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Commercial property - Please don’t pick on me!

For many investors, commercial property (often referred to as ‘real estate’) provides an
opportunity to diversify some of the pure equity risk in portfolios. Owning property directly
(either individually or via a ‘bricks and mortar’ fund) comes with liquidity and diversification
challenges. To mitigate this, investment via Real Estate Investment Trusts (REITs), which are
listed on global stock markets, is often used.

A common perception is that REITs are made up of exposure to predominantly offices, retail shopping
centres and warehouses, but that is to miss the much wider scope of what global commercial

property represents these days, as the chart below illustrates.
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Figure 1: Global commercial property is far more than offices, retail malls and warehouses

Source: Morningstar Direct © All rights reserved — sector breakdown of iShares Developed REIT Index (IE) D Acc £'. As at
31/07/2023

Over the past 20 years, global REITS have delivered around 4.5% above inflation and a little under
3% above inflation over 10 years®. That is a pretty good outcome, as it is not unreasonable to expect
that global commercial property has as long-term expected return lying somewhere between those
for bonds and equities, which have delivered around 1% and 5% above inflation historically over the

longer-term3.

A basic attribution analysis* shows that over the past 10 years every property sector has contributed
positively to portfolio returns. Perhaps unsurprisingly — on account of the pandemic’s unforeseen
impact on working patterns - office property has been the worst performing sector over the past five

years.
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The past three year period has been less rewarding than owning the broad global equity market -
almost everything was! REITs are up about 6% and global equities are up around 11% per annum
to 31 July 2023, although much of the return of the latter relates to just a handful of mega-sized US
companies. Over the past year returns have been -12% and +7% respectively. The rapid rise in
interest rates across much of the world will no doubt have contributed to investors’ less optimistic
views on the discounted value of expected future cash flows of real estate companies. All property

sectors over the previous 12 months have delivered a negative contribution to performance. That is
the nature of investing.

Such differences between asset classes may, unfortunately, tempt some investors into questioning
why they continue to own it (or any other investment that has recently performed less well than
others). The doomsters narrative for Global REITs goes something like this ‘shopping malls are
history, everyone knows that online shopping is going to put them out of business’ or ‘offices are
done for, as no-one is going into work these days’. ‘And with interest rates rising...’

Yet that is to ignore two very important aspects of investing.

The first is that every asset class has its day, year or run of years. Over the past few years, that

has largely been the US market and growth-oriented tech stocks in particular. Look back to the
decade from 2000 to 2010 and the US equity market was the laggard as it endured its ‘lost decade’.
The chart below, which you might have seen before, highlights the fact that every asset class has

extended good and bad periods. To lose faith in a sensible allocation, simply on the back of poor
recent performance is best avoided.
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Figure 2: 10-year rolling returns of different asset classes before inflation (to 31/07/2023)
Source: Morningstar Direct © All rights reserved

The second point worth remembering is that all of the information available and investors’ views on
commercial property are already baked into today’s prices, including not only the pessimistic news

but also, for example, the possibility that in the future offices may well be repurposed, perhaps into

city living. Unless something fundamentally changes the validity of the decision to invest in the first

place, it makes good sense to stay with the strategy, despite disappointing performance. Don’t pick
on commercial property just because it is out of favour.
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End notes.

1.
See here for sector definitions (pp 15-17): https://indexes.morningstar.com/resources/PDF/Methodology %20Documents/
SectorArticle.pdf

2.
Using the S&P Global REIT Index in GBP to 31/07/2023

3.
Broad estimates based on long-term data (e.g. IA SBBI)- for illustration purposes only.

4.
Internal research by Albion Strategic Consulting 2023

Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2023. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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