
Planning for the Impact of COVID-19
Key Considerations for Real Estate Investment Managers



Over the past several weeks, the U.S. economy, and economies around the globe, 
have ground to a halt as governments have mandated staying home as a means of 
slowing the transmission of COVID-19. The impact on the economy is unprecedented 
in the modern era with record levels of new unemployment claims and stock market 
volatility as never seen before. As more businesses shutter, some temporarily, some 
permanently, the uncertainties far outnumber the certainties. How long will the stay-
at-home orders be necessary? When will economic activity regain some semblance 
of normalcy? And when we emerge, will we greet a rebounding economy or a 
recessionary one?
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Portfolio Operations
The number one item on many investment managers’ lists is portfolio operations – namely, working to 
mitigate negative financial implications of the pandemic on portfolio performance. This crisis, however, 
requires a delicate balance between strictly financial decision making and a more human approach, with 
significant reputational (and ultimately financial) risk for firms that are deemed to be overly punitive and 
inflexible with tenants and partners. In this unique situation, what is in the best interest of the investors 
may well be short-term allowances for longer-term gain. Communication and partnership will be critical 
in getting through this crisis.

Operating Efficiency 
Countless firms across the commercial real estate industry have already made the difficult decision to lay 
off or furlough portions of their workforce. While the full extent of the financial impact on the sector is not 
yet known and won’t be known for weeks or even months to come, all acknowledge that the ramifications 
of COVID-19 will be material. From a revenue standpoint, slowing growth in AUM (or even declines) 
coupled with underwater promotes and the potential for further fee compression will create significant 
pressures for many businesses. As such, a much more disciplined, deliberate approach to operating 
efficiencies will be critical as businesses take steps to streamline costs. For many, this will include a 
combination of layoffs, hiring freezes, compensation decreases, and less investment into areas such as 
data, technology, and sustainability, to name a few. We also anticipate creative staffing solutions, such as 
shifting internal resources into asset management, similar to what we saw in the wake of the GFC.
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Incentivizing, Aligning, and Retaining Top Talent
Over the last several years, compensation has increased to unprecedented levels, largely driven by strong 
investment returns and growth in AUM and revenue at the GP level. As managers face greater headwinds, 
many will need to reassess their existing incentive schemes to evaluate whether plans are appropriately 
incentivizing and provide the requisite alignment in a more challenging economic environment. If fees are 
reduced (either due to lower AUM or fee compression) and cash available for compensation falls, managers 
will need to be strategic about incentivizing the right professionals and the right type of performance. 
Moreover, if and when existing promotes lose substantial value, ensuring that the team continues to be 
incentivized to maximize investor returns will require thoughtful consideration. 

New Products, Investor Preferences, and Market Opportunities
As with any disruption, there will be opportunities to be found in the post-COVID world. Managers must be 
strategic about assessing areas of potential dislocation and how such opportunities align with the firm’s 
capabilities. It will also be critical to understand investor preferences which, thus far through the crisis, have 
varied markedly with some LPs taking a highly defensive posture and others publicly messaging “business 
as usual” in terms of investment activity. Keeping a finger on the pulse of the institutional investment 
community will be key to effective product development and new vehicle deployment coming out of the 
crisis.

While COVID-19 is an unprecedented event in our lifetimes, FPL’s experience in prior crises and throughout 
multiple cycles suggests firms adhere to several best practices.
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Lead by example
Model the behaviors you expect from your team. Be honest and direct. Demonstrate 
your dedication to the business and to your employees. Interact with empathy, 
humility, and perhaps even a little humor along the way.

Embrace flexibility 
Recognize that the situation is changing not just week to week but day to day.  
Firms (and leaders) that embrace agility and flexibility will be in a better position to 
course correct than those that attempt to adopt a more rigid approach. Nimbleness, 
both with respect to the portfolio and internal operations, will be key. 

Gather information and course correct accordingly
Collect as much information and market intelligence as possible from investors, 
peer companies, news sources, research publications, and industry resources to 
make informed decisions. Model different scenarios to understand the implications 
for your business.

Be strategic, not reactive
Proactively evaluate potential scenarios and meet regularly with business line 
leaders to build a forward-looking plan of action not just for the next few weeks, 
but for the coming 12-24 months.

Communicate, communicate, communicate
In trying times, few things are as important as regular communication with key 
stakeholders. This includes employees, investors, partners, lenders, and other 
stakeholders. Coming out of the GFC, investment managers that were transparent 
and regularly communicated with investors were viewed much more favorably 
than those who did not, even if returns were comparable.
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For more information on FPL Associates and how we can be helpful in navigating the current landscape, please contact:

Jeremy Banoff 

Vice Chairman
jbanoff@fplassociates.com

Austin Morris 

Senior Director
amorris@fplassociates.com

Michael Herzberg

Chairman and CEO 
mherzberg@fplassociates.com

Erin Green 

Managing Director
egreen@fplassociates.com
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