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While commercial real estate has not been immune from the 
broader economic turmoil, we continue to have long-term 
confidence in the asset class. When you look past the shorter-
term risks and pricing declines, the fundamentals of commercial 
real estate are stronger than you might think, and for companies 
with a strong balance sheet, low leverage and access to cash, the 
buying opportunities are tremendous. Long term, demand will 
be driven by the fact that the U.S. population grows by 2.7 
million people a year in net births over deaths plus immigration. 
These people will always need a place to work, eat, sleep, shop 
and play — and real estate will continue to fill that demand. 
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Are the many negative headlines in the papers or on TV correctly portraying the current state of 
the commercial real estate market? 
Most of the news is about the housing (home ownership) market which has nothing to do with 
commercial real estate. Sub-prime home loans have a default rate of about 20%, prime home loans 
have a default rate of about 6%, but commercial real estate loans have a default rate of only 1%. The 
media does not do a good job of distinguishing between residential homes and commercial real estate.  
 
While there has been some negative coverage of the commercial real estate market, there are a number 
of factors to consider before simply assuming that there are no positives or opportunities to be found in 
the commercial real estate market. Our answers to the questions below provide a more in-depth 
perspective on why we continue to believe in the power of commercial real estate. 
 
What signs or indicators might we look for to indicate a possible bottom and subsequent turn 
around for commercial real estate? 
Employment growth is the key to demand for commercial real estate. Most economists predict 
employment growth will begin again in late 2009 or early 2010. Therefore we don’t expect to see 
strong demand growth until mid-2010 at the earliest. 
 
How does today’s correction compare to past corrections? Are we seeing statistics indicating 
today’s downturn could be or is already worse than past corrections? 
The demand side of this correction looks like the early 1980’s down cycle and could drop down to be 
as low as the early 1970’s down cycle. The supply side in this cycle is actually more moderate than 
most previous cycles as the amount of new supply in the pipeline today is much lower than the down 
cycles of the past 40 years. Occupancy declines have been very moderate to date and rental declines 
have also been moderate. Combining demand and supply, we expect occupancies to decline less than 
previous cycles and the rebound should be rather strong. 
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Are there particular property types/tenants in key markets across the country that could remain 
insulated from current market conditions? 
All property types are affected by the economy, however those property types that produce basic 
necessity goods will fare the best. Grocery-anchored retail centers should fare well as people need to 
eat and will buy more groceries and eat out less. In 2008, grocery store sales were up 6% for the year. 
Office space is leased with long-term 10-year leases on average and companies still pay the rent even 
if the space is empty. They may put the space up for sub-lease, but they still pay the rent. Credit of the 
tenants is a key factor in underwriting office purchases. 
 
What impact if any is there on the commercial real estate market if pension plans, endowments 
and sovereign funds are selling their assets in order to raise capital or re-balance their overall 
portfolios? 
Institutional investors have had a problem because their stock portfolios dropped so much that their 
allocation to real estate now appears to be too high — even though the dollar amount is the same. 
Some institutional investors have tried to sell commercial real estate assets, but are not getting the 
prices they want. They are not distressed sellers, however, and are not forced to drop their prices. 
Because they have a long-term investment horizon, they can opt to hold the commercial real estate 
until market prices improve. Their long-term view should keep them from dumping properties just to 
raise cash when they have liquid assets in so many other categories. 
 
What are the key financials to know in order to evaluate and discern the strength of a portfolio? 
Are these metrics the same for traded vs. non-traded real estate investment trusts (REITs)? 
Real estate, no matter how it is owned, has the same basics. The income stream comes from the tenants 
and their leases. Credit tenants and long-standing leases are the key to good long-term income from the 
building. The quality of the building and the management are important to keeping operating costs low 
and allowing more money to reach net operating income (NOI). Next, the mortgage debt on the 
building should be a low interest rate so more money flows to the equity investors. Finally, the date 
that debt matures is a key component of potential liquidity. Debt is currently hard to find and maturing 
loans may create a liquidity problem. We assume that the market will stabilize in a few years — so 
debt maturities that are two or three years out are not as much a problem as current debt maturities. 
 
How are the credit markets affecting the commercial real estate markets? 
The lack of credit availability has slowed the commercial real estate market to less than one-fifth of its 
current high volume in 2007. Fewer deals are getting done, although commercial real estate prices 
have not dropped as low as many predicted because owners have enough cash flow to make their 
mortgage payments. 
 
