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I N S I G H T       30 September, 2021

By: Greg Fleming, Head of Global Diversified Funds

New Zealand investors often believe that Listed Real 
Estate is an asset class they know fairly well. Our domestic 
capital markets’ history is dotted with property securities 
of various breeds and formats. Some of these listed 
instruments have evolved into sophisticated portfolio-
grade assets, while others have suffered sudden or 
prolonged extinctions. The domestic and Australian 
sectors’ investability and governance, while much 
improved, still remain to a degree tied to showpiece 
urban redevelopment, marquee projects with charismatic 
developers, and financing risks. The “boom-bust” 
associations of elements of the sector’s past still linger for 
some, and investors should not forget that advantageous 
commercial real estate yield is potentially indicative of 
submerged liquidity or re-financing risks. Yet, a properly 
structured Property allocation can lower total downside 
risk within a portfolio. The details, in Real Estate perhaps 
more than in other investments, will ultimately prevail and 
close scrutiny is rewarded. 

This article is the second of a pair, considering the value 
and mechanics of how a well-diversified set of real assets 
can indeed be useful, as a higher path for global cost 
and price inflation sets in. Global Listed Real Estate (the 
Real Estate Investment Trust, or REIT) asset class, along 
with Global Infrastructure, has been shown to deliver real 
investment performance benefits, notably at times of 
inflation surprises.

At Salt, we believe introducing the best Real Asset options 
to investors, broadened beyond existing Australasian 
investments through selecting high-quality global funds, 
is crucial, and have now launched our Sustainable 
Global Listed Property Fund, as a PIE option. We firmly 

consider offering a global portfolio in listed property is 
desirable, minimizing national cycle risks and avoiding 
over-concentration in a particular type of real estate (as 
opportunity sets and valuations vary substantially between 
countries.) 

Additionally, from the viewpoint of portfolio management, 
a global real asset fund (whether it be property- or 
infrastructure-focused) has, in our view, less immediate 
vulnerability to accelerated central bank policy interest 
rate increases. The Reserve Bank of New Zealand looks 
likely to move policy interest rates upward well in advance 
of its global counterparts, meaning that any immediate 
adverse reaction by listed real assets to higher financing 
costs will be felt domestically, first. It is difficult to foresee 
the US, Europe, or Japan initiating rate increase cycles 
until much later. Therefore, we feel both for reasons 
of sector diversification and cycle sensitivity, a global 
solution is best at present for NZ investors seeking 
additional Real Estate and Infrastructure sector exposure. 
Finally, global securities in this sector are still reflecting 
the economic uncertainty of the CoVid re-alignments of 
working practices, in contrast to NZ property stocks which 
have been in high demand due to very limited available 
space for lease nationwide.

Property rewards patience, through periodic 
shocks

Large-scale exchange-listed real estate investments 
have experienced generally reliable returns during 
most periods. However, it is well-know that at times, 
commercial property can also deliver shocks to portfolios, 
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as a poorly-diversified set of holdings will reveal high 
correlations in downside market moves.

The most recent well known, leverage-driven asset cycles 
have certainly had a property dimension to them, though 
the GFC was triggered by residential debt-servicing 
risks and opaque mortgage debt. Topical at present is 
China’s gargantuan developer, Evergrande Group, which 
shows clear over-concentration of risks in that it relied 
on a particular regulatory and financing regime, that was 
then changed by the government. Because of historical 
associations with property’s “reliance” on debt, the 
experienced investor’s view of real estate assets remains 
marked with caution, and property holdings are often 
treated as risk-accretive, or as requiring a higher investor 
risk tolerance. Yet, viewed over an appropriate period, 
the additional volatility borne by listed real estate - both 
compared to direct holdings, and compared to  non-NZ 
equities – has been amply justified by a superior historical 
return. In addition, the expected return from global listed 
real estate for the decade to come, is well above some 
credible estimates for other diversified, international 
asset classes. 

This implies that the global property sector’s multi-year 
earnings potential is higher than current valuations would 
imply, and that risks to those earnings streams are lower 
than the historical pattern. Why would that be? Structural, 
demographic, and behavioral change all support property. 
Periodically, even political change can prove supportive 
of capital values, due to its “safe-haven” characteristics. 
Also critical at the present juncture, is the more moderate 
valuation levels compared to the intangible sectors such 
as IT and Communications. Given mean-reversion of 
returns, better valuation is a positive indicator for next-
decade relative performance, and this is captured in 
many forecasting models, such as the indicative recent 
set below from BCA Research.

