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Introduction



Institutional Foundations for 
Efficient Capital Markets

“Efficient real estate and securities capital 
markets require strong public and private sector 
cooperation, disclosure of government and 
corporate financial conditions, and institutional 
and individual investor confidence in financial and 
political institutions.”

Lawrence Souza



Nomenclature of Knowledge (Solving Valuation Equation)

“The nature of commercial real estate investment is cross-sectional in nature, 
taking multiple disciplines and approaches to solving the valuation equation.”

 
V REt = THEOLOGY + e^ Linquistics

V REp1 = PHILOSOPHY + e^ Language

V REl = LAW + e^ Psychology

V REp2 = POLITICS + e^ f Sociology

V REtp3 = PUBLIC ADM INISTRATION + e^ Technology

V REte = ECONOM ICS + e^ Telecom

V REtf = FINANCE + e^ Cognition

V REta = ACCOUNTING + e^ Logic  
 



Yield Curve (Term Structure)Yield Curve (Term Structure)

http://stockcharts.com/charts/YieldCurve.html

- 400 bsp from 2005/2006

Although S-T Risk Free 
Rates near Zero (negative 

real) debt/equity credit and 
illiquidity risk premiums 

spiked / still high

All debt + equity securities priced off of the 
yield curve (term structure interest rates)

WACC > IRR
Objective: Steep Rebuild Interest Margin, 

Loan Loss Reserves, Reserve Capital, etc.

- Falling Prices

IRR = WACC = 20% -to- 29%

Upward pressure on 
bond yields due to 

crowing out and stock 
market yields

Intrinsic 
Devaluation = 

35%-to-45%*

Note *:  NOI Declines Slowing, Cap Rates Starting to Compress

10 Yr. Up ~ 
150 bps since 

2009 from 
2.0% to 3.5%



Commercial Real Estate Valuation –
Income Approach - CAPM

CAPM = E (r) = ie = r f + � (rm – rf)

VRE = NOI
ie

iRE = NOI
Vt

PVRE =        NOI (1+g)n + NOI/(i-g)
(1+i)n                  (1+i)n

�

Michael Giliberto, Real Estate in A Capital Markets Context.



Fiscal Deficits





• $11 trillion public debt outstanding, $55 billion in 
interest; Total Debt-to-GDP to reach ~100% by 2015 

Crowding Out Effect ~ High Inflation Expectations 
and Interest Rates ~ Fiscal/Monetary Policy 

Ineffectiveness

• $1.5 trillion annual budget deficit, $640 billion Per Year for 
Iraq/Afghanistan Wars10’–15’; defense budget up 41% since 
2001

• Budget deficits to total $10 trillion over next 10 years.

• Foreigners currently own 47% of U.S. government debt
(China/Japan): China $798.9 bill., Japan $746.5 bill., U.K. $230.7 
bill., Hong Kong $140.0 bill., Oil Exporting $188.4 bill.

US Budget DeficitsUS Budget Deficits



Political-Economic Institutional 
Analysis



Political-Economic Institutional Analysis

“Over the past 95 years, society and the economy 
have witnessed great prosperity, wars, 
depressions, recessions and revolutions.  We have 
just witnessed a revolution in political-economic 
ideological thought – from Keynesianism to 
Monetarism – and in its wake…..institutional
deconstruction, destruction and market 
failure……the question is……what social, political 
and economic institutional synthesis will 
develop….and how will history judge us, as a 
society, howwill we be remembered.”

Lawrence Souza



“Institutional deconstruction is the dismantling of pluralistic and democratic institutions by 
powerful interests within society.  The goal is to “deconstruct” these institutions, and replace them 
with new authoritarian institutions that enforce and redistribute private property rights to 
privileged interests, at any cost.”

Jacques Derrida, Martin Heidegger, Friedreich Nietzsche, Larry Souza, Et.Al.

