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Exhibit 1: Core Real Estate Is the Foundation of a Real Estate 
Allocation1

1  Source: PREA Investment Intentions Survey, 2021.
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Private real estate plays a significant role in 
institutional investor portfolios. On average, 
institutions hold 9.3% in private real estate – 
with the majority in core real estate (Exhibit 1).1 

Evolving trends in the economy and property 
markets, new tax policy and the growing 
availability of real estate investment solutions 
make it a good time for advisors to consider the 
potential benefits of adding core real estate to 
client portfolios.
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At an estimated $3.4 trillion2, U.S. real estate is an important component 
of the global capital markets. Core real estate represents a segment of the 
market that is defined as high-quality, well-occupied properties diversified 
across major metropolitan areas. Core real estate generates return primarily 
from income with some capital appreciation. Investors can gain exposure to 
core real estate through open-ended private investment funds.

Investment advisors haven’t historically included core real estate in HNW client 
portfolios. Why not? One explanation is a question about over-exposure to 
real estate given clients’ personal property holdings. Another is the tax burden 
associated with a yield-centric asset class. A third is lack of advisor access to 
institutional-quality investment solutions.

A closer look at these issues may give advisors a fresh perspective and a broader 
tool set for building diversified portfolios:

• Core real estate provides investors with systematic exposure to economic 
drivers and property trends prevalent in the nation’s largest cities; this exposure 
cannot be achieved with personal property holdings.

• Recent tax changes can make private real estate funds more tax efficient by 
allowing a 20% deduction of income from pass-through entities like those 
commonly used in structuring private real estate funds.3

• Advancements in financial intermediation are allowing institutional investment 
managers to provide advisors access to private funds at low investment 
minimums.

This paper explores these factors in more detail and provides an overview of the 
asset class and inputs for modeling core real estate in a portfolio context. 

2  Source: MSCI: Real Estate Market Size 2019 report, June 2020.  The estimate is based on the amount of real estate stock owned for 
the primary purpose of benefitting from investment returns, as distinct from owner-occupied and non-investment leased real estate.

3 This piece has been prepared for informational purposes only and is not intended to provide tax or accounting advice.  Readers are 
advised not to act upon this information without seeking the service of a tax and accounting professional.



WHY INCLUDE CORE REAL ESTATE IN  
PORTFOLIOS FOR CLIENTS WITH PERSONAL PROPERTY HOLDINGS?

Core real estate provides exposure to an asset class that is distinct from an individual investor’s 
personal property holdings. Three primary attributes differentiate core real estate from personal 
property holdings: 

1. Core real estate is a diversified set of prime properties integral to how the economy functions 

Diversification is achieved not only by the number of properties but also by property type, 
geography and tenant mix. Data analyzed by  CBRE Investment Management in 2017 found that 
an investor needs to hold 32 properties to reduce 95% of the idiosyncratic risk in a real estate 
portfolio.4 

Core portfolios invest in a stratum of the market that is beyond the reach of most investors:  

 – The average value for properties in the NFI-ODCE5 is between $85 and $110 million. 

 – The average transaction for the approximately 500 core property sales NCREIF6 tracked over 
the 12-month period ending June 2018 was $60 million. 

2. Core real estate returns are correlated to economic drivers in major markets

Exposure to major cities has benefited investors given the divergence in economic growth between 
large and small cities since the financial crisis.  

 – Powered by well-educated millennial workers and agglomerative trends driven by digital 
technology, large markets are growing faster and accounting for more of national GDP. 
Between 2010 and 2016, the largest metros generated two-thirds of economic output growth 
and 73% of employment gains nationally.7

 – U.S. metros with over one million people have accounted for 96.4% of population growth since 
2014 although they represent just 56% of the overall population.7

3. Core real estate is a dynamic asset class with portfolios that can adapt over time to reflect 
the evolving economy, demographic changes and the different ways people are using real 
estate 
   
Technological advancements and demographic trends are increasingly changing lifestyles, work 
patterns and consumer behavior. Core strategies can adjust to structural changes by investing in 
properties that reflect the new ways tenants are living, working and consuming (Exhibit 2).

4  CBRE Investment Management, Portfolio Size and Diversification, November 2017.
5 The NFI-ODCE, short for NCREIF Fund Index - Open-end Diversified Core Equity, is a widely-used benchmark for core real estate.   
6 NCREIF is an independent non-profit association, whose members include pension fund investors and investment managers. 
7 Brookings Institute, Geographic Gaps are Widening While U.S. Economic Growth Increases, January 2018.2



Office 
Co-working companies are transforming office space dynamics as 
these firms cater to tenants looking for flexibility. The sector’s evolving 
character is being driven by technological changes and shifting workforce 
demographics as millennials continue to enter the workforce, baby 
boomers retire, and companies are aiming for collaborative amenity-rich 
locations to recruit and retain technology-savvy and skilled talent.

