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A Roadmap for Real Estate Allocations
Investors who allocate across both listed and private markets may take advantage
of complementary opportunities at various stages of a recovery cycle
Jon Cheigh, Chief Investment Officer and Head of Global Real Estate

Same Fundamentals,
Different Response Times

Each Stage of a Recession
Presents Distinct Opportunities

Harvesting Opportunities
in Listed REITs

Differences in pricing methods
cause a lead/lag effect that investors
may be able to exploit.

Investors may capture valuation
opportunities by adjusting allocations
over time.

Allocating to listed real estate
may open new avenues for seeking
returns and diversification.

•

•

Early Recession—Investors may
deploy incremental capital in
REITs where markdowns have
already occurred.

•

Recessions have historically
preceded strong and sustainable
gains in listed REITs.

•

•

Mid/Late Recession—REIT prices
tend to bottom even while private
markets are in decline.

Direct equity placements allow
REIT managers to invest in
special situations that may offer
meaningful upside potential.

•

Early Recovery—Improving
demand and low financing costs
benefit both listed and private
property owners.

•

REITs provide access to emerging
property types driven by secular
trends that may insulate certain
companies from cyclical downturns.

•

Performance dispersion across
securities, sectors and countries
creates opportunities for REIT managers to potentially enhance returns.

•

•

REIT prices measure changes in
supply, demand and credit conditions by discounting expectations
in real time—typically ahead of
private appraisal values.
As a result, listed REIT prices
tend to decline earlier and recover
earlier than private real estate
in recessions, creating potential
opportunities for price arbitrage.
REITs may allow investors to take
advantage of distressed market
conditions at discounts to private
markets.
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Same Fundamentals, Different Response Times
A Common Pattern in Recessions
Early 1990s: “Go public or go broke.” That was the reality facing many private real estate owners in the early
1990s, amid a deeply troubled commercial real estate market and a scarcity of private financing options.
As the U.S. entered a recession in mid-1990, core private real estate funds were reporting essentially flat
returns, while REIT shares had already priced in declining property values (Exhibit 1). REIT prices would bottom
a few months later, whereas private funds were beginning a multi-year downturn in returns. Many private
owners, seeking to raise capital through public equity markets, converted to listed REITs in a wave of IPOs that
launched the Modern REIT Era and sparked a global trend of real estate securitization over the next 15 years.
Global Financial Crisis: In the 2008, REITs declined earlier and faster than private real estate. But, as
before, they also rebounded sooner, anticipating a recovery in fundamentals and aided by aggressive
recapitalization plans that restored investor confidence in the asset class.
2020 Pandemic: Today, real estate is once again repeating the pattern. After repricing sharply lower
in response to the pandemic, listed REITs appear to have turned the corner from their March lows.
Meanwhile, private open-end property funds have barely moved. Instead, these funds are facing other
challenges, as stale and uncertain valuations have forced many managers to suspend redemptions—
despite long queues of investors looking to exit in advance of expected declines.
Exhibit 1: Listed Leads Private Returns
Total Return Indexed to 100, Quarterly Data
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At June 30, 2020. Source: Morningstar, Cohen & Steers.
Data quoted represents past performance, which is no guarantee of future results. The chart above is for illustrative purposes only and does not reﬂect
information about any fund or other account managed or serviced by Cohen & Steers. There is no guarantee that any historical trend illustrated above will be
repeated in the future, and there is no way to predict precisely when such a trend will begin. An investor cannot invest directly in an index and index performance
does not reﬂect the deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility and other characteristics may diﬀer from a particular
investment. See back page for index definitions and additional disclosures.

What Drives the Lead/Lag Effect?
Over the long run, returns for both private and listed real estate are tethered to the performance of the
underlying assets. Regardless of ownership structure, property values and cash flows are determined by
the same drivers: supply, demand and credit.
Where ownership structure and public listing has mattered is the speed with which prices reflect changes
in these drivers.
Public REITs are priced in real time through a transparent auction process that reflects investors’ changing
views of future cash flows and cost of capital. By contrast, private real estate funds are marked to market
infrequently, using slow-moving appraisals that tend to rely heavily on recent property transactions. These
differences can cause material short-term dislocations, especially in periods of heightened uncertainty.
Investors who understand this relationship and who can allocate across both listed and private markets
may be able to capture pricing arbitrage opportunities to enhance potential returns and diversification.
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Each Stage of a Recession Presents Distinct Opportunities
Though every real estate cycle is different, property fundamentals and values tend to follow a recognizable
path as economies contract, stabilize and recover. Investors with access to both listed and private markets
can adjust allocations over time to take advantage of potential opportunities at various stages of the cycle.
Stage 1: Early Recession