PostPost--Modern Philosophy Modern Philosophy -- Institutional DeconstructionInstitutional Deconstruction
V io la t io n s P lu ra lis t ic /D e m o c ra tic  In s t itu t io n a l D e c o n s tru c t io n

B ill o f R ig h ts M e d ia  C e n s o rs h ip  (In a b ility  to  R e p o rt fro m  W a r Z o n e s )

M e d ia  C o n s o lid a tio n  o f O w n e rs h ip  (V io la tio n  1 9 9 6  T e le c o m  A c t)

R e p o rte r In c a rc e ra tio n  (L a c k  o f S h ie ld  L a w s )

C itize n  E a ve s d ro p p in g  a n d  W ire ta p p in g  (S p e c ia l A g e n c ie s )

C o n s t itu t io n a l P riva te  P ris o n  a n d  L e g a l S ys te m s  (K id n a p p in g /M ilita ry C o u rts )

R ig h ts W a ve r H a b e a s  C o rp u s  a n d  D u e  P ro c e s s  (N o  L e g a l R e p re s e n ta tio n )

P riva tiza tio n  o f P u b lic  P ro p e rty a n d  G o o d s  (L a n d /R e d is tr ic tin g )

L a c k  o f E n v iro n m e n ta l P ro te c tio n  a n d  P u b lic  S a fe ty (F o o d /D ru g s )

A m m e n d m e n ts T a lk in g  o f In d iv id u a l R ig h ts  (L a te  T e rm  A b o rtio n /C o n tra c e p tive s )

to  th e R e c la s s if ic a tio n  o f R ig h ts  (H e a lth c a re  L im ita tio n s  a n d  C o ve ra g e ) 

C o n s titu t io n

U n if ic a tio n  o f C h u rc h  a n d  S ta te  (P r iva te  C h a ritie s /S o c ia l S e rv ic e s )

L a c k  o f G o ve rn m e n t T ra n s p a re n c y/A c c o u n ta b ility (E x e c u tive  P r iv ile g e )

T a x a tio n  w ith o u t R e p re s e n ta tio n  (M o n e tiza tio n  o f D e b t)



The Political Philosophy and Economy of Commercial Real Estate Investment

Binary Institutional-Ideological Extremes

Interdisciplinary/Cross-Sectional Approach to Real Estate Market Analysis

Keynesian- Industrial Policy
Neo-New Deal
• Wage/Labor
• Infrastructure
• Technology
• Institutions/Government
• Equity/Utilitarian
• Production/Manufacturing
• Domestic Comparative Advantages
• Full Employment
• Individual/Social Rights
• Budget Surplus
• Fiscal Policy
• Public Goods
• Regulation

Friedman- Liberalism
Free Market Capitalism
• Capital
• Interest
• Markets
• Price Bubbles
• Distribution
• Finance
• Services
• Globalization
• Inflation
• Private Property Rights
• Deregulation
• Budget Deficits
• Monetary Policy

“Progressive Democrats” “New Democrats/Republicans”



The Political Philosophy and Economy of Commercial Real Estate Investment

Classical Hegelian Dialectical Analysis

Interdisciplinary/Cross-Sectional Approach to Real Estate Market Analysis



Interdisciplinary/Cross-Sectional Approach to Real Estate Market Analysis

The Political Philosophy and Economy of Commercial Real Estate Investment

Modern Hegelian Dialectical – Modern Application

SYNTHESIS/THESIS??

Transition (30 years)

SYNTHESIS/THESIS ANTI-THESIS
(2007 -to- 2037)

Neo-Liberal Economics Financial Institutional Crisis New-Keynesian
Monetarism (Friedman) Economic Dislocations Re-Regulation
Neo-Classical Thought Debt Monitization Progressive Democratic Policy

Managed Markets

Transition (32 years)

SYNTHESIS/THESIS ANTI-THESIS
(1975 -to- 2007)

Neo-Keynesian Neo-Liberal Economics
Cold War Capitalism Monetarism (Friedman)

Globalisation Neo-Classical Thought

Transition (30 years)

SYNTHESIS/THESIS ANTI-THESIS
(1945 -to- 1975)

Democratic-Capitalism Neo-Keynesian
Keynesian (FDR) Cold War Capitalism

Centrist Political Ideology Globalisation
Regulated Markets

Conflict/Wars/Transition (30 years)
(1915 - 1945)

THESIS ANTI-THESIS
Aristocracy World Wars I/II Democratic-Capitalism

Authoritarianism Korean War Keynesian (FDR)
Dictatorship Cold War Centrist Political Ideology

Fascisim Proxie Wars Regulated Markets



• Greenspan developed a New Business Cycle that privileges 
financial-capital markets over labor markets.

