
Page 1 of 6

Market expectations for inflation and economic growth are rising as economies 
begin to recover post COVID. Inflation remains the topic du jour and probably for 
good reason. Having been in a downward trend since 1980, falling from 15% to 
around 2% in the last decade1, inflation is now on the rise. Whether this rise in 
inflation proves to be transitory or not, it is a new environment relative to the past 
and requires careful examination of innovative frontiers in diversifying asset classes.

The Portfolio Construction and Strategy (PCS) Team partners with thousands of 
investment professionals, guiding the portfolio allocations of clients to best meet 
their objectives. Analysis of thousands of client portfolios in the PCS proprietary 
database shows that only 20% of models have a dedicated real estate investment 
trust (REIT) allocation. Furthermore, the team conducted a portfolio optimisation 
study going back more than 20 years, which suggested that REITs comprising 
10% of an equity allocation resulted in the highest risk-adjusted return.2

According to the PCS Team, three of the most common concerns faced by 
investors today can be addressed by incorporating REITs in a diversified portfolio: 
REITs may be an appropriate solution for investors who are concerned about 
higher inflation, are seeking income in the extended low interest rate environment, 
and who may also be looking to diversify away from US growth and technology 
concentrations in the equity portion of portfolios.

1  Survive and thrive during inflation 
Historically, inflation and listed REITs have been positively correlated - as inflation 
expectations rise, so too have valuations for REITs, particularly in times of 
improving economic growth. As shown in the following charts, this relationship 
has existed over the long term, demonstrating the potential for real estate equities 
to benefit from rising inflation expectations when accompanied by economic 
growth.

In the PCS Team’s analysis of the time period since the end of the tech bubble 
(2003) to date (end September 2021), REITs have performed nearly as well as 
broader global equities (MSCI World Index). But we have experienced periods of 
growth accompanied by low inflation 43% of the time, which has been a 
conducive environment for global equities to outperform REITs (see chart in the 
top right quadrant). Looking forward, if we are more likely to experience a period 
of growth and high inflation over the medium term, then this is an environment 
where REITs have historically tended to perform well (top left quadrant) 
compared with other major asset classes. 

REITS: A DIVERSIFICATION TRILOGY 
ADDRESSING KEY CONCERNS IN PORTFOLIOS WITH REITS

1 Source: OECD
2 The portfolios in this presentation are hypothetical and used for illustration purposes only. Modern Portfolio Theory (MPT) was first proposed by Harry Markowitz 
in 1952 and centers around the assumption that investors are risk-averse. This means that given two portfolios with the same expected return, investors will prefer 
the less risky portfolio. Modern Portfolio Theory combined with Mean-Variance portfolio optimization techniques will be utilized to understand how a portfolio can 
be constructed to maximize the achievable risk-adjusted returns (i.e. maximum Sharpe Ratio). Average Balanced Portfolio and Portfolio optimization calculated 
from 1/30/1998 – 12/31/2020. This represents the longest historical time period common among all studied indices. All calculations in USD.
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REITs have tended to perform well during high inflation and rising growth

Source: Janus Henderson, Bloomberg. Chart data from January 2003 to September 2021. Frequency in parenthesis. High/low inflation is defined as greater than/less than 
long-term US Fed target of 2.0%. Growth measured by US ISM Purchasing Manufacturing and Non-Manufacturing Blended Index. Global REITs = FTSE EPRA NAREIT 
Developed Total Return Index, Equities = MSCI World Total Return Index, Bonds = Bloomberg Global Aggregate Credit Total Return Index, Commodities = S&P GSCI Total Return 
Index. 

One of the main reasons REITs have historically performed well during inflationary periods is that they typically provide a reliable and 
growing stream of income. The income generated by REITs via dividends tends to contribute more than half of its total returns.

