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ÅCapital market conditions

ÅProperty market conditions

ÅOutlook for 2011 and beyond

ÅProperty sectors to watch

A Brief  Tour of  the Capital Market



Treasury Liabilities have Doubled in Five Years

University of Connecticut School of Business

Center for Real Estate and Urban Economic Studies

4,678.0
4,861.7

5,099.2

6,338.2

6,804.4
7,143.1

7,520.8
7,781.9

8,259.6
8,603.8

8,993.8

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

80.0%

90.0%

100.0%

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

9,000

10,000

Q1 Q2 Q3 Q4 Q1 Q2 Q3

2005 2006 2007 2008 2009 2009 2009 2009 2010 2010 2010

$ Billions

U.S. Treasury Liabilities Outstanding

Treasury Debt Held by Rest of World

Federal Reserve

13.97% 



Add in GSE and Agency Liabilities
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Is Quantitative Easing Working?
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No Apparent Effect, Yet

Federal Reserve; Bureau of Labor Statistics; Deutsche Bundesbank; Saltash Partners

Benign Liquidity Trap?
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Federal Reserve; Bureau of Labor Statistics; Deutsche Bundesbank; IMF; Saltash Partners

Is Inflation around the Corner?
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Treasury Yield Curve
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Has Inflation Begun?

ÅWall Street Journal ðyesterday

ïInflation Worries Spread

ÅChina Raises Rates amid Hit to Wheat Crop

ÅTreasury Yields at 9-Month High

ÅPaul Volcker on inflation

ï"won't be a problem next year, it won't be a problem 

for several years.ò October, 2010
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When Will Demand Return?
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Recent Post-Recession Employment Recovery
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This is the sharpest
employment decline
in the modernera

Bureau of Labor Statistics; Saltash Partners LLC
Establishment Data

February,2010
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Signs of a bottom?

CENSUS
December, 2010
94.7% of peak



Commercial Mortgage Supply Easing?
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Commercial Mortgage Demand Rising
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Whither Cap Rates?
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Real Capital Analytics; Federal Reserve; Saltash Partners LLC



Property Risk Premium Declining?
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Whither Cap Rates?
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Business Credit is Beginning to Come Back
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Commercial and Multifamily Not So Much
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Mortgage Portfolio Continued to Shrink
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Originators All Pulled Back
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The Scope of  the Problem ðDistress as a Share of  Market

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

$14,000

$16,000

L
a
s
 V

e
g

a
s

D
e
tr

o
it

P
it

ts
b

u
rg

h
M

ia
m

i
J
a
c
k
s
o

n
v

il
le

P
h

o
e
n

ix
P

a
lm

 B
e
a
c
h

T
e
rt

ia
ry

 W
e
s
t

C
e
n

tr
a
l 
C

A
C

in
c
in

n
a
ti

In
la

n
d

 E
m

p
ir

e
P

h
il
a
d

e
lp

h
ia

S
a
n

 A
n

to
n

io
C

o
lu

m
b

u
s

T
e
rt

ia
ry

 S
o

u
th

e
a
s
t

O
rl

a
n

d
o

T
e
rt

ia
ry

 S
o

u
th

w
e
s
t

M
a
n

h
a
tt

a
n

B
ro

w
a
rd

H
o

u
s
to

n
M

e
m

p
h

is
B

o
s
to

n
S

a
c
ra

m
e
n

to
N

Y
C

 O
u

te
r 

B
o

ro
u

g
h

s
 +

 L
o

n
g

 I
s
la

n
d

T
e
rt

ia
ry

 M
id

w
e
s
t

C
le

v
e
la

n
d

T
a
m

p
a

D
a
ll
a
s

In
d

ia
n

a
p

o
li
s

R
ic

h
m

o
n

d
/N

o
rf

o
lk

T
e
rt

ia
ry

 M
id

-A
tl

a
n

ti
c

A
tl

a
n

ta
O

ra
n

g
e
 C

o
S

t 
L

o
u

is
L

o
s
 A

n
g

e
le

s
N

o
 N

J
C

h
a
rl

o
tt

e
H

a
rt

fo
rd

C
h

ic
a
g

o
M

in
n

e
a
p

o
li
s

N
a
s
h

v
il
le

S
a
n

 F
ra

n
c
is

c
o

D
e
n

v
e
r

T
e
rt

ia
ry

 N
o

rt
h

e
a
s
t

S
a
n

 J
o

s
e

A
u

s
ti

n
E

a
s
t 

B
a
y

S
e
a
tt

le
K

a
n

s
a
s
 C

it
y

S
a
n

 D
ie

g
o

S
ta

m
fo

rd
W

e
s
tc

h
e
s
te

r
R

a
le

ig
h

/D
u

rh
a
m

D
C

 M
e
tr

o
P

o
rt

la
n

d
S

a
lt

 L
a
k
e
 C

it
y

Distress Volume (millions)

Sales Volume 2005-2008 Distress as % of Volume

Real Capital Analytics



University of Connecticut School of Business

Center for Real Estate and Urban Economic Studies

44%

22%

18%

14%
12% 12% 11% 11% 11% 11% 10% 10% 9% 9% 9% 8% 7% 7% 6% 6% 5% 5% 4%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

Distress as % of  2005-2008 Deal Volume: Selected Markets

Real Capital Analytics

The Scope of  the Problem  - a Closer Look
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ÅTax exempts chasing Core and Funds

ÅòBarbelló strategy, Core and Opportunistic

ÅShift from Separate Accounts to Funds

ÅPremier markets

ÅTrophy properties

ÅLots of  firings

ÅSome hirings

Whatõs Going on in The Institutional Market?



Do These Numbers Look Familiar?
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ÅòCorest of Coreó office properties have gain to 

lease

ïRents will be rolling down for some time

ïTenants are demanding expensive TIõs and other 

concessions

ïDeclining cash flow in early years will kill the IRR

ïOffice will take the longest to recover fully

Whatõs Wrong with the Current Strategy?
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ÅMulti-family development and rehab

ïMassive generation maturing into the work force

ïHuge pent-up demand from the recession

ïContinued shift to the ònew urbanismó

ïVery low level of  new supply in recent years

ïRents are rising

ïConcessions are easing

Where are the Best Opportunities?
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ÅHotels are looking attractive

ïMidweek January occupancy up 10% YoY

ïBusiness travel is back

ïLots of  room for occupancy growth

ïEven more room for RevPAR Growth

ïPricing has not caught up with hotels as quickly as other 

property types

ïDistressed assets are trading

Where are the Best Opportunities?
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ÅHurt Core office

ïHas been lightly traded as yet

ïCapital spent on tenants will be increasingrevenue

ïRevenue will grow annually as market recovers

ïRush to sustainability can be implemented with TI 

dollars

ïRetrofitting vacant space for sustainability will speed 

rent-up

Where are the Best Opportunities?
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ÅDevelopable land (Yikes!)

ïMulti-family home sites

ïSingle family pre-development

ïHomebuilders are acquiring again

ïReduced supply will begin to tell in 2 to 3 years

ïSustainability movement will require sites recycled from 

other uses now in low demand

Where are the Best Opportunities?
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