• Major shift to preemptive monetary policy strikes toward 
inflation targeting, and away from full employment-real wage 
growth targeting (Paul Volcker -> Ben Bernanke).

• Foundation of monetary policy was deregulation, a financial 
boom in the stock and real estate markets and free trade, driving 
up consumer consumption and debt levels.

• Results: Cycle marked by deindustrialization, growing trade 
deficits, financial-asset market price bubbles, dollar 
overvaluation, L-T decline real wage growth, growing household 
debt levels, under investment by business in capital stock

• Risks: Fragile economy-recovery, high debt levels, under 
performing labor markets, exposure to financial market 
corrections, moral hazard – Fed intervention to rescue markets

Thomas Palley, Challenge, Nov.-Dec. 2005.

Greenspan Critique: Labor vs. Capital Greenspan Critique: Labor vs. Capital 



Institutional Impact of 
Political Philosophy and Economic Ideology

“I found a flaw in the model that I perceived is the 
critical functioning structure that defines how the 
world works.” Alan Greenspan, Chairman, Federal 

Reserve System, House Committee on 
Oversight and Government Reform 

Hearing, October 23, 2008.

“The housing bubble was a major cause, if not the 
cause, of the subprime crisis and the broader 
economic crisis we are now face.” Dr. Robert Shiller, Professor of 

Economics, Yale University, 2008.

“Never let a serious crisis go to waste. What I 
mean by that is it’s an opportunity to do things 
you couldn’t do before.” White House Chief of Staff, Rahm

Emanuel, November 2008.



Financial Institutional Analysis



Real Estate Supply and Demand Analysis

Rent Growth %

# Units

Short-Run 
Supply (Fixed)

New 
Demand

New Market 
Equilibrium 

Price

Rent 
Spikes
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* Existing 
Inventory

Old 
Demand

*Rent 
Growth 
(3.5%)

*Rent 
Growth 
(8.5%)

Frictional 
Vacancy Rate  

(2% - 3%)

Rents-Prices Above 
Replacement Costs

Incentive to 
Build New 
Product



Real Estate Supply and Demand Analysis

Prices

# Securities/Inventory

Supply

(Securities/Property)

Demand

(Securities/Pr
opertt)

Market 

Equilibrium

‘Prices

Q* Existing 

Securities (Inventory)
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��	
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��	
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S* S’

Q’

S- T L- T

D

D’

Market 

Equilibrium

Supply Constrained in 
Short Term – By Lags in 

Securities 
Underwriting/Issuance and 

Property Construction

*Prices



Real Estate Supply and Demand Analysis

Rent Growth %

# Units

SR Supply 
(Fixed)

Demand

Old Market 
Equilibrium 

Price

Rent 
Declines
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* Old Level   
Inventory

*Rent 
Growth    
(-3.5%)

Rent 
Growth 
(8.5%)

Vacancy Rate  
(8%)

Rents-Prices Well Below 
Replacement Costs

No Incentive 
to Build New 

Product

LR Supply 
(Flex)

* New Level 
Inventory

Rent 
Growth 
(3.5%)

Vacancy Rate  
(5%)

Over

Supply



Real Estate Supply and Demand Analysis

Rent Growth %

# Units

Short-Run 
Supply (Fixed)

Old 
Demand

Old Market 
Equilibrium 

Price

Negative 
Rent 

Spikes
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* Existing 
Inventory

New 
Demand

Rent 
Growth    
(-3.5%)

Rent 
Growth 
(3.5%)

Structural 
Vacancy Rate  

(5%)

Rents-Prices 
Well Below 

Replacement 
Costs

No Incentive 
to Build New 

Product

Vacancy Rate  
(8%)

Vacancy Rate  
(10%)

LR Supply 
(Flex)

*Rent 
Growth    
(-8.0%)

