns.
Fashions change, though. Similar to 2008, the trend now is for banks to hold on
to bad debt and work their way through problems until markets rebound. This policy
is also driven by the enormous scale of real estate bubbles. Back in 2008, the
US government quickly introduced the Troubled Asset Relief Program (TARP),
expecting it to cover the extent of real estate asset problems. However, the
TARP money turned out to be wholly inadequate for the scale of the clean-up, and
was instead redirected into buying equity in debt-holding financial institutions.



Asia has similar-scale problems now. The number of real
estate bubble problems has far exceeded the capacity of governments to underwrite,
so there is no alternative but to pretend and extend, then to work through the
problems over a number of years, thereby preserving capital. The memory of the
1997 clean-up cost still looms strongly in many jurisdictions. Thailand, for
example, has not yet fully repaid its FIDF debt from 1997, which will remain on
the national balance sheet until at least 2035. Furthermore, after the Lehman
failure rocked the global financial system to its core in 2008, governments and
regulators everywhere became wary of doing anything that might spook the
financial markets or risk damage to financial institutions.


 



However, the problem created by holding on to bad debt is that
it precludes the banks from new lending – in essence, the lifeblood of the economy.
Recovery is then postponed and extended for many years, at great local cost. With
recovery stretched out, property markets get trapped in a value destruction
cycle that hurts everyone. For a country in trouble, it’s a tough choice
between raising additional government debt to bail out the banks, or reviving the
economy as soon as possible. Meanwhile, as banks procrastinate on cleaning up
bad debt, the only easy pickings from bank sources – for a limited number of distressed
investors – may be odd, scant, small-enough-to-fail, bankruptcy-type situations
that the local banks cannot, or no longer want to, shelter. 


 



Bring Asia to the West


 



A challenge now faced by many western institutions is
limited growth, or even shrinking home markets. In this situation, new, immature
markets that have greater growth potential become compelling. Whether this
turns out to be “Asia’s century” remains to be seen, but it’s clear for now that
Asia is a logical and appealing investment destination. 


For western newcomers, investing in Asia for the first time may
feel a bit like trying to conquer space – an increasingly distant, alien
environment, unlike home, with unfamiliar infrastructure support, and where only
a few successful missions have been completed. Like in space, if investors act
and operate like they are still in their home environment, without cutting-edge
life-support, they will perish. 


The first step toward success is not to try to bring the West
into Asia. The key is to bring Asia to the West. This can be
extraordinarily difficult for western institutions steeped in successful
practices that have traditionally achieved great results in their home jurisdictions,
and who historically may have looked down on Asia. The Asia-Pacific investment “cop-out”
jurisdiction for now is Australia – “the West in the East” – but this has only limited
scale and growth potential. Australia is not Asia.


 



Procrastination costs


 



Southeast Asia is among the fastest growing sub-regions in
the world. It is home to over 600 million people. Furthermore, ageing
population demographics are substantially better than in Europe and North
America. Consumer classes across the entire region are flourishing – along with
a large services sector – offering the potential to produce huge domestic
companies. In Bangkok, for example, the mass transit rail system has grown from
nothing 25 years ago to now matching New York and London. It is only surpassed
globally by the Beijing and Shanghai metros. New high-speed, inter-city railway
lines will drive further growth all across the region.


Further feeding regional growth is China, the world’s
second-largest global gross domestic product (GDP) contributor, with the
potential to become the first. As Asia moves away from intercontinental supply-chain
orientation, its economic focus is shifting to internal trading of goods, services,
and talent. Consequently, the region is seeing reduced reliance on the West.


While smaller than India and China, Southeast Asia dwarfs the
European Union and North America. With continuing growth, the country-risk
global pricing map for the region will drastically change over the next generation.
Western investors who can adapt earliest and keenest will prosper most. Procrastination
will have its cost. If western investors are reluctant to step up, then returns
from Asia’s enormous future bounty will remain with a growing new breed of
entrepreneurial Asian investment institutions – and good luck to them. 


