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Summary

The Fed's decision to raise short-term interest rates this week came too early,
according to MSUSA Chief Economist Steve Ricchiuto, and it could prompt
increased risk that the US economy will eventually fall into deflation. While
it may take time for this thesis to fully sink in, the consequences for the US
REIT market could be quite positive based purely on the idea that lower (not
higher) longer-term interest rates will showcase the REIT dividend yield in an
incrementally more positive light. Longer-term, we expect positive commercial
real estate fundamentals to begin steering the ship.

Key�Points

■ Questionable Economy: At-trend US GDP growth in the 2.0% to 2.5% was
doing so at zero interest rates, while declining oil prices and a strong dollar
are keeping a wide distance between current inflation and the 2% target. It is
hard for us to see how raising rates now helps either of these metrics. It is true
labor markets are firming, but the quality of jobs remains a question, as do
several other economic indicators such as retail sales and the housing market.

■ Curve Flattens? If we are right about the weight that lift-off will have on
the economy, then a flattening of the interest rate curve would be a likely
consequence -- a declining 10-year Treasury yield based on deflation fears
and continued appetite for yield from foreign investors. This should resonate
positively with the income orientation of the US REITs (average dividend
yield of 3.8%, or about 160bps above the 10-year Treasury).

■ Transition to Fundamentals as the Key Driver to REIT Performance:
While day-to-day volatility will likely enter into the equation, we see this
interest rate trade relative to the REITs playing out over the next 2 to 3
months. Afterwards, we believe generally positive real estate fundamentals
(i.e., manageable supply growth) across the continuum of the commercial
real estate sectors, will become the main determining factor in REIT stock
performance. All of this assumes any negative implications on the US
economy are within a reasonable band, and don't overwhelm the positive
demand trends that are currently in place. As with any external force, the
scale of the change is the main risk from the US REITs perspective.

Price        Rating
Company Symbol (12/17) Prior Curr PT
 
Alexandria Real
Estate Equities

ARE $90.86 – Buy $104.00
 

Apartment
Investment &
Management
Company

AIV $39.53 – Neutral $37.00

 

AvalonBay
Communities, Inc.

AVB $178.98 – Neutral $182.00
 

BioMed Realty
Trust, Inc.

BMR $23.59 – Neutral $21.00
 

Boston
Properties, Inc.

BXP $130.02 – Neutral $128.00
 

Brandywine
Realty Trust

BDN $13.04 – Buy $16.00
 

Camden Property
Trust

CPT $75.33 – Neutral $78.00
 

Corporate Office
Properties Trust

OFC $22.16 – Neutral $23.00
 

Douglas Emmett,
Inc

DEI $30.30 – Buy $36.00
 

Equity Residential EQR $80.58 – Buy $88.00
 

Essex Property
Trust, Inc.

ESS $238.63 – Neutral $230.00
 

HCP, Inc. HCP $37.24 – Neutral $37.00
 

Healthcare
Realty Trust
Incorporated

HR $27.71 – Buy $29.00

 

Healthcare Trust
of America

HTA $26.82 – Neutral $26.00
 

Home Properties,
Inc.

HME NA – Neutral $75.00
 

Hudson Pacific
Properties, Inc.

HPP $28.16 – Neutral $30.00
 

LTC Properties LTC $42.31 – Buy $49.00
 

Mid-America
Apartment
Communities, Inc.

MAA $90.35 – Buy $95.00

 

National Health
Investors, Inc.

NHI $60.87 – Neutral $63.00
 

Paramount
Group, Inc.

PGRE $18.03 – Neutral $18.00
 

Parkway
Properties, Inc.

PKY $15.94 – Buy $19.00
 

Post Properties,
Inc.

PPS $58.67 – Neutral $58.00
 

Sabra Health
Care REIT, Inc.

SBRA $19.73 – Buy $23.00
 

UDR, Inc. UDR $36.57 – Buy $41.00
 

Ventas, Inc. VTR $54.81 – Neutral $54.00
 

Welltower, Inc. HCN $66.01 – Neutral $66.00

Source: Bloomberg and Mizuho Securities USA
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Our View on Interest Rates and the REITs 

The Fed's decision to raise short-term interest rates this week came too early, 

according to MSUSA Chief Economist Steve Ricchiuto, and it could prompt 

increased risk that the US economy will eventually fall into deflation or worse. At-

trend US GDP growth in the 2.0% to 2.5% was doing so at zero interest rates, while 

declining oil prices and a strong dollar are keeping a wide distance between current 

inflation and the 2% target. It is hard for us to see how raising rates now helps either 

of these metrics. It is true labor markets are firming, but the quality of jobs remains a 

question, as do several other economic indicators such as retail sales and the housing 

market. 

