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EastGroup Properties: Will the Safe 

Dividend and Price Appreciation Continue? 

EastGroup Properties, Inc.’s (EGP) has been one of the best 

performers in the industrial REIT sector over the last five years 

in terms of maximizing shareholder value. The company’s 

differentiated operating strategy and risk-adjusted targeted 

development program is expected to pave the way for 

future growth. This article analyzes the various strengths of 

EGP, looks at the dividend yield and valuation (the dividend 

has been consistently increasing, but the yield is still only 2.5% because the price keeps increasing 

too, as it should) and concludes with our opinion on whether EGP is worth considering if you’re a 

long-term dividend growth investor. 

Overview 

EastGroup Properties, Inc. ("EastGroup") is an internally-managed equity real estate investment 

trust ("REIT") first organized in 1969. The company is focused on the development, acquisition and 

operation of industrial properties in major Sunbelt markets throughout the United States, primarily 

in the states of Texas (35% of NOI), Florida (28% of NOI), California (14% of NOI), Arizona (9% f NOI) 

and North Carolina (7% of NOI). The company’s industrial properties are primarily used for business 

distribution (88% of properties), followed by bulk distribution (9% of properties) and business 

services (3% of properties).  

The company’s goal is to be a leading provider in its markets of functional, flexible and quality 

business distribution space for location sensitive customers (primarily in the15,000 to 50,000 square 

foot range). As of December 31, 2018, EastGroup owned 377 industrial properties and one office 

building in 10 states. As of the same date, the company’s operating portfolio was 97.3% leased 

to approximately 1,500 tenants, with no single tenant accounting for more than approximately 

1.1% of the Company's income from real estate operations. 

Microscopic Geographic Focus 

EastGroup’s properties are primarily located in Sunbelt growth markets where the company 

places emphasis on local economies which are growing faster than the US economy and 

property specifications are keyed to the local sub-markets. The company has been consistently 

working to reduce its exposure to the Houston industrial market, where the economy is heavily 

dependent on oil prices, and has made significant progress on this front. Houston, which remains 

the company’s largest market accounted for 14% of the company’s NOI in Q1 2019, falling from 

21% previously. 

Eastgroup’s strategy for growth is based on ownership of premier distribution facilities generally 

clustered near major transportation features in supply-constrained submarkets. The company 

owns, operates and develops smaller multi-tenant warehouse and flex industrial spaces within 
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these markets. As seen in the chart below1, at an average, there is a much lower stock of small 

bay buildings in comparison to big box buildings which is indicative of higher potential for growth.  

The company’s properties are among the smallest in size compared to its peers. EGP caters to 

location sensitive customers and enjoys a competitive advantage of having clustered properties 

located in well-connected prime locations. The company’s property offering is a bit more 

protected in markets in which it operates, as supply in major markets, such as Dallas and Atlanta, 

is focused on big box construction. The company’s target tenants cannot use these large spaces 

as their design is ill-suited to the needs of these tenants. 

Diversified Tenant Base  

As of Q1 2019, the top 10 tenants accounted for 8.1% of EastGroup’s annualized base rent which 

is among the lowest tenant concentration in the industrial REIT space. The company’s focus on 

smaller multi-tenant assets contributes to the diverse tenant roster and minimal risk of 

overexposure to any single tenant. EGP management expects customer concentration to further 

reduce as the company keeps growing in size over the next few quarters.  

Additionally, the average occupancy of the company’s properties is higher than its peers. At the 

end of the quarter, EGP’s properties were 97.7% leased and 96.9% occupied which marks 23 

consecutive quarters where occupancy has been 95% or better.  

Quoting Executive Vice President and CFO Brent Wood on the Q1 2019 earnings call, 

“Our 39.6 million square foot operating portfolio consists of an average tenant size of 28,000 

square feet and our average building size is 100,000 square feet. Accordingly, 58% of our rental 

revenue is sourced from tenants smaller than 50,000 square feet and 84% of our rents are from 

tenants smaller than 100,000 square feet. We're benefiting from both our tenant and geographic 

diversity where we have a presence in 13 of the 15 fastest-growing metropolitan areas in the U.S., 

mitigating concentration risk for our shareholders.” 

                                                           
1 EastGroup Properties Investor Presentation April 2019 

http://investor.eastgroup.net/file/102947/Index?KeyFile=1500119959
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Targeted Acquisition Growth Strategy 

EastGroup targets further developments of its properties and purchases value add properties in 

markets where it already has a presence. The company follows a strategy of building park-type 

settings which create a sense of space, with tailor-made property specifications designed to 

meet local-sub market needs as identified by EastGroup. To quote President and CEO, Marshall 

Loeb, during the Q1 2019 earnings call, 

“Given the intensely competitive and extensive acquisition market, we view our development 

program as an attractive risk-adjusted path to create value. We effectively manage 

development risk as the majority of our developments are additional phases within an existing 

park. The average investment for our shallow bay business distribution buildings is $12 million. And 

while our threshold is 150 basis-point projected investment return premium over market cap rates, 

we've been averaging 200- basis-point to 300-basis-point premiums. At quarter end, the 

development pipeline projected return was 7.3%, or as we estimate an upper 4s market cap 

rate.” 

