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The speed at which the U.S. recovery is accelerating has taken the market by surprise. Consumers have trillions of dollars of accumulated 
savings they want to spend and businesses are reopening faster than expected. Combined, these drivers have powered global equity markets 
past their 2020 pre-pandemic highs. While these positive data points are welcomed, there remains material disruption in the supply chain 
leading to supply/demand mismatches and the unintended consequence of inflation. Our view is that inflation is a tailwind for the real 
estate industry that will positively influence future cash flows (higher), asset values (higher) and new supply (lower). Investment 
in real estate and REITs create a potential solution to maintaining investor’s purchasing power. 

 
Demand, driven by higher private and public consumption, is 
compounded by the restart of corporate investment and exporting. But 
supply is not keeping up due to production delays, inventory problems 
and challenges with transportation. We think higher wages and prices 
will remain elevated for the next 12-24 months causing short term 
price volatility.  
 
The recent Wall Street Journal Economists Survey demonstrated a 
much steeper Gross Domestic Product (“GDP”) growth than last year’s 
Congressional Budget Office expectation, as demonstrated in Figure 1. 
GDP is spiking and is about to overshoot with the implication that 
inflation can continue to be elevated a little longer than previously 
expected. 

 

Figure 1: Recent projections of the economic recovery exceed initial forecasts. 
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Source: The Wall Street Journal 

 

 
The U.S. Bureau of Labor Statistics reported that the Consumer Price 
Index (“CPI”) increased by 5.0% over the last 12 months, the largest 
increase since 2008. While inflation has exceeded its target, the Federal 
Reserve expects this level to be temporary and has restated its 
willingness to tolerate higher short-term inflation as recently as June 
22nd.  
 
What makes this economic backdrop different is that the expectation 
of inflation, whether transitory or more structural in nature, is coupled 
with the prospect of high growth. Investors should position themselves 
accordingly. 
 

As you can see in Figure 2, REIT dividend increases alone have 

outperformed inflation in 18 of the last 20 years. Over the 20-year 

period, the average compounded annual dividend growth per share was 

8.9% compared to 2.2% for CPI. 

 

 

 

 

 

 

 

 

Figure 2: REIT Dividend Growth per Share vs. Consumer Price Index 2000-2020 

 

 

 

Source: NAREIT, S&P Globe Market Intelligence 2021 
 

 
 

 

 

 

 

REIT’s dividend increases alone have outperformed 
inflation in 18 of the last 20 years. 

 

 
 

An investor’s total return comes from two components, income and 
capital appreciation. In an inflationary environment, real estate 
stands ready to benefit from both, as it has done historically. And 
unlike other real assets, such as commodities and/or precious 
metals, real estate cash flows are underpinned by predictable and 
recurring contractual leases which contain inflation protection 
mechanisms. 
 
Let’s focus first on the income component. Rents reset upon 
renewal or the releasing of vacant space. In the current 
environment, where higher inflation is linked to stronger economic 
growth, rents benefit from and thus hedge past and expected 
inflation. Real estate sectors with short term leases (apartments, 
single family rentals, self-storage, hotels and seniors housing) have 
revenues that move up quickly as lease rates adjust to changes in 
inflation. Multi-year leases (office, retail, industrial and data 
centers) have embedded contractual annual rental rate increases 
tied to the previous year’s rate of inflation as part of their lease 
structures. Finally, we believe that even if inflation does prove to 
be transitory, the market’s expectation of future inflation can 
improve the negotiating power of landlords and result in higher 
rents.



Fueled by greater longevity risk and as alternative 
investments become more institutionally acceptable, 
real estate is becoming an increasingly larger portion 
of asset allocations.  

 

Finally, we believe that even if inflation does prove to be transitory, 
the market’s expectation of future inflation can improve the 
negotiating power of landlords and result in higher rents. 
 
Turning to capital appreciation, increases in underlying cash flows will 

lead to growth in asset values resulting in higher ”NAV” for the REITs 

themselves. As the economy fully re-opens and economic conditions 

continue to strengthen, capital that has accumulated during the 

pandemic will take seek to advantage of improving commercial and 

residential real estate fundamentals. The existing positive yield spread 

over government bonds offers investors a path to generating an 

attractive return on invested capital.  

