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Expected Unleveraged Returns

• Based on the weighted average major-property-sector cap rates and growth rates 
shown below, it is possible to calculate the expected unleveraged returns (IRRs) 
that real estate investors can currently expect to achieve.

Private Market Real Estate vs. Fixed Income
Nominal Economic Projected NOI Growth
Cap Rate Cap Rate '09 '10 '11 '12 '13 '14 '15 Long Term

8.6% 7.6% -3.4% -3.8% -1.1% 1.1% 2.4% 3.1% 3.1% 1.4%

Major Property Sectors are Apartment, Industrial, Mall, Office & Strip Retail.  Each sector is given a 20% weight.

Unleveraged IRR Long-term Baa Rate
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Return Premium on Real Estate – IRRs less Baa 
Bonds
• Current valuation levels can be assessed by comparing prevailing return premiums 

(i.e. expected IRRs less Baa rates) vs. historic norms. Risk premiums that have 
been higher than the historic norm have typically preceded periods of outsized 
appreciation in real estate values, and vice versa. The current spread of 247 bps 
suggests that private market real estate is cheap compared to long-term bonds.

Return Premium on Real Estate  
Unlevered IRR Expectations Minus Baa Rate
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Average Premium to NAV

• Observed NAV premiums/discounts in the public market have historically been 
reliable predictors of future changes in private-market prices. While false signals can 
occur, large premiums usually precede rising property values, and vice versa.

Average Premium to NAV
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Three Year Forward Earnings Yield

• AFFO yield is the REIT industry’s proxy for the earnings yield on the broad market. 
Despite wide swings, earnings yields on REITs and stocks have been about equal. 
Currently REITs are priced to yield 170 bps less than the broader stock market,
suggesting that public real estate is pricey compared to the S&P. 

As of 9/4/09

3YR Forward Earnings Yield
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RMZ Index

• After reaching an all-time high in early March ’07 the RMZ lost a staggering 76% of 
its value over the next two years before bottoming out in early March ’09. Since then 
the market has rallied 92%.

As of 9/10/09

MSCI US REIT Index (RMZ)
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2009 Equity Offerings

• In 2009, U.S. REITs have raised nearly $15 billion of new equity, inducing a virtuous cycle of 
balance sheet repair and rising share prices. While many of these offerings have been costly 
based on implied cap rates, they have been a step in the right direction for reducing leverage 
and improving liquidity positions.

• Equity raises earlier in the year were at significantly higher implied cap rates than more recent 
offerings, as the REIT market has rallied over 90% from its March ’09 low.

As of 9/1/09

Implied Cap Rates on Recent Equity Offerings
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Unsecured Debt Markets

• In August the unsecured debt market for REITs began to thaw.

• REITs raised $2.55 billion in unsecured debt last month.

Ticker Date
Amount 
($000's) Rate

Effective 
Maturity Type

Convert 
Price

Simon Property Group 3/20/2009 $650,000 10.4% 4/1/2019 Unsec.
Ventas 4/7/2009 $200,000 6.50% 6/1/2016 Unsec.
Digital Realty Trust 4/14/2009 $260,000 5.5% 4/15/2014 Convertible $43.00
Alexandria RE Equities 4/21/2009 $225,000 8.0% 4/15/2014 Convertible $41.40
Starwood Hotels 4/30/2009 $500,000 7.88% 5/15/2014 Unsec.
Host Hotels 5/5/2009 $400,000 9.0% 5/15/2017 Unsec.
Simon Property Group 5/11/2009 $600,000 6.75% 5/15/2014 Unsec.
Mack-Cali Realty 8/5/2009 $250,000 7.88% 7/15/2019 Unsec.
Simon Property Group 8/6/2009 $500,000 6.75% 5/15/2014 Unsec.
Duke Realty 8/6/2009 $250,000 7.38% 2/15/2015 Unsec.
Duke Realty 8/6/2009 $250,000 8.25% 8/15/2019 Unsec.
ProLogis 8/11/2009 $350,000 7.63% 8/15/2014 Unsec.
Weingarten Realty 8/13/2009 $100,000 8.10% 8/15/2019 Unsec.
Federal Realty 8/17/2009 $150,000 5.95% 8/15/2014 Unsec.
Westfield Group 8/19/2009 $700,000 7.50% 8/15/2014 Unsec.

Total $5,385,000

As of 8/19/09
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CMBS Problems

• The making of a mess: the pace of commercial mortgage originations 
exploded between '05 and '07 at the same time that underwriting 
standards became extraordinarily loose.  Think of this as commercial real 
estate’s version of sub-prime lending.

Sources: Mortgage Bankers Association, Wells Fargo, Eastdil Secured

CMBS Originations
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CMBS Problems

• The '05-'07 CMBS vintages were underwritten at very aggressive loan-to-value 
ratios amidst an environment where appraisals were often inflated and borrowing 
costs were well below current levels.

Average Interest Rate on Fixed Rate 
Originations
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CMBS Problems

• Defaults have recently picked up, despite loose terms that called for little, if 
any, pay-down of principal. They will soon go “off the chart”.

