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REITs: Making Property
Accessible
Publicly traded property stocks, including real estate investment trusts
(REITs) and real estate operating companies (REOCs), allow market
participants to gain exposure to real estate, which is generally an illiquid
asset class, without sacrificing the liquidity benefits of listed equities. They
have also offered higher yields than other equities historically, may serve as
an effective inflation hedge, and could help diversify a portfolio made up of
other asset classes. In addition, index-based products, such as REIT
benchmarks and ETFs that track property, may provide a cost-effective
means of accessing a diversified portfolio of REITs and property stocks.

WHAT IS A REIT?
A REIT is a company that owns income-producing assets related to real
estate, such as buildings, land, and real estate securities. These investment
vehicles were designed to provide a structure for real estate similar to what
mutual funds provide for investment in stocks. REITs were initially created
in the U.S. through the Real Estate Investment Trust Act of 1960 and were
intended to provide individual investors with access to a diversified portfolio
of commercial real estate, an asset class formerly only accessible to large
institutional investors. Through REITs, investors may participate in the
ownership of major office buildings, shopping malls, hotels, apartment
buildings, and other forms of commercial real estate.
To qualify as a REIT, a company must have most of its assets and income
tied to real estate investment and must pay out nearly all of its taxable
income to shareholders in the form of dividends. In the U.S., a REIT must
meet the following four requirements.
1. The REIT must distribute at least 90% of its annual taxable income,
excluding capital gains, as dividends to its shareholders.
2. The REIT must have at least 75% of its assets invested in real
estate, mortgage loans, shares in other REITs, cash, or government
securities.
3. The REIT must derive at least 75% of its gross income from rent,
mortgage interest, or gains from the sale of real property. Also, at
least 95% of gross income must come from these sources combined
with dividends, interest, and gains from securities sales.
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4. The REIT must have at least 100 shareholders, and less than 50% of
the outstanding shares must be concentrated in the hands of five or
fewer shareholders.
There are two main types of REITs: equity REITs, which purchase and
manage direct investments in real estate, and mortgage REITs, which
purchase loans and other debt instruments collateralized by real estate. A
smaller and less significant category is hybrid REITs, which are a
combination of equity and mortgage REITs.

The Evolution of REITs
The basic concept of REITs originated with the business trusts that were
formed in Massachusetts in the mid-19th century, when the wealth created
by the industrial revolution led to a demand for real estate investment. The
first REIT was set up in 1961, but it took several decades before REITs were
fully accepted as a viable asset class.

REITs have evolved
into a mature asset
class, with more than
USD 1 trillion in market
capitalization.

The foundation for the modern REIT market was laid in the 1980s, when the
U.S. real estate market boomed and subsequently went bust. Overbuilding
coupled with a reversal of a key tax shelter led to a decline in property
values during the second half of the decade.
The decline in property values was a blessing in disguise for REITs, as it
allowed them to acquire properties at cheap prices and served to buoy
subsequent REIT performance. Between 1991 and 1993, the S&P U.S.
REIT Index generated an average annualized return of approximately 20%.
As demand for their shares began to rise, many REITs transformed
themselves from private entities to public companies in order to take
advantage of attractive valuations. In fact, some of the largest REITs went
public during this time (e.g., Duke Realty, Kimco Property, and Simon
Property Group). By 1994, the estimated market capitalization of the U.S.
REIT market had reached approximately USD 44 billion, almost six times its
size in 1990. REITs have evolved into a mature asset class, with more than
USD 1 trillion in market capitalization as of year-end 2016 (see Exhibit 1).

EDUCATION | Real Estate 101

2

REITs: Making Property Accessible

December 2017

Exhibit 1: U.S. REIT Market Cap

Since the IPO boom of
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REIT market has
continued to gain
acceptance among
investors.
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Source: National Association of Real Estate Investment Trusts. Data as of year-end 2016. Past
performance is no guarantee of future results. Chart is provided for illustrative purposes.

Moreover, the breadth of the market has increased to include the 12
property sectors currently available to REIT investors (see Exhibit 2). Newer
sectors include residential properties (e.g., manufactured homes), industrial
properties, self-storage properties, and hotels.
Exhibit 2: U.S. REIT Sector Weights Within the Dow Jones U.S. Select REIT
Index
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Source: S&P Dow Jones Indices LLC. Data as of Oct. 31, 2017. Chart is provided for illustrative
purposes.

Since the IPO boom of the mid-1990s, the REIT market has continued to
gain acceptance among investors. Evidence of this can be seen by looking
at the increased number of REITs in the S&P 500® (see Exhibit 3).
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Exhibit 3: REIT Constituents in the S&P 500
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Source: S&P Dow Jones Indices LLC. Data as of Oct. 31, 2017. Chart is provided for illustrative
purposes.