* New Level 
Inventory



Real Estate Derivatives 
Capital Market Supply and Demand Analysis

Prices

# Property Derivative 
Contracts

Supply

(Property Derivatives)

Demand

(Property 
Derivatives)

*Prices

Q*

��	���	� �� ��	��������	������ �� ��	
������
�������������	
������
�����������

S* S’

Q’

S- T L- T

D

D’’

Market 

Equilibrium

D’
Supply Unconstrained 

Short/Long Term (Purely 
Elastic Supply Curve) –

No Underlying Asset to 
Constrain Market

Q’’



Investme
nt

Real 
Estate 

Industry/ 
Rest of 

U.S.

Rating 
Agencies

���������������	
���

��

• Dilution - Equity Issues
• Gov Preferred/Convertible Stock 

Purchase
• RMBS/CMBS/GSE Debt/Equity  

Purchases





Total Assets Held by Federal Reserve Bank

http://wallstreetpit.com/16815-bernanke-on-the-feds-bloated-balance-sheet

Driven Largely by MBS and Agency Purchases

Sterilization

RMBS

SWAPS

Paying Interest on Bank Held 
Reserves with Fed to Limit 

Liquidity in System

“Fed Lender, Market 
Maker, and now 

Portfolio Manager of 
Last Resort”

Com 
Pap

Term Auction Credit

““ Greatest Greatest 
Expansion of Expansion of 

Credit in HistoryCredit in History ””

““ $1.1 $1.1 triltril . Excess . Excess 
reserves sitting reserves sitting 

idle, higher idle, higher 
interest rates.interest rates.

TALF $9.3 bil.



Monetary Oversight 
and 

Re-Regulation





• Macro-Prudential Bank Regulator (Federal Reserve)
• Improved Regulatory Oversight and Risk Management Practices
• Use Monetary Policy (Orthodox/Unorthodox) Regulate Asset Price Bubbles

• Implementation of Regressive/Progressive Income and Capital 
Gains Taxes (Wall Street Bonuses-Salary/Bank Leverage Fees)

• Return Glass-Steagall Act (1933 – 1999) – Comm/Inv Banks 
(Overruled by Gramm-Leach-Bliley Act)

• Bank Levy/Capital Requirements for Derivatives Trading (Book)
• Required Holding of Collateral by Rating Agencies (S&P)
• Increased FDIC Bank Deposit Insurance Prems (OTS/Fed/OCC)
• Increased SEC/FINRA/Justice-Treasury 

Dept/FBI/Congressional/State:  Oversight, Investigation, 
Prosecution (Mtg/Securities Fraud) – Goldman Sachs (CDOs)

Goals and Objectives: Alleviate Moral Hazard, Adverse Selection, 
Principal- Agent Problem, Asymmetric Information.

Financial ReFinancial Re--Regulation (Policy Response)Regulation (Policy Response)





• Joseph E. Stiglitz, Freefall: America, Free Markets and the Sinking of 
the World Economy.

• Michael Lewis, The Big Short: Inside the Doomsday Machine.
• Simon Johnson, 13 Bankers: The Wall Street Takeover and Next 

Financial Meltdown.
• Andrew Ross Sorkin, Too Big To Fail.
• Steve Fraser, Wall Street: Americas Dream Palace.
• Clyde Prestowitz, The Betrayal of American Prosperity.  
• Pat Choate, Saving Capitalism: Keeping America Strong.
• Judge Richard Posner, A Failure of Capitalism.
• Kim Phillips-Fein, Invisible Hands.
• Jerome Corsi, America for Sale.
• Timothy Carney, Obamanomics.
• Naomi Klein, The Shock Doctrine.
• Daniel Yergin, The Prize: The Epic Quest for Oil, Money and Power.
• Anthony Downs, Real Estate and the Financial Crisis.
• David Harvey, The New Imperialism; Paul Kennedy, Rise and Fall of 

the Great Powers; Noam Chomsky, Failed States, Necessary Illusions, 
and Manufacturing Consent; V.S. Soloviev, Politics, Law and Morality;
Michel Foucault, Power/Knowledge.

