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REITS: An all-weather investment
Executive summary
• Investors often consider real estate investment trusts (REITs)
as similar to fixed income securities, which can offer a steady
income stream and historically outperforming equities when
interest rates fall.
• REITs can also deliver capital growth, benefiting from economic
growth to a greater extent than fixed income securities. This
could lead investors to believe that REITs will underperform
when interest rates rise.
• However, research shows that REITs tend to deliver consistent,
positive performance whether interest rates are
rising or falling.
• Multi-asset investors should therefore consider any
overreaction to rising market rates as a possible
buying opportunity.

Introduction

Investors often perceive REITs as having similar characteristics
to fixed income securities. This is true to an extent. REITs can offer
a consistent income stream, at a similar yield to investment-grade
(IG) credit and ahead of the dividend yield available from equities
(see Chart 1).
Chart 1: Income yield
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Source: Bloomberg. REITs measured by FTSE EPRA/NAREIT US REIT
Index, Equities by S&P 500 Index, and IG Credit by Bloomberg Barclays
US Corporate Total Return Value Unhedged USD Index. Indexes are
unmanaged and have been provided for comparison purposes only.
No fees or expenses are reflected. You cannot invest directly in an
index. For illustrative purposes only. PAST PERFORMANCE IS NOT AN
INDICATION OF FUTURE RESULTS.
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The case for REITs as interest rates rise

However, a key differentiator for REITs versus fixed income is their
potential to benefit from economic growth and outperform fixed
income in a rising interest rate environment.
Only a portion of REIT returns come from rental income, with the rest
from capital appreciation. As economic conditions improve, the value
of buildings owned by REITs rises as businesses seek additional
space. Supply of space cannot respond as quickly in response to this
increased demand, due to limitations on land availability, planning/
zoning restrictions, and long construction lags. This pushes pricing
power to commercial real estate landlords, who are able to ask
prospective tenants for higher rents and raise distributions
to shareholders.
Interest rates generally tend to rise when economies as performing
well, to prevent them from overheating. It therefore logically follows
that REITs could (and, as we will show, historically do) perform
positively as interest rates rise.

An investment for all seasons

Chart 2 shows the performance of US REITs since 2000 both in
absolute terms and relative to equities and investment grade
corporate debt. We have split performance into periods where the
10-year U.S. Treasury yield was rising or falling, and where corporate
debt credit spreads were widening or tightening. We use the 10-year
yield as the measure of interest rate movements, as it is the
underlying market ‘risk-free’ interest rate. Corporate bond yields
comprise the ‘risk-free’ rate and a premium to compensate for the
risk of default (known as the credit spread). We can use credit
spreads as a proxy for economic growth, tightening when economic
growth is higher, as there is less general risk of corporate debt
defaults. Credit spreads link economic growth expectations with
fixed income returns, making them a very useful metric for
historical analysis.
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Chart 2: REIT returns in changing credit spread and bond yield environments (2000-2017)
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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RETURNS.
Source: Bloomberg. Quarterly Returns in USD. REITs measured by FTSE EPRA/NAREIT US REIT Index, Equities by S&P 500 Index, and IG Credit by
Bloomberg Barclays US C
 orporate Total Return Value Unhedged USD Index. (Counts (10Y/Spreads) Rising/Widening 5.6%, Falling/Widening 33.3%,
Rising/Tightening 41.7%, Falling/Tightening 19.4%). For illustrative purposes only.
Indexes are unmanaged and have been provided for comparison purposes only. No fees or expenses are reflected. You cannot invest directly in
an index.
The securities referenced on the preceding chart share may share many similarities but also have important differences. The information below
provides additional information regarding the characteristics for these securities. Because bonds are debt structures, they receive payment
before shareholders of equities when a company files for bankruptcy. Unlike bonds, stocks are considered part ownership of a company. Bonds
may be issued by companies with low or no credit rating and may be of lower financial standing than more established companies, risking the
loss of money invested due to the company’s default. Companies with such characteristics may offer equity but this is not always the case. Also
unlike equities, a company which issues bonds may potentially redeem the bond upon maturity. Stocks have the potential to exhibit long term
growth while bonds are often times used for income potential. Bonds pay interest bi-annually. Because the interest paid on a bond is normally
fixed, inflation can potentially erode the value of interest payments over time, while the value of a stock can potentially rise faster than the rate of
inflation. Alternative investments are investments in asset classes other than stocks, bonds, or cash and can include commodities, private equity,
distressed securities, among others. They typically exhibit low correlation with stocks or bonds, can be difficult to determine their market values, be
relatively illiquid, and fees might be higher on alternative investments relative to stocks or bonds.

