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Introduction

A broken credit system is now compounded by rapid
economic contraction

Asset values across the globe are in free fall

Publicly traded real estate (REITs) have re-priced
dramatically

Private market pricing is just beginning the process

Does property have value independent of price?
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Pricing in a World Without Trades
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Transaction
volume is down
more than 80%
from peak

How do you
value assets
without trades?
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What is the Derivative Market Saying?

NCREIF Swaps
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Source: VYAPAR Capital Market Partners LLC.
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Debt Drives Real Estate Pricing
(and There isn’t Much Debt)
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Availability of $400 10.0%
debt is more $350 + 1 o504
important than $300 | + 9.0%
the cost I | g
$200 U 8.0%
$150 1 1 750
$100 + 1 70%
$50 71, 1 6.5%
5 6.0%
U + 55%
-$100 5.0%

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

—— Cap Rate (Right) —— Commercial Mortgage Capital Flow (Left)
As of September 30, 2008
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The REIT Market is Showing the Way

REIT

market has
dramatically
re-priced

Private market
has not (yet)
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Source: NAREIT, NCREIF, AEW Research
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Have REITs Re-Priced Enough?

REIT prices tend
to track inflation
over time and
have over-
corrected

REIT yields now
above corporate
bonds

REITs trading at
big discounts to
NAV
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11%

10%
9% -
8% -
7% -
6%
5%

With zero NOI
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NCREIF Cap Rate

Source: NAREIT, NCREIF, AEW Research
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What Does the Bond Market Say?

With zero NOI
growth, a 300 bp
increase in
average cap
rates equates to
a 35% decline in
property value
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Equity Yields vs. Debt Costs
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Conclusions

If “other markets” are correct, direct property prices
will decline an additional 20% to 40%

The degree of decline is not carved in stone — better
than expected NOI performance and/or a decline in risk
yields would mitigate price declines

Even with the coming write-downs, there is still “value”
to real estate

The stage is being set for perhaps the best property
investment market in a generation

Remember why we hold real assets in our portfolios
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The Value of Real Estate

THE CHARACTERISTICS OF REAL ESTATE RETURNS

HIGH CURRENT
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Will All of This Be Inflationary?
Let’s Hope So!

BILLIONS, INFLATION-ADJUSTED
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