Recommended ReadingsRecommended Readings





Economic Distress 
and 

Commercial Real Estate Values



Gross Domestic Product (GDP)Gross Domestic Product (GDP)

http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm

4/1Q 08/09’ = -5.4/- 6.4%, worst in 28 yrs.             
= -6.4% 1982

GDP = consumption + gross investment + government spending + (exports � imports)

Q1 10Q1 10’’
+3.2%+3.2%

2010F2010F
4.0%4.0%

Avg. 36-to-60 month trough

http://www.bea.gov/briefrm/gdp.htm

Pers. Consumpt (4%), 
Dur.Goods (11%), Non.Dur

(4%), Non-Res.Inv. (4%), 
Eq/Soft (13%), Exports (23%)

Q4 09Q4 09’’
+5.6%+5.6%



Commercial Property Sales Volume (From 2001 to 2009)

http://www.mbaa.org/files/Research/DataBooks/4Q09QuarterlyDataBook.pdf

- 90%

Hotel and Industrial sales lowest on record.      
Retail sales up significantly.
Apartment transaction 
low $2.1 bil. 1Q09         
(- 38%), up 25- to- 30% 
in 2010, multiple   
offers, cap rate 
compression.



Commercial Real Estate IndicesCommercial Real Estate Indices

http://web.mit.edu/cre/research/credl/tbi.html

MIT Transaction 
Based Index

Rate of decline slowing, could see slight 
positive (capital) appreciation rates in 2010, 

East/West Coast to recover first.



Commercial Real Estate IndicesCommercial Real Estate Indices

- 42%

Moody’s REAL –
Repeat Sales Index

+93%

http://web.mit.edu/cre/research/credl/rca.html

Values Lowest in 
Seven Years

Apts- 33%



Commercial Real Estate 
Mortgage Delinquency and 

Security Defaults



Real Estate Cycle Theory

E1 E2

Occupancy/Rent 
Growth Line

Rent Spikes

Structural Occupancy Rate/Inflation Rent Growth

Rising Delinquency 
and Defaults

High Delinquency 
and DefaultsLow Delinquency and Defaults

Falling Delinquency and Defaults



Commercial Mortgage Debt Exposure

http://www.mbaa.org/files/Research/DataBooks/4Q09QuarterlyDataBook.pdf

Massive Bank Balance 
Sheet, Capital Market, 
and Tax Payer and 
Default Risk Exposure

$3.4 trillion Outstanding: Banks (44%), CMBS (21%)

Source: Jim Valente, Kennedy Associates, 
Institutional Real Estate Letter, April 2009.

Next 5 Years: $1.4 trill. ($280 billion 
per year) coming due, will need to be 
refinanced, escalating until 2015. Up to 
$1 trillion in equity needed.

Foresight Analytics



Investment Real 
Estate 

Industry/ 
Rest of 

U.S.

Rating 
Agencies

Fannie/Freddie’s 
losses to climb 
above $400 bill.



Distressed Commercial AssetsDistressed Commercial Assets
Volume Increases in 2009 - 2013:

� All asset classes rose to record $187 bill Dec 09’, up 
$115 bill. from 08’, only 18% resolved, spike in 2011. 

� Apartment sector significant jump in distressed 
properties Jan - Apr 10’: up from $4.9 bil. to $35.8  
bill.

� Distressed volume % market: 
� Las Vegas (34%),  Detroit (25%),  Miami (22%)
� Cincinnati (17%), San Antonio/Palm Beach/Cleveland 
(14%)
� Baltimore (13%),  NYC/Pittsburgh (11%)

Sources: Real Capital Analytics and Delta Associates.



Commercial Mortgage Back Securities (CMBS) Issuance

http://www.cmsaglobal.org/uploadedFiles/CMSA_Site_Home/Industry_Resources/Research/Industry_Statistics/CMSA_Compendium.pdf

- 93%



Fixed Rate CMBS Delinquency Rate 2001 - 2010

- 75%~85%
Could Reach 12% by 2012

Delinquent CMBS balances 
up to $37.9 billion Nov. 09’

Distressed Debt Investing to pick up in 2011/2012

Peter Cooper Village and 
Stuyvesant Town pushes 
delinquencies above 7%.