CMBS Delinquency Rate
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CMBS Problems

• CMBS maturities will be ugly, but they’re only the tip of the iceberg. Over 
$1 trillion of maturities occur by ’12.

Total Commercial Mortgage Maturities
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Where Will Real Estate be Priced?

• Maturities will be a mess: refinancing will require huge checks.

Mortgage Proceeds on a Property Valued at $100 Million in '07 vs Now
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* LTV calculated off the appraised value would have been lower. Appraised values were often inflated during the boom.
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Contact

Green Street Advisors
567 San Nicolas Drive, Suite 200

Newport Beach, CA 92660

Contact:
Adam Markman, Managing Director

amarkman@greenst.com
949.640.8780

www.GreenStreetAdvisors.com
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Conflicts of interests can seriously impinge the ability of analysts to do their job, and investors should demand unbiased research.  In that spirit, Green Street adheres to the 
following policies regarding conflicts of interest:
• Our employees are prohibited from owning the shares of any company in our coverage universe.
• Our trading desk does not commit capital or make markets in any securities.
• Our employees do not serve as officers or directors of any company in our coverage universe. 
• Companies that we cover do not, in any manner, compensate us for inclusion in our coverage universe. 
• A number of companies we cover pay us an annual fee to receive our core research product. We do not solicit this business and, in aggregate, it represents less than 3% of our 
revenue.
• We do not directly engage in investment banking, underwriting or advisory work with any of the companies in our coverage universe.  However, the following are related 
potential conflicts that should be considered:

• GSA is affiliated with Eastdil Secured, a real estate brokerage and investment bank that sometimes engages in investment banking work with companies in GSA’s coverage 
universe.  Green Street does not control, have ownership in, or make any business or investment decisions for, Eastdil Secured.
• GSA has an advisory practice servicing investors seeking to acquire interests in publicly-traded companies.  GSA may provide services to prospective acquirers of companies 
which are the subject(s) of GSA’s research reports.  GSA may receive fees that are contingent upon the successful completion of a transaction or other fees for its work on 
behalf of prospective acquirers.

• GSA publishes research reports covering issuers that may offer and sell securities in an initial or secondary offering. Broker-dealers involved with selling the issuer's securities 
or their affiliates may pay compensation to GSA upon their own initiative, or at the request of GSA clients in the form of "soft dollars," for receiving research reports published 
by GSA.
• An affiliate of Green Street Advisors is the investment manager of an equity securities portfolio on behalf of a single client. The portfolio contains securities of issuers covered 
by Green Street’s research department. The affiliate is located in a separate office, employs an investment strategy based on Green Street’s published research, and does not 
trade with Green Street’s trading desk.

While minimization of potential conflicts will remain a very important priority for us, we reserve the right to change any of these policies at any time. We encourage a careful 
comparison of these policies with those of other research providers, and welcome the opportunity to discuss them. 

Investment advice proves to be wrong about as often as it is right. While we strive to do better than this, our recommendations will include bad calls and we are certain to 
make other mistakes as well. This document may well contain errors of fact. We have done our best to utilize data that we believe to be reliable, but no assumption should be 
made that the data has been verified, or is accurate and complete. This report should not be considered to represent an offer to buy or sell the securities discussed herein, and 
all opinions are subject to change without notice. 

Green Street Advisors is an accredited member of the Investorside Research Association, whose mission is to increase investor and pensioner trust in the U.S. capital markets 
system through the promotion and use of investment research that is financially aligned with investor interests. 

United Kingdom Recipients: For use only by Investment Professionals
The following provisions apply to the extent that this report is provided to recipients in the United Kingdom.

Green Street is not authorised or regulated by the Financial Services Authority of the United Kingdom. Where issuing this report to recipients in the United Kingdom, Green Street 
is an "overseas person" for the purpose of Article 72(5) of the Financial Services and Markets Act 2000 (Regulated Activities) Order 2001. This report is provided in the United 
Kingdom only for the use of the addressees and is intended for use only by a person or entity that qualifies as an authorised person or exempt person within the meaning of 
section 19 of the Financial Services and Markets Act 2000 ("FSMA") or that qualifies as a person to whom the financial promotion restrictions imposed by the FSMA do not apply by 
virtue of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005.

Consequently, this report is intended for use only by persons having professional experience in matters relating to investments. This report is not intended for use by any 
other person. In particular, this report is not intended for use by "retail clients" in the United Kingdom, as defined by the rules of the Financial Services Authority. Any 
such person who receives this report should not act on the contents of this report.

Green Street reviews all investment recommendations on at least a monthly basis.
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Boom and Bust…
Growth in direct property capital values since 2002, and 
subsequent value fall since peak %
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NCREIF Historic Appreciation 
Returns

NCREIF - ODCE Appreciation Returns
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NCREIF – Average Historical 
Cap Rates

– The long term median transaction cap rate since 1983 is 8.51% (current 
7.3%).

– The long term median valuation cap rate from 1983 to current is 6.94% 
(current 6.1%).Transaction vs Current Value Cap Rates
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