 



The essence of success


 



To be successful in Southeast Asia now, foreign investors must
be able to cognize like the locals, using a different language, in an alien
culture. They need to navigate an opaque market; pilot through the many deceptions;
build reliable relationships if and where they can; and clearly understand who
the loser is. If they cannot identify the loser in a deal, it is themselves.
If they think they are superior to, or know better than the locals, they will
have a crash landing. The notion of a foreign speculative investor “flying in
and doing a deal” is akin to parachuting into a minefield. 


Markets are opaque, and there is limited reliable local data. But
this flaw can impact, and be manipulated by, both locals and aliens. For savvy,
experienced foreign investors with access to thorough local knowledge, and with
long-standing, proven, and dependable local relationships, this lack of clarity
can also be exploited to create positive arbitrage – from which to make
outsized returns.
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Southeast Asia locations


 



The author has been based in Bangkok for the past decade, which
means that the contents of this book tend to be Thailand-centric. However, he
has also undertaken transactional and advisory work in other jurisdictions throughout
Southeast Asia, including Cambodia, Indonesia, Malaysia, Myanmar, the
Philippines, Singapore, and Vietnam.


 



Except for the more advanced Singaporean market, the themes,
lessons learned, and comments made throughout this book resonate throughout most
of Southeast Asia.


Chapter 1. Timing is Key


Correction not driven by COVID


 



In 2021, commentators were speculating on whether post-COVID
correction in Southeast Asia would result in a V-, U-, or L-shaped recovery.
The majority opted for V or U, which has now been proven to be hopelessly
inaccurate. This is because most commentators regarded the correction as purely
and simply down to COVID.


In seeking to understand and prosper from the current
correction, let’s dispel the myth that this was a COVID correction. This real
estate correction occurred after a magnificent twenty-year bull run. By 2019, it
was obvious that the property market was deteriorating, and already receding – well
before the pandemic struck. COVID crystalized awareness of a titanic,
debt-driven real estate market bubble in need of correction; dramatically
worsened it; and tipped economies into recession.


As confused industry commentators realized that there wasn’t
going to be a V- or U-shaped recovery, the terms L- and K-shaped entered the vocabulary.
The most likely scenario now is a mixture of L and K; L because recovery will
be stretched out, and K because different sectors will perform in diverse ways,
with different results. Some sectors will perform well, while others will tank.
Now, few industry experts or commentators are prepared to risk their reputations
on pinning down a projected recovery date or shape.


With a few commercial exceptions, most real estate sectors have
been severely damaged or have collapsed, with demand and pricing put back by ten
years or more. Hotel properties are oversupplied, and extraordinarily high
levels of unsold residential condominium inventory still need to be shifted.
Meanwhile, local market confidence in real estate has been understandably
devastated, and this will last into the immediate future. At the time of writing,
property companies and real estate are treated like pariahs by the retail
consumer market and local capital market investors.


COVID-related restrictions hammered the travel and tourism
industries, which crippled regional economies. The sector has been recovering,
albeit slower than hoped for. Hotel development continued unabated during the
pandemic, in expectation of an over-hyped rebound. Repairs, refurbishment, and
support infrastructure, on the other hand, were completely neglected. The
result is more oversupply (driving down room rates) and deteriorating quality. This
is not a good business model. Depreciating hospitality properties and
resorts does not bode well for a quick, strong, sustained recovery, or a return
to epic future growth in this economically critical sector.


 



Some real estate developers who were aware, before COVID, that
the market was going to correct, abruptly transformed their development plans
and land usage. Some suddenly changed property schemes from residential to
hotel use, and walked headfirst into the jaws of the pandemic. From the frying
pan into the fire! Some developers made last-minute changes from residential to
office use – which may now turn out to be the worst-affected real estate sector
with the longest-delayed recovery prospects. All told, a chaotic muddle!


 



The blame game


 



No one involved – governments, politicians, property
companies, banks, regulators, and media outlets – wants to accept any
responsibility for the failure to see this correction coming; nor
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