Income has contributed 60% of global REIT total returns

REITs have historically 
provided a reliable 
stream of income 
during inflationary 
periods

Growth + In�ation (48% of time)

0% 3% 6% 9% 12% 15%

Bonds

Commodities

Equities

REITS

Slowing Growth + In�ation (4% of time)

-60% -50% -40% -30% -20% -10% 0% 10%

REITS

Commodities

Equities

Bonds

Growth + Low In�ation (43% of time)

-5% 0% 5% 10% 15% 20%

Commodities

Bonds

REITS

Equities

Slowing Growth + Low In�ation (5% of time)

-30% -20% -10% 0% 10% 20% 30% 40%

Commodities

Bonds

REITS

Equities

The reason for this is that a recovering economy typically leads to rising rental income coupled with increases in the value of 
underlying real estate assets. Rental contracts are often linked to inflation through annual escalators and are reset when they 
expire. Landlords owning assets with rental pricing power are well positioned to grow cash flows in this type of environment. 
REITs can also generate growth from existing assets, acquisitions, and developments, which historically has enabled their 
earnings and dividend growth to outpace inflation over time. 

Income ReturnPrice Return

4.4%

3.0%

Source: Janus Henderson, Bloomberg. FTSE EPRA NAREIT Developed Total Return Index USD from I January 1990 to 30 September 2021. Past performance is no guarantee 
of future results.

Past performance is no guarantee of future results.



Page 3 of 6

REITS: A DIVERSIFICATION TRILOGY

Source: Janus Henderson Investors, as at 30 September 2021. Note: Global REITs = FTSE EPRA NAREIT Developed Total Return Index; global equities = MSCI World Index; 
global investment grade credit = Bloomberg Global Aggregate Credit Index; global high yield = Bloomberg Global High Yield Index. Yields may vary and are not guaranteed.
*Source: Janus Henderson, Bloomberg as at 30 September 2021. Yields may vary and are not guaranteed. Past performance is no guarantee of future results.

2  An income source in a low-rate world 
The case for REITs is compelling in the continued search for yield in a low-rate 
environment.

Despite some initial concerns, cash flow (via rent collection) for the majority of real 
estate types has remained resilient throughout the pandemic. This has resulted in a 
durable, high-quality income stream for global real estate stocks, making them 
attractive versus other major asset classes, such as general equities and bonds (see 
chart). The dividend yield of REITs remains highly attractive, particularly versus high 
yield bonds where the relative spread remains historically narrow. Global REITs 
overall yield is 3.16% which is competitive with global high yield at 4.66% and easily 
outpaces both global investment grade bonds at 1.54% and US 10-year Treasuries at 
1.49%*. The additional risk in fixed income an investor can bear to generate additional 
yield in a low-rate environment is limited. Investors looking to diversify income 
streams within a portfolio could consider moving a portion of their income-generating 
allocation to global REITs, which can offer more predictable income and attractive 
yields while also providing growth potential in cash flows that can potentially match or 
exceed inflation. 

REITs' overall yield 
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competitive with global 
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both global investment 
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1.54% and US 10-year 
Treasuries at 1.49%*.

REIT yields attractive relative to other fixed income asset classes
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Past performance is no guarantee of future results.
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3  Diversification from US technology and growth
Investors have also had to contend with the issue of portfolio concentration given the 
extended run of US equities’ outperformance. Top of mind is not just the dominance 
of US exposure in equity portfolios (almost 68% of the MSCI World Index) but also 
the corresponding dominance of US growth. As an example, in the US the average 
adviser portfolio has around 77% exposure to the US. Given the structure of the 
MSCI World Index with around 23% weight to the technology sector, investment 
professionals need to be cognisant of the potential dangers of their implicit (or 
explicit) overweight to technology.

For investors not only concerned with concentration in US stocks but also with its 
corresponding technology overweight, REITs have the potential to offer diversification 
that meaningfully improves the investor’s experience if or when there is volatility in the 
technology sector.

