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Investors have shown a strong interest in real estate  
securities year after year, and 2014 was no exception. 
According to Morningstar, U.S. REIT open-end mutual  
funds saw the largest net inflows last year in more than  
20 years of data. We also observed strong flows into  
REIT exchange-traded funds and institutional separate 
accounts. 

The rationale for a long-term allocation to real estate is  
based on four historical characteristics. We call them  
the Four Pillars of REIT Investing:

1.  Strong total returns
2.  Attractive, growing dividends
3.  Low correlations with other asset classes(1)

4.  Moderate volatility(2)

These traits have been reliable across most market  
cycles, with the exception of the recent financial crisis,  
a period in which many asset classes, including REITs,  
broke away from long-standing patterns. As the effects  
of the financial crisis have subsided, REITs have begun  
to act more consistently with their historical behaviors. 
Importantly, correlations with the broad market have  
declined significantly over the past two years, reinforcing  
the role of REITs as effective portfolio diversifiers. 

Temporary disruptions will occur, however, we believe the  
Four Pillars of REIT Investing have endured through market 
cycles because they are grounded in fundamental and 
structural characteristics of real estate and the REIT structure.  
In the following pages, we take a closer look at each of the  
Four Pillars to highlight how REITs can help investors when 
included in a diversified portfolio.
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Real estate investment trusts (REITs) have served as an effective tool for portfolio 
diversification, providing attractive income, a moderate risk profile and competitive 
returns not perfectly correlated with equities. These long-standing characteristics  
are a direct outcome of the unique nature of listed real estate investments, making  
a strong argument in our view for a strategic allocation.

(1) Correlation is a statistical measure of  how two data series, such as index returns, move in relation to each other. (2) Volatility measures the degree to which a financial instrument’s 
price varies over time, represented by standard deviation.

Exhibit 1: The Four Pillars Are Standing Strong

1. Total Returns 2. Income 3. Correlations 4. Volatility
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Modern  
REIT Era 

(since 1993)
Current  

Yield

vs. Real Estate 
Securities

Trailing  
3 Months

Standard 
Deviation
Trailing  

3 Months

U.S.
Real Estate 33.3% 16.4% 19.7% 10.0% 13.1% 12.0% 11.8% 3.3% – 12.1%
Stocks 14.2% 17.5% 15.6% 7.6% 4.4% 9.5% 9.3% 2.0% 0.52 14.4%
Bonds 6.6% 3.1% 4.6% 4.9% 5.9% 6.2% 6.0% 3.0% -0.07 2.9%

Global
Real Estate 21.9% 14.9% 14.5% 7.9% 10.8% 10.0% 10.8% 3.1% – 8.5%
Stocks 7.6% 13.5% 11.3% 6.7% 3.9% 7.5% 8.0% 2.5% 0.51 11.5%
Bonds -0.6% 0.1% 2.5% 3.7% 5.3% 5.5% 5.6% 2.8% -0.02 4.9%

At January 31, 2015. Source: Bloomberg and Cohen & Steers.

Performance data quoted represents past performance. Past performance is no guarantee of  future results. 
U.S. real estate securities are represented by the FTSE NAREIT Equity REIT Index. U.S. stocks are represented by the S&P 500 Index. U.S. bonds are represented by the Barclays 
Capital U.S. Aggregate Bond Index. Global real estate securities are represented by the FTSE EPRA/NAREIT Developed Real Estate Index. Global stocks are represented by the MSCI 
World Index. Global bonds are represented by the Barclays Capital Global Aggregate Bond Index. See back page for index definitions and additional disclosures.

Annualized Historical Performance
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Pillar 1:  
Strong Total-Return Potential

U.S. REITs have delivered consistent, attractive returns over 
most market cycles and have been resilient in the aftermath  
of the financial crisis. The result has been an impressive 11.8% 
average yearly return since the early days of the modern REIT 
era in 1993, compared with 9.3% for stocks and 6.0% for 
bonds (Exhibit 2). For a $10,000 investment made over that 
22-year period, that translates into an extra $46,000 over and 
above the stock market.(1) Global real estate securities have  
had a similar track record, having widely exceeded global 
stocks and bonds over time (Exhibit 1, page 1).