While it may take time for this thesis to sink in, the intermediate-term consequences 

for the US REIT market could be quite positive based purely on the idea that lower 

longer-term interest rates will showcase the average REIT dividend yield in an 

incrementally more positive light. Here is the roadmap to our thinking: 

 Initial Reaction: We think the universally positive stock market reaction in 

the moments following the announced 25bps increase to the Fed Funds rate 

was a function of carefully-chosen language pertaining to future policy 

changes (e.g., "gradual", etc.) and a small reigning in of the dots versus 

September. That fully reversed itself during Thursday’s trading session, 

which did not surprise us. Often the contrarian, economist Ricchiuto read the 

message as more hawkish than dovish, taking the stance that the market 

ultimately wanted a clearer message that future interest rate increases would 

be more subdued than what was communicated in the Fed's message. In the 

interest of maintaining credibility, we think the Fed's options are somewhat 

limited going forward, with "one and done" appearing to be off the table 

except in the most extreme of circumstances. 

 Curve Flattens: If we are right about the weight that lift-off will have on 

the economy, then a flattening of the interest rate curve would be a likely 

consequence -- a declining 10-year Treasury yield based on deflation fears 

and continued appetite for yield from foreign investors. This should resonate 

positively with the income orientation of the US REITs (average dividend 

yield of 3.8%, or about 160bps above the 10-year Treasury). While day-to-

day volatility will likely require some anxiety medication, we see this 

interest rate trade relative to the REITs playing out over the next 2 to 3 

months. As a general rule of thumb, the higher the dividend yield currently, 

the more likely the stock will outperform. 

 Operating Fundamentals Takeover: Afterwards, we believe generally 

positive real estate fundamentals (i.e., manageable supply growth) across the 

continuum of the commercial real estate sectors, will become the main 

determining factor in REIT stock performance. At this point, investors will 

be faced with a menu of considerations when choosing sectors and stocks 

once the interest rate trade has run its course.  
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All of this assumes any negative implications on the US economy are modest, and 

don't overwhelm the positive demand trends that are currently in place. Should the 

Fed's move result in substantially worse economic consequences during 2016, we 

may have to reassess our thesis.  
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Price�Target�Calculation�and�Key�Risks
Alexandria Real Estate Equities
Our price target is based on a 5% range around 21x our 2016 AFFO estimate. Should
consolidation in the biotech and pharmaceuticals industries create a declining need for
space, our price target may not be achieved.

Apartment Investment & Management Company
Our price target is based on a 5% range around 18.5x our 2016 AFFO estimate. Should
the company's redevelopment platform experience further cost overruns and delays,
our price target may not be achieved.

AvalonBay Communities, Inc.
Our price target is based on a 5% range around 23.5x our 2016 AFFO estimate.
Should the company's extensive development pipeline produce returns below current
expectations, our price target may not be achieved.

BioMed Realty Trust, Inc.
Our price target is based on a 5% range around 17x our 2016 AFFO estimate. To the
extent consolidation in the biotech and pharmaceutical industries reduce space needs,
our price target may not be achieved.

Boston Properties, Inc.
Our price target reflects a 14% to 17% discount range relative to our NAV estimate.
Should the technology industry begin to slow resulting in reduced demand for office
space in San Francisco, Boston and New York City, our price target may not be
achieved.

Brandywine Realty Trust
Our price target is based on a 5% range around 17x our 2016 AFFO estimate. To
the extent the city of Philadelphia is unable to produce incremental organic growth to
support the company's portfolio, our price target may not be achieved.

Camden Property Trust
Our price target is based on a 5% range around 18.5x our 2016 AFFO estimate. Should
CPT's DC and Houston exposure weigh on growth to a degree greater than we expect,
our price target may not be achieved.

Corporate Office Properties Trust
Our price target is based on a 5% range around 14.5x our 2016 AFFO estimate. Should
the US government continue to negatively impact the demand for office space in the
Washington DC metro area to a degree greater than expected, our price target may not
be achieved.
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Douglas Emmett, Inc
Our price target is based on a 5% range around 25x our 2016 AFFO estimate. Should
the economy of the state of California negatively impact business development, our
price target may not be achieved.

