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During COVID, global markets saw an
unprecedented plunge into recession, followed
by an equally unprecedented leap into recovery.
In many ways, the COVID crisis crammed
an entire market cycle into 24 months. This
period is useful for evaluating investment
managers, whom investors normally judge over
multiple years. When we review REIT manager
performance into and out of COVID, we find:
— Between Q4 2019 and Q3 2021, managers witnessed atypical
performance across assets. They faced an acceleration of
secular, multi-decade business trends into a single quarter.
— At first, several managers gained from pre-crisis bets, but
they failed to navigate an upheaval in factor leadership and
sustain outperformance throughout COVID.
— Ultimately, managers with an integrated market advantage
and an ability to take active bets benefited. Today, CBRE
looks forward to continued momentum in real estate, and
the potential for future outperformance against its asset
class.
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Before the Storm
At the end of 2019, real estate had had a pretty good year. The sector was up ~26%, and boasted attractive
valuations, stable earnings, and solid dividends. The stocks had also benefited from three favorable rate cuts
by the U.S. Federal Reserve during 2019. For 2020, investors looked for a continued market expansion, though
some were wary over the duration of the market upswing.
During 2019, performance in real estate was led by the industrial and technology sectors (warehouses, data
centers, towers), while malls were in the red. This exemplified two secular trends: first, the continued rise of
e-commerce, which benefits industrial and hurts retail; and second, increasing data demand, which supports
technology REITs. At the end of 2019, investors were betting that these trends would continue; below, we show
active bets in technology and industrial versus malls as of December 2019:

Figure 1: Manager Positioning at 12/31/2019: Many Managers Overweight Tech & Industrial,
Underweight Malls

Source: CBRE IM competitive review of open-ended REIT mutual funds: sector weights as of December 31st, 2019, with alpha relative to
fund benchmarks for Q1 2020.

As seen in Figure 1, some managers were naturally biased to outperform in Q1 2020 given pre-existing,
pre-crisis overweights to secular winners. In the first quarter of 2020, as stores shuttered, citizens shelteredin-place, and Amazon boxes arrived daily, the digital real estate and industrial sectors outperformed by ~36%
and ~17%, respectively, while malls collapsed and lagged by ~34%. For some managers—relatively speaking—
the period was a gift. As an example, we can see that Manager A’s bet (a ~9% allocation difference between
overweights in industrial/tech, and an underweight in malls, where the sectors diverged by 50-70%), can
explain the bulk of their alpha during the first quarter of 2020.
During Q1 2020, CBRE’s strategy held even with its index while laying the foundations for future
outperformance. Proprietary modeling showed the asset class at a 17% discount to NAV, with historically wide
spreads between real estate, implied cap rates, and corporate bonds. Across sectors, CBRE repositioned for a
new normal in office, and focused on holdings within apartments, single family, and life science. Given CBRE’s
integrated market advantage, portfolio managers identified opportunities between public and private assets,
with a corresponding benefit from strategic actions: one Q1 2020 takeout, held in the strategy, rallied 97% in
the month of February.
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As summer progressed, CBRE rotated away from
technology and bought discounted shopping and
mall assets. A review of rent trends and tenancy led
to sizable active bets within sectors, which led to
outperformance in Q2 2020. In Q3 and Q4, we added
to high conviction holdings within malls, and added
to even higher conviction positions within storage.
Based on research from the broader CBRE platform,
proprietary channel checks, and analyst modeling, we
saw storage as a sector with potentially double-digit
revisions to estimates and NAVs in 2021; by the end
of 2020, CBRE had made storage a 400bps active
weight.

Collectively, our decisions paid off with
outperformance: as of this writing, CBRE’s strategy
has generated 9.9% of cumulative alpha (with an
annualized equivalent of 4.8%) over the Q4 2019Q3 2021 period. The past 8 quarters have been a
compressed cycle, hallmarked by rapidly changing
factor leadership and an upheaval in societal
dynamics which will likely impact investment and
consumer behavior for years to come. CBRE’s
investment stewardship, with corresponding alpha,
has compared favorably to its peer group through
this period, as seen in Figure 3.

Figure 2: Unafraid of Active Management: CBRE Positioning Over Time
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Source: CBRE Investment Management.

Figure 3: CBRE Relative Performance: A Widening Lead Over Time

Source: Indexed alpha of CBRE and peers between Q4 2019 and Q3 2021.
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Looking ahead, CBRE sees multiple tailwinds supporting the REIT sector. Investor demand and flows are
increasing for an asset class that offers relative value, above average income yields, and exposure to continued
economic growth. Historically, REITs have performed well coming out of recessions, and their outperformance
has persisted for years. From a factor perspective, REITs outperform during rising inflation, and when
considering the likely path of corporate taxes, they offer a sector which is relatively immune. Fundamentally,
CBRE sees an acceleration of real estate earnings for 2022 and beyond, even while global earnings continue to
decelerate from a post pandemic bounce.
This setup bodes well for the real estate asset class, on top of which CBRE has delivered outperformance. As
part of a $133 billion global real asset management platform, CBRE boasts an integrated research advantage,
with differentiated views on relative sector growth rates, business trends, and cap rate compression. In this last
“COVID cram” of a market cycle, CBRE’s integrated approach has stood the test of a unique and unparalleled
global crisis while driving excess return for its investors. In the upcoming market cycle, and in a decade which
has the potential for real estate investment leadership, CBRE looks forward to providing future updates.
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About CBRE Investment Management
CBRE Investment Management is a leading global real assets investment management firm with $133.1 billion
in assets under management* as of September 30, 2021, 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 2020 revenue). CBRE has more
than 100,000 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.

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 estate, 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: +1 917 837 5525
E: jon.treitel@cbreim.com

*Assets under management (AUM) refers to the assets under management, 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.
Information referenced for the CBRE strategy is from the MainStay CBRE Real Estate Fund.