REITs’ history of outperformance is underpinned by their  
stable business models and the inflation-hedging 
characteristics of real estate—qualities that tend to attract 
long-term investment capital. REITs own, develop and  
acquire properties that produce recurring income tied to 
leases. Landlords generally have the pricing power to raise 
rents over time, and in some countries, rent hikes are tied  
to an official inflation rate. Real estate holdings may also rise  
in value due to strengthening fundamentals, tenant upgrades 
and local infrastructure improvements. We believe these 
dynamics provide a framework for generating attractive  
total returns for shareholders.

Pillar 2:  
Potential for Attractive and Growing Dividends

REITs operate cash-flow-oriented businesses and are required 
to distribute nearly all of their taxable income to shareholders 
(a minimum of 90% in the U.S.). As a result, dividend yields 
tend to be higher than other stocks with similar risk profiles. 
For example, as of January 31, 2015, the FTSE NAREIT Equity 
REIT Index had a dividend yield of 3.3%, compared with  
2.0% for the S&P 500 Index. As a REIT’s cash flows grow, 
it often must raise its dividend to keep its payout above the 
minimum level mandated by REIT legislation. This has led to  
a track record of healthy dividend growth (Exhibit 3). 

Since the financial crisis, U.S. REIT payouts have averaged 
60–70% of cash flows, giving companies greater flexibility to 
invest in property acquisitions, expansions and renovations. 
(Depreciation lowers a REIT’s taxable income, allowing the 
company to retain more of its income while still meeting the 
minimum distribution requirement.) As a result of these low 
payout ratios, further growth in cash flows should translate 
directly into comparable growth in distributions. Based 
on our outlook for a continued recovery in U.S. real estate 
fundamentals, we anticipate meaningful and consistent 
dividend growth over the next several years.

Exhibit 2: Total Returns in the Modern REIT Era
Indexed to 100 at 12/31/92
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At January 31, 2015. Source: Bloomberg and Cohen & Steers.

Performance data quoted represents past performance. Past performance  
is no guarantee of  future results.
U.S. REITs are represented by the FTSE NAREIT Equity REIT Index. U.S. stocks are 
represented by the S&P 500 Index. U.S. bonds are represented by the Barclays Capital U.S. 
Aggregate Bond Index. See back page for index definitions and additional disclosures.

Exhibit 3: U.S. REIT Cash Flow and  
Dividend Growth
Indexed to 100 at 12/31/92
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At December 31, 2014. Source: Cohen & Steers and FTSE NAREIT.

Performance data quoted represents past performance. Past performance  
is no guarantee of  future results.
(a) Actual results through 2014; estimated cash-flow growth for 2015 compiled by  
Cohen & Steers, based on a statistical model using historical data for each company’s net 
income, real estate gains and losses, and expected depreciation and/or amortization of  
assets; the projection of equity REITs was then derived by averaging the model’s projected 
cash-flow growth rates for 2015. (b) Actual results through 2007; Cohen & Steers calculated 
results 2008–2014; estimated dividend growth for 2015 compiled by Cohen & Steers, based 
on a statistical model using historical dividend payout ratios and cash earnings growth as 
inputs; the projection of equity REITs was then derived by averaging the model’s projected 
dividend growth rates for 2015. See back page for index definitions and additional disclosures.

