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The current case for REITs
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WHY REITS NOW

• REITs behave more like direct real estate over the long term

• REITs provide investors with inflation hedge attributes of physical real estate yet not compromising on 
liquidity

• The end of the interest rate upcycle has historically been a tailwind for REITs

• REITs typically outperform when growth slows and deliver strong positive returns during early cycle 
recovery phases.

• REITs are discounted relative to private real estate and broader general equity indices

Footnotes/disclosures
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REITs can enhance portfolio diversification
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As of 31 December 2022. Source: Analysis of data from FTSE NAREIT Equity REITs Index, NCREIF National Property Index, and S&P 500 Index from 12/31/1991-12/31/2022. Public REIT returns are 
advanced 4 quarters relative to private real estate returns to adjust for the return lag private equity funds experience due to less frequent measurement compared to public markets.

❖ REITs have behaved more like private real estate and less like stocks over the long term

❖ Low long-term correlations provide important diversification to a portfolio of equities

Over time the correlations of REITs rise with direct real estate and fall with equities
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REITs have a decent record on inflation
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As of 31 December 2022. Source: FactSet, U.S. Bureau of Labor Statistics. Indices represented: FTSE EPRA/NAREIT Developed, MSCI World, FTSE NAREIT Equity REITs, and S&P 500. Rolling 12 month 
time periods from 1 January 2000 – 31 December 2022. Inflation represented by the YoY CPI (with an average of 2.5%).   Past performance does not guarantee future results.

❖ Real estate has performed quite well as an inflation hedge from the data available

❖ Going forward, we feel non–traditional property types are likely to be more resilient and can potentially offer additional 
inflation hedging benefits given strong pricing power on lease rates



For financial professional/institutional use only. May not be used with the public.

REITs have lagged due to rising rates and banking crisis

As of 31 March 2023. Source: FactSet. Global indices: FTSE EPRA/NAREIT Developed, MSCI World, Bloomberg Global Aggregate. U.S. indices: MSCI U.S. REIT Index, S&P 500 Index, Bloomberg U.S. Aggregate Index, and NCREIF ODCE. *ODCE returns reflected are 
preliminary. Returns in USD. Past performance is not a reliable indicator of future performance and should not be relied upon to make investment decisions. Index performance information reflects no deduction for fees, expenses, or taxes.  Indices are unmanaged 
and individuals cannot invest directly in an index. Does not represent any investment strategy. 
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Trailing twelve months total returns
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Reasons why REITs are fairly insulated from a regional 
banking crisis

• REITs have well diversified sources of capital

⎼ REITs source 87% of overall capital from public bond and equity 
markets

⎼ We estimate only 20-25% of total debt capital comes from banks vs. 
~35-40% for CRE more broadly

• Staggered debt maturities and low leverage insulates the 
earnings impact from rising cost of capital

As of 31 December 2022. Source: Principal Real Estate Investors, Morgan Stanley, FactSet, NAREIT. 
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Credit crisis? Why this time may be different for REITs

As of 31 March 2023. Source: FactSet, NAREIT. Returns data is showing average annualized returns realized during Great Financial Crisis from the FTSE NAREIT Equity REITS (U.S. REITs) and S&P 500 
(U.S. equities) indices. Change in sector weights are from the FTSE NAREIT Equity REITs index – Other traditional includes industrial, retail, and multi-family residential | non-traditional includes 
healthcare, hotels, self-storage, net lease, data centers, specialized residential, diversified, other, and land/timber. Past performance does not guarantee future results. Indices are unmanaged and do 
not take into account fees, expenses, and transaction costs and it is not possible to invest in an index.
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12.31.2007 Current

Price to NAV
84.1 93.8

Company leverage (%)
38.3 29.0

% of total debt unsecured
48.4 75.4 

Weighted avg. term to maturity
5.3 years 6.8 years

Interest expense as % of NOI
38.0 19.9 

Interest coverage ratio (%)
2.7 4.5 

Dividend payout ratio (%)
79.1 68.3 

• Painful lessons from the Great Financial Crisis (GFC) resulted in major balance sheet improvement by 
REITs the last 15 years. 