Equity Residential
Our price target is based on a 5% range around 25.5x our 2016 AFFO estimate. If the
company's same store growth prospects decline in the face of increased competition
from new supply, our price target may not be achieved.

Essex Property Trust, Inc.
Our price target is based on a 5% range around 23.5x our 2016 AFFO estimate. Should
the performance of its West Coast markets be negatively impacted by supply, primarily
in Seattle and San Jose, our price target may not be achieved.

HCP, Inc.
Our price target is based on a 5% range around 14x our 2016 AFFO estimate. To the
extent the company's increasing exposure to operating leases, including the planned
investment in CCRCs, falls short of growth expectations, our price target may not be
achieved.

Healthcare Realty Trust Incorporated
Our price target is based on a 5% range around 20x our 2016 AFFO estimate. Should
the company's same store growth fail to maintain its historic pace of performance, our
price target may not be achieved.

Healthcare Trust of America
Our price target is based on a 5% range around 18x our 2016 AFFO estimate. If the
company's active investment platform result in weaker than expected performance in
future periods, our price target may not be achieved.

Home Properties, Inc.
Our final price target is based on 17.2x our 2016 AFFO estimate. Our final risk
statement was: Should HME's low turnover property type underperform to a degree
greater than we anticipate, or should the deal not be consummated, our price target
may not be achieved.

Hudson Pacific Properties, Inc.
Our price target reflects a 14% to 17% discount range relative to our NAV estimate. To
the extent the technology industry in San Francisco and Seattle begin to slow resulting
in a reduced pace of office space needs, our price target may not be achieved.

LTC Properties
Our price target is based on a 5% range around 17x our 2016 AFFO estimate. To the
extent the regulatory environment negatively impacts rent coverages in the company's
skilled nursing portfolio, our price target may not be received.
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Mid-America Apartment Communities, Inc.
Our price target is based on a 5% range around 18.5x our 2016 AFFO estimate. Should
MAA's secondary markets experience further job growth deceleration, our price target
may not be achieved.

National Health Investors, Inc.
Our price target is based on a 5% range around 15x our 2016 AFFO estimate.
Should senior housing development negatively impact the company's RIDEA growth
prospects, our price target may not be achieved.

Paramount Group, Inc.
Our price target reflects a 14% to 17% discount range relative to our NAV estimate.
Should the company find some difficulty producing rent growth from its portfolio from
this leasing effort, our price target may not be achieved.

Parkway Properties, Inc.
Our price target reflects a 5% to 10% discount range relative to our NAV estimate. To
the extent PKY's active investment platform results in pockets of underperformance
relative to expectations, our price target may not be achieved.

Post Properties, Inc.
Given the elevated industry chatter regarding consolidation, and with PPS being a
direct part of that conversation, our price target is based on a 5% range around 21.5x
our 2016 AFFO estimate -- above its nearest peers. In the absence of a transaction, and/
or if supply pressures continue to mute same store performance to a degree greater than
expected, our price target may not be achieved.

Sabra Health Care REIT, Inc.
Our price target is based on a 5% range around our current NAV estimate. If the
company encounters difficulty finding investments that meet its quality and growth
criteria, our price target may not be achieved.

UDR, Inc.
Our price target is based on a 5% range around 23.5x our 2016 AFFO estimate. Should
UDR experience revenue growth deceleration to a degree greater than our expectations,
our price target may not be achieved.

Ventas, Inc.
Our price target is based on a 5% range around 15x our 2016 AFFO estimate. Should the
company's fast pace of investment activity result in some missteps given the numerous
moving parts, our price target may not be achieved.

Welltower, Inc.
Our price target is based on a 5% range around 16x our 2016 AFFO estimate. If the
company's significant exposure to the RIDEA structure results in declining same store
prospects in the face of new supply growth, our price target may not be achieved.

December 17, 2015 6Mizuho Securities USA Inc.

Our View on Fed Lift-Off and the US REITs



IMPORTANT DISCLOSURES
The disclosures for the subject companies of this report as well as the disclosures for Mizuho Securities USA Inc. entire coverage universe can be found
at https://msusa.bluematrix.com/sellside/Disclosures.action or obtained by contacting EQSupervisoryAnalystUS@us.mizuho-sc.com or via postal mail
at Equity Research Editorial Department, Mizuho Securities USA Inc., 320 Park Avenue, 12th Floor, New York NY, 10022.