 

Combining both income and capital appreciation REITs outperform 

equities through all but low inflationary environments as 

demonstrated in Figure 3 below. Periods of high inflation see strong 

income return more than offsetting the temporary softening of prices. 

During periods moderate inflation, although the S&P 500 had stronger 

price returns, income returns for REITs lead to the outperformance 

over S&P 500. 
 
 

Figure 3: REIT returns compared to S&P 500 returns during different inflation periods 
(1972-2020) 

 

 
 

 
 

 
 

 

 

 
 

 

 

 
 

 

 

 

 
 

 

 

 
 

 

 

 
 

 

 

 

 

 
Source: NAREIT, FTSE Nareit All Equity REIT Index and S&P 500 Index 

 

 

REITs also have a built-in financial advantage compared to other 

equities. Debt comes in the form of mortgages (i.e. debt secured by 

property) allowing REITs to borrow both long term and at 

exceptionally attractive fixed interest rates. As inflation grows, the 

largest component of the expense side stays flat while revenues 

expand. 

 

Pension funds continue to source investments that deliver the highest 

expected risk-adjusted return to meet their growing liabilities and are 

lowering exposures to public equity and fixed income as seen in Figure 

4. Fueled by greater longevity risk and as alternative investments 

become more institutionally acceptable, real estate is becoming an 

increasingly larger portion of asset allocations. This greater 

institutional demand ultimately leads to value increases for the 

underlying real estate. 

 
Figure 4: Global Pension Asset Allocation 

  
Source: AON  

 
 

 

 

 

Regardless of the quantum of inflation, REITs 
outperform equities through various inflationary 
environments. 

 
 

 
 

Furthermore, new supply is likely to be muted.  Construction costs 
have risen at well above the rate of CPI, predominantly due to labor 
and raw material costs, pushing up replacement cost. Lumber and 
copper prices, two key building materials, have increased by ~228% 
and ~66%, respectively since the start of 2020. Higher replacement 
costs typically result in a diminishing rate of return on new 
development, making the development of new buildings less 
attractive. This should translate to lower levels of new supply, which 
in turn benefits existing landlords in terms of pricing power and 
further supports higher asset values on existing properties. 
 
 
 
 
 
 
 
 
 
 
 
Our 2021 global outlook published in January, remains unchanged:  
we are embracing the global recovery and 2021 is the beginning of 
the great “REIT-opening”. REITs are up approximately 10% year-to-
date. Our valuation models suggest that global REITs are still 
undervalued and priced at significant discounts to intrinsic value (a 
blend between NAV and discounted cash flow), by up to 30%. 
Assuming a two-year time period to reach intrinsic value and when 
combined with dividend payouts, this equates to an annualized total 
return of 15%-20%. 
 
Investors, large and small, are seeking stable sources of return in an 
increasingly changing world.  The underlying fundamentals and 
characteristics of real estate position it well regardless of whether 
inflation is here to stay or not, making it a critical ingredient in 
portfolio construction. 
 
 
 
 
 

 



 

Disclaimer 
 

Certain statements in this presentation about Hazelview Securities Inc.  and/or Hazelview Securities(US) LLC (together “Hazelview”), its 

affiliates and managed accounts and their businesses, operations, investments and strategies and financial performance and condition may 

constitute forward-looking information, future oriented financial information or financial outlooks (collectively, “forward-looking statements”). 

The forward-looking statements are stated as of the date of this presentation and are based on estimates and assumptions made by Hazelview 

in light of its experience and perception of historical trends, current conditions and expected future developments, as well as other factors 

that Hazelview believes are appropriate and reasonable in the circumstances. There can be no assurance that such forward-looking statements 

will prove to be accurate, as actual results, performance and future events could differ materially from those anticipated in such statements. 

Past performance is not an indication of future returns, and there can be no guarantee that targeted returns or yields can be achieved.  

