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It is a sellers’ market. Capital is priced well.  REITs are trading aggressively.   Buyers must work 
through challenges like amortized TIs (tenant improvements), shorter term leases, non-credit 
tenants, etc.  And many of the investment acquisitions and dispositions are being handled off-
market.   

The volume of transactions continues to grow.  As cap rates continue to compress, health 
systems will monetize more properties and continue to lease them back.  While some hospitals 
and health systems are looking for partners, others are selling medical buildings to gain more 
capital for expansions and infusions into their business.   

The pace of last year is still higher, but this year’s number of transactions is very healthy.   
Buyers express that they have even more to spend this year than last year; therefore there is 
more money flowing into the market and volume is up.   Investor polls say there is 
approximately $14.5 billion in demand this year for medical properties.  New players are 
coming into the market, intrigued by healthcare and learning how to play in that arena.  More 
pension money and foreign investors are taking a serious look at this sector.   

Asian investors have noticed healthcare, and their money is focused on multiple types of 
properties including senior housing.  Like many others, a major investment company in San 
Antonio says they are acquiring value and core properties.   Seeking development partners from 
around the country and regionally to grow their platform, they’re looking for predictable cash 
flow as they plan to hold long-term.  

Acquisition criteria that investors prefer include:  strategic value of an asset to a hospital or 
health system, location based on where it provides the most value, hospital sponsorship, and 
growth areas.  Real estate demand in the pre-acute world includes wellness centers, urgent 
care and medical clinics.  Investors of acute-care properties want hospitals, medical office 
buildings (MOB) located on-campus, and ambulatory surgery centers (ASC).  Investors of post-
acute care want LTACHs (long-term acute care hospitals) and rehab facilities.  Behavioral health 
is a dramatically growing segment of this market.  Investors have learned to be smart about this 
type of property by carefully underwriting the operator. 



Some health systems are building their own MOBs and then selling them for the highest price.  
One North Carolina-based health system is using designers, but building it themselves.  They 
prefer not to own the real estate or manage it.   Another system (based in Texas) funds their 
construction and then sells the buildings.  They capture that value rather than giving it away to 
someone else.   

Predictions by experts include continuing cap rate compression, capital going into health 
systems to fund expansions, and solutions that are consumer driven - healthy for people and 
still profitable. 

The medical buildings that will be most desirable in the future are sites that will create a new 
experience for the consumer. The traditional MOB is functionally good, but it's cold feeling - no 
greeters, no pleasant extras to reduce the waiting anxiety.  Convenience and healthcare 
delivery are major factors and are structural changes.  Multi-specialty facilities will become 
normal.  The experience for patients must be comfortable, pleasant, consistent, and fairly 
priced with cost transparency.  The big difference from the way health systems have 
traditionally provided services revolves around patients’ expectations of convenience.   Today, 
basic checkups, dermatologists, and pediatricians must be convenient with good customer 
service.  

For the best MOBs, cap rates are in the high sixes.  But risk factors can easily push them into the 
sevens and higher.  Managing client expectations is difficult.  Credit tenants make a large 
difference in cap rates that can be attained.  The quality of available MOBs (that are for sale) 
has gone down, and cap rates have stayed the same.  Non-traded REITs are not buying as much 
as they were two to three years ago.  Most of them have less money now.  Private buyers make 
up approximately 90 percent of healthcare property buyers in the market. 

It looks like this is our ninth quarter in a row of decreasing cap rates for medical properties.  In 
2001, a Los Angeles-based practice group paid a 9.8 percent cap rate on a deal with hospital 
credit.  People were astonished that they would buy at a sub-ten percent rate.   A principal of a 
medical property holding company recently said at a conference that although healthcare real 
estate is trading at historically low cap rates, they believe based on a risk-adjusted basis, 
healthcare is still relatively cheap compared to other real estate sectors.   

As the healthcare industry continues to evolve, and the properties that serve it change, 
investors will stay challenged in the management and growth of their healthcare portfolios.     


