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“Sure, we have mortgage money. “Sure, we have mortgage money. 
It’s just that you can’t have any”It’s just that you can’t have any”
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Net borrowings as % of GDPNet borrowings as % of GDP

Why aren’t the banks lending?Why aren’t the banks lending?

Counterparty (other banks) Counterparty (other banks) 
riskrisk
Fear they will need the cash Fear they will need the cash 
themselvesthemselves
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Libor: the world runs off itLibor: the world runs off it

TedSpread:3m Libor TedSpread:3m Libor -- 3m Treasury 3m Treasury 
(decline means credit is returning)(decline means credit is returning)
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Some history: MBS and Some history: MBS and CMO’sCMO’s

Basic StructureBasic Structure

M M M M M M

MBS

CMO

credit insurers

M M M M M M M M M M M M 

MBS MBS

This is what happened to investment This is what happened to investment 
banks leveraged banks leveraged CMOsCMOs
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What caused the problem?What caused the problem?

Too much leverage: when you leverage Too much leverage: when you leverage 
20/1 a 5% mistake will wipe you out20/1 a 5% mistake will wipe you out
Lack of transparency (what really is markLack of transparency (what really is mark--
toto--market when there is only one market when there is only one 
distressed sale?)distressed sale?)
Credit agency conflicts of interestCredit agency conflicts of interest
Investor lack of due diligenceInvestor lack of due diligence
Lack of regulation?Lack of regulation?

CMBS was 50% of all lendingCMBS was 50% of all lending
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Delinquency rates are relatively lowDelinquency rates are relatively low

CMBS Property Type as % of Total CMBSCMBS Property Type as % of Total CMBS
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Property Type Share of DelinquenciesProperty Type Share of Delinquencies

CMBS Spread to 10 Y Treasury CMBS Spread to 10 Y Treasury 
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Investors hate real estate; even Investors hate real estate; even 
AAA CMBS yield > BBB AAA CMBS yield > BBB corpcorp

CMBS issuance drops off the cliffCMBS issuance drops off the cliff
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Construction Starts: all time lowConstruction Starts: all time low
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Projects under construction as % of Projects under construction as % of 
Total Supply Total Supply 

REIT Cap Rate (NOI divided by sum of REIT Cap Rate (NOI divided by sum of 
stock price times # shares + debt)stock price times # shares + debt)
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Is 8% Cap Rate coming soon to a Is 8% Cap Rate coming soon to a 
private transaction near you?private transaction near you?

Private Market Cap Rates by SectorPrivate Market Cap Rates by Sector
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Transaction VolumeTransaction Volume

REIT Equity Index down about 50% REIT Equity Index down about 50% 
since Feb 2007 since Feb 2007 
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REIT Multiple REIT Multiple vsvs S&P 500 MultipleS&P 500 Multiple

Dividend Yield ComparisonsDividend Yield Comparisons
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REIT dividend yield less 10 Year REIT dividend yield less 10 Year 
Treasury yield near historical highTreasury yield near historical high

REIT multiple REIT multiple vsvs S&P multipleS&P multiple
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REIT premium or discount to NAVREIT premium or discount to NAV

NOI growth slowingNOI growth slowing
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Same store NOI growth by sectorSame store NOI growth by sector

TortoTorto Wheaton Q3 2008Wheaton Q3 2008
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Is this the buying opportunity of a Is this the buying opportunity of a 
generation?generation?