Ownership Disclosures and Material Conflicts of Interest or Position as Officer or Director
None

Receipt of Compensation
Mizuho Securities USA Inc. and or its affiliates has received compensation for investment banking services for Alexandria Real Estate Equities, BioMed
Realty Trust, Inc., Equity Residential, LTC Properties, Mid-America Apartment Communities, Inc. and Welltower, Inc. in the past 12 months.

Mizuho Securities USA Inc. and or its affiliates expects to receive or intends to seek compensation for investment banking services for Alexandria Real
Estate Equities, BioMed Realty Trust, Inc. and Mid-America Apartment Communities, Inc. in the next 3 months.

Mizuho Securities USA Inc. and or its affiliates has managed or co-managed a public offering of securities for Alexandria Real Estate Equities, BioMed
Realty Trust, Inc., Equity Residential, LTC Properties, Mid-America Apartment Communities, Inc. and Welltower, Inc. in the past 12 months.

Mizuho Securities USA Inc. and or its affiliates makes a market in the following securities: Alexandria Real Estate Equities, Apartment Investment
& Management Company, AvalonBay Communities, Inc., BioMed Realty Trust, Inc., Boston Properties, Inc., Brandywine Realty Trust, Camden
Property Trust, Corporate Office Properties Trust, Douglas Emmett, Inc, Equity Residential, Essex Property Trust, Inc., HCP, Inc., Healthcare Realty
Trust Incorporated, Healthcare Trust of America, Home Properties, Inc., Hudson Pacific Properties, Inc., LTC Properties, Mid-America Apartment
Communities, Inc., National Health Investors, Inc., Paramount Group, Inc., Parkway Properties, Inc., Post Properties, Inc., UDR, Inc., Ventas, Inc.
and Welltower, Inc.
The compensation of the research analyst writing this report, in whole or part, is based on MSUSA's annual revenue and earnings and is not directly related
to any specific investment banking compensation. MSUSA's internal policies and procedures prohibit research analysts from receiving compensation
from companies covered in the research reports.

Regulation Analyst Certification (AC)
I, Richard Anderson, hereby certify that the views expressed in this research report accurately reflect my personal views about any and all the subject
companies. No part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this
research report.

Rating Definitions

Mizuho Securities USA investment ratings are based on the following definitions. Anticipated share price change is based on a 6- to 12-month time
frame. Return expectation excludes dividends.

Buy:
Neutral:
Underperform:
RS:
NR:

Stocks for which the anticipated share price appreciation exceeds 10%.
Stocks for which the anticipated share price appreciation is within 10% of the share price.
Stocks for which the anticipated share price falls by 10% or more.
Rating Suspended - rating and price objective temporarily suspended.
No Rating - not covered, and therefore not assigned a rating.

Rating Distribution
(As of 9/30/2015) % of coverage IB service past 12 mo
Buy (Buy) 46.6% 55.2 %

Hold (Neutral) 52.9% 44.8 %

Sell (Underperform) 0.6% 0 %

For disclosure purposes only (NYSE and FINRA ratings distribution requirements), our Buy, Neutral and Underperform ratings are displayed as Buy, Hold and Sell,
respectively.

For additional information: Please log on to http://www.mizuhosecurities.com/us or write to Mizuho Securities USA, 320 Park Ave, 12th FL, New
York, NY 10020.

Disclaimers
This report has been prepared by Mizuho Securities USA Inc. (“MSUSA”), a subsidiary of Mizuho Securities Co., Ltd. (“MHSC”), solely for the
purpose of supplying information to the clients of MSUSA and/or its affiliates to whom it is distributed. This report is not, and should not be construed
as, a solicitation or offer to buy or sell any securities or related financial products.