I’ve read that there is a massive amount of debt coming due in 2009 and 2010 that commercial 
real estate borrowers & REITs must contend with. How will this further impact the commercial 
real estate market? 
Most commercial real estate buildings are cash flowing and able to make their mortgage payments — 
the default rate on commercial real estate debt was a low 1% at the beginning of 2009. However, most 
commercial real estate loans have five- to ten-year maturities and when the debt matures the 
owner/borrower must find a new loan. And new loans are very hard to find today. Thus, the 
commercial real estate industry doesn’t typically have distressed properties, but distressed owners 
(both individual owners and REITs) who cannot find refinancing. This provides an opportunity for 
buyers with cash to purchase good properties at lower prices. 
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Explain the benefits and terms of a common type of lease between a landlord and tenant? 
A lease is a legal contract between two people or businesses. It is the right to use space for a specific 
time period for a specific lease payment. Office leases usually run five to ten years. Industrial leases 
usually run three to seven years. Retail leases normally run three to five years (except for major anchor 
tenants like grocery stores where leases are normally 20 years). Apartment leases run for one year and 
hotel leases run for one night. Once the lease is signed and the tenant is occupying the space, the rents 
must be paid and will be paid unless the tenant goes bankrupt. These stable and predictable cash flows 
are what banks and investors use to underwrite commercial real estate investments. 
 
A famous commercial real estate phrase is “location, location, location.” What does this mean? 
Properties in good metropolitan markets that have long-term growth prospects do better than properties 
in bad markets. Properties in good sub-markets (a lot of people with good incomes and little room to 
build new buildings) will do better than bad submarkets. Properties on the better streets (the financial 
district for office or the major retail street for stores) will do better than properties on bad streets or in 
rundown neighborhoods. 
 
Conclusion 
The effects of the down market have been indiscriminate across industries, and as always, the market 
is cyclical. Since commercial real estate has usually followed the economy throughout its cycles, an 
economic recovery bodes well for commercial real estate investors who are patient. In the meantime, 
good locations, good tenants and a good capital structure are the keys to weathering the current down-
cycle in commercial real estate. 
 
The dislocation in the market has created opportunities to acquire core assets in attractive markets that 
haven’t been available for years. Today, sellers are competing for those buyers who can make a cash 
purchase, opening up additional opportunity for those commercial real estate investors who have cash 
available to make purchases. 
 
Commercial real estate is a separate asset class that has historically demonstrated stable income and 
price appreciation. Today, it continues to be widely regarded as a valuable component of an investment 
portfolio for investors of all types, offering the potential for stable current income, capital appreciation, 
low correlation to stocks and bonds, less volatility than the stock and bond markets and an inflation 
hedge. 
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Important Disclosures and Certifications 
 
I, Glenn R. Mueller, Ph.D. certify that the opinions and forecasts expressed in this research report accurately 
reflect my personal views about the subjects discussed herein; and I, Glenn R. Mueller, certify that no part of 
my compensation from any source was, is, or will be directly or indirectly related to the content of this 
research report. 
 
The information contained in this report: (i) has been prepared or received from sources believed to be reliable but is 
not guaranteed; (ii) is not a complete summary or statement of all available data; (iii) is not an offer or 
recommendation to buy or sell any particular securities; and (iv) is not an offer to buy or sell any securities in the 
markets or sectors discussed in the report. The main purpose of this report is to provide a broad overview of the real 
estate market in general. 
 
The opinions and forecasts expressed in this report are subject to change without notice and do not take into account 
the particular investment objectives, financial situation or needs of individual investors. Any opinions or forecasts in 
this report are not guarantees of how markets, sectors or individual securities or issuers will perform in the future, 
and the actual future performance of such markets, sectors or individual securities or issuers may differ. Further, any 
forecasts in this report have not been based on information received directly from issuers of securities in the sectors 
or markets discussed in the report. 
 
Dr. Mueller serves as a Real Estate Investment Strategist with Dividend Capital Group as well as a registered 
representative with Dividend Capital Securities, a broker dealer offering REIT and other real estate related 
securities. In this role, he provides investment advice to certain affiliates of Dividend Capital Group regarding the 
real estate market and the various sectors within that market. Mr. Mueller’s compensation from Dividend Capital 
Group and its affiliates is not based on the performance of any investment advisory client, offering or product of 
Dividend Capital Group or its affiliates. 
 
Dividend Capital Group is a real estate investment management company that focuses on creating institutional-
quality real estate financial products for individual and institutional investors. Certain affiliates of Dividend Capital 
Group also provide investment management services and advice to various investment companies, real estate 
investment trusts and other advisory clients about the real estate markets and sectors, including specific securities 
within these markets and sectors.  

 
Dr. Mueller may from time to time have personal investments in real estate, in securities of issuers in the markets or 
sectors discussed in this report, or in investment companies or other investment vehicles that invest in real estate and 
the real estate securities markets (including investment companies and other investment vehicles for which an 
affiliate of Dividend Capital Group may serve as investment adviser). Real estate investments purchased or sold 
based on the information in this report could directly benefit Dr. Mueller by increasing the value of his personal 
investments.  
 
 
© 2009 Dividend Capital Research and Dividend Capital Securities, 518 17th Street, Suite 1200, Denver, CO 80202 