REITs: An all-weather investment

REITs have performed positively versus investment-grade credit
when yields are rising, driven by economic growth. In addition, REITs
outperformed at least one of equity and investment grade credit in
each quadrant. This makes them an attractive proposition when held
within a multi-asset portfolio.
Splitting out the two factors (interest rates and credit spreads) shows
the performance of each asset class in more detail. Considering
interest rates in isolation, REITs perform similarly in both rising and
falling interest rate environments (see Chart 3).
Chart 3: Quarterly returns in changing interest rate
environments (2000-2017)

03 of 04

Chart 4: Three-year correlation between REITs and US 10-year
interest rate changes
3Y rolling correlation of quarterly REIT performance
and 10Y interest rate changes
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Source: Bloomberg. Quarterly Returns in USD. REITs measured by
FTSE EPRA/NAREIT US REIT Index. Unmanaged index considered
representative of global real estate companies and REITs. No fees or
expenses are reflected. You cannot invest directly in an index. For
illustrative purposes only.
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Turning to credit spreads, changes here have an impact on REIT
performance much more than changes in interest rates (see Chart 5).
S&P 500

10Y Yield Rising
US REITs IG Corporate Debt

10Y Yield Falling

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RETURNS.
Source: Bloomberg. Quarterly Returns in U
 SD. REITs measured by FTSE
EPRA/NAREIT US REIT Index, Equities by S&P 500 Index, and IG C
 redit
by Bloomberg Barclays US Corporate Total Return Value Unhedged
USD Index. Unmanaged index considered representative of global real
estate companies and REITs. No fees or expenses are reflected. You
cannot invest directly in an index. For illustrative purposes only.

Chart 5: Quarterly returns versus changing credit spreads
(2000-2017)
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We see that when 10-year yields are falling, REITs and investmentgrade credit outperform equities. However, when yields are rising,
REITs have historically offered positive returns, outperforming
investment-grade credit. Given their strong performance regardless
of interest rate moves, multi-asset investors should therefore
consider any short-term drop in REITS when interest rates are rising
as a buying opportunity.
The finding that REITs perform similarly in rising and falling interest
rate environments is confirmed by looking at a rolling three-year
correlation of quarterly REIT index returns and changes in the US
10-year rate. The relationship between REITs and government bonds
is not consistent, REITS do not always respond negatively to rising
interest rates. This could be a function of an abnormally long period
of low interest rates. However, the inconsistent relationship was
present prior to the global financial crisis and associated monetary
policy responses.
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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RETURNS.
Source: Bloomberg. Quarterly Returns in USD. REITs measured by FTSE
EPRA/NAREIT US REIT Index, Equities by S&P 500 Index, and IG Credit
by Bloomberg Barclays US Corporate T
 otal Return Value Unhedged
USD Index. For illustrative purposes only.