Using global REITs to illustrate the ten years surrounding the March 2000 “dot-com” 
peak, global REITs returned 11.7% versus 11.1% for the S&P 500 Index and did so 
with a lot less drama along the way: REITs’ 10-year annualised return was 
accompanied by a standard deviation more than 8% lower. This performance 
difference, plus REITs’ broader equity portfolio diversification potential via lower 
correlations, underscores the attractive potential of REITs as a portfolio diversifier. 

While history is not expected to repeat itself, the dot-com era serves to illustrate the 
potential benefits of REITs diversification. REITs may offer similar or improved returns 
but more importantly, a ‘smoother ride’ accompanied by lower volatility.

REITS: A DIVERSIFICATION TRILOGY
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Source: Janus Henderson, Bloomberg. Period covered 24 February 1995 to 24 March 2005. The "dot.com" peak refers to 31 January 2001. Global REITs = FTSE EPRA NAREIT 
Developed Total Return Index; S&P 500 Total Return Index.

Past performance is no guarantee of future results.



Important information
The views presented are as of the date published. They are for information purposes 
only and should not be used or construed as investment, legal or tax advice or as an 
offer to sell, a solicitation of an offer to buy, or a recommendation to buy, sell or hold any 
security, investment strategy or market sector. Nothing in this material shall be deemed 
to be a direct or indirect provision of investment management services specific to any 
client requirements. Opinions and examples are meant as an illustration of broader 
themes, are not an indication of trading intent, are subject to change and may not 
reflect the views of others in the organization. It is not intended to indicate or imply that 
any illustration/example mentioned is now or was ever held in any portfolio. No 
forecasts can be guaranteed and there is no guarantee that the information supplied is 
complete or timely, nor are there any warranties with regard to the results obtained from 
its use. Janus Henderson Investors is the source of data unless otherwise indicated, 
and has reasonable belief to rely on information and data sourced from third parties. 
Past performance is no guarantee of future results. Investing involves risk, 
including the possible loss of principal and fluctuation of value.
Not all products or services are available in all jurisdictions. This material or information 
contained in it may be restricted by law, may not be reproduced or referred to without 
express written permission or used in any jurisdiction or circumstance in which its use 
would be unlawful. Janus Henderson is not responsible for any unlawful distribution of 
this material to any third parties, in whole or in part. The contents of this material have 
not been approved or endorsed by any regulatory agency. 
Janus Henderson Investors is the name under which investment products and services 
are provided by the entities identified in the following jurisdictions: (a) Europe by 
Janus Capital International Limited (reg no. 3594615), Henderson Global Investors  
Limited (reg. no. 906355), Henderson Investment Funds Limited (reg. no. 2678531), 
Henderson Equity Partners Limited (reg. no.2606646), (each registered in England and  
Wales at 201 Bishopsgate, London EC2M 3AE and regulated by the Financial  Conduct 
Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, 
L-1273, Luxembourg and regulated by the Commission de Surveillance du Secteur 
Financier); (b) the US by SEC registered investment advisers that are subsidiaries of 
Janus Henderson Group plc; (c) Canada through Janus Capital Management LLC only 