Industrial
The rise of e-commerce and omnichannel retailing is transforming the 
manufacturing, logistics and retail components of the supply chain. 
Demand from e-commerce companies, including the need for “same-day 
delivery” is driving much of the new construction and lease-up of existing 
facilities, particularly in regional and national distribution markets, with 
large population bases and access to ports, transportation nodes and 
intermodal facilities.

Retail 
The impact of internet and mobile shopping has also disrupted traditional 
retail concepts and is driving firms to transform outdated retail formats. 
Shopping centers are expanding their tenant mix, and retailers are 
aligning their online presence with their physical storefront and being 
highly selective about visibility and location.

Multifamily 
Generational demographic changes coupled with steady economic growth 
as well as the lack of affordable for-sale single-family inventory in many 
metros are creating conditions for continued demand in the apartment 
sector. Niche segments such as student, senior and affordable housing are 
generating increased investor interest.

EXHIBIT 2: TECHNOLOGY AND DEMOGRAPHIC TRENDS BY ASSET TYPE

4  CBRE Investment Management, Portfolio Size and Diversification, November 2017.
5 The NFI-ODCE, short for NCREIF Fund Index - Open-end Diversified Core Equity, is a widely-used benchmark for core real estate.   
6 NCREIF is an independent non-profit association, whose members include pension fund investors and investment managers. 
7 Brookings Institute, Geographic Gaps are Widening While U.S. Economic Growth Increases, January 2018. 3
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WHAT ARE THE IMPLICATIONS OF THE 2017 TAX CUTS FOR INVESTORS IN CORE 
REAL ESTATE FUNDS? 

Private U.S. real estate funds are often formed as Delaware limited partnerships, which may hold U.S. 
real estate assets in a private REIT for potential tax efficiencies.

The Tax Cuts and Jobs Act of 2017 introduced several measures that affect REIT taxation and may offer 
potential tax benefits for investors in private real estate funds.  

The Act generally allows a deduction for non-corporate shareholders equal to 20% of certain income 
from pass-through entities, including ordinary dividends distributed from a REIT. The result is an effective 
federal income tax rate applicable to REIT income of 29.6% – compared to 37% – for a taxpayer in the 
highest tax bracket (additional Net Investment Income Tax may apply).8  

The provisions of the Act went into effect for taxable year 2018.

HOW CAN ADVISORS INVEST IN CORE REAL ESTATE?

Many institutional investors gain exposure to core real estate by investing in one or more of the funds 
included in the NFI-ODCE, which is a composite of 26 open-ended commingled funds pursuing a U.S. 
core real estate investment strategy.  

Funds in the NFI-ODCE are generally defined as infinite-life private investment vehicles available to 
qualified purchasers and accredited investors that offer investors the ability to enter or exit on a periodic 
basis (typically quarterly), subject to subscription and/or redemption requests.  
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U.S. CORE REAL ESTATE IN A PORTFOLIO CONTEXT 
 
Below are several definitions and characteristics that describe U.S. core real estate as an asset 
class and its role in a portfolio.

WHAT IS CORE REAL ESTATE?
Private equity real estate strategies are often differentiated by the following characteristics: physical 
condition of the property, building location, occupancy level, credit worthiness of tenants, length/
term of leases and amount of debt used in the capital structure.

Core real estate assets are generally Class A properties located in primary markets that are well-
occupied by creditworthy tenants with long-term leases. Core strategies employ modest leverage 
– typically less than 40% loan-to-value.

Core real estate is typically considered to be a conservative, income-driven investment strategy. The 
asset class generates returns from income and changes in market value:  

• Net operating income (NOI) is gross income less operating expenses. The income yield for a 
real estate asset – or cap rate – is computed by dividing NOI by property value.

• Capital return is determined by transaction or appraisal data.
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Income returns have accounted for approximately two-thirds of total returns over the past 20 years 
on average. (Exhibit 2). The stability of income has had a smoothing effect on the overall volatility of 
returns (Exhibit 3).

Exhibit 2: Core Real Estate Is An Income-Driven Asset Class  

One-year Three-year Five-year 10-year 20-year

Income Return 3.85% 4.08% 4.22% 4.70% 5.66%

Capital Return -2.59% 0.81% 1.93% 4.99% 1.76%

Total Return 1.19% 4.92% 6.21% 9.88% 7.51%

Source: NFI-ODCE returns, gross-of-fees, as of December 2020.

Exhibit 3: Core Real Estate Has Generated Stable Income

Source: NFI-ODCE, as of December 2020.
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WHAT DISTINGUISHES PRIVATE REAL ESTATE FUNDS FROM LISTED REIT 
SECURITIES?
Listed REIT securities are companies that offer shares in businesses that own, operate or finance 
income-producing real estate. Private real estate funds, in comparison, provide direct equity ownership 
in properties. As such, private equity real estate funds provide exposure without the complicating 
factors associated with listed REIT securities such as company capital structure, business enterprise 
value, and broader equity market volatility.