The capital growth element of REITs and the sensitivity to economic
growth can be seen clearly, with positive performance (marginally
below that of equities) when credit spreads are tightening.
Conversely, when spreads widen, REITs deliver a negative return
although still outperform equities. For the multi-asset investor, REITs
have outperformed one of equities and credit whether spreads are
tightening or widening, meaning an allocation to REITS in an equity
and corporate debt portfolio has historically boosted returns in
either environment.
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Summary
When considering REITs within a multi-asset portfolio, it is important to remember that they have historically performed very
differently to investment grade credit, despite offering a similar income yield.
REIT returns are linked to economic growth through both capital value increases and increased rental growth. REITs have also
historically had higher shareholder returns when credit spreads are tightening than when interest rates are falling.
In summary, REITs can capture the benefits of both credit and equities, and have historically been more immune than equities to falls in
economic growth (as will benefit from rate cuts), and more immune to rising yields than fixed income (as will benefit from economic
growth). If historical trends continue, long-term multi-asset investors could consider any sell-off in reaction to rising yields as a
buying opportunity.

IMPORTANT INFORMATION
PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
Investments in real estate securities may involve greater risk and volatility including greater exposure to economic downturns and changes in
real estate values, rents, property taxes, interest rates, tax and other laws. A REIT’s share price may decline because of adverse developments
affecting the real estate industry.
Foreign securities are more volatile, harder to price and less liquid than U.S. securities. They are subject to different accounting and
regulatory standards, and currency exchange rate, political and economic risks. Fluctuations in currency exchange rates may impact a fund’s
returns more greatly to the extent the fund does not hedge currency exposure or hedging techniques are unsuccessful. These risks are
enhanced in emerging markets countries.
Equity securities of micro-, small and mid-cap companies carry greater risk, and more volatility than equity securities of larger, more
established companies.
Commentary contained within this document is for informational purposes only, and is not intended as an offer or recommendation with
respect to the purchase or sale of any security, option, future or other derivatives in such securities. Some of the information in this
document may contain projections or other forward-looking statements regarding future events or future financial performance of countries,
markets or companies. These statements are only predictions and actual events or results may differ materially. The reader must make his/
her own assessment of the relevance, accuracy and adequacy of the information contained in this document, and make such independent
investigations, as he/she may consider necessary or appropriate for the purpose of such assessment.
The above is for informational purposes only and should not be considered as an offer, or solicitation, to deal in any of the investments
mentioned herein. Aberdeen Standard Investments (ASI) does not warrant the accuracy, adequacy or completeness of the information and
materials contained in this document and expressly disclaims liability for errors or omissions in such information and materials.
Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as advice. Neither ASI
nor any of its agents have given any consideration to nor have they made any investigation of the investment objectives, financial situation or
particular need of the reader, any specific person or group of persons. Accordingly, no warranty whatsoever is given and no liability
whatsoever is accepted for any loss arising whether directly or indirectly as a result of the reader, any person or group of persons acting on
any information, opinion or estimate contained in this document.
Notice to investors in the United States: In the United States, Aberdeen Standard Investments is the marketing name for the following
affiliated, registered investment advisers: Aberdeen Standard Investments Inc., Aberdeen Asset Managers Ltd., Aberdeen Standard
Investments Australia Ltd., Aberdeen Standard Investments (Asia) Ltd., Aberdeen Capital Management LLC, Aberdeen Standard Investments
ETFs Advisors LLC and Standard Life Investments (Corporate Funds) Ltd.
Notice to investors in Canada: Aberdeen Standard Investments (“ASI”) is the marketing name in Canada for the following affiliated entities:
Aberdeen Standard Investments Inc. and Aberdeen Standard Investments (Canada) Limited. Aberdeen Standard Investments (Canada)
Limited, is registered as a Portfolio Manager and Exempt Market Dealer in all provinces and territories of Canada as well as an Investment
Fund Manager in the provinces of Ontario, Quebec, and Newfoundland and Labrador. Aberdeen Standard Investments Inc. is registered as a
Portfolio Manager in the Canadian provinces of Ontario, New Brunswick, and Nova Scotia and as an Investment Fund Manager in the
provinces of Ontario, Quebec, and Newfoundland and Labrador. Both entities are indirect wholly owned subsidiaries of Standard Life
Aberdeen PLC.
© 2019 This material is owned by Standard Life Aberdeen or one of its affiliates. This material is the property of Standard Life Aberdeen and
the content cannot be reproduced.
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