U.S. REIT financial metrics: 2007 vs 2023
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REITs have outperformed following a peak in real yields

As of 31 March 2023. Source: FactSet. Returns data is showing FTSE NAREIT Equity REITs (U.S. REITs) and FTSE EPRA/NAREIT Developed (global REITs) average cumulative total and excess returns over 
the S&P 500 (U.S. equities) and MSCI World (global equities), respectively, during periods of real yields rising 75 bps or more and the 12 months after its peak. Analysis starts January 1, 1997, the start 
of the U.S. TIPs bond market. Past performance does not guarantee future results. Indices are unmanaged and do not take into account fees, expenses, and transaction costs and it is not possible to 
invest in an index.
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The current banking crisis, slowing Fed rate hikes, and rising recession risks should likely mean an end to rising 
real yields in the near future. For REITs, this historically ushers in a period of strong outperformance. 

Average returns of U.S. REITs as real yields rise and the 12 month period after they peak
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As of 31 March 2023. Source: FactSet. Enterprise Value (EV) to EBITDA price multiples are used to measure valuations. The spread plotted is the EV/EBITDA of the FTSE EPRA/NAREIT Developed index minus the EV/EBITDA of the MSCI World index. Expensive and 
cheap valuations are represented by spreads higher or lower than one standard deviation from the mean, respectively. Fair value is represented by valuations between one standard deviation from the mean.
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EV/EBITDA spreads: Global REITs minus equities 
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Global REITs trade a discount to private real estate values

PERFORMANCE
Listed Global REITs: Premium (discount) to net asset value 

As of 31 March 2023.  Source: Principal Global Investors, FactSet, FTSE. This chart illustrates the weighted average Price/Net Asset Value of the stocks in the FTSE EPRA/NAREIT Developed index. The 
historical average represents 20 years. Past performance is not a reliable indicator of future return. Indices are unmanaged and do not take into account fees, expenses, and transaction costs and it is 
not possible to invest in an index.
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NAV estimates have been lowered; REITs still trade at 
discounts
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As of 31 March 2023. Source: FactSet, Principal Real Estate Investors. Price to NAV and change in NAV estimates are shown for the U.S. real estate securities investment universe as defined by the 
Principal team. For illustrative purposes only. Does not represent any investment strategy or reflect fees, taxes, or expenses. 

Listed U.S. REITs by property sector
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One year earnings growth expectations positive for most 
sectors
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As of 31 March 2023.  Source: FactSet, Principal Real Estate Investors. Earnings growth is represented by consensus FFO estimates for the U.S. real estate securities investment universe as defined by 
the Principal team. For illustrative purposes only. Does not represent any investment strategy or reflect fees, taxes, or expenses. 

Listed U.S. REITs: Next twelve months (NTM) earnings growth estimates
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Appendix
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U.S. real estate securities performance
By property sector
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As of 31 March 2023. Source: FactSet, Principal Real Estate Investors. Please see important information section for Principal U.S. real estate securities investment universe description. Returns in USD. 
Past performance is not a reliable indicator of future return. Index performance information reflects no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals cannot invest 
directly in an index. Does not represent any investment strategy. 
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Historical REIT performance when trading at discounts to 
private real estate

As of 31 March 2023. Source: FactSet. FTSE NAREIT Equity REITs Index and NCREIF ODCE. Returns in USD. Past performance is not a reliable indicator of future return and should not be relied upon to 
make investment decisions. Index performance information reflects no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals cannot invest directly in an index.  Does not 
represent any investment strategy. 
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Disc to NAV >15%
3Y return after (ann.)

U.S. REIT ODCE Excess return
Mar-00 13.7% 8.1% 5.6%
Jun-07 -9.0% -11.0% 2.0%
Feb-09 42.3% 4.1% 38.2%
Mar-20 12.1% 8.4% 3.7%

-80%

-60%

-40%

-20%

0%

20%

Jun 2007Sep 2007Dec 2007Mar 2008Jun 2008Sep 2008Dec 2008Mar 2009Jun 2009Sep 2009Dec 2009Mar 2010Jun 2010

C
u

m
u

la
ti

ve
 r

et
u

rn
s

2007-2010

0%

10%

20%

30%

40%

50%

60%

70%

Mar 2000Jun 2000Sep 2000Dec 2000Mar 2001Jun 2001Sep 2001Dec 2001Mar 2002Jun 2002Sep 2002Dec 2002Mar 2003

C
u

m
u

la
ti

ve
 r

et
u

rn
s

2000-2003

-20%
0%

20%
40%
60%

80%

100%

C
u

m
u

la
ti

ve
 r

et
u

rn
s

2020-2023

U.S. REIT ODCE



For financial professional/institutional use only. May not be used with the public.