This report has been prepared by MSUSA solely from publicly available information. The information contained herein is believed to be reliable but
has not been independently verified. MSUSA makes no guarantee, representation or warranty, and MSUSA, MHSC and/or their affiliates, directors,
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employees or agents accept no responsibility or liability whatsoever as to the accuracy, completeness or appropriateness of such information or for any
loss or damage arising from the use or further communication of this report or any part of it. Information contained herein may not be current due to,
among other things, changes in the financial markets or economic environment. Opinions reflected in this report are subject to change without notice.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report has been prepared without regard to
the individual financial circumstances, needs or objectives of persons who receive it. The securities and investments related to the securities discussed
in this report may not be suitable for all investors, and the report is intended for distribution to Institutional Investors. Readers should independently
evaluate particular investments and strategies, and seek the advice of a financial adviser before making any investment or entering into any transaction
in relation to the securities mentioned in this report.

MSUSA has no legal responsibility to any investor who directly or indirectly receives this material. Investment decisions are to be made by and remain
as the sole responsibility of the investor. Investment involves risks. The price of securities may go down as well as up, and under certain circumstances
investors may sustain total loss of investment. Past performance should not be taken as an indication or guarantee of future performance. Unless
otherwise attributed, forecasts of future performance represent analysts’ estimates based on factors they consider relevant. Actual performance may
vary. Consequently, no express or implied warranty can be made regarding future performance.

Any references in this report to Mizuho Financial Group, Inc. (“MHFG”), MHSC and/or its affiliates are based only on publicly available information.
The authors of this report are prohibited from using or even obtaining any insider information. As a direct subsidiary of MHSC and indirect subsidiary
of MHFG, MSUSA does not, as a matter of corporate policy, cover MHFG or MHSC for investment recommendation purposes.

MSUSA or other companies affiliated with MHFG or MHSC, together with their respective directors and officers, may have or take positions in the
securities mentioned in this report, or derivatives of such securities or other securities issued by companies mentioned in this report, for their own
account or the accounts of others, or enter into transactions contrary to any recommendations contained herein, and also may perform or seek to perform
broking and other investment or securities related services for the companies mentioned in this report as well as other parties generally.

Restrictions on Distribution
This report is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons
or entities into whose possession this report comes should inform themselves about and observe such restrictions.

United States: Mizuho Securities USA Inc., a member of the MHSC Group, 320 Park Avenue, 12th Floor, New York, NY 10022, USA, contact number
+1-212-209-9300, distributes or approves the distribution of this report in the United States and takes responsibility for it. Any transaction by a US
investor resulting from the information contained in this report may be effected only through MSUSA. Interested US investors should contact their
MSUSA sales representative.

United Kingdom/European Economic Area: This report is distributed or has been approved for issue and distribution in the UK by Mizuho
International plc (“MHI”), Bracken House, One Friday Street, London EC4M 9JA, a member of the MHSC Group. MHI is authorized and regulated
by the Financial Services Authority and is a member of the London Stock Exchange. For the avoidance of doubt this report is not intended for retail
clients. This report may be distributed in other member states of the European Union.

Japan: This report is distributed in Japan by Mizuho Securities Co., Ltd. (“MHSC”), Otemachi First Square Otemachi 1-chome, Chiyoda-ku, Tokyo
100-0004, Japan. Registered Financial Instruments Firm, No. 94 (Kinsho), issued by the Director, Kanto Local Finance Bureau. MHSC is a member
of the Japan Securities Dealers Association, the Japan Securities Investment Advisers Association and the Financial Futures Association of Japan, and
the Type II Financial Instruments Firms Association.

Singapore: This report is distributed or has been approved for distribution in Singapore by Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a
member of the MHSC Group, which is regulated by the Monetary Authority of Singapore. Any research report produced by a foreign Mizuho entity,
analyst or affiliate is distributed in Singapore only to “Institutional Investors,” “Expert Investors” or “Accredited Investors” as defined in the Securities
and Futures Act, Chap. 289 of Singapore. Any matters arising from, or in connection with this material, should be brought to the attention of MHSS.

Hong Kong: This report is being distributed in Hong Kong by Mizuho Securities Asia Limited (“MHSA”), a member of the MHSC Group, which is
licensed and regulated by the Hong Kong Securities and Futures Commission.

Australia: This report is being distributed in Australia by MHSA, which is exempted from the requirement to hold an Australian financial services
license under the Corporation Act 2001 (“CA”) in respect of the financial services provided to the recipients. MHSA is regulated by the Securities and
Futures Commission under the laws of Hong Kong, which differ from Australian laws. Distribution of this report is intended only for recipients who
are “wholesale clients” within the meaning of the CA.

If you do not wish to receive our reports in the future, please contact your sales person and request to be removed from receiving this distribution.
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