Stage 2: Mid/Late Recession

Stage 3: Early Recovery

Property
Fundamentals

Demand slows, though lease structures Tenant downsizing and bankruptcies
insulate landlords from
finally lead to lower occupancy and
cash flow declines
cash flows

Demand bottoms and cash flows begin
to increase

Capital Markets

Financing costs rise and access to
capital declines

Cost of capital remains high despite
interest-rate cuts

Borrowing costs normalize

Transactions

Deals renegotiated or canceled amid
uncertain valuations

Transactions begin to increase.
Well-capitalized entities in position to
acquire assets from distressed owners

Deal volumes begin to return to
typical levels

Listed Markets

Share prices decline and overshoot
amid uncertainty about worst-case
scenarios

Prices begin to recover amid better
clarity that the worst is over

Share prices tend to rise sharply amid
low interest rates and accelerating
demand

Private Markets

NAVs flat but uncertain due to lack of
information and transparency

NAVs begin to decline and then
deteriorate sharply

NAVs stabilize and then rise; capital
raising resumes

Which Market Has the
Potential Advantage?

Private: No mark to market, offset
by lack of liquidity to crystallize that
outperformance—though REIT investors
may deploy incremental capital where
markdowns may have already occurred

Listed: Valuations already discounted.
Potential for expanding valuation
multiples; over time, public cost
of capital advantage drives REIT
acquisition opportunities

Draw: Integrated allocation to listed
and private markets provides access
to a large menu of property types and
risk profiles

Stage 1: Early Recession
As economic activity slows or begins to contract, many landlords are initially insulated from the effects
of slowing demand due to their lease structures, with longer-lease sectors such as net lease, offices and
health care the most protected. By contrast, hotels may feel an immediate impact on revenues.
Central banks will often initiate interest-rate cuts at this time, though borrowing costs tend to rise and
capital becomes less available as credit spreads widen and participants pull back or disappear,
whether due to risk aversion or their own financial issues. Bid-ask spreads for properties tend to widen
significantly, and any acquisitions or property sales on the table may be renegotiated or canceled
outright over uncertainty in property values or financing.
This can be a painful period for REIT investors, as markets may overshoot to the downside over fears
of how bad a worst-case outcome could be. This was particularly apparent in the global financial
crisis, when doomsday scenarios were a real possibility absent substantial government intervention. It
happened again in the COVID collapse, when investors had to underwrite an unprecedented shutdown of
the economy. However, once markdowns have occurred, this can be a period of substantial opportunity,
as REITs can potentially trade at material discounts to the value of their real estate portfolios.
Investors may point to such periods as a key reason to own private real estate, shielded from having to
mark down asset values. However, with little information or transparency on asset valuations, quoted
appraisals tend to be stale and uncertain—and valuations are purely theoretical, not actually liquid or
transactable. As we have witnessed in 2020, as with other downturns, this uncertainty can force many
private fund managers to suspend redemptions and distributions. If a manager understates NAVs, sellers
may not receive fair value for their investments. But if NAVs are priced too high, remaining investors could
be diluted. The solution for many managers has been to simply close the gates. Meanwhile, listed REIT
investors are typically able to buy and sell at will.
Allocation opportunity: Redeploy capital to REITs where markdowns may have already
occurred, taking advantage of potentially large discounts relative to private market values.
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Stage 2: Mid/Late Recession
Historically, fundamentals begin to deteriorate more significantly. Occupancies decline and leasing
issues emerge as tenants leave, downsize or go bankrupt. Declining cash flows trigger a devaluation
of assets, and higher-levered properties may no longer be able to support mortgages. With the cost of
capital still relatively high, property owners with little liquidity or lower-quality assets may be challenged to
refinance maturing debt. On the other hand, well-capitalized entities (both public and private) may be in
position to acquire assets from distressed owners at discounted values.
As fundamentals unravel, clarity often emerges that the worst will soon be over. Because REITs are
forward looking, share prices may begin to stabilize and recover—even as fundamentals are still in
decline. Access to public capital can be a key advantage for REITs in this stage, enabling companies
to go on offense.
In the private market, appraisals begin to decline, although confidence in valuations tends to improve as
property deals slowly resume.
Allocation opportunity: With private market values in decline, investors may take advantage
of long-term potential upside in REITs trading at attractive relative values.