Listed U.S. REIT valuation spreads

As of 31 March 2023. Source: Citi, FactSet. The historical average spread represents 20 years. Past performance is not a reliable indicator of future performance and should not be relied 
upon to make investment decisions. Does not represent any investment strategy.
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U.S. REIT implied cap rate vs. 10-year real yields
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U.S. REITs have outperformed during past economic 
slowdowns

As of 31 March 2023. Source: The Conference Board Leading Economic Index (LEI), National Bureau of Economic Research (NBER), FactSet. LEI and NBER were utilized to identify business cycle phases since 1990. Returns data is showing average annualized returns 
that occurred from the FTSE NAREIT Equity REITS (U.S. REITs) and S&P 500 (U.S. equities) indices during each phase. Past performance does not guarantee future results. Indices are unmanaged and do not take into account fees, expenses, and transaction costs and it 
is not possible to invest in an index.
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PERFORMANCE
Average annualized total returns during different phases of the business cycle since 1990
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No two recessions are the same

As of 30 April 2020. Source: National Bureau of Economic Research (NBER), FactSet. NBER was utilized to identify past recessions since 1990. Returns data is showing average annualized returns 
realized during these recession periods from the FTSE NAREIT Equity REITS (U.S. REITs) and S&P 500 (U.S. equities) indices. Past performance does not guarantee future results. Indices are unmanaged 
and do not take into account fees, expenses, and transaction costs and it is not possible to invest in an index.
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Base expectation is a moderate recession in 2023. REITs may outperform equities with healthy balance sheets, 
resilient demand from structural demand drivers, and manageable supply conditions.

Average annualized returns during U.S. recessionary periods since 1990
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U.S. REITs are trading at a bargain to general equities

As of 31 March 2023. Source: FactSet. Enterprise Value (EV) to EBITDA price multiples are used to measure valuations. The spread plotted is the EV/EBITDA of the MSCI US REIT index minus the EV/EBITDA of the S&P 500 index. Expensive and cheap valuations are 
represented by spreads higher or lower than one standard deviation from the mean, respectively. Fair value is represented by valuations between one standard deviation from the mean.
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EV/EBITDA spreads: U.S. REITs minus equities 
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As of 31 March 2023. Source: Principal Global Investors, FactSet, MSCI. This chart illustrates the weighted average Price/Net Asset Value of the stocks in MSCI U.S. REIT Index. The historical average 
represents 20 years. Past performance is not a reliable indicator of future return. Index performance information reflects 
no deduction for fees, expenses, or taxes. Indices are unmanaged and individuals cannot invest directly in an index. Does not represent any investment strategy.
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U.S. REITs trade a discount to private real estate values

PERFORMANCEListed U.S. REITs: Premium (discount) to net asset value 
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Important information 
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The Principal U.S. real estate securities investment universe for the growth and valuations dashboard includes an investment universe of approximately 200 common equity securities, which is what is 
used in this analysis. It includes the constituents in the MSCI U.S. REIT Index plus some out of benchmark opportunities that we consider real estate and include in our normal investment universe. The 
performance shown is gross of fees, presented for illustrative purposes and is provided solely for conceptual discussion only and does not represent an actual strategy managed by Principal Real Estate 
Investors. The universe historical return was created with the benefit of hindsight and no representation is being made that any account will or is likely to achieve profits or losses like those shown. Due to 
various risks and uncertainties actual events or results may differ materially from those reflected in the chart. Moreover, actual events are difficult to project and often depend upon factors that are 
beyond the control of Principal Real Estate Investors and its affiliates. The information presented in the chart may contain projections or other forward-looking statements regarding future events, targets 
or expectations and is only current as of the date indicated.  There is no assurance that such events or projections will occur and may be significantly different than that shown here. The outputs of the 
assumptions are provided for illustration purposes only and are subject to significant limitations. “Expected” estimates are subject to uncertainty and error. Because of the inherent limitations of all 
models, potential investors should not rely exclusively on the model when making an investment decision. The model cannot account for the impact that economic, market, and other factors may have 
on the implementation and ongoing management of an actual investment portfolio. Unlike actual portfolio outcomes, the model outcomes do not reflect actual trading, liquidity constraints, fees, 
expenses, taxes and other factors that could impact future returns.

