
Perspectives

JULY 2022 As we exit the second quarter of 2022, 
the listed real estate market presents an 
unappreciated opportunity for investors. 
REITs are down in line with broad markets 
despite superior trends in fundamentals, 
with long-term characteristics that are 
well-suited for today’s outlook. When we 
refresh REITs, we find: 

 — A market decline equal to broad indices and a 
double-digit discount to intrinsic values, despite 
superior fundamentals and a constructive outlook. 

 — An opportunity to make an allocation to an asset 
class that outperforms, provides attractive income, 
protects against inflation and diversifies portfolios.

 — Advantaged active management: In today’s 
environment of lower market returns, the need for 
alpha or excess return is paramount. In a niche 
asset class, REIT managers can outperform, take 
advantage of volatility and position portfolios 
for factors including pricing power and contract 
duration. 
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The tactical opportunity in REITs

Through mid-year, U.S. REITs (as represented 

by the FTSE Nareit All Equity REITs Index) are 

down in line with the S&P 500, despite steadily 

rising earnings. After the first quarter, nearly 

70% of real estate companies raised guidance, 

which stands in stark contrast to other sectors 

of the economy. Not only are REITs seeing more 

supportive earnings, but their cash flows are 

more resilient as well. Over the course of time 

and throughout cycles, the contracted cash 

flows of REITs have been less cyclical than that 

of broad markets.

Despite this advantage, at the end of June REITs 

traded at a material valuation discount. They 

stand at 23% below intrinsic values validated 

by the private market. In Figure 1, we showcase 

the changing P/NAV discount in REITs and 

the degree of cap rate expansion between 

December 2021 and June 2022. This disconnect 

comes despite improving cash flows (as we 

demonstrate in the second chart). In 2022, REITs 

have gone on sale despite robust fundamentals. 

Figure 1: REITs are dislocated from fundamentals

Figure 1: Information is the opinion of CBRE Investment Management as of 06/30/2022, is subject to change and is not intended to be a 
forecast of future events, or a guarantee of future results, or investment advice. Forecasts and any factors discussed are not indicative of 
future investment performance.
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Given emerging macroeconomic uncertainty, some investors may question the forward estimates and growth 

within any sector or asset class. First, it is important to consider the visibility that REIT assets hold. Today, the 

majority of assets within REITs boast record high occupancy levels, long-term contracts and significant pricing 

power, aided by REIT management teams who themselves optimize assets for quality and growth. Second, 

we would highlight that REITs are both more attractively valued and have healthier fundamentals than during 

other periods of emerging uncertainty in the past. As we show below in Figure 2, compared to the pre-GFC or 

pre-Covid periods, REITs today have stronger cash flows, fewer near-term financial commitments and a higher 

ability to support and grow their dividends for investors. In other words, REITs already discount significant 

downside; if that downside does come, they are in a position of strength to weather the storm.

Figure 2: REITs are ready for potential uncertainty

More compelling valuations Stronger cash flows compared to debt service

Limited near-term debt maturities Better able to support dividends

Source: CBRE Investment Management, NAREIT, Green Street. Pre GFC based on 9/30/2007; Pre Covid based on 12/31/2019. Present day 
uses interest coverage, debt maturity, and dividend payout from 3/31/2022. Real estate P/NAV present day uses data from 6/30/2022. 
Information is the opinion of CBRE Investment Management is subject to change and is not intended to be a forecast of future events, 
or a guarantee of future results, or investment advice. Forecasts and any factors discussed are not indicative of future investment 
performance.
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The opportunity to make a strategic allocation

At CBRE, we see the current dislocation in the public markets as a tactical opportunity to make a strategic 

allocation. From a portfolio perspective, REITs offer notable strategic benefits to investors against the 

backdrop of secular tailwinds that include digital investment, generational demographic change and niche 

property demand. We have highlighted the key portfolio benefits of REITs below. We have also explored more 

in our Case for REITs, which can be accessed here . Several of these benefits, such as the ability to hedge 

against inflation or outperform during periods of moderating economic growth, are particularly well suited to 

the current market outlook. 

Figure 3: The strategic benefits of REITs
REITs offer superior long-term returns to other asset classes1
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Sources: 1: CBRE IM as of 06/30/2022. U.S. REITs: FTSE Nareit Equity REIT Index, Global REITs: FTSE EPRA Nareit Developed Index; U.S. 
Equities: S&P 500 Index; High Yield: Bloomberg Global High Yield, Global Equities: MSCI EAFE Index; Global Bonds: Bloomberg Global 
Aggregate Index; Commodities: Bloomberg Commodity Index;. Inflation: CPI is as of 05/31/2022. 2: FTSE Nareit Equity REIT Index, as of 
6/30/2022. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. 3 : REITs: MSCI 
U.S. REIT Index, U.S. Bonds: Barclays Bloomberg U.S. Bond Aggregate Index; U.S. High Yield Bonds: Bloomberg Barclays U.S. Aggregate Credit 
Index; MLPs: Alerian MLP Index; Commodities: S&P GSCI Index; International Equity: MSCI AC World ex-U.S. Index; U.S. Equity: S&P 500 Index 
as of 06/30/2022. Correlation coefficient is the degree to which movements of two variables are related. 1.00 is perfect correlation. Past 
performance is no guarantee of future results. 4 : CBRE IM, FTSE Nareit All Equity REIT Index and S&P 500 Index as of 06/30/2022. Trailing 
20-years based on average monthly total returns during inflation regimes, annualized. Inflation Regimes calculated using the year-on-year 
change in the U.S. CPI, normalizing its history using a z-score, and tracking the 3-month moving average of that z-score. The Inflation Regime 
is determined by both the level and the change in the indicator, requiring two months in the same cycle in order to confirm a new regime. 

