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Rising rents matter more to
REITs than rising rates
A strengthening economy may drive interest rates higher, but it can also give
landlords greater ability to raise rents, which has historically supported attractive
REIT returns.
Rising yields with growth a positive combination
For some investors, there’s a perception that you should avoid REITs when rates are
rising. Although sharp increases in interest rates may unsettle markets in the near term,
history shows that the direction of the economy and job growth tends to have a greater
impact on REIT returns than rising rates.
Since 1990, REITs have averaged a 10.8% annualized return in months when both the
10-year Treasury yield and U.S. Leading Economic Indicators were rising (Exhibit 1, upper
right quadrant). While long-term interest rates can affect capital costs, an expanding
economy typically drives stronger demand, often leading to higher occupancy levels
and giving landlords greater negotiating leverage to raise rents. This has the potential
to drive higher property cash flows, higher distributions and higher property values.
EXHIBIT 1

REITs have historically performed well when growth and yields are both rising
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February 28, 2021. Source: Refinitive Datastream, Cohen & Steers.
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 account managed or serviced by Cohen & Steers, and there is no
guarantee that investors will experience the type of performance reflected above. Bond yields based on the 10-year U.S. Treasury note. Growth measured by Cohen & Steers’ U.S. Leading Economic Indicator (LEI), composed of six cyclical
macro factors that have historically signaled turning points in broad economic growth. Annualized total return is the average annualized return earned in each distinct phase of economic growth and bond yields. The buy and hold return is
the average annualized return earned over the full sample. See page 4 for index associations and definitions and additional disclosures.
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A healthy job market characteristically benefits real estate

EXHIBIT 2

The improving labor market may bolster
cash flows for most property types
U.S. unemployment rate
(%, seasonally adjusted)

After spiking to nearly 15% in April 2020, the unemployment rate has steadily
declined, and many of the jobs lost in the early stages of the pandemic have
since returned (Exhibit 2). A return to full employment is estimated in 2022. The
resulting rise in incomes may translate into greater discretionary spending by
consumers. This, along with improved business confidence, may drive demand
for all types of real estate. Meanwhile, supply growth has generally remained
at low levels. A lack of oversupply coupled with improving tenant demand is
typically positive for REIT cash flows.
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Lease durations can impact a sector’s sensitivity to both interest rates
and inflation
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Real estate sectors tend to have varying sensitivity to economic growth based
on lease durations. Property types with shorter lease durations—such as hotels,
self storage, apartments, senior housing operating assets and billboards—may
benefit more from economic expansion, as landlords can quickly adjust rents to
capture rising demand. Other sectors with longer lease durations, such as net
lease companies, often have explicit rent escalators tied to a published inflation
rate. Consequently, REITs have historically responded favorably to inflation
surprises, compared with the negative impact on stocks and bonds. Active REIT
managers who understand these differences can position portfolios to potentially
take advantage of changes in interest rates and inflation expectations.
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At March 31, 2021. Source: Federal Reserve Bank of St. Louis and Bloomberg.
Data quoted represents past performance, which is no guarantee of
future results. Estimates based on consensus views of economists surveyed
by Bloomberg. There is no guarantee that estimates will be realized. See page 4
for additional disclosures.

Case study: 2004–06 rate-hike cycle

EXHIBIT 3

U.S. REITs total return (lhs)
10-year U.S. Treasury yield (rhs)
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REITs widely outperformed in the
last major rate-hike cycle
2004–2006

U.S. REITs total return (indexed to 100 at 12/2003)

Between 2004 and mid-2006, the Fed hiked interest rates 17 times (from 1.0% to 5.25%) amid an improving economy
(Exhibit 3). Like then, we believe rising interest rates today are not the big story. Instead, progress with COVID vaccines
and unprecedented fiscal and monetary stimulus are leading to improving economic conditions and setting the stage
for potentially attractive returns for REITs.
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February 28, 2021. Source: Bureau of Labor Statistics and Morningstar Direct.
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 account managed or serviced by
Cohen & Steers, and there is no guarantee that investors will experience the type of performance reflected above. See page 4 for index associations and definitions and additional disclosures.
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REITs well positioned for the current environment
As investors adjust asset allocations for the shifting market environment, we believe
REITs today are especially appealing for several reasons:
Vaccine-driven recovery
Just as COVID upended the REIT market in 2020, we believe real estate could directly
benefit from vaccine distribution and the massive fiscal stimulus introduced in the
past year—even as rates rise. In particular, property types that were disproportionally
affected by social distancing measures, including hotel, retail and office, stand to
benefit directly from the economic reopening.