All figures shown in this document are in U.S. dollars unless otherwise noted. All assets under management figures shown in this document are gross figures and may include leverage, unless otherwise 
noted. Assets under management may include model-only assets managed by the firm, where the firm has no control as to whether investment recommendations are accepted, or the firm does not have 
trading authority over the assets.

The opinions and predictions expressed are subject to change without prior notice. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such 
investment or security, nor an indication that Principal Global Investors or its affiliates has recommended a specific security for any client account. The complete list of all securities recommended by 
Principal Global Investors for its representative portfolio is available upon written request. Subject to any contrary provisions of applicable law, Principal Global Investors and its affiliates, and their 
officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or 
omissions in this document or in the information or data provided in this document.

Past performance is no guarantee of future results and should not be relied upon to make an investment decision. Investing involves risk, including possible loss of principal. All figures shown in this 
document are in U.S. dollars unless otherwise noted. All assets under management figures shown in this document are gross figures, before fees, transaction costs and other expenses and may include 
leverage, unless otherwise noted. Assets under management may include model-only assets managed by the firm, where the firm has no control as to whether investment recommendations are 
accepted, or the firm does not have trading authority over the assets.

This document is intended for sophisticated institutional and professional investors only and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity 
in any jurisdiction or country where such distribution or use would be contrary to local law or regulation, or otherwise distributed in whole or in part, by the recipient to any other person or organization.   

This material may contain 'forward-looking' information that is not purely historical in nature and may include, among other things, projections and forecasts. There is no guarantee that any forecasts 
made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.

Risk disclosure
Investing involves risk including possible loss of principal. Past performance is no guarantee of future results. Potential investors should be aware of the risks inherent to owning and investing in real 
estate, including: value fluctuations, capital market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. Real estate investment options are subject to some risks 
inherent in real estate and real estate investment trusts (REITs), such as risks associated with general and local economic conditions. Investing in REITs involves special risks, including interest rate 
fluctuation, credit risks, and liquidity risks, including interest conditions on real estate values and occupancy rates. Asset allocation and diversification do not ensure a profit or protect against a loss.
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Important information
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Other APAC Countries, this material is issued for institutional investors only(or professional/sophisticated/qualified investors, as such term may apply in local jurisdictions) and is delivered on an 
individual basis to the recipient and should not be passed on, used by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a commodity pool operator (CPO) and is a member of 
the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) under CFTC Regulation 4.7.

Principal Real Estate is a trade name of Principal Real Estate Investors, LLC, an affiliate of Principal Global Investors. Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC. 

© 2023 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are registered
trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and may be used only with the permission of Principal 
Financial Services, Inc.

2868269 


	Slide 1: The current case for REITs
	Slide 2: WHY REITS NOW
	Slide 3: REITs can enhance portfolio diversification
	Slide 4: REITs have a decent record on inflation
	Slide 5: REITs have lagged due to rising rates and banking crisis
	Slide 6: Reasons why REITs are fairly insulated from a regional banking crisis
	Slide 7: Credit crisis? Why this time may be different for REITs
	Slide 8: REITs have outperformed following a peak in real yields
	Slide 9: Global REITs are trading at a bargain to general equities
	Slide 10
	Slide 11: NAV estimates have been lowered; REITs still trade at discounts
	Slide 12: One year earnings growth expectations positive for most sectors
	Slide 13: Appendix
	Slide 14: U.S. real estate securities performance 
	Slide 15: Historical REIT performance when trading at discounts to private real estate 
	Slide 16: Listed U.S. REIT valuation spreads
	Slide 17: U.S. REITs have outperformed during past economic slowdowns 
	Slide 18: No two recessions are the same
	Slide 19: U.S. REITs are trading at a bargain to general equities
	Slide 20
	Slide 21: Important information 
	Slide 22: Important information 