Stage 3: Early Recovery
The economy begins to turn the corner and real estate fundamentals bottom. In some cases, cash
flows begin to increase. The lack of inflation allows central banks to keep interest rates low, creating a
‘Goldilocks’ period of improving demand and low financing costs.
Historically, this is when REITs tend to deliver their strongest performance. At the same time, private
market values begin to rise and private capital raising resumes as the economy recovers and property
transaction volumes return to normal levels.
Allocation opportunity: An allocation across both listed and private markets can provide
access to a wide range of property types, geographies and risk profiles.

A Case Study in Opportunistic Investing
In early 2020, one of the world’s largest public pension funds—with significant
allocations to global REITs and private real estate—anticipated an opportunity
to capitalize on the market dislocation unfolding in response to COVID-19.
After thorough analysis and extensive conversations, the fund’s head of real estate saw a
compelling case that REITs were in strong financial shape and that there were opportunities
to deploy capital at material discounts to companies’ underlying property values.
In April, the fund’s investment committee approved a concentrated global REIT allocation
to complement its core REIT portfolio, funded from its cash account. A portion was
deployed immediately, with the rest to be invested according to a pacing schedule,
allowing for manager discretion based on market conditions. The allocation was granted
a period of one to three years, or until it achieved its return objective.
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Harvesting Opportunities in Listed REITs
Taking Advantage of Attractive Entry Points in Recessions
The liquidity of REIT markets allows investors to take advantage of dislocations in an immediate
way, potentially at discounts to the value of the underlying properties. Historically, distressed values
during recessions have often paved the way for strong and sustainable returns in listed REITs.
Exhibit 2, which focuses on the U.S. economic cycle and property markets, shows that REITs have
historically outperformed private real estate in recessions on average, reflecting that prices tend
to begin their recovery before recessions end. Moreover, they experienced significant gains in the
subsequent early expansion stage.
U.S.Listed REITs

Exhibit 2: Recessions Have Historically Set Up Strong Returns for REITs
Average Annualized Returns, 1991–2019
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December 31, 2019. Source: The Conference Board, National Bureau of Economic Research (NBER), Morningstar, NCREIF, Cohen & Steers.
Data quoted represents past performance, which is no guarantee of future results. The chart above is for illustrative purposes only and does not
reﬂect information about any fund or other account managed or serviced by Cohen & Steers. There is no guarantee that any historical trend illustrated
above will be repeated in the future, and there is no way to predict precisely when such a trend will begin. An investor cannot invest directly in an
index and index performance does not reﬂect the deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility and other
characteristics may diﬀer from a particular investment. Average of annualized monthly returns (348 total periods) of U.S. listed and private real estate
indexes, grouped by phase. Expansion subdivisions determined by Cohen & Steers based on major trends in the Conference Board Coincident Index
(CBCI): Early cycle—CBCI accelerating (104 months); Mid cycle—CBCI stable (180 months); Late cycle—CBCI decelerating (36 months). Recessions
as reported by NBER (28 months). Analysis focuses on post-1991 period—considered the “modern REIT era” due to evolution of the REIT structure,
breadth and size of the market and overall liquidity—which we believe is representative of the current U.S. REIT investment universe and characteristics.
See back page for index definitions and additional disclosures.