CMBS Delinquency Rate 1Q03 –to- 4Q09

Market driven by small group willing to take first risk 
of default in exchange for outsized returns.

Loans backed by strong balance sheets. Low LTVs, more 
equity.  Better underwriting, ridged approval process, 
better oversight by rating agencies, alignment between 
senior piece buyers and special services, and financial 
interest by all parties (5% “Skin in Game Requirement).

Delinquency Rates: Hotel (17%), MF 
(14%), Retail (6%), Ind (4%), Off (4%), 
1999/2000 (15%)



CMBS Delinquency Rate 1Q96 –to- 1Q09

CMBS
??????

Banks



CMBS Spreads – Investment Grade vs. 10 Yr. Treasury

http://www.cmsaglobal.org/uploadedFiles/CMSA_Site_Home/Industry_Resources/Research/Industry_Statistics/CMSA_Compendium.pdf
Sources: Commercial Mortgage Backed Securities Association, Quandrant Real Estate Advisors, Institutional Real Estate Inc. (IREI)

Spreads Over 10 Year T-Bills (1/01/10)
AAA + 350 bps (3.5%), 1400 bsp peak
AA + 3,000 (30.0%), 4000 bsp peak
A + 4,500 (45.0%), 5000 bsp peak

BBB + 7,000 (70.0%)

CMBS Issuance from $50 bil. 2002 to $225 bil. 2007

IRR* = WACC* = 20% -to- 29%
[30% -to- 45% Imputed Debt Cost of Capital] * 50% + 
[10% -to- 15% Imputed Equity Cost of Capital] * 50%



Commercial Mortgage Loan Maturity

http://nreionline.com/news/cre_debt_threatens_economy_0212/
Sources: Foresight Analytics.

$1.4 tril. Com. RE 
Debt Due 5 yrs, 
53% underwater.

Majority 
Bank/Thrift

Fixed 
Rate 

CMBS

Int Rt/Credit Spreads



Default Rate Commercial Mortgages 1992 - 2012

- 75%~85%

More than 180 federally 
insured national banks 
closed in last two years, $30 
billion of loans to sell.

Continued Tight Credit Conditions

FDIC and Banks Looking to Unload 
Commercial Real Estate Notes, Loans 

and REO Properties 2011-2013



Yield CurveYield Curve





AppendixAppendix



Interest (Discount/Cap) Rates 



NASDAQ Composite Index (From 1971 to 2010)

• Increased Liquidity

• Rising Stock Prices (REITs)

• Falling Equity Cost of Capital

• More VC/IPOs

Up 12.2% Per Year 
Since 1975

In Trading Range 
Since 2002

Up 1,100% from 
Trough to Peak



Real Interest Rates (From 1981 to 2011)

- 75%~85%



Inflation ExpectationsInflation Expectations

Down  - 76%

Oil Prices up from $9.48 in Dec 1998 
to $137.11 in Jul 2008, up 1,346%

Extreme Volatility Past 6 years: 
speculator dominated market, hedge 

against devaluation of dollar

Source: Energy Information Administration (http://eia.doe.gov/)

$137.11 Jul 08’

$34.57 Jan 09’

$78.62

$9.48 Dec 98’

Up        
109%



Inflation ExpectationsInflation Expectations
U.S. Producer and Consumer Price Index (PPI/CPI)

Source: Bureau of Labor Statistics.
http://www.bls.gov/home.htm

Sept Year-Over-Year Change:                                 
-4.9% (1949), 0.6% (1959), 3.5% (1969), 11.8% (1979), 4.6%
(1989), 3.1% (1999), 8.9% (2008), -4.7% (2009), 6.1% (3/10)

-6.6%

-2.5% (1949), 1.2% (1959), 5.7% (1969), 11.9% (1979), 4.4% 
(1989), 2.6% (1999), 4.9% (2008),-1.3% (2009), 2.4% (3/10)

-1.3%

9.8%

5.5%

Since 1990, prices up 42% food, 87% healthcare, 88% housing, 70% alcohol, 
67% entertainment, 20% tobacco.

