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The burning questions: survey results 
1. What will happen to interest rates, and how will they affect my business? 

2. Where are we in "The Cycle"? 

3. How will the price of oil affect REIT share prices? 

4. How will global economic forces affect my business? 

5. Will US REITs be able to increase market share? How can we grow? The 
life cycle of REITs 

6. Will e-commerce cause the demise of retail REITs? 

7. The multifamily sector: Fortune or fade? 
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1. What will happen to interest rates, and how 
will they affect my business? 
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Treasury and mortgage rate trends 
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…closely correlated with inflation 
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8 
Cap rate trends 
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Multifamily cap rates 

 



10 
Office cap rates 

 



11 
Retail cap rates 
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Leverage by property type: Equity REITs  
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Commercial/multifamily rent fluctuations over 
the cycle 
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The takeaway: 

 Impact on values depends upon complex relationships among 
changes in: 
 Interest rates (mortgage rates) 
Rents 
 Inflation 
Leverage 

 If interest rates driven primarily by inflation, rent increases will 
offset (more than offset?) mortgage rate increases, hence 
keeping cap rates low and values high 
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Where are we in "The Cycle"? 
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Dewey and Cycles Edward R Dewey 
(1895-1978) formed the Foundation for the 
Study of Cycles in 1940.  

“In the beginning”…there emerged the 
Father of cycle theory 
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Evolving into “conventional wisdom” 
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…then into “rules for action” 
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…then into psychological “stages of grief” and 
the “double-dip’ 
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…and finally the “Property Clock” 
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The industrial property clock 



23 
The office property clock 



24 
The retail property clock 



25 What about fundamentals? Employment growth has 
resumed 
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…and unemployment is continuing its decline 

 



27 
The supply side (except multifamily) has 
remained muted 



28 REIT capital flows and indices have been 
buoyant (till now?) 



29 Consumer spending is driving growth, but investment is moderate 
and the strong dollar is driving down exports 
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But property prices continue to head higher 
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The takeaway: 

 If we believe the property clocks and the permanency of “The 
Cycle”, we still have room to run, from 6:00 to 11:00, depending 
on the market 

 If we look at the economic fundamentals, there are signs of re-
establishment of equilibrium in several sectors 

There are more questions on the supply side than on the 
demand side in the short run 
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3. How will the price of oil affect REIT share 
prices? 
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Oil prices clearly are in a funk…but for how 
long? 
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Some opinions from the street 
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The takeaway: 

Don’t count cheap oil as the “new normal” 

Prices reflect geopolitical factors at least as much as they 
reflect underlying economic fundamentals, especially in the 
short run 

Technology (e.g., fracking and alternative energy) are also wild 
cards 
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4. How will global economic forces affect my 
business? 



37 The sinking of the Euro (and other foreign currencies) against the 
Dollar is having a major effect on trade balances and 
international capital flows 
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Nonetheless, REITs continue to expand 
globally 

As of June 30, 2012. Source: UBS and Cohen & Steers. 
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…and more of them have become very large 

FTSE EPRA/NAREIT Developed Index Series - Top 20 Constituents 
Company Country Symbol/Code 
Simon Property Group U.S. SPG 
Mitsubishi Estate Japan 8802 
Public Storage U.S. PSA 
Mitsui Fudosan Japan 8801 
Equity Residential U.S. EQR 
Unibail-Rodamco Netherlands UL 
Health Care REIT U.S. HCN 
Sun Hung Kai Properties Hong Kong 16 
Prologis U.S. PLD 
AvalonBay Communities U.S. AVB 
Ventas U.S. VTR 
HCP U.S. HCP 
Vornado Realty Trust U.S. VNO 
Boston Properties U.S. BXP 
Host Hotels & Resorts U.S. HST 

Sumitomo Realty & Development Japan 8830 

Scentre Group Australia SCG 
Link REIT Hong Kong 823 
Westfield Group Australia WDC 
Land Securities U.K. LAND 

Source: FTSE EPRA/NAREIT Version: December 2014 



40 
What is the size of the global real estate 
securities market? 
 The global real estate securities market has a total market capitalization of approximately 

$1.7 trillion, spread across 456 companies (as of 6/30/2014). 

 The U.S. accounts for 35% of the current market, with 28% represented by Asia Pacific 
and a relatively smaller portion from Europe and other regions. 

 Emerging markets saw the largest growth in listed real estate, now comprising 19% of the 
global market, up from 2% in 2000. 

 More than three quarters of companies in the global real estate securities universe are 
REITs or REIT-like structures, with the rest consisting of real estate development 
companies and non-REIT owner/operators. 