(1) Based on the growth of  a $10,000 investment made on 12/31/1992 held through 
1/31/2015, factoring in reinvested dividends, as measured by the FTSE NAREIT Equity 
REIT Index for U.S. REITs ($116,406 end value) and the S&P 500 Index for U.S. stocks 
($70,834 end value). Performance data quoted represents past performance. Past 
performance is no guarantee of  future results. See back page for additional disclosures.
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Pillar 3:  
Low Historical Correlations

REITs’ diversification potential comes from their tendency  
to react to market conditions differently than other asset 
classes, often exhibiting negative correlations to bonds and 
low-to-moderate correlations with the stock market. Our 
research shows that over the long run, REIT returns are driven 
primarily by the dynamics of a company’s real estate portfolio,  
including cash flows, cash-flow growth and property risk 
premiums. REITs may perform similarly to stocks over 
short time periods, but returns should eventually reflect the 
fundamentals of the underlying property markets. 

During the financial crisis, returns converged for most types  
of stocks, including REITs. This continued for some time  
due to the influence of unprecedented global fiscal and 
monetary policies. However, as market conditions gradually 
normalized, investors began to place greater value on the 
factors that affect the growth of individual companies and 
industries. Monetary and fiscal policies continue to have a 
meaningful effect on returns, particularly in Europe and  
Japan. The difference today is that investors seem to be 
discerning which companies will benefit and which will  
struggle as a result of policy decisions and economic trends. 

Pillar 4:  
Moderate Historical Volatility 

REITs are listed equities, and as such, investors should  
expect a level of day-to-day volatility consistent with return-
seeking assets traded in the public markets in real time. But 
the substantial gains for REITs since the financial crisis have  
also come with a greater-than-usual amount of volatility.  
The good news is that volatility has returned to pre-2007 
levels. We believe this has been a result of improving credit 
conditions and the strong financial position of most REITs 
today. In addition, the normalization of markets after the 
financial crisis allowed investors to focus on the relative 
stability of commercial real estate. 

Other factors may also be contributing to the decline in 
volatility. In recent years, REIT management teams have 
made significant strides in strengthening their balance sheets 
and reducing leverage to sustainable levels. We have also 
observed a welcome trend of real estate companies focusing 
more on core properties in their primary area of expertise, 
selling or restructuring noncore assets to become more 
efficient and to simplify their investment profile. We believe 
these important shifts in business strategy will help maintain 
volatility at moderate levels over the long run, aligned with the 
fundamental characteristics of real estate investment. 

Exhibit 4: REIT Correlations With Equities
Rolling Three-Month Periods
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At January 31, 2015. Source: Cohen & Steers and Morningstar.

Performance data quoted represents past performance. Past performance  
is no guarantee of  future results.
Correlation of  U.S. REITs and U.S. equities is based on the FTSE NAREIT Equity REIT 
Index and the S&P 500 Index. Correlation of  global real estate securities and global stocks 
is based on the FTSE EPRA/NAREIT Developed Real Estate Index and the MSCI World 
Index. See back page for index definitions and additional disclosures.

Exhibit 5: U.S. REIT Volatility
Rolling Three-Month Periods
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At January 31, 2015. Source: Cohen & Steers and Morningstar.

Performance data quoted represents past performance. Past performance  
is no guarantee of  future results.
Volatility based on standard deviation of  daily returns, based on the FTSE NAREIT Equity 
REIT Index. See back page for index definition and additional disclosures.
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Index Definitions
An investor cannot invest directly in an index and index performance does not reflect the deduction of  any fees, expenses or taxes.
The Barclays Capital Global Aggregate Bond Index provides a broad-based measure of the global investment-grade fixed income markets. The Barclays Capital U.S. Aggregate Bond Index 
includes U.S. government, corporate and mortgage-backed securities with maturities of  at least one year. The FTSE EPRA/NAREIT Developed Real Estate Index is an unmanaged market-
weighted total return index, which consists of  publicly traded equity REITs and listed property companies from developed markets whose floats are larger than $100 million and derive more 
than half  of  their revenue from property-related activities. The FTSE NAREIT Equity REIT Index is an unmanaged, market-capitalization-weighted index of all publicly traded REITs that invest 
predominantly in the equity ownership of  real estate. The index is designed to reflect the performance of all publicly traded equity REITs as a whole. The MSCI World Index is a free float-
adjusted market capitalization weighted index that is designed to measure the equity market performance of developed markets. The S&P 500 Index is an unmanaged index of 500 large-cap 
stocks that is frequently used as a general measure of stock market performance.