Jan YOY%: Gas 12% and Energy 5%. 

http://www.federalreserve.gov/Releases/G17/Current/default.htm

6.1%

2.4%



10 Year Treasury Yields (From 2008 to 2010)

- 75%~85%

+150 bsp

1Q 2011F 4.5%

Sources: Yahoo Finance, Chicago Board Options Exchange, and Deutsche Bank.

A 130 bsp increase in 
mortgage interest rate leads 

to a 20% increase in a 
typical bank’s probability of 

default.*

Deniz Igan and Marcelo Pinheiro, Exposure to Real Estate in Bank 
Portfolios, Journal of Real Estate Research, Vol.32 No1, 2010.

Banks cash into 
less capital 
consuming 

investments, buy 
L-T Treasuries, 

not MBS

Mtg Int Rt = 4.5% + 1.5% = 6%



Commercial Real Estate Commercial Real Estate 
Securities Markets (REITs)Securities Markets (REITs)



REIT Equity Stock Index Performance – S&P US REIT Index

http://www.investmentmanagement.prudential.com/media/managed/documents/pim/Pru_GRES_Feb_10.pdf

1990 – 2009:
Average Annual Return: 12.2%
Average Annual Income: 6.56%

Correlation with Stocks:          
35% (1993 – 2008)
52% (1995 – 2009)
Volatility 24.4%



REIT Equity Stock Index Performance – Dow Jones

http://finance.yahoo.com/q/bc?s=REIT&t=my

-74.9% 
from 
Peak

Debt/Equity Capital Raised:       
$18.0 bill. 2008 vs.                

$35.0 bill. 2009

Operations (Job Cuts)/Balance Sheet 
Clean Up (Duration Matching), Equity 
Issuance (Dilution), and Take-Out 
Targets 

+132% 
from 
Bottom

http://www.reit.com/

Mkt.Cap = 
$450 bil.

Mkt.Cap = 
$200 bil.Sitting on $10 bill. in Cash

MF high leverage Fannie 
Mae/Freddie Mac (Mezz).



REIT Equity Stock Index Performance – Dividend Yields

http://www.investmentmanagement.prudential.com/media/managed/documents/pim/Pru_GRES_Feb_10.pdf

FFO/Dividend Yields:                        
Dropped significantly 9% -to- 6%, less depending on property 
sector/geography, and asset/management/balance sheet quality.



REIT Equity Stock Index Performance – Redwood Trust (RWT)

http://finance.yahoo.com/q/bc?s=RWT&t=2y

-71.4% from Peak In trading range 
since March 2009

Enterprise Value = $4.8 bil.
Beta = 1.0x

EV/Revenue = 45.4x 
Profit Margin = 36.9%
ROA = 0.7%/ROE = 6.2%
Div Yld = 6.4%



REIT Equity Stock Index Performance – AMB

http://finance.yahoo.com/q/bc?s=AMB+Basic+Chart&t=2y

-85.0% from Peak
+233% from 

Bottom

Enterprise Value = $7.6 bil.
Beta = 2.17x

EV/EBITDA = 24.3x 
Profit Margin = 11.7%
ROA = 1.3%/ROE = -0.03%
Div Yld = 3.9%



REIT Equity Stock Index Performance – Avalon Bay (AVB)

http://finance.yahoo.com/echarts?s=AVB#symbol=AVB;range=5y;compare=

-71.2% from Peak

+116.7% from 
Bottom

Enterprise Value = $12.4 bil.
Beta = 1.54x

EV/EBITDA = 25.7x 
Profit Margin = 21.1%
ROA = 2.3%/ROE = 1.8%
Div Yld = 3.4%



REIT Equity Stock Index Performance – Digital Realty (DLR)

http://finance.yahoo.com/q/bc?s=DLR+Basic+Chart&t=2y

-60.0% from Peak

+200.0% from 
Bottom

EV/EBITDA = 17.7x 
Profit Margin = 13.5%
ROA = 3.3%/ROE = 5.9%
Div Yld = 3.2%

Enterprise Value = $7.1 bil.
Beta = 1.23x



Residential Residential 
Real Estate MarketsReal Estate Markets



San Francisco Bay Area Apartment Market

1Q10 Vacancy/
Rent Growth:
SBay (4.4%/7.0%)
SF/SM (6.2%/4.5%)
EBay (5.7%/3.0%)
Bay Area (5.5%/4.5%)
NBay (7.6%/1.5%)
Sac (7.5%/1.0%)



San Francisco Bay Area Investment Market

Source: Cassidy/Turley BT Commercial, Investment Division.