Providing Capital Infusions
In recessions, REITs’ access to public equity and debt capital tends to give them an advantage over
private owners, both in terms of financing costs and the all-critical availability of capital. However, special
circumstances may arise for managers to take mutually beneficial equity stakes offering meaningful
upside potential. These opportunities tend to take three forms:
1. Helping healthy companies go on offense: For example, Cohen & Steers recently invested $367
million in an already well-capitalized net lease REIT through a direct placement, helping the company
proactively position to acquire assets amid dislocations in the net lease retail property market.
2. Improving strained capital structures of otherwise sound businesses: This need was prevalent
during the financial crisis in 2009, during which Cohen & Steers provided cornerstone capital
in exchange for equity in dozens of U.S. REITs, contingent upon their agreement to customized
recapitalization plans.
3. Helping cyclically challenged but high-quality businesses survive: Though most REITs have
ample liquidity today, we believe some companies may still be in denial about the need for additional
capital, potentially creating meaningful return opportunities.
Cases such as these have been more limited in 2020, compared with the financial crisis. However, we
believe select opportunities will continue to emerge as the recession unfolds.
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Investing in New Economy Real Estate
Listed REITs provide access to new economy property types driven by secular trends, partly
insulating them from cyclical downturns. For example, cell towers have become the largest sector in
the U.S. REIT market, positioned to benefit as wireless carriers race to build out 5G networks. Data
center REITs power cloud computing and connect service providers that make working from home
possible. And today’s industrial facilities have transformed into high-tech automated e-commerce
distribution centers.
These three sectors, which constitute over 40% of the U.S. REIT market, provide critical infrastructure
for many of the technology services upon which the world increasingly depends. Notably, each
delivered positive returns during the market downturn of the first half of 2020.
REIT markets also provide access to medical research facilities, national self storage franchises and
owners of alternative housing, such as affordable retirement communities, single-family rentals and
student housing. Together, non-traditional property types make up more than 60% of the U.S. listed
REIT index, and nearly 30% of the global listed index. By contrast, private funds frequently used
by investors to gain direct real estate exposure tend to offer little access to these sectors, focusing
primarily on traditional property types, including offices, apartments, retail and industrial (Exhibit 3).
Exhibit 3: Listed Real Estate Provides Access to Non-Traditional Property Types
Sector Weights
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At June 30, 2020 (Listed); March 31, 2020 (Private). Source: NCREIF, Nareit, Cohen & Steers.
Diversification does not assure a profit nor protection against loss. The mention of specific sectors is not a recommendation or solicitation to buy, sell or
hold any particular security and should not be relied upon as investment advice. Sector allocations may vary over time. The views and opinions are as of
the date of publication and are subject to change without notice. An investor cannot invest directly in an index and index performance does not reﬂect the
deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility and other characteristics may diﬀer from a particular investment.
Sector weights for private real estate based on ANREV, INREV and NCREIF classifications, using latest available data as of 3/31/2020. Listed sectors based
on U.S. index classifications and Cohen & Steers’ adjusted classifications of global index weightings based on assessment of look-through assets). Retail
includes regional mall, shopping center and free-standing. Alternative housing includes manufactured housing and single-family rental. Specialty REITs
include smaller categories such as billboards, education, entertainment and other types not represented in primary categories.
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Adding Potential Value from Performance Dispersion
Through recessions and recovery cycles, a sector’s cyclical sensitivities and secular growth drivers can
have a significant impact on performance. In the current cycle, this has already been demonstrated by the
outperformance of property sectors that benefit from increasing technology adoption, alongside the underperformance of retail and hotels. Typically, the best- and worst-performing sectors in the U.S. REIT market
are separated by 40–60% over a given calendar year. In just the first half of 2020, sector dispersion was over
70% (Exhibit 4). This highlights the opportunity for REIT managers to potentially enhance returns by dynamically allocating to securities that are best positioned to have stable or growing cash flows, while side-stepping
secularly challenged sectors.
A global listed real estate portfolio has the added advantage of accessing countries with different macroeconomic trends, property cycles, political environments, interest-rate policies and market compositions. In 2020,
that list also includes different approaches to virus containment and relief measures. These factors have historically resulted in wide performance dispersion, creating additional opportunities for managers to add value.
Exhibit 4: Performance Dispersion Creates Potential Alpha Opportunities
Listed Real Estate Total Returns by Calendar Year
By Country
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At June 30, 2020. Source: Morningstar.
Data quoted represents past performance, which is no guarantee of future results. The chart above is for illustrative purposes only and does not
reﬂect information about any fund or other account managed or serviced by Cohen & Steers. There is no guarantee that any historical trend illustrated above
will be repeated in the future, and there is no way to predict precisely when such a trend will begin. An investor cannot invest directly in an index and index
performance does not reﬂect the deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility and other characteristics may
diﬀer from a particular investment. The mention of specific sectors is not a recommendation or solicitation for any person to buy, sell or hold any particular
security in a sector and should not be relied upon as investment advice. See back page for index definitions and additional disclosures.