Global real estate now enjoys a better returns outlook 

10-15 year 
expected 
return

Historical 
(20 year) 
return 

Historical 
(20 year) 
volatility

Global Equities 3.1% 7.0% 14.3%

US Direct Real Estate 8.8% 8.2% 22.5%

Global Listed Real Estate 7.2% 10.1% 16.5%

Australian Equities 4.5% 8.1% 13.8%

Emerging Market Equities 4.3% 11.1% 16.9%

Global Private Equity 6.2% 11.1% 19.9%

Global Fixed Interest 

(Bloomberg Barclays 

Index)

0.7% 4.7% 5.5%

Source: BCA Research, Special Report: Return Assumptions 2021 

(May 2021) p.3. All nominal returns, expectations and volatility 

annualized.

Bull markets can be unheralded by hype

It is important to begin by noting that Real Estate 
Investment Trust prices are heavily influenced by the 
broader equity market dynamics in the short term, but that 
they follow fundamental determinants of property value 
growth in the medium and long-term. Thus, it is unlikely 
an enduring Real Estate bull market (or a sustained period 
of outperformance) will get underway accompanied by 
a chorus of commentary. This contrasts with markets’ 
“new industry” or “new customer” enthusiasms, which 
attract many cheerleaders. The present value of Property 
earnings streams, in the absence of “freak” drops in 
financing costs, tends to accelerate gently across a 
full cycle. Long duration bond yields are influential, as 
potentially competing lower-risk assets with regular cash 
flows in the form of coupons. Substantially steeper yield 
curves are conventionally viewed as a major hurdle for 
sustained gains in property securities.

Oftentimes, barely does a positive listed property cycle 
commence, before many analysts begin writing its 
obituary, usually citing an unfavourable future interest rate 
track, or unsustainable growth assumptions as the fatal 
flaws. However, given time, the evolving preferences of 
the global population do cause enduring revaluations in 
the property assets needed by growing and aspirational 
human communities. This is true whether the asset 
pool in question be a retirement community in Miami, 
a self-storage park in Manchester, or a brownfields 
redevelopment into residential luxury apartments in 
Mumbai.

If we look at the US market, which is the oldest market 
for REIT vehicles, the last thirty years shows that the 
characteristic major capital gains episode for listed property 
lasts for at least seven years. However, it is interesting that 
these bull markets also begin in Recessionary, or at least, 
difficult economic periods. The resolute investor willing to 
ride out bouts of event-driven volatility has experienced 
cumulative returns from each of these positive Property 
phases in excess of 250%. The episodes beginning in 
1991 and 2001 are probably more indicative of what to 
expect, as the post-GFC recovery from 2009 was built 
on a base of distressed or downgraded assets across the 
international lending system and was extreme. 

 Source: Cohen & Steers, data to 30.6.2021 
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The pillars of Global Listed Property’s 
investment case

Stepping back from the historical performance of global 
listed property, there are strong reasons backed by 
investment logic for a dedicated allocation to an active 
and selective international exposure to listed real estate 
securities. First, for New Zealand investors who are 
frequently highly-concentrated in domestic residential 
holdings (with consequently elevated home-country 
portfolio biases) the international asset pool provides 
broad diversification away from the specific drivers of NZ 
valuations. In addition, our specialist partner in Sustainable 
Global Listed Property, Cohen & Steers, summarizes the 
historical benefits of the asset class as follows:

Total return: Real estate securities have historically 
outperformed broad stocks and bonds over the long run, 
benefiting from stable business models typically focused 
on generating recurring revenue from leases. While the 
economic cycle leads to rental growth ups-and-downs, 
larger population and commercial trends support good 
total returns over the lifetime of a typical, quality asset. 
Long-term investment capital is attracted to the resulting 
stable and moderately-growing cashflows from leases.

Income focus: Listed real estate equities have a history of 
paying attractive dividends due to their cash flow business 
models and their distribution in many jurisdictions of 
taxable income to shareholders. 

Macro diversification: Listed property vehicles historically 
appear to react differently to market conditions than do 
other businesses and asset classes, potentially helping to 
smooth portfolio returns over time.

Inflation protection: Investing in well-selected Property 
securities via actively managed Real Estate Investment 
Trusts represent an equity holding in tangible assets with 
inherent inflation-hedging characteristics. Inflation may 
be explicitly compensated in lease contracts, or implicitly, 
through increasing the costs of “development replication” 
dissuading new entrants and allowing revenue gain.

A similar relationship with unanticipated inflationary 
periods has been noted for listed infrastructure, in our 
previous Real Assets Insight paper. With real estate, the 
positive returns dynamic is a little more muted, though 
still superior to the general US equity market. An Inflation 
beta of 3.3 means global REITs have typically exceeded 
their long-term average by return 3.3%, for every 1% that 
inflation exceeded its prior-year estimate. Infrastructure 
fares even better, mainly to due to more widespread and 
explicit  “inflation-accelerator” clauses in that sector’s 
long-term contracts with concession grantors.