In September 2016, real estate became a standalone sector within the
GICS® framework, the first such change to GICS since its inception in 1999.
This was viewed as a landmark moment by the REIT industry, with the
recognition that REITs should form their own equity sector. REITs were
elevated from their former position within the financials sector, further
affirming the importance and acceptance of this asset class within the
investment community.
Globally, the property market has continued to evolve. While the U.S. still
has the largest property market as measured by the market capitalization of
public property companies, Japan, the UK, Australia, Hong Kong, and
Canada also have sizable markets (see Exhibit 4). Increased international
representation could bode well for real estate investors, as the wider
opportunity set may provide more chances for diversification.
Exhibit 4: Global Country Exposure – Dow Jones Global Select Real Estate
Securities Index (RESI)
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Source: S&P Dow Jones Indices LLC. Data as of Oct. 31, 2017. Chart is provided for illustrative
purposes.
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Returns and Risks of REITs
REIT and property stock performance has been relatively strong over the
long term, especially when compared with traditional bond and equity
indices. Since 1992, the Dow Jones Global Ex-U.S. Select RESI has had an
average total return close to 8.3%, while the Dow Jones U.S. Select REIT
Index has had an average annualized return of approximately 10.5% (as of
Oct. 31, 2017; see Exhibit 5).
Exhibit 5: REIT Performance Versus Other Asset Classes
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Source: S&P Dow Jones Indices LLC, Bloomberg. Data from Dec. 31, 1992, to Oct. 31, 2017. Index
performance based on total return. Past performance is no guarantee of future results. Chart is provided
for illustrative purposes and reflects hypothetical historical performance. Please see the Performance
Disclosure at the end of this document for more information regarding the inherent limitations associated
with back-tested performance.

The standard deviation of REIT performance has been somewhat more
volatile than common stocks in recent years (see Exhibit 6). This trend was
exacerbated during the most recent financial crisis, as REIT shares suffered
a larger and more pronounced drawdown since real estate was at the
epicenter of the crisis.
Exhibit 6: Rolling 12-Month Standard Deviation of REIT Returns
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Source: S&P Dow Jones Indices LLC. Data as of Oct. 31, 2017. Past performance is no guarantee of
future results. Chart is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosure at the end of this document for more information regarding the
inherent limitations associated with back-tested performance.
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REITs generally exhibit strong long-term performance characteristics, but
they may provide some additional benefits, including modest correlations
with other asset classes, high current income, a potential hedge against
inflation, and limited investment risk.

Modest Correlations With Other Asset Classes
REITs also may provide
modest correlations with
other asset classes,
high current income, a
potential hedge against
inflation, and limited
investment risk.

Correlations measure the co-movement of one asset class relative to
another and can allow investors to structure broadly diversified portfolios
with attractive risk/return profiles.
The correlation between the Dow Jones Global Ex-U.S. Select RESI and the
S&P 500 from December 1992 to October 2017 was approximately 0.65
(see Exhibit 7). The Dow Jones U.S. Select REIT Index displayed a slightly
lower correlation with the S&P 500 over this period, at approximately 0.53.
It’s important to note that short-term correlations can deviate from long-term
averages during periods of stress such as the most recent financial crisis.
During the financial crisis, short-term correlations between REITs and stocks
rose above 0.8.
Exhibit 7: Correlation Matrix
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Source: S&P Dow Jones Indices LLC, Bloomberg. Data from Dec. 31, 1992, to Oct. 31, 2017. Past
performance is no guarantee of future results. Table is provided for illustrative purposes and reflects
hypothetical historical performance. Please see the Performance Disclosure at the end of this document
for more information regarding the inherent limitations associated with back-tested performance.

Comparing Dividend Yields Across Asset Classes
Since 1999, approximately 40% of the total return of the Dow Jones U.S.
Select REIT Index has come from dividends. During periods of heightened
volatility, this income could act as a buffer and may mitigate negative price
movements.
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Historically, the Dow Jones U.S. Select REIT Index has produced higher
dividend yields than the S&P 500 (see Exhibit 8). Since 1999, this has
resulted in an additional 2.8% in yield pickup on average. More recently, the
gap has narrowed to approximately 1.8%. In a low-yield environment,
however, this difference remains significant.
Exhibit 8: Dividend Yields for REITs Versus Stocks
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Source: S&P Dow Jones Indices LLC. Data compiled quarterly as of Sept. 29, 2017. Past performance
is no guarantee of future results. Chart is provided for illustrative purposes.

