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Real Estate 

Why REITs, why Principal?

Exhibit 1: Total returns by asset class since 2000

As of 30 September 2021. 
Source: Morningstar. This material has been obtained from sources generally considered reliable. No guarantee can be made as to its accuracy. Not intended to represent 
the performance of any particular investment. Indices are unmanaged and do not take into account fees, expenses and transaction costs and one cannot invest directly 
into an index. *Please refer to the disclosures section for more detailed index information. Past performance does not guarantee future results.

Why listed REITs?

Why Principal?

Since their establishment in the U.S. decades ago, publicly traded REITs have 
offered investors the combined benefit of commercial real estate investment 
along with the advantages of investing in publicly traded stocks. REITs have 
grown in size, impact and market acceptance around the world. REITs, REOCs, 
and other real estate stocks own or operate trillions in real estate assets across 
all major global markets. 

REITs are a total return investment, typically providing current income with 
the potential for long-term capital appreciation. REIT dividends and earnings 
are generated by a steady stream of contractual rents paid by tenants of 
their properties. The historical track record of REITs has demonstrated 
low correlations to stocks and bonds, a lower equity beta than stocks, and 
competitive long-term total returns. This is why investors should appreciate  
the differentiated behavior of REITs and the benefits they can offer  
their portfolio.

Increase total return potential
Most investors seek a well-diversified portfolio that maximizes risk-adjusted 
total-return potential. It’s clear public REITs have a long-term track record 
of enhancing returns (evidenced by chart below). Public REITs offer 
numerous opportunities to invest in physical real estate operated by quality 
management teams with strong balance sheets. These companies can take 
advantage of opportunities in private real estate markets and some can 
provide access to unique areas of the property market. 

For Public Distribution in the U.S. For Institutional, Professional, Qualified and/or Wholesale 
Investor Use Only in other Permitted Jurisdictions as defined by local laws and regulations.

Historically a long-term total return enhancer 
relative to stocks and bonds

Liquid, with immediate exposure to real estate 
and lower beta than stocks

Potential dividends from a durable and 
often growing income-stream, plus capital 
appreciation tied to real asset ownership

Diversification through low correlations to 
other asset classes, and within real estate  
across geographies and property types
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Consistent track record of attractive returns

Quality at a reasonable price investment style 
identifies long term opportunities

Portfolio construction process that seeks to 
deliver consistent excess returns through a  
large number of medium-sized active weights 
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Exhibit 2: REITs behave like private real estate, not stocks, over the long term 

As of 30 September 2021.
Source: Analysis of data from FTSE NAREIT Equity REITs Index, NCREIF National Property Index, and S&P 500 Index from 1 January 1990 through  
30 September 2021. Public REIT returns are lagged 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.

As of 30 September 2021. 
Source: Datastream, UBS. Beta calculated using the slope coefficient of monthly REIT returns (FTSE EPRA/NAREIT Developed Index) vs monthly returns of 
equities (MSCI World Index) over rolling 36 month periods. This beta explains how much REIT returns fluctuate relative to broader equities. A beta of less than 
1.00 means REIT returns do not go up or down as much as equities and vice versa for a beta over 1.00.

Over time the correlations of REITs rise with direct real estate and fall with equities

Exhibit 3: REITs are often low beta compared to equities 
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Low correlations to other public equities

The behavior of REIT stocks also leads to important diversification benefits through low correlations. Although many 
investors assume public REIT prices move in tandem with public equities, global and U.S. REITs are not perfectly correlated 
to equity markets, despite offering the same benefits of liquidity. In fact, when an investor increases their time horizon for 
holding REITs, as shown in charts below, REIT returns behave less like equities and more like underlying private real estate. 
That type of behavior can add important diversification to a portfolio of equities and bonds.

Public REITs are a relatively low beta equity investment
When building a portfolio of different assets, an asset’s beta is critical in understanding the impact on portfolio volatility.  
While standard deviation will explain the volatility of an asset’s return compared to its expected mean return, beta will 
explain how much an asset return will fluctuate relative to another asset.  With global REITs possessing a beta typically less 
than 1.0 versus global stocks, REITs tend to perform differently relative to equities in various environments. An allocation 
to REITs can help smooth out the overall volatility of your portfolio. REITs exhibit durable cash flow streams, high return on 
capital (dividends), and real asset ownership that can contribute to their defensive (i.e. lower beta) nature.
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Historical trend of rising income stream
Historically, REITs have been sought after for their higher dividend yields compared to most equity products. Due to their 
structure, REITs are not subject to taxes at the corporate level, and they distribute the majority of their taxable income 
to shareholders as dividends. Importantly, REIT dividends may provide a source of growing income for investors, with an 
average growth of 5.4% annually the past ten years. These growing cash flows are tied directly to the REIT’s physical assets, 
with steadily improving occupancies and rents from leasing assets.

Immediate exposure to real estate
As publicly traded entities, REITs are priced daily and are sometimes perceived as more volatile when compared to private 
equity real estate investments. However, the lagging appraisal method used by private real estate investments may not 
reflect large changes in real estate prices as they occur. The publicly traded nature of REITs reflects immediate changes 
in investor-required returns for real estate. Public REITs also offer transparency to operations and investor scrutiny of 
management. REITs provide an alternative to investing in physical real estate, which often requires a large capital and  
time commitment, by allowing immediate exposure to commercial real estate with a relatively small amount of initial 
capital investment. 