to institutional investors in certain jurisdictions; (d) Singapore by Janus Henderson 
Investors (Singapore) Limited (Co. registration no. 199700782N). This advertisement or 
publication has not been reviewed by Monetary Authority of Singapore; (e) Hong Kong 
by Janus Henderson Investors Hong Kong Limited. This material has not been reviewed 
by the Securities and Futures Commission of Hong Kong; (f) Taiwan R.O.C by 
Janus Henderson Investors Taiwan Limited (independently operated), Suite 45 A-1, 
Taipei 101 Tower, No. 7, Sec. 5, Xin Yi Road, Taipei (110). Tel: (02) 8101-1001.  Approved 
SICE licence number 023, issued in 2018 by Financial Supervisory Commission; 
(g) South Korea by Janus Henderson Investors (Singapore) Limited only to Qualified 
Professional Investors (as defined in the Financial Investment Services and Capital 
Market Act and its sub-regulations); (h) Japan by Janus Henderson Investors (Japan) 
Limited, regulated by Financial Services Agency and registered as a Financial 
Instruments Firm conducting Investment Management Business, Investment Advisory 
and Agency Business and Type II Financial Instruments Business; (i) Australia and 
New Zealand by Janus Henderson Investors (Australia) Limited (ABN 47 124 279 518) 
and its related bodies corporate including Janus Henderson Investors (Australia) 
Institutional Funds Management Limited (ABN 16 165 119 531, AFSL 444266) and 
Janus Henderson Investors (Australia) Funds Management Limited (ABN 43 164 177 
244, AFSL 444268); (j) the Middle East by Janus Capital International Limited, 
regulated by the Dubai Financial Services Authority as a Representative Office. No 
transactions will be concluded in the Middle East and any enquiries should be made to 
Janus Henderson. We may record telephone calls for our mutual protection, to improve 
customer service and for regulatory record keeping purposes.
Outside of the US: For use only by institutional, professional, qualified and 
sophisticated investors, qualified distributors, wholesale investors and wholesale clients 
as defined by the applicable jurisdiction. Not for public viewing or distribution. For 
promotional purposes. 
Janus Henderson, Janus, Henderson, Intech, Knowledge Shared and Knowledge 
Labs are trademarks of Janus Henderson Group plc or one of its subsidiaries. 
© Janus Henderson Group plc.
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Conclusion
Given the uncertainties on the horizon, an allocation to REITs within a balanced, diversified portfolio can help address the three 
biggest concerns we see in client portfolios today as they have the potential to:

	■ Survive and thrive during inflation 

	■ Provide an income source in a low-rate world

	■ Diversify from tech and US growth concentrations

ABOUT THE PORTFOLIO CONSTRUCTION AND STRATEGY TEAM

The PCS Team performs customised analyses on investment portfolios, providing differentiated, 
data-driven diagnostics. From a diverse universe of thousands of models emerge trends, themes 
and potential opportunities in portfolio construction that the team believes will be interesting and 
beneficial to any investor.



FOR MORE INFORMATION, PLEASE VISIT JANUSHENDERSON.COM

S&P 500® Index reflects US large-cap equity performance and represents broad US 
equity market performance.
FTSE EPRA NAREIT Developed Index is designed to track the performance of listed 
real estate companies and REITs worldwide.
MSCI World Index captures large and mid-cap representation across 23 developed 
markets (DM) countries.
Bloomberg Global Aggregate Credit Index tracks the performance of global 
investment grade fixed rate bond markets.
Bloomberg Global High Yield Index is a multi-currency flagship measure of the global 
high yield debt market. 
Index performance does not reflect the expenses of managing a portfolio as an index is 
unmanaged and not available for direct investment.
Sharpe Ratio measures risk-adjusted performance using excess returns versus the 
"risk-free" rate and the volatility of those returns. A higher ratio means better return per 
unit of risk.
Standard Deviation measures historical volatility. Higher standard deviation implies 
greater volatility.

There is no assurance the stated objective(s) will be met.
Real estate securities, including Real Estate Investment Trusts (REITs) may be 
subject to additional risks, including interest rate, management, tax, economic, 
environmental and concentration risks.
Concentrated investments in a single sector, industry or region will be more 
susceptible to factors affecting that group and may be more volatile than less 
concentrated investments or the market as a whole.
Actively managed portfolios may fail to produce the intended results. No 
investment strategy can ensure a profit or eliminate the risk of loss.
Diversification neither assures a profit nor eliminates the risk of experiencing 
investment losses.
Janus Henderson and Knowledge Shared are trademarks of Janus Henderson Group 
plc or one of its subsidiaries. © Janus Henderson Group plc.
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