 Is this big? 
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Distribution of market cap of real estate 
securities globally 

   

At June 30, 2014. Source: FTSE, FactSet and Standard & Poor’s. Real estate securities represented by the FTSE EPRA/NAREIT Global Real Estate Index.  
Percentages may not sum to 100% due to rounding error. See important disclosures and index definitions related to this chart below. 
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The takeaway: 

 Globally, REITs have plenty of “room to grow” 

 The entrance of India and China will be BIG!! 

 REITs in the U.S. have not grown as rapidly as offshore REITs as a percent of 
total commercial property value  

 Currency valuations and politics are having great impact on cross-border 
investments and the balance of trade – Thus far, has had major positive impact 
on US real estate and capital available for investment (but drop in exports 
could slow growth, especially in goods producing sector) 

 Share of this cross-border capital flow that is going into the US REIT sector is 
not that great 
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5. Will US REITs be able to increase market share? 
How can we grow? The life cycle of REITs 
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What is the current composition of the US 
REIT market by sector? 

   

At June 30, 2014. Source: Cohen & Steers and FTSE. U.S. REITs represented by the FTSE NAREIT Equity REIT Index (property sector breakdown  
provided by the index). Percentages may not add to 100% due to rounding error. See important disclosures and index definitions related to this chart below. 
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REIT Industry Fact Sheet 
 Industry Size 
 FTSE NAREIT All REITs equity market capitalization = $907 billion 
 FTSE NAREIT All Equity REITs equity market capitalization = $833 

billion 
 REITs own approximately $1 trillion of commercial real estate 

assets, including stock exchange-listed and public, non-listed 
REITs 

 216 REITs are in the FTSE NAREIT All REITs Index 
 188 REITs trade on the New York Stock Exchange 
 NYSE listed REITs equity market capitalization = $875 billion 

 
Dividends 
Yield Comparison 
 FTSE NAREIT All REITs: 4.00% 
 FTSE NAREIT All Equity REITs: 3.56% 
 S&P 500: 2.00% 
 REITs paid out approximately $34 billion in dividends in 2013. 
 On average, 68 percent of the annual dividends paid by REITs 

qualify as ordinary taxable income, 13 percent qualify as return of 
capital and 19 percent qualify as long-term capital gains. 

 

Leverage and Coverage Ratios 
 (Balance sheet data as of Q3 2014) 
 Equity REITs 

 Debt Ratio: 31.6% 
 Coverage Ratio: 4.0x 
 Fixed Charge Ratio: 3.6x 
 46 Equity REITs are rated investment grade, 68 

percent by equity market capitalization. 
 All REITs 

 Debt Ratio: 42.7% 
 Coverage Ratio: 3.4x 
 Fixed Charge Ratio: 3.1x 
 46 REITs are rated investment grade, 62 percent by 

equity market capitalization. 
 
Coverage ratio equals EBITDA divided by interest 
expense. 
Fixed charge ratio equals EBITDA divided by interest 
expense plus preferred dividends. 

 
Average Daily Dollar Trading Volume 
 December 2014: $6.1 billion 
 December 2009: $3.1 billion 
 December 2004: $1.4 billion 

 
Data as of December 31, 2014, except where noted. All data are derived from, and apply only to, publicly traded US REITs. 
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The top ten US REITs by market cap: 
Diversity is the name of the game 
1. Simon Property Group (NYSE: SPG) 
2. Public Storage (NYSE: PSA)  
3. HCP Inc. (NYSE: HCP)  
4. Ventas Inc. (NYSE: VTR)  
5. Equity Residential (NYSE: EQR)  
6. Boston Properties, Inc. (NYSE: BXP)  
7. ProLogis, Inc. (NYSE: PLD)  
8. Vornado Realty Trust (NYSE: VNO)  
9. AvalonBay Communities, Inc. (NYSE: AVB)  
10. Health Care REIT, Inc. (NYSE: HCN) 

http://www.google.com/finance?q=spg&ei=LOy8UID8KrKx0AGbmwE
http://www.google.com/finance?q=NYSE:PSA&sq=public storage&sp=1&ei=J-y8UKm_LK2v0AHhbA
http://www.google.com/finance?q=NYSE:HCP&ei=7Ou8ULjPF62v0AHhbA
http://www.google.com/finance?q=vtr&ei=1eu8UMDqG-Ln0gGTDg
http://www.google.com/finance?q=NYSE:EQR&ei=ueu8UNjHJKLI0QHlTQ
http://www.google.com/finance?q=NYSE:BXP&ei=juu8UKjgIYLl0QHyUA
http://www.google.com/finance?q=NYSE:PLD&ei=beu8UMCFE62v0AHhbA
http://www.google.com/finance?q=vno&ei=T-u8UJDIAqLI0QHlTQ
http://www.google.com/finance?q=avalon+bay&ei=Cuu8UKjyG5HH0AHuRg
http://www.google.com/finance?q=NYSE:HCN&sq=health care reit&sp=1&ei=B-u8UMC7AeLn0gGTDg


48 …and REITs, now a distinct market sector, are joining the “big 
boys” with index funds and ETFs 

 

* Assets in thousands of U.S. Dollars. Assets and Average Volume as of 2015-03-11 20:22:03 UTC  



49 Zell expects REIT consolidation in next 20 years 
 

  
Billionaire investor Sam Zell, who helped to expand the industry of U.S. real estate investment trusts in the 1990s, said there are too many of the publicly traded 
property companies in the market.  
 
