
Recently Goldman Sachs closed on its purchase of Genesis Capital, which lends money to 
developers who buy, renovate, and resell single family homes. This seemingly obscure 
corner of real estate finance has also attracted attention from KKR, which struck a deal with 

Toorak Capital, and Kuwaiti investment vehicle Wafra Capital, which partnered with Anchor Loans. 
Meanwhile, Blackstone is aiming to build the Finance of America brand as a lender to investors in 
single family homes as well.

While Goldman, KKR, Wafra, and Blackstone each have their own reasons for focusing on this niche, 
we believe they all recognize several attractive features of this type of investment program. Some of 
those features are outlined below.

Attractive Yield. Since the financial crisis, low interest rates have meant paltry income for investors 
of all kinds, from sovereign wealth and pension funds to individual investors. Real Estate ownership 
used to provide meaningful income, but excessive investment has driven down cap rates to the 
point where debt investment generally provides more income that ownership. Finally, the niche of 
small balance loans -- meaning investments that typically fall below $5 million per property, and 
sometimes below $1 million--features higher rates for a given loan-to-cost. For example, a bridge 
loan of $50 million in Los Angeles might be priced in the fives today but a bridge loan of $500,000 
might be priced in the eights, assuming a loan-to-value of 75 percent.

Large Market. The value of investor-owned homes in the U.S. is $3.7 trillion, according to Rent 
Rage, with more than one in three homes investor-owned. Furthermore, this housing stock is aging 
and millions of homes are approaching functional obsolescence. Consider Los Angeles, wher emost 
homes in desirable close-in neighborhoods were built in the years before or soon after World War 
II. With lots of small rooms and corridors, these homes don’t match up with the open floor plans 
favored by today’s homebuyers. Hence the opportunity for specialist renovators of such homes, 
and in turn for lenders who finance these properties. Adding in California’s Proposition 13, which 
incentivizes homeowners to never move, and the huge value created by adding square footage in 
neighborhoods where values routinely top $500-$800 per square foot (or even $1,000 per square 
foot), and the opportunity in California becomes clear. 



Low Market Concentration. There are hundreds of small non-bank lenders throughout the U.S. 
The largest firms focused on small balance lending are originating a few billion dollars per year of 
loans. There is no national brand and even in regions with mature and capable competitors, such 
as Southern California, no one has built a dominant brand, or anything close to it. Like the banking 
industry, there is plenty of room for growth by well-run companies that take care of their clients. 

Banks Remain Largely Sidelined. In this market niche, borrowers require quick decisions and 
funding in a matter of days or weeks, not months. They also value a streamlined process for getting 
their loans funded. Many borrowers do not have a full team of finance people on staff to deal with 
the cumbersome underwriting requests and reporting required by banks. During the financial crisis, 
the U.S. Treasury and the Federal Reserve lead taxpayer-backed bailouts of all types of banks. Since 
that time, banks have faced greater regulation, which in turn makes them less well-suited to be 
lenders to nimble, entrepreneurial real estate investors and developers. Even as regulations lighten, 
the number of banks keeps falling and the culture within banks has moved far from what is needed 
to serve this market niche. As a result, non-bank lenders continue to grow.

Non-bank real estate lenders have thrived since the financial crisis of the late 2000s. Southern 
California is home to many of the largest such lenders. Goldman Sachs and other large investors 
have recognized the potential of the small balance part of the non-bank lending business and 
these lenders can be expected to keep growing. When the next real estate downturn hits, the most 
aggressive non-bank lenders will disappear--but the onces that remain will likely emerge as more 
substantial players in the industry. 