 

The assets, earnings and value of securities of issuers involved in the real estate sector are influenced by a number of different factors 

including economic cycles, inflation, the cost of capital available to real estate issuers, the level of short and long-term interest rates, the 

timing of increases in supply, consumer confidence, investor confidence in competing asset classes, demographic trends, the policies of 

various levels of governments and the economic well-being of industries such as retail and tourism. Real estate issuers generally are subject 

to certain risks related to their direct ownership of real estate.  Real property investments are affected by general economic conditions, local 

real estate markets, supply and demand for leased premises, competition for other available premises and various other factors.  The value 

of real property and any improvements thereto may also depend on the credit and financial stability of the tenants and upon the vacancy 

rates of the underlying property portfolio.  There are certain types of risks relating to the ownership of real estate, generally of a catastrophic 

nature, such as wars, terrorism or environmental contamination, which may be either uninsurable or not insurable on an economically viable 

basis.  In addition, environmental laws may render a real estate issuer liable for the costs of removal of certain hazardous substances and 

the remediation of certain hazardous locations. Real estate ownership may also require certain significant expenditures, including property 

taxes, maintenance costs, mortgage payments, insurance costs and related charges regardless of whether property is producing income. 

 

This presentation is for informational purposes only and does not represent an offer to sell or solicitation to buy securities. No securities 

commission or similar regulatory authority has reviewed this document and any representation to the contrary is an offence. Information 

contained in this document is believed to be accurate and reliable, however, we cannot guarantee that it is accurate or complete or current 

at all times. The information provided is subject to change without notice and neither Hazelview nor is affiliates will be held liable for 

inaccuracies in the information presented. All amounts in Canadian dollars unless otherwise specified. Neither this document, nor any offering 

memorandum related to such securities, should be distributed, reproduced, or communicated to a third party without the express written 

consent of Hazelview. 

 

Hazelview Securities Inc. is currently registered with the Ontario Securities Commission as a portfolio manager, investment fund manager, 

and exempt market dealer and the U.S. Securities and Exchange Commission as an Investment Adviser. Hazelview Securities (US) LLC is 

registered with the U.S. Securities and Exchange Commission as an Investment Adviser.  Hazelview’s US advisory business is conducted by 

Hazelview Securities (US) LLC. Hazelview Securities Inc. and Hazelview Securities (US) LLC are wholly-owned subsidiaries of Hazelview 

Investment Inc. 

 

Information in this document about Hazelview its operations, investments and strategies, prospects, and financial performance and condition, 

are based on estimates and assumptions made by Hazelview in light of its experience and perception of historical trends, current conditions 

and expected future developments, as well as other factors that Hazelview believes are appropriate and reasonable in the circumstances. 

There can be no assurance that such estimates will prove to be accurate, as actual results, performance and future events could differ 

materially from those anticipated. Past results are not indicative of future performance. These materials are for information purposes only 

and do not constitute an offer to sell or a solicitation to buy securities. They are not to be distributed, reproduced, or communicated to a 

third party without the express written consent of Hazelview.  

 

The assets referred to in this presentation include collective investment schemes which have not been authorized or recognized by the 

Financial Conduct Authority ("FCA") in the United Kingdom. Accordingly, this presentation is not being distributed to, and must not be passed 

on, to the general public in the United Kingdom. This presentation is not to be distributed, delivered or passed on to any person resident in 

the United Kingdom, unless it is being made only to, or directed only at, persons falling within the following categories: (a) if made by a 

person who is not an authorized person under the financial services and markets act 2000 (“FSMA”), is being made only to or, directed only 

at: (i) persons falling within the categories of “investment professionals” as defined in article 19(5) of the Financial Services and Markets Act 

(Financial Promotion) Order 2005 as amended (the “FPO”); (ii) persons falling within any of the categories of persons described in article 

49(2) of the FPO (high net worth companies, unincorporated associations, etc); (iii) persons falling within the categories of “certified high net 

worth individual” described in article 48(2) of the FPO (being individuals who have certified their net worth in the form and as required by the 

FPO); (iv) “self-certified sophisticated investors” described in article 50A(1) of the FPO (being individuals who have certified that they are a 

sophisticated investor, in the form and as required by the FPO); or any other person to whom it may otherwise lawfully be provided. 

 

THIS DOCUMENT IS FOR INVESTMENT PROFESSIONALS AND HIGH NET WORTH COMPANIES AND IS NOT MEANT TO BE USED 

BY RETAIL INVESTORS 

 