Risks of Investing in Real Estate Securities. Property values may fall due to increasing vacancies, declining rents resulting from economic, legal, tax, 
political or technological developments, lack of  liquidity, limited diversification and sensitivity to certain economic factors such as interest rate changes and 
market recessions. The risks of  investing in REITs are similar to those associated with direct investments in real estate securities. Foreign securities involve 
special risks, including currency fluctuations, lower liquidity, political and economic uncertainties, and differences in accounting standards. Some international 
securities may represent small- and medium-sized companies, which may be more susceptible to price volatility and less liquidity than larger companies.
Important Disclosures. Performance data quoted represents past performance. Past performance is no guarantee of  future results. The information 
presented above does not reflect the performance of  any fund or account managed or serviced by Cohen & Steers, and there is no guarantee that investors 
will experience the type of  performance reflected above. The views and opinions in this commentary are as of  the date of  publication and are subject to 
change without notice. This material represents an assessment of  the market environment at a specific point in time, should not be relied upon as investment 
advice, is not intended to predict or depict performance of  any investment and does not constitute a recommendation or an offer for a particular security. 
We consider the information in this presentation to be accurate, but we do not represent that it is complete or should be relied upon as the sole source of  
suitability for investment. There is no guarantee that any historical trend illustrated in this commentary will be repeated in the future and there is no way to 
predict precisely when such a trend will begin. There is no guarantee that a market forecast made in this commentary will be realized. 
This article must be accompanied by the most recent applicable Cohen & Steers mutual fund factsheet(s) if  used in connection with the sale of  U.S. mutual 
fund shares.
Copyright © 2015 Cohen & Steers, Inc. All rights reserved.
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REITs Are an Allocation, Not a Trade
Investors should consider the long-term characteristics of 
real estate securities in determining whether a strategic 
allocation may be appropriate, depending on diversification 
needs and investment objectives. We believe the Four Pillars 
of REIT investing make a compelling argument based on their 
potential to enhance risk-adjusted returns, while providing 
attractive income rates that can grow over time. To reap 
the full potential for diversification, we believe there is far 
more benefit to be gained by determining an appropriate 
portfolio mix and rebalancing periodically rather than shifting 
allocations based on changing perceptions about the current 
market environment.

Dispersion of Returns Creates  
Opportunities for Active Management
Despite the increasing use of passive strategies such as 
exchange-traded funds, actively managed REIT mutual funds 
have outperformed their benchmarks more often than not 
over the past 20 years.(1) This is partly due to the dispersion 
of returns among different types of REITs, presenting an 
opportunity to add value through active management. For 
example, in 2014, U.S. REITs focused on manufactured 
homes gained 46% on average, while the free standing retail 
sector had a total return of just 9%.(2) Active managers can 
dynamically shift portfolio allocations to emphasize different 
property sectors, geographies and companies that they 
believe are poised to outperform. Managers may also reduce 
exposure to riskier stocks that index funds must typically 
own as part of their broad-market allocation. Depending on a 
manager’s skill, this approach may provide better outcomes 
for investors over time.

(1) At December 31, 2014. Source: Morningstar. Based on an average of  the percentage 
of  U.S. mutual funds in the Morningstar real estate category that exceeded their respective 
benchmarks each year between 1994 and 2014, net of  fees and expenses; results indicate 
a 57% rate of  outperformance on average. (2) Sector returns calculated by Cohen & Steers 
based on the FTSE NAREIT Equity REIT Index.

We believe a 10–15% allocation to REITs can  
provide valuable diversification potential to a  
portfolio concentrated in stocks and bonds.