Source: Cohen & Steers. Inflation beta is the linear regression beta of 
1-year real returns to the difference between the y/y realized inflation 
rate (US CPI) and lagged 1-year-ahead expected inflation (median 
inflation expectation from Univ. of Michigan Survey of 1-year-ahead 
inflation expectations) including the level of the lagged expected 
inflation rate.

Some analysts have drilled down into the cyclical price 
reactions of real estate in the US, and conclude the 
optimal inflation range for property outperforming 
broader equities has historically been between 2% - 
3.5% annual inflation in the Consumer Price Index. This 
is partly because in the past, higher inflation rates have 
led to rapid central bank interest rate increases, cooling 
the whole economy and negatively impacting property 
sector performance. Whether this degree of Federal 
Reserve response to emerging inflation is as likely in 
future, given the fragility of the post-pandemic world and 
global debt risks, is highly debatable. If sufficient rate 
hikes to meaningfully slow economic momentum were 
to prove incompatible with preserving asset values, the 
test of central bankers’ resolve will become a difficult 
one. Globally, the resolution of inflation “hawks” has 
been diluted in favour of wider social priorities, and the 
political mood now is more social-democratic than it 
has been in decades: an alignment which historically is 
associated with greater laxity on prices, and more inclined 
to tolerate nominal wages lifting. That is a property-
positive environment. Recall that many substantial 
global property empires were build up during the last 
decade of sustained inflation, between the mid-1970s 
and mid-1980s. Similarly, the better-managed Emerging 
Market economies combine somewhat elevated (not 
runaway) inflation levels with property investment and 
refurbishment, aligned with their growing middle class 
and longer life expectancy.

Global listed property is a decent proxy for 
direct holdings

The re-purposing of physical assets (land and structures) 
is a constant underlying support theme for global 
property, and the shifts in usage and financial value 
build incrementally over time. These are themes that we 
require our real estate specialists to thoroughly explore. 
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Of course, assembling a diversified portfolio of directly-
held international real estate assets is the preserve only of 
the very wealthy, endowments or sovereign wealth funds. 
For individual investors, global listed property is in fact an 
efficient proxy, allowing for a sufficient investment horizon 
/ holding period.

The relative quarterly return from a property stock 
portfolio compared to a basket of companies from other 
industries is ultimately less relevant than the value inherent 
in transformation of a physical asset, in line with (or ahead 
of) inflation. Major real estate investors treat property 
as store of wealth, as well as a source of income. This 
frequently biases them against uncertain ventures in non-
tangible asset types. However, it is clear from the graphic 
below that while listed property returns may diverge from 
the returns of a directly-owned comparable property peer 
group, in the shorter-term, due to general equity market 
influences, the returns correlate much more closely as the 
holding period moves out towards three years. 

Global Listed Property vs. Global Private Real Estate, by 
Holding Period

Source: NCREIF, Morningstar, Cohen & Steers. Q2 2020.  
Private Real Estate data lagged 1 Year to allow for delay in private 
appraisal valuations

Listed global investment funds our clear 
preference

There is no doubt that investing through listed vehicles 
is of great benefit in mitigating the most problematic 
aspects of large-scale property exposure. The trade-off 
for market liquidity and greater shareholder transparency, 
is that listed real estate at times (usually, after shocks) 
moves sharply in price. In general, the idiosyncratic risks 
of a particular property company are better handled in 
the context of a very diverse portfolio.  The correct and 
transparent treatment of holdings across a variety of very 
different taxation systems also argue strongly for using 
listed funds. Lastly, among the most beneficial aspects 
of a quality contemporary listed real estate fund is its 

lack of concentration in a single property type. The chart 
below shows that most years deliver wide dispersion 
(varying returns-outcome ranges) and navigating this 
diverse asset class now necessitates detailed active 
analysis, investment holdings agility and the ability to 
pivot portfolios materially, tilting between all listed real 
estate types based on a coherent company-level analysis, 
combined with a clear view of macroeconomic scenarios.

Wide returns ranges by property asset type is normal

 Source: Cohen & Steers, data to 30.6.2021

The investable property universe is expanding 
fast

Finally, the range of distinct investment strategies now 
possible by the very granular differentiation of property 
types has been a huge opportunity benefit for active 
funds managers in the sector. Many alternative property 
types—particularly data centers, cell towers and self 
storage—joined the industrial sector in buoying the REIT 
market during the pandemic, and they remain vibrant 
today. Meanwhile, sectors such as health care, hotels 
and apartments are benefiting from progress on both the 
medical and economic fronts. 