EastGroup actively engages in strategic capital recycling through the sale of assets with limited 

upside potential and reinvesting the proceeds in higher-growth properties by acquiring value-

add and stabilized properties. Historically, reinvestments have been primarily focused on the 

company’s own development pipeline rather than acquisitions which reinforces EGP’s belief in 

enhancing the quality of its own asset base rather than buying out ready-made properties. 
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Sizeable Total Returns 

As seen in the chart above2 EGP’s stock has considerably outperformed both the S&P 500 and 

the FTSE NAREIT Equity REITS. The company’s cycle tested strategy and prudent capital allocation 

have helped the stock weather downturns in the industry and have resulted in consistent growth 

in the stock price. EGP’s stock has delivered a 39% and 16% compounded annual total return in 

1 and 20 years respectively3. 

 

                                                           
2 EastGroup Properties Investor Presentation April 2019 
3 EastGroup Properties Investor Presentation April 2019 

http://investor.eastgroup.net/file/102947/Index?KeyFile=1500119959
http://investor.eastgroup.net/file/102947/Index?KeyFile=1500119959
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Persistent FFO Growth  

As seen in the chart above4, EGP has achieved growth in LTM FFO in almost every quarter over 

the last 5 years. Despite the competitive market environment in the industrial REIT sector, EGP 

management remains confident in the company’s future growth prospects and recently 

increased its FFO guidance for the year 2019. Quoting management during the Q1 2019 earnings 

call, 

“This marks 24 consecutive quarters of higher FFO per share as compared to the prior year quarter. 

Based on the quarter and the market strength, we further raised our annual FFO guidance by 

$0.05 a share. The vitality of the industrial market is further demonstrated to a number of metrics 

such as another solid quarter of occupancy, strong same-store NOI results and positive re-leasing 

spreads. As the statistics bear out, the current operating environment is allowing us to steadily 

increase rents and create value to ground up development and value-add acquisitions.” 

  

                                                           
4 Factset 

-

$1.00

$2.00

$3.00

$4.00

$5.00

$6.00

M
a

r-
1
4

J
u

n
-1

4

S
e

p
-1

4

D
e

c
-1

4

M
a

r-
1
5

J
u

n
-1

5

S
e

p
-1

5

D
e

c
-1

5

M
a

r-
1
6

J
u

n
-1

6

S
e

p
-1

6

D
e

c
-1

6

M
a

r-
1
7

J
u

n
-1

7

S
e

p
-1

7

D
e

c
-1

7

M
a

r-
1
8

J
u

n
-1

8

S
e

p
-1

8

D
e

c
-1

8

M
a

r-
1
9

LTM FFO



  Released: 7 June 2019 
 

 

Blue Harbinger Research, LLC  Page 6 of 8  

Dividend Safety 

EastGroup’s annual dividend has remained stable or increased every year across the last two 

decades. As seen in the chart below5, despite being able to pay increased dividends, the 

company’s dividend FFO payout ratio has been declining over the last few years which is a 

positive indicator of future stability and growth potential. 

Greater Risks Associated with an Economic Downturn 

While leasing properties to smaller tenants has its fair share of benefits, it does not come without 

a few specific risks. For example, in the case of an economic downturn, EGP would be exposed 

to increased risks of default, compared to its peers, as smaller tenants have limited financial 

capacity to weather financial distress.  

                                                           
5 EastGroup Properties Investor Presentation April 2019 
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Valuation 

As seen in the graph above6, EGP is currently trading at a P/FFO LTM and P/FFO FY+1, close to the 

highest level over the last 6 years, significantly higher than the historical average. FFO is expected 

to increase over the next couple of years, as seen in the table below7, primarily driven by the 

company’s targeted development program of its properties.  

Despite the high valuation, the 15 Wall Street analysts covering EGP (as reported by FactSet) 

believe the share are still modestly undervalued by 2%8. We agree the shares are undervalujed, 

                                                           
6 Factset 
7 Factset 
8 Factset 
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but take a much longer-term view and believe EGP is well-positioned for continued future growth 

on account of its prudent capital allocation strategy. 

Conclusion 

EastGroup’s differentiated strategy of operating and developing well-connected, smaller sized 

multi-tenant warehouses in clusters, catering to the specific needs of tenants, is primarily 

responsible for the company’s current enviable market position. While critics may argue that 

catering to relatively smaller tenants on shorter leases is a risky operational strategy, the company 

has proven them wrong with its stellar statistic of recording 23 consecutive quarters where 

occupancy has been 95% or better. When it comes to growth, instead of expanding by acquiring 

other properties, EGP focuses its attention on increasing development in areas where it already 

has a presence. EastGroup’s simple yet-effective capital allocation strategy has helped the 

company achieve continuous FFO growth. We believe EGP’s operational strategy and judicious 

capital allocation leaves the shares well-positioned to benefit from a longer cycle of industrial 

demand. 

(note: we are long EGP, and have owned the shares since 2016). 