While listed REIT securities exhibit long-term correlation with private core real estate, they have a 
distinct risk-return profile and are often used to play a different role in portfolio construction.

WHAT IS THE MOST COMMONLY USED PROXY SECURITY (I.E., BENCHMARK) FOR 
MODELING U.S. CORE REAL ESTATE?
Institutional investors often reference the NFI-ODCE as the beta of the asset class. It is a capitalization-
weighted, gross-of-fee, time-weighted return index dating back to 1978 (Exhibit 4). Please refer to 
the appendix for additional information on the NFI-ODCE.

Exhibit 4: NFI-ODCE Key Characteristics

Diversification by  
Property Type

Diversification by  
Geography

Funds Included 26 Office 33% West 42%

Gross Asset Value $271B Multi-Family 27% East 31%

Leverage 23% Retail 14% South 19%

Occupancy Rate 92% Industrial 22% Midwest 8%

Source: NFI-ODCE, as of December 2020.  
Note: Diversification by Property Type does not add up to 100% due to screening criteria for some specialty property types. 
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WHAT ARE THE ATTRIBUTES OF CORE REAL ESTATE AS AN ASSET CLASS?
Core real estate offers the potential for improved efficiency in multi-asset class portfolios given the 
following characteristics:  

• Strong and stable income – Long-term leases with creditworthy tenants provide predictable 
income in core portfolios. Over the past 20 years, core real estate has produced an annualized 
income return of 5.8%.9

• Attractive risk-adjusted returns  – risk and reward characteristics have combined to generate 
high risk-adjusted returns historically. These attributes can help improve Sharpe ratios in balanced 
portfolios (Exhibit 5).

• Potential inflation hedging attributes – Land values and rents typically rise with inflation. Both 
factors support the case for real estate providing a partial long-term hedge against inflation.  

• Diversification – The NFI-ODCE had a correlation of 0.13 with equities, (0.41) with high yield and 
(0.10) with core bonds based on average annual returns over the past 25 years, ending December 
2020.

Exhibit 5: Risk-Adjusted Returns – Trailing 25 Years, Ending December 202010

 

9    NFI-ODCE returns, gross-of-fees, as of December 2020
10 Core real estate – NFI-ODCE, gross-of-fees; U.S. equity – S&P 500; High yield – Bloomberg Barclays U.S. High Yield 

Index, U.S. core bonds - Bloomberg Barclays U.S. Aggregate Bond Index. Trailing 25-years, ending December 2020.
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APPENDIX

WHAT IS THE NFI-ODCE (NCREIF FUND INDEX – 
OPEN END DIVERSIFIED CORE EQUITY)?

The NFI-ODCE is a composite index of open-end private real estate funds pursing a core investment 
strategy.  

The National Council of Real Estate Investment Fiduciaries (NCREIF) is the index provider for the NFI-
ODCE.  NCREIF is an industry organization that serves the needs of the investment community by 
providing performance measurement and benchmarking indices.

The term “Diversified Core Equity” describes an investment style that typically reflects lower risk 
investment strategies utilizing low leverage and generally represented by equity ownership positions in 
stabilized U.S. operating properties.  

26 funds were included in the NFI-ODCE as of December 31, 2020.

WHAT ARE THE REQUIREMENTS FOR FUNDS INCLUDED IN THE NFI-ODCE?
Funds included in the NFI-ODCE invest in private equity real estate and operate under a strict set of 
criteria:

• Real Estate – at least 80% of the market value of net assets is invested in real estate, and no more 
than 20% is invested in cash or equivalents.

• Investments – at least 80% of the market value of real estate net assets is invested in private equity 
real estate properties, and no more than 20% is invested in real estate debt or real estate-related 
securities. 

• Domain – at least 95% of the market value of real estate is domiciled in the U.S.

• Property Types – at least 80% of market value of real estate net assets is invested in office, 
industrial, multifamily, and retail properties.

• Diversification – no more than 65% of market value of real estate net assets is invested in one 
property type or one region

• Life Cycle – at least 80% of market value of real estate net assets is invested in operating properties 
– i.e., no more than 20% of such assets is invested in, but not limited to, (pre)development/
redevelopment or initial leasing/lease-up cycles.

• Leverage – Leverage is limited to 40% of the market value of net assets.

Funds in the NFI-ODCE must comply with the NCREIF reporting standards, which include quarterly 
valuations, annual audits and time-weighted returns.