Not only funds managers but end investors are aided 
by the diversification and duration-management scope 
offered by such a larger proportion of the world’s 
property types having become accessible through 
listed investment vehicles. As the graphic shows, some 
segments. like Manufactured Homes and Self Storage, 
while smaller, are growing towards equivalence with the 
traditional segments of Retail and Office. Other property 
types, such as Cell Towers and Data Centres, sit in the 
border country between Real Estate and Infrastructure, 
which is indicative of a transforming world, as well as an 
investment opportunity – not least because they are still 
considered minor industry segments in the broad global 
equity universe. 
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 Source: Cohen & Steers, July 2021

The Sustainability dimension: a green alternative 
to Alternatives?

When looking beyond Australasia into the Global Listed 
Real Estate investment universe, the first key difference 
is that in some key markets, these securities are treated 
as less volatile, and not more so, than the broader 
equity markets. To a degree, this will be a function of 
the stability of the property sector within the national 
or supra-national domicile of the investment vehicle. A 
clear example is the European listed real estate market. 
Due to historical specificities (limited common regulation 
before EU integration, more real estate reliance on bank 
loans than on equity etc.) the European REIT industry has 
developed mainly in the last two decades. However, it 
has proved itself to be very inventive and has taken ESG 
criteria to heart. It is now commonplace to be offered 
“Green Building Fund” investment pools throughout the 
EU, and carbon-neutral architecture is sought after and 
viewed as highly investable for managed funds.

On the drier level of portfolio statistics, European listed 
real estate was examined in detail by Oxford Economics 
(2019) and the conclusion drew attention to a beneficial 
trade-off between elevating volatility in order to access 
a meaningfully-higher asset class return. The study also 
found that listed real estate is expected in the decade 
to come, to contribute most strongly (and efficiently) 
within a higher-growth macro regime. Recall that this 
report pre-dates the CoVid recession, after which growth 
expectations have stepped up based on extensive cross-
European stimulus over the next six years, spending Eur 

750 billion through the NextGenerationEU programme.  
Naturally, given current political and social support and 
the pressure of climate events, much of these funds will 
have ESG-enhancement as critical criteria and Real Estate 
will certainly be no exception to that focus. 

Source: Oxford Economics, example from decade 2010-2019

Conclusions

Real estate has long been viewed as a valuable 
component of investment portfolios, providing a number 
of benefits including high returns, stable income, inflation 
protection and diversification. But investing directly in 
real estate also entails inherent challenges, including high 
unit costs, illiquidity, and the need for continual and costly 
professional management of properties.

Indirect investment through listed equity vehicles offers 
investors a practical solution for avoiding many of the 
inherent challenges associated with this asset class, 
while gaining exposure to a diverse portfolio of real 
estate assets. Historical studies have shown that the 
performance of listed real estate is comparable to direct 
real estate holdings over an investment horizon of at least 
18 months  .

Attitudes to Real Estate vary across the developed world, 
influencing investor choices on grounds other than pure 
rational calculus. While UK, Chinese or Hong Kong 
developers, for instance, may at time behave in ways 
familiar to Australasian property investors, with debt-
burdened holding companies lumbering to the equity 
capital markets for support in their expansion drives, 
such behaviour is rare in other regimes. In continental 
Europe, the sector is often treated and the epitome of 
reliability and pure diversification benefits. Portfolios of 
thousands of apartments, medical facilities or office parks 
are held, either directly or through listed pooled vehicles, 
by large insurers and pension funds. These investors are 
focusing on listed Real Estate’s long-duration asset pool, 
semi-regulated cashflows and demographic support as 
average household size shrinks, populations grow and 
thus, the global housing shortage intensifies.
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Spectacularly difficult (but causally unique) periods, like 
the GFC or the 1987 crash, or the current deep  uncertainty 
about Chinese developers, must not be mistaken for the 
characteristics of a well-diversified and liquid portfolio of 
sustainable property securities. The key lessons of the 
periodic problems that arise in cyclical real estate, is to 
avoid over-concentration in a given, narrow country or 
property type, and to be patient for value gains to accrue 
in time. Relying on a favourable political regime is usually 
a sign of potential fragility, when the company in question 
loses former politic favour.  In the investment property 
domain, that political risk phenomenon is not limited to 
Developing Markets, and can happen anywhere.

Diligent and experienced active management is the 
crucial component of extracting the best portfolio 
contribution from this old asset class, within the assurance 
of an international managed funds vehicle, as it constantly 
re-invents itself. Renewable assets and working or living 
environments are now the key priority for many citizens, 
and we believe the Salt Sustainable Global Property Fund 
provides another bridge for investors to incorporate more 
robust, future-proofed Real Assets to their saving and 
investment planning.