Historical Cap Rates by Property Sector 

MF Cap Rate Compression: 
SBay (- 104 bsp)/6.6%
NBay (- 73 bsp)/6.7%
SF/SM (- 60 bsp)/6.2%
Nor.Cal. (- 46 bsp)/6.5%
EBay (- 17 bsp)/6.8%



San Francisco Bay Area Total Investment Market

Source: Cassidy/Turley BT Commercial, Investment Division.

Historical 12 Mth Trailing Avg by Property Sector

2000- 2004:
$10 bil. –to- $5 bil.

2005- 2006:
$5 bil. –to- $20 bil.

2007- 2008:
$20 bil. –to- $40 bil.

2009- 2010:
$5 bil. –to- $3 bil.

“Current Acquisition 
Activity Dominated 

by REITs and 
Private Equity, 

Targeting Silicon 
Valley”

In 2009: Apts
22% of 

Nor.Cal.Com.
Trans. 

SV/SM 43% 
MF Sales 
($1.3bil).



Housing Market – Price Declines

http://www2.standardandpoors.com/spf/pdf/index/CSHomePrice_Release_082562.pdf

SF Bay Area                 
-2.6% YOY

Lifting of moratorium + rising mtg interest rates to  
cause foreclosure spike/continued price declines.

SF Bay Area since 2007: Total Foreclosures 51,602 
(35% ~ 20,000 Unsold / 66%~ 30,823 Resold).       

600,000 US repossessed not sold (80,000 in Cal)

Mtg default/foreclosures 1Q09: Cal 135k and SF Bay 
20k (Up 20% YOY – 35% SF/SM/SJ).

From 2008, U.S. 
foreclosure notices 
up 21% to 2.8 mil.FHA majority of loans, Fed buying RMBS + 

Fannie/Freddie debt to keep mortgage interest 
rates low. Home sales up to 430,000, highest 
since Sept. 2008.



Real Residential Fixed InvestmentReal Residential Fixed Investment

http://www.bea.gov/briefrm/resfi.htm

-35%
-25%

-10%

+10%
+15%

+5%

+15%

-10%



Lawrence Souza brings to his clients over 20 years of experience in real estate economic 
and financial research experience. Mr. Souza is currently affiliated with Solari
Investments, LLC.  Mr. Souza has also held senior positions as Managing Director-
Index Services, Charles Schwab Investment Management (CSIM); Chief Real Estate 
Economist and Director of Index Services, Global Real Analytics (GRA); Director of 
Research for BRE Properties, Inc. (REIT) in San Francisco and holding Senior 
Market/Research Analyst positions at Metric Institutional Realty Advisors and Mellon-
McMahan/MacFarlane Realty Advisors, and market research positions at Norris, Beggs 
and Simpson and Grubb & Ellis commercial brokerage. Mr. Souza combines traditional 
fundamental real estate economic and market research with fundamental and technical 
financial and capital market research and investment strategy.  This combined approach 
allows for the tracking and forecasting of economic, real estate and financial cycles and 
efficient portfolio construction, optimization and risk management.

Mr. Souza has undergraduate degrees in Economics (BA) and Business Administration 
(BS) with concentrations in Accounting, Finance, Banking and Real Estate; and holds 
master’s degrees in Applied Economics (MA), Finance/Investments (MS), Public 
Administration (MPA), and Information Systems (MSIS). Mr. Souza has been teaching 
Modern Real Estate Principles and Finance since 1996 with an emphasis on real estate 
in a modern portfolio and capital markets context; and the institutionalization, 
securitization, internationalization and technologization of real estate markets and 
products.  