Conclusion: Achieving More with Listed and Private Together
Investors typically allocate to real estate to improve portfolio returns and diversification. We believe this
objective may be better achieved by allocating across both listed and private markets, allowing investors
to harvest more tactical opportunities in each market at different stages of an economic cycle. Moreover,
we believe access to new economy growth sectors through listed REITs is likely to provide an important
advantage to investors with an integrated approach to real estate.
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Index Definitions
Listed real estate: U.S.: The FTSE Nareit All Equity REITs Index is a capitalization-weighted, time-weighted index of publicly traded U.S. REITs that invest predominantly in the equity
ownership of real estate. Global: The FTSE EPRA Nareit Developed Real Estate Index is a capitalization-weighted, time-weighted index of companies domiciled in developed markets that
derive more than half their revenue from property-related activities.
Private real estate: U.S.: The NCREIF Fund Index–Open End Diversified Core Equity (NFI-ODCE) is a capitalization-weighted, time-weighted index of 36 private real estate funds pursuing
a core investment strategy focused predominantly on U.S. assets. Global: The Global Real Estate Fund Index – Core (GREFI Core) is an index showing the performance of core non-listed
real estate funds on a global scale and is created by leading non-profit association of investors in non-listed real estate, including ANREV (Asia), INREV (Europe) and NCREIF (U.S.)
Important Disclosures
Data quoted represents past performance, which is no guarantee of future results. The information presented above does not reﬂect the performance of any fund or other account
managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type of performance reﬂected above. There is no guarantee that any historical trend
illustrated herein will be repeated in the future, and there is no way to predict precisely when such a trend will begin. There is no guarantee that any market forecast made in this document
will be realized. The views and opinions in the preceding document are as of the date of publication and are subject to change without notice. This material represents an assessment of
the market environment at a specific point in time and should not be relied upon as investment advice, does not constitute a recommendation to buy or sell a security or other investment
and is not intended to predict or depict performance of any investment. This material is not being provided in a fiduciary capacity and is not intended to recommend any investment policy
or investment strategy or take into account the specific objectives or circumstances of any investor. We consider the information in this presentation to be accurate, but we do not represent
that it is complete or should be relied upon as the sole source of appropriateness for investment. Cohen & Steers does not provide investment, tax or legal advice. Please consult with your
investment, tax or legal professional regarding your individual circumstances prior to investing.
Risks of Investing in Real Estate Securities. The risks of investing in real estate securities are similar to those associated with direct investments in real estate, including falling property
values due to increasing vacancies or declining rents resulting from economic, legal, political or technological developments, lack of liquidity, limited diversification and sensitivity to certain
economic factors such as interest rate changes and market recessions. Foreign securities involve special risks, including currency fluctuations, lower liquidity, political and economic
uncertainties, and differences in accounting standards. Some international securities may represent small- and medium-sized companies, which may be more susceptible to price volatility
and less liquidity than larger companies.
Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment advisory firm that provides investment management services to corporate retirement, public and
union retirement plans, endowments, foundations and mutual funds. Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority of the United Kingdom
(FRN 458459). Cohen & Steers Asia Limited is authorized and registered with the Hong Kong Securities and Futures Commission (ALZ367). Cohen & Steers Japan Limited is a registered
financial instruments operator (investment advisory and agency business and discretionary investment management business with the Financial Services Agency of Japan and the Kanto
Local Finance Bureau No. 3157) and is a member of the Japan Investment Advisers Association. Cohen & Steers Ireland Limited is regulated by the Central Bank of Ireland (No.C188319).
Notes for Readers in the Middle East: This document is for information purposes only. It does not constitute or form part of any marketing initiative, any oﬀer to issue or sell, or any solicitation
of any oﬀer to subscribe or purchase, any products, strategies or other services nor shall it or the fact of its distribution form the basis of, or be relied on in connection with, any contract
resulting therefrom. In the event that the recipient of this document wishes to receive further information with regard to any products, strategies other services, it shall specifically request
the same in writing from us.
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