Exhibit 4: Over the last decade, Global REITs have had an average annual dividend growth rate of 5.4%

As of 31 December 2020. 
Source: Factset. Index represented: FTSE EPRA/NAREIT Developed NTR.
Past performance does not guarantee future results. Dividends are not guaranteed.
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Multiple layers of diversification
Market volatility illustrates the importance of deep diversification for investors. With REITs, investors have access to a 
variety of property markets, each market with its own demand and supply profile. Investors can also access property types 
that are not prominently available in the private commercial market: hotels, healthcare, data centers, and self-storage. A 
global REIT strategy offers an additional layer of diversification by providing access to countries with different currencies, 
monetary policies, and economic cycles. 

30 September 2021. 
Source: FactSet. FTSE EPRA/NAREIT Developed Index country and sector. Due to rounding, percentages may not equal 100%. 

Global sector allocations

Global country allocations

Diversified 18.4% Self-storage 5.2%

Industrial 13.8% Shopping centers 4.9%

Apartments 13.1% Hotels & resorts 2.5%

Office 9.5% Manufactured homes 2.0%

Healthcare 7.2% Single family homes 1.9%

Net lease 7.0% Student housing 0.8%

Data center 6.8% Homebuilder 0.4%

Malls & outlets 6.0% Other 0.4%

United States 58.2% United Kingdom 4.6%

Continental Europe / EMEA 11.8% Australia / New Zealand 4.1%

Japan 10.4% Singapore 3.2%

Hong Kong 4.7% Canada 3.0%
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The Principal Real Estate Investors advantage
Our dedicated REITs capability was founded in-house by lead portfolio manager and chief investment officer, Kelly 
Rush. Kelly has led the team and strategy since the inception of the U.S. strategy in 1998, and has been with Principal 
for 34 years. Kelly and team are backed by a $98.4 billion global real estate company1 with over six decades of history 
investing in real estate. In their fundamental research work the REIT team can leverage the substantial in-house 
resources from private equity and debt real estate professionals, professionals in other asset classes across Principal, 
a team of global economists and top-notch technology and systems.  

Quality at a reasonable price investment style
When selecting stocks for the portfolio we emphasize owning quality companies at a reasonable price (QARP) .  
Our experience has demonstrated, over long periods of time, portfolios with an emphasis on high quality companies 
may deliver attractive results. 

Portfolio construction technique
Our Global and U.S. Real Estate portfolios are constructed with high active share ratios and our sources of alpha 
diversified across a relatively large number of medium-sized active weight positions.  

Importantly, this investment approach strives to deliver consistent and attractive risk-adjusted returns to our clients 
and attractive information ratios, a key metric in measuring the ability of an active manager. 

Why Principal?

Points to consider
Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal.  Potential 
investors should be aware of the many risks inherent to investing in real estate, including: value fluctuations, default risk, 
liquidity risks, leverage, credit risk, occupancy risk and legal risk. All these risks can lead to a decline in the value of the 
real estate, a decline in the income produced by the real estate and declines in the value or total loss in value of securities 
derived from investments in real estate. REIT securities are subject to risk factors associated with the real estate industry 
and tax factors of REIT registration.  International and global investing involves greater risks such as currency 
fluctuations, political/social instability and differing accounting standards. Asset allocation and diversification do not 
ensure a profit or protect against a loss. Dividends are not guaranteed. 
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1 As of 09/30/2021. Experience includes investment management activities of predecessor firms beginning with the investment department of 
Principal Life Insurance Company.

* Small-cap stocks are represented by the Russell 2000 Index. Large-cap stocks are represented by the S&P 500. Global high yield bonds are 
represented by the BBgBarc Global High Yield TR USD; U.S. REITs are represented by the MSCI US REIT GR USD Index; Emerging markets are 
represented by the MSCI EM GR USD Index; Global REITs are represented by the S&P Global REIT Index; Private U.S. real estate is represented by 
the NCREIF ODCE Index; Developed markets are represented by the MSCI World GR USD index; Commodity is represented by the S&P GSCI TR USD 
index; Global investment grade is represented by the BBgBarc Global Aggregate TR USD; TIPS is represented by the BBgBarc US Treasury 	US TIPS 
TR USD.

Important Information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be 
construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events regarding 
an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information presented has 
been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. 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 the investment manager 
or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager 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 the information or data provided.

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.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information 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.

This document is issued in:

•	 The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

•	 Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) Limited is regulated 
by the Central Bank of Ireland. 

•	 United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is 
authorised and regulated by the Financial Conduct Authority (“FCA”).

•	 In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as 
defined by the MiFID). The contents of the document have been approved by the relevant entity. Principal Global Investors is a global asset management 
company and strategies may be accessed from entities other than that which is issuing this document. Clients that do not directly contract with Principal 
Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”) will not benefit from the protections offered by the rules and 
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with 
PGIE or PGI EU, PGIE or PGI EU may delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, 
the client may not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.

•	 United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai Financial 
Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by 
the recipient to any other person or organisation.

•	 Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of Singapore and 
is directed exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This advertisement or publication has not been 
reviewed by the Monetary Authority of Singapore.

•	 Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities and 
Investments Commission. This document is intended for sophisticated institutional investors only.

•	 This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

•	 This document is issued in Hong Kong SAR (China) by Principal Investment and Retirement Services, which is regulated by the Securities and Futures 
Commission and is directed exclusively at professional investors as defined by the Securities and Futures Ordinance.

•	 For 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.

This material is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to 
local law or regulation. 

Principal Funds are distributed by Principal Funds Distributor, Inc.

© 2021 Principal Financial Services, Inc. Principal®, Principal Financial Group®, and Principal and the logomark design are registered trademarks of Principal 
Financial Services, Inc., a Principal Financial Group company, in the United States and are trademarks and services marks of Principal Financial Services, Inc., 
in various countries around the world.  Principal Global Investors leads global asset management at Principal®.  Principal Real Estate Investors is a dedicated 
investment manager for Principal Global Investors.
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