






remain the same, and 9% are optimistic 
that rents will rise [Figure 4]. 

Respondents believe that retail will 
suffer the biggest drop in rents at 7.6%, 
followed by office properties (7.5%) 
and hotels (5.7%). Even apartments 
are not expected to be immune from 
market challenges. Investors anticipate 
a 1.4% decline in effective rents. 

Expectations regarding effective 
rents are a key concern for investors 
who are relying more on cash flow and 
less on property appreciation when it 
comes to underwriting deals today. 

“When we’re underwriting today, 
we’re building in declines in cash flow 
between now and the end of 2010 and 
early 2011, but then we think there is 
going to be a substantial uptick in cash 
flow because of the lack of new supply,” 
says Campo of Camden Property Trust. 
Camden’s target returns are for an 
unleveraged IRR of 10% to 11%.

Financing hurdle lingers
Lack of available financing contin-

ues to be one of the biggest impediments 
for returning investors, and respondents 
are not anticipating much improvement 
for the coming year. 

Investor expectations regarding the 
availability of financing have remained 
consistent throughout 2009. The major-
ity of respondents (77%) expect that 
the availability of capital will remain 
the same or increase in the coming 
year with 36% who say there will be an 
increase, 41% believe availability will 
remain the same, and another 22% who 
expect a decrease.

In comparison, 64% expect that 
the cost of financing will increase 
next year, while 32% believe it will 

stay the same and 4% believe financ-
ing costs will decrease.

“Unfortunately, there is no quick 
fix to getting the banking system 
on solid footing again,” Nadji says. 
Further improvements in their capital 
position and profitability are necessary 
before their tolerance for commercial 
real estate loans increases, and that 
will take more time—particularly 
since there are still some waves of 
home foreclosures in the pipeline.

There are some encouraging signs 
emerging as life insurance companies 
are increasing their allocation, Fred-
die and Fannie are expected to remain 
active in the apartment sector, and at 
least a moderate thawing of the CMBS 

market should materialize in the next 
year, adds Nadji.

“The full impact of the stimuli 
will also materialize in 2010, but it 
will take time for government solu-
tions to normalize credit markets,” 
Nadji emphasizes.

On a positive note, evidence is 
emerging that both buyers and sell-
ers are returning to the table, and 
there has been some narrowing of 
the pricing gap. 

“Quality assets are coming to 
market at reasonable prices that are 
generating as many as 20 offers because 
those buyers aren’t trying to time the 
bottom,” explains Green. “They see the 
long-term value of the real estate.” n
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Figure 4. Effective Rents
Considering only the property currently in your real estate portfolio, do you expect
the effective rents to increase, decrease or remain the same 12 months from now?

Only respondents invested in the property type are included in the columns for that property type.
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