GLOBAL REAL ESTATE SECURITIES

A Perspective on Interest Rates & the U.S. REIT Market – May 2015
Despite the noise in the market, global REIT valuations
are attractive today. Many of the major global markets are
in the midst of some type of Quantitative Easing that will
be around for the next few years. In Continental Europe,
Japan, and China, look for rates to be steady to lower as
these government policy measures and asset purchase
programs will put a ceiling on rates and financing costs.
In Europe, Basel III will continue to be a limiting factor on
the availability of financing for new development. So, we
have markets where net supply is projected to be negligible,
demand is slowly increasing, and values should be rising.
We are at an interesting cross road where there is a
significant arbitrage opportunity in the U.S. REIT market.
The U.S. is the most expensive of the three major geographic
regions; however, there is still a lot of value in a number of
the stocks. Market sentiment is low for the U.S. real estate
market based on “hearsay” as opposed to fundamentals.
The conventional wisdom (the herd) approach to rising
rates is to “shoot first, ask questions later”. We expect that
the mass media will advocate that investors should sell
all income producing assets when the Fed “surprises” the
market with a rate increase (will anyone really be shocked at
this point?). However, this is counter to the direct real estate
fundamentals of the market: 1) supply is still limited and
increasing rates will serve to further diminish new supply;
2) there is abundant capital in queues and on the sidelines
to invest from both domestic institutions and foreign capital
sources to purchase real estate assets in the U.S. (as
evidenced by recent purchases by European and Mid East
sovereign wealth funds and Chinese insurance companies);
3) real estate returns are very competitive and look attractive
versus equities and bonds.
Many of the public REITs are in an excellent position to
increase dividends and grow asset values given 1) low payout
ratios; 2) stellar balance sheets; 3) improving economic
fundamentals (restrained inflation); 4) lack of major new
supply pipelines in most institutional markets coupled

with increasing demand. Additionally, many of the industry
analysts and investors have already priced in rising interest
rates into their valuation models. Granted, we do not expect
to continue a period of excess returns due to cap rate
compression, but values in the REIT market seem evident.
While rates are projected to increase at a “measured”
pace, the Street has been primed by the Federal Reserve
that these bumps will be “data dependent” and nominal in
nature. We are not in the era where we anticipate a series of
future increases.
There is very little fundamental support for the negative
sentiment around the U.S. REIT market. In fact, the
evidence of the arbitrage opportunity and market data
points are clearly on the other side of the market sentiment.
Many U.S. REITs are trading at compelling values relative to
both their NAV (break up value) and cost of financing. On
average, almost half of the REITs in our coverage trade at
significant discounts to their liquidation value. We project
that we are at the beginning of the M&A cycle due to the
confluence of a number of variables: 1) some REITs are
cheap relative to private market valuations; 2) bifurcation
in the REIT market between “Haves” and “Have Nots” the latter group are companies ripe for consolidation or
privatization; 3) abundance of debt and equity capital; 4)
low cost of debt and equity capital.
We have just seen two REIT LBOs in the past few weeks from
the Blackstone Group LP (Excel Trust Inc.) and Brookfield
Associates Inc. (Associated Estates Realty Corp.). Now
Macerich Real Estate Company is rumored to be in the
hunt and facing shareholder pressure. Lone Star Funds is
reportedly pursuing a privatization of another multifamily
REIT. Fitch recently speculated that there could be 3040 LBOs in the next few years. While magnitude of these
projections may be a bit optimistic, we anticipate that when
deals are announced, they are typically at premiums of
15%-20% above current stock levels.
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Important Disclosures
Prudential Investment Management is the primary asset
management business of Prudential Financial, Inc. Prudential
Real Estate Investors is Prudential Investment Management’s
real estate investment advisory business and operates through
Prudential Investment Management, Inc. (PIM), a registered
investment advisor. Prudential, the Prudential logo and the
Rock symbol are service marks of Prudential Financial, Inc.
and its related entities, registered in many jurisdictions
worldwide.
The information contained herein is provided by Prudential
Real Estate Investors. This document may contain
confidential information and the recipient hereof agrees to
maintain the confidentiality of such information. Distribution
of this information to any person other than the person to
whom it was originally delivered and to such person’s advisers
is unauthorized, and any reproduction of these materials, in
whole or in part, or the divulgence of any of its contents, without
the prior consent of PREI, is prohibited. Certain information
in this document has been obtained from sources that PREI
believes to be reliable as of the date presented; however,
PREI cannot guarantee the accuracy of such information,
assure its completeness, or warrant such information will not
be changed. The information contained herein is current as
of the date of issuance (or such earlier date as referenced
herein) and is subject to change without notice. PREI has no
obligation to update any or all such information; nor do we
make any express or implied warranties or representations as
to its completeness or accuracy. Any information presented
regarding the affiliates of PREI is presented purely to facilitate
an organizational overview and is not a solicitation on behalf
of any affiliate. These materials are not intended as an offer or
solicitation with respect to the purchase or sale of any security
or other financial instrument or any investment management
services. These materials do not constitute investment advice
and should not be used as the basis for any investment
decision.
These materials do not take into account individual client
circumstances, objectives or needs. No determination has
been made regarding the suitability of any securities, financial
instruments or strategies for particular clients or prospects.
The information contained herein is provided on the basis
and subject to the explanations, caveats and warnings set out
in this notice and elsewhere herein. Any discussion of risk
management is intended to describe PREI efforts to monitor
and manage risk but does not imply low risk.
All performance and/or targets contained herein are subject
to revision by PREI and are provided solely as a guide to
current expectations. There can be no assurance that any
product or strategy described herein will achieve any targets
or that there will be any return of capital. Past performance
is not a guarantee or reliable indicator of future results. No
representations are made by PREI as to the actual composition
or performance of any account.