We believe REITs offer attractive
value in what historically has
been the most advantageous
stage of the business cycle

Early-cycle winners
REITs have historically delivered their most substantial returns—both in absolute
terms and relative to broader equities—in the early stages of economic recoveries.
We believe the current early-cycle phase has the potential to extend over the next
couple of years, given 1) the amount of fiscal stimulus and 2) the likelihood of the
Fed maintaining very low short-term interest rates into 2023 as it seeks to achieve
“broad and inclusive maximum employment.”
Attractive valuations
U.S. REITs’ earnings multiple of 20.8 is at a –2.7x discount to the broad equity
market’s price-to-earnings ratio of 23.5. That compares favorably with REITs’ –0.2x
average discount since 2002.(1)
Offering a current yield of 3.5%, REITs have historically provided steady dividend
growth that has outpaced inflation. We believe dividends could continue to grow in
the coming years. Sectors that benefited from COVID dynamics continued to increase
their payouts throughout the pandemic, and sectors most impacted by travel
restrictions (other than hotels) could see a resumption in dividend growth in 2021.
Further adding to their appeal, since 1990, REITs have had a 0.58 correlation with
broad equities and a 0.21 correlation with bonds, indicating the potential to improve
a portfolio’s risk-adjusted returns.
EXHIBIT 4

REITs’ dividend growth estimates highlight a strong recovery
Asset class yields (%)

U.S. REITs’ dividend growth estimates (%)
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At February 28, 2021. Source: Bloomberg, ICE BofA and Cohen & Steers.
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 above will be repeated in the future, and there is no way to predict precisely when
such a trend might 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. There is no guarantee that any market forecast set forth in this presentation will be realized. Dividend yield used for equity indexes. Yield-to-maturity used for fixed income indexes. See page 4
for index associations and definitions and additional disclosures.
(1) U.S. real estate represented by Cohen & Steers coverage universe of U.S. real estate companies. U.S. equities represented by the Russell 3000 Index.
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Index Definitions / Important Disclosures
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. Bonds: Barclays Capital U.S. Aggregate Bond Index is a broad-market measure of the U.S. dollar-denominated investment-grade fixed-rate taxable bond market. The index includes Treasuries, government-related and corporate
securities, mortgage-backed securities, asset-backed securities, and commercial mortgage-backed securities. Corporate bonds: ICE BofA Corporate Master Index (Credit quality: A-) tracks the performance of U.S. dollar-denominated
investment-grade corporate debt publicly issued in the U.S. domestic market. Municipal bonds: ICE BofA Municipal Master Index (Credit quality: AA-) tracks the performance of U.S. dollar-denominated investment-grade tax-exempt debt
publicly issued by U.S. states and territories, and their political subdivisions, in the U.S. domestic market. REITs: FTSE Nareit All Equity REITs Index contains all tax-qualified REITs with more than 50% of total assets in qualifying real estate assets
other than mortgages secured by real property that also meet minimum size and liquidity criteria. Stocks: S&P 500 Index is an unmanaged index of 500 large-capitalization stocks that is frequently used as a general measure of U.S. stock market
performance. 10-year U.S. Treasury: The 10-Year Treasury note is a debt obligation issued by the United States government that matures in 10 years.
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 presented in this 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 to account for the specific objectives or
circumstances of any investor. We consider the information 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. 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. No representation or warranty is made as to the efficacy of any particular strategy or fund or the actual returns that may be achieved.
Municipal bonds are issued and backed by state and local governments and their agencies, and the interest from municipal securities is often free from both state and local income taxes. 10- Year Treasury bonds are issued by the U.S. government
and are generally considered the safest of all bonds since they are backed by the full faith and credit of the U.S. government as to timely payment of principal and interest.
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 (FRN458459). Cohen & Steers Asia Limited is authorized and regulated by the Securities and Futures Commission of Hong
Kong (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).
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. If the recipient of this document wishes to receive further information
regarding any products, strategies or other services, it shall specifically request the same in writing from us.
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