REITs will consolidate over the next 20 years, Zell said in an interview Monday on Bloomberg Television’s “In the Loop” with Betty Liu. Those companies with less 
than a “couple of billion” dollars of value aren’t relevant because they lack scale and don’t provide capital to the property market, he said. 
 
“If you don’t have that size you don’t have liquidity,” Zell said, adding that only about 30 REITs have the “size and scale” to have an impact on the market. Those 
larger REITs will lead real estate growth in the future, he said.  
 
There are more than 200 publicly traded REITs in the U.S., according to data compiled by Bloomberg. Zell, 72, created companies including Equity Residential, 
now the largest publicly traded apartment landlord, and Equity Office Properties Trust, an office owner that was sold to Blackstone Group LP near the peak of the 
buyout boom in 2007 for about $39 billion.  
 
Zell, who remains chairman of Chicago-based Equity Residential and Equity LifeStyle Properties Inc., another REIT he created, said he isn’t concerned that rising 
interest rates would hurt commercial or residential real estate.  
 
“Interest rates going up will have a slight negative effect, not a catastrophic effect,” he said.  
 
Zell said that stock markets are rebalancing after a 30 percent gain in the Standard & Poor’s 500 Index last year. The benchmark gauge has fallen 5 percent this 
year through Wednesday and about $3 trillion has been erased from the value of equities worldwide as China’s growth slows, the Federal Reserve scales back 
debt purchases and anti-government protests spread in emerging markets from Thailand to Ukraine. 
 
“I don’t think declines are ever healthy, but balance is what keeps us in place and when we get out of balance, with subprime loans or whatever, it’s pretty 
disastrous,” Zell said. 

 

Billionaire investor Sam Zell says REITs with less than a “couple of billion” dollars of value aren’t relevant 
because they lack scale and don’t provide capital to the property market. (Bloomberg News file photo) 

http://finance-commerce.com/files/2014/02/zell-reits-BL.jpg
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But what is the US REIT market share? 
Is it increasing? 
US Equity REIT market cap = $833 billion 

  At 48% average leverage, this implies asset values of ≈ $1.6 
trillion 

Total value of all commercial real estate in the US as of 
beginning of 2010 ≈ $ 11.5 trillion 

Thus, REITs control approximately 1.6/11.5 or 14% of total US 
commercial real estate 

This has grown from approximately 5% 20 years ago 
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The takeaway: 

Although small relative to many other sectors and to the 
commercial real estate market today, REITs are growing at a 
more rapid rate than the market overall and are exploring new 
vehicles for growth 

Consolidation will continue to occur, but there are also new 
entrants. I have always disputed the notion of a purely “Big 
REIT World” 
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6. Will e-commerce cause the demise of retail 
REITs? 



53 How much is e-retailing cutting into traditional space-
based retailing? The view from Forrester Research 

Forrester expects online retail sales in the US to reach 
$294 billion in 2014, or approximately 9% of all sales 
in the US. We're forecasting a strong compound 
annual growth rate (CAGR) of 9.5% between 2013 
and 2018 for US eCommerce, yielding approximately 
$414 billion in online sales by 2018. By 2018, 
Forrester expects that online sales will account 
for 11% of total US retail sales. The key drivers of 
growth in the online channel? The increased 
penetration of mobile devices, including tablets, and 
greater wallet share shift to the web channel from 
online buyers, all driven by rich web offers from online 
merchants.  
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Online retailing globally and by product sector 
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The takeaway: 

E-commerce will continue to penetrate an increased share of 
retail sales, but this depends upon the product category 

Certain categories (e.g. music) will eventually reach 100% but 
others, like groceries, may have topped out 

My rough guest is eventual penetration of about 15-20% 

 Incremental economic growth created by e-commerce will more 
than make up for lost space-based sales 



56 

7. The multifamily sector: Fortune or fade? 



57 
The demographics are certainly with 
multifamily 



58 
New household formation has suddenly taken 
off 



59 Rental occupancy is continuing to surge (while the 
number of homeowners declines) 
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Demand remains 
greater than new 
supply in most 
markets 



61 
…and vacancy rates continue to fall 

 



62 …and are tightest in the bi-coastal markets 
(and Chicago and Denver) 



63 
Even foreign investors are getting into the act 



64 The property clock says “things are looking 
good”…BUT 
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