Information is the opinion of CBRE Investment Management, which is subject to change and is not intended to be a forecast of future events, a 
guarantee of future results, or investment advice. Forecasts and any factors discussed are not a guarantee of future results.
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https://www.cbreim.com/-/media/project/cbre/bussectors/cbreim/insights/articles/the-case-for-us-listed-real-estate-march-2022/the-case-for-us-listed-real-estate-march-2022.pdf
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The advantages of active management

In an era of potentially lower market-wide returns, the need for excess return is paramount. As an asset class, 

REITs provide multiple keys to durable alpha: they are a niche asset class linked to a vast private market, they 

offer opportunities to capitalize on dispersion and they give managers the ability to weight portfolios between 

disparate levels of pricing power, contract duration and business strength. Collectively, these features have 

enabled REIT managers to outperform their asset class over time as we show in Figure 4 below.

A tactical opportunity to make a strategic allocation

When reviewing the REIT market mid-year, CBRE sees an asset class that is essential to investor portfolios, 

offering valuable income, inflation protection and compelling long-term returns. That asset class is on sale, 

strong enough to weather any uncertainty and offering the opportunity to make a strategic allocation. CBRE 

operates a $147 billion real asset investment leadership platform, with unique insights into private and public 

markets, a history of managing listed portfolios since 1984 and the proprietary tools needed to generate 

durable alpha. As we consider real assets and their potential in a rapidly changing world, CBRE Investment 

Management is ready to assist investors in meeting their objectives. 

Figure 4: Median REIT Manager Alpha and the 
Keys to Durable Outperformance

Source: CBRE Investment Management, eVestment. Median 
annualized alpha represents the median reported alpha of a sample 
of 35 REIT managers with reported data over the last ten years.

Managers with an information 
edge in transaction trends 

and pricing can capitalize on 
public market mispricing and 

enhance growth potential.

Nimble managers can enhance 
returns via sector allocation.

Managers can optimize for 
duration, relative growth, 

inflation capture, valuation 
and other factors. 
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About CBRE Investment Management

CBRE Investment Management is a leading global real assets investment management firm with $146.8 billion 

in assets under management* as of March 31, 2022, operating in more than 30 offices and 20 countries around 

the world. Through its investor-operator culture, the firm seeks to deliver sustainable investment solutions 

across real assets categories, geographies, risk profiles and execution formats so that its clients, people and 

communities thrive.

CBRE Investment Management is an independently operated affiliate of CBRE Group, Inc. (NYSE:CBRE), 

the world’s largest commercial real estate services and investment firm (based on 2021 revenue). CBRE has 

more than 105,000 employees (excluding Turner & Townsend employees) serving clients in more than 100 

countries. CBRE Investment Management harnesses CBRE’s data and market insights, investment sourcing 

and other resources for the benefit of its clients. For more information, please visit www.cbreim.com.

*Assets under management (AUM) refers to the fair market value of real assets-related investments with respect to which CBRE Investment Management 
provides, on a global basis, oversight, investment management services and other advice and which generally consist of investments in real assets; equity 
in funds and joint ventures; securities portfolios; operating companies and real assets-related loans. This AUM is intended principally to reflect the extent 
of CBRE Investment Management’s presence in the global real assets market, and its calculation of AUM may differ from the calculations of other asset 
managers and from its calculation of regulatory assets under management for purposes of certain regulatory filings.

The information in this document is confidential and meant for use only by the intended recipient. This material is intended for informational purposes only, 
does not constitute investment advice, or a recommendation, or an offer or solicitation, and is not the basis for any contract to purchase or sell any security, 
property or other Instrument, or for CBRE Investment Management to enter into or arrange any type of transaction. This information is the sole property 
of CBRE Investment Management and its affiliates. Acceptance and/or use of any of the information contained in this document indicates the recipient’s 
agreement not to disclose any of the information contained herein.

Certain economic and market information contained herein has been obtained from published sources prepared by third parties and in certain cases has not 
been updated through the date hereof. Neither CBRE Investment Management, any fund or program or its general partner, nor their respective affiliates nor 
any of their respective employees or agents assume any responsibility for the accuracy or completeness of such information.

CBRE Investment Management has not made any representation or warranty, express or implied, with respect to the fairness, correctness, accuracy, 
reasonableness or completeness of any of the information contained herein (including but not limited to information obtained from third parties), and they 
expressly disclaim any responsibility or liability therefore. CBRE Investment Management does not have any responsibility to update or correct any of the 
information provided in this presentation.

If you would like to discuss the contents of this paper with our real estate team, or would like more 

information about investing in real assets, please contact:

Brian Kinsella

Vice President | Marketing & Client Service

C: +1 610 995 8934

E: brian.kinsella@cbreim.com

Jon Treitel, CFA, CAIA

Portfolio Strategist

T: +1 610 995 8280

E: jon.treitel@cbreim.com
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