10

The information listed above is being provided with permission from NCREIF. This information is proprietary and may not be reported in whole or in part without written permission 
from NCREIF. The underlying data and text has been obtained from sources considered to be reliable; the information is believed to be accurate, but is not guaranteed. This report 
is for information purposes only and is not to be an offer, solicitation, or recommendation with respect to the purchase or sale of any security or a recommendation of the services 
supplied by any money management organization. Past performance is no guarantee of future results.

NFI-ODCE GROSS RETURNS – 1978 - 2020    
Quarterly and Calendar Year Gross of Fee Returns as of December 31, 2020

Year Q1 Q2 Q3 Q4 Annual  Return
1978 2.92% 3.84% 3.44% 6.44% 17.67%

1979 4.06% 6.14% 4.18% 4.84% 20.64%

1980 5.44% 3.88% 3.78% 3.85% 18.05%

1981 3.80% 4.45% 3.98% 3.79% 17.00%

1982 2.63% 2.04% 1.53% 1.06% 7.45%

1983 1.85% 3.28% 3.13% 4.38% 13.24%

1984 3.91% 3.14% 2.89% 3.09% 13.68%

1985 2.27% 2.17% 2.24% 2.37% 9.36%

1986 2.08% 1.41% 1.44% 1.65% 6.73%

1987 1.44% 1.42% 2.26% 1.46% 6.74%

1988 1.60% 1.74% 1.98% 1.81% 7.32%

1989 1.69% 1.40% 2.18% 1.29% 6.71%

1990 1.34% 1.30% 0.38% -1.58% 1.41%

1991 -0.67% -0.97% -1.29% -3.45% -6.24%

1992 -1.12% -1.21% -1.86% -1.43% -5.49%

1993 0.13% -0.74% 0.54% 0.62% 0.55%

1994 1.28% 1.42% 1.74% 1.56% 6.14%

1995 2.34% 2.22% 2.12% 0.26% 7.11%

1996 2.40% 3.24% 2.72% 2.86% 11.71%

1997 2.85% 3.61% 3.62% 4.24% 15.11%

1998 3.81% 5.02% 3.83% 2.84% 16.42%

1999 3.01% 3.19% 2.95% 3.42% 13.17%

2000 2.74% 3.65% 3.87% 3.32% 14.28%

2001 2.30% 1.95% 0.90% 0.38% 5.64%

2002 0.52% 1.27% 1.67% 1.97% 5.54%

2003 1.84% 2.46% 2.26% 2.41% 9.28%

2004 2.33% 3.28% 3.26% 3.61% 13.06%

2005 4.50% 5.21% 5.05% 5.11% 21.39%

2006 3.80% 3.98% 3.54% 4.09% 16.32%

2007 3.93% 5.07% 4.00% 2.11% 15.97%

2008 1.37% 0.32% -0.63% -10.94% -10.01%

2009 -13.69% -9.03% -7.32% -3.48% -29.76%

2010 0.75% 4.32% 5.45% 4.99% 16.36%

2011 4.01% 4.62% 3.52% 2.97% 15.99%

2012 2.82% 2.58% 2.77% 2.35% 10.94%

2013 2.68% 3.86% 3.56% 3.17% 13.94%

2014 2.52% 2.93% 3.24% 3.26% 12.50%

2015 3.39% 3.82% 3.68% 3.34% 15.02%

2016 2.18% 2.13% 2.07% 2.11% 8.77%

2017 1.77% 1.70% 1.87% 2.07% 7.62%

2018 2.20% 2.05% 2.09% 1.76% 8.35%

2019 1.42% 1.00% 1.31% 1.51% 5.34%

2020 0.98% -1.56% 0.48% 1.30% 1.19%
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The views expressed represent the opinion of  CBRE Investment Management which are subject to change and are not intended as a 
forecast or guarantee of future results. This material is for informational purposes only. It does not constitute investment advice and 
is not intended as an endorsement of any specific investment. Stated information is derived from proprietary and non-proprietary 
sources which have not been independently verified for accuracy or completeness. While  CBRE Investment Management believes 
the information to be accurate and reliable, we do not claim or have responsibility for its completeness, accuracy, or reliability. 
Statements of future expectations, estimate, projections, and other forward-looking statements are based on available information 
and management’s view as of the time of these statements. Accordingly, such statements are inherently speculative as they are based 
on assumptions which may involve known and unknown risks and uncertainties.  No assurance is given that existing laws will not be 
changed or interpreted adversely.  This document does not provide any legal, accounting, or tax advice; readers should consult their 
counsel and accountant for advice concerning various legal, accounting, and tax considerations associated with investments in real 
estate.  The investments discussed herein should not be perceived as a recommendation to purchase or sell any particular investment. 
Actual results, performance or events may differ materially from those expressed or implied in such statements. Investing in real estate 
involves risks including the potential loss of principal. Past performance is no guarantee of future results. 
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