Since 1999, bonds (as measured by Moody’s Baa Corporate Bond) have
provided approximately 1.50% higher yield than REITs (as measured by the
Dow Jones U.S. Select REIT Index; see Exhibit 9). However, bonds and
REITs offer different risk/return profiles. Most notably, bonds typically
provide a promise of repayment at par, which can act as a limiting factor on
both their upside and downside price movements. If market participants
purchase bonds at par and hold them to maturity, they know in advance that
the rate of return is equal to the coupon and that 100% of the total return will
come from income. REITs, on the other hand, have historically generated
approximately 50% of their total return from income and 50% from capital
appreciation, which is why bonds are typically not considered good
substitutes for REITs.
Exhibit 9: Dividend Yields for REITs Versus Moody’s Baa Corporate Bond
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Source: S&P Dow Jones Indices LLC, U.S. Federal Reserve. Data compiled quarterly as of Sept. 29,
2017. Chart is provided for illustrative purposes. Past performance is no guarantee of future results.
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Hedging Against Inflation

The increased breadth
and depth of sector
coverage in the U.S.
combined with
continued global
expansion of property
stocks and REITS has
led to the development
of a more robust and
sophisticated asset
class.

Property stocks and REITs have often been viewed as inflation hedges
because expected inflation will affect prices of real estate, and rental income
tends to rise along with generalized inflation. However, other factors may
mitigate the impact of inflationary forces. Some of these additional factors
may include real estate supply and demand dynamics, interest rates,
government policies, or even war. Thus, a diversified basket of assets may
be necessary to properly hedge against inflation.

CONCLUSION
REITs were designed to provide individual investors with liquid investment
opportunities in real estate. The increased breadth and depth of sector
coverage in the U.S. combined with continued global expansion of property
stocks and REITS has led to the development of a more robust and
sophisticated asset class. Moreover, potentially high dividend yields,
inflation-hedging attributes, and modest correlations with traditional asset
classes may serve to reinforce the potential benefits of including property
stocks and REITs within a portfolio context.
Exhibit 10: ETFs Linked to S&P Dow Jones Real Estate Indices
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Source: S&P Dow Jones Indices LLC. Data as of Nov. 31, 2017. Table is provided for illustrative
purposes.
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PERFORMANCE DISCLOSURE
The Dow Jones U.S. Select REIT Index was launched on December 31, 1998. The Dow Jones Global Select Real Estate Securities Index
(RESI) and Dow Jones Global ex-U.S. Select Real Estate Securities Index (RESI) were launched on March 21, 2006. S&P GSCI was launched
on May 7, 2007. All information presented prior to an index’s Launch Date is hypothetical (back-tested), not actual performance. The back-test
calculations are based on the same methodology that was in effect on the index Launch Date. Complete index methodology details are
available at www.spdji.com.
S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which
there is a calculated value (either live or back-tested) for a given index. The Base Date is the date at which the Index is set at a fixed value for
calculation purposes. The Launch Date designates the date upon which the values of an index are first considered live: index values provided
for any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as
the date by which the values of an index are known to have been released to the public, for example via the company’s public website or its
datafeed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013,
was termed “Date of introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but that
may have been prior to the Index’s public release date.
Past performance of the Index is not an indication of future results. Prospective application of the methodology used to construct the Index may
not result in performance commensurate with the back-test returns shown. The back-test period does not necessarily correspond to the entire
available history of the Index. Please refer to the methodology paper for the Index, available at www.spdji.com for more details about the index,
including the manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as all index
calculations.
Another limitation of using back-tested information is that the back-tested calculation is generally prepared with the benefit of hindsight. Backtested information reflects the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can
completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities, fixed
income, or commodities markets in general which cannot be, and have not been accounted for in the preparation of the index information set
forth, all of which can affect actual performance.
The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices LLC maintains
the Index and calculates the Index levels and performance shown or discussed, but does not manage actual assets. Index returns do not reflect
payment of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are
intended to track the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of
the securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000
investment for a 12-month period (or US $10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the
investment plus accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for the year. Over a three year period, an
annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US
$5,375, and a cumulative net return of 27.2% (or US $27,200).
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GENERAL DISCLAIMER
Copyright © 2017 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are
registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC.
Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission. This document does not
constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively
“S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not
tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its
indices to third parties. Past performance of an index is not a guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment
vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones
Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive
investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation regarding
the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment fund or other
investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to
make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such funds, as
detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or other vehicle.
Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it
considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverseengineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available
to other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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