References to specific securities and their issuers are for
illustrative purposes only and are not intended and should
not be interpreted as recommendations to purchase or sell
such securities. The securities referenced may or may not be
held in portfolios managed by PREI and, if such securities are
held, no representation is being made that such securities will
continue to be held.
These materials do not purport to provide any legal, tax or
accounting advice. These materials are not intended for
distribution to or use by any person in any jurisdiction where
such distribution would be contrary to local law or regulation.
Risk Factors: Real estate strategies may invest in equity
securities of issuers that are principally engaged in the
real estate industry. Therefore, an investment by a strategy
is subject to certain risks associated with the real estate
industry and, more generally, the public markets. Risks
associated with real estate include, among others: possible
declines in the value of real estate; risks related to general
and local economic conditions; possible limitations on access
to mortgage funds or other sources of capital; overbuilding;
risks associated with leverage; market illiquidity; extended
vacancies and/or delays in completion of properties under
development; increase in operating expenses; changes in
governmental regulation; costs resulting from environmental
problems and natural disasters; tenant bankruptcies or other
credit problems; casualty or condemnation losses; decreases
in market rates for rents; and changes in interest rates. To
the extent that assets underlying a strategy’s investments are
concentrated geographically, by property type or in certain
other respects, the strategy may be subject to certain of the
foregoing risks to a greater extent.
Holdings in a particular strategy can vary significantly
from broad market indexes. As a result, performance of an
individual strategy can deviate from the performance of such
indexes. As a strategy invests in stocks, there is the risk
that the price of a particular stock owned within a strategy
could go down or pay lower-than-expected or no dividends.
In addition, the value of the equity markets or of companies
comprising the real estate industry could go down. Other
considerations relative to the public markets may include, but
not be limited to: borrowing and leverage, currency futures
and options, debt securities, derivatives, exchange-traded
funds, foreign exchange transactions, foreign investment
risks, hedging, illiquid or restricted securities, initial public
offerings, investment in emerging markets, investment in other
investment companies, mortgage-backed securities, options,
repurchase agreements , risk factors involving derivatives,
securities lending, short sales, temporary defensive strategy
and short-term investments, U.S. Government securities,
warrants and rights, and forward commitments. Investors are
advised to review the Investment Prospectus, Statement of
Additional Information and other information related to specific
strategies for further detail regarding the risks associated with
investment in REITs and real estate securities.
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