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In Partnership with As an investment advisor, you have been subscribed to the REIT newsletter so

® that you and your clients can stay abreast of this powerful income-generating

Narelt sector. Published quarterly, the REIT Newsletter includes valuable information
® about REITs that you cannot get anywhere else.

Real estate Nareit is the worldwide representative voice for real estate investment trusts—

working for you REITs—and publicly traded real estate companies with an interest in U.S. real
estate and capital markets.

The Case for Global Real Estate

By Rick Romano, CFA, Global Head and Chief Investment Offi-
cer, Global Real Estate Securities, PGIM Real Estate
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What’s a REIT?

Investing in REITs

At PGIM Real Estate, we see two main drivers for the glob-

M2 e al real estate market for the remainder of 2019 and beyond.

Industry News The first major driver is the positive current market back-

drop. Valuations are supported by rising earnings growth
expectations, with rent growth driven by strong supply/de-
mand fundamentals. In fact, the earnings growth of global
REITs has been revised higher by 5% since the beginning
of 2019; this is a sharp contrast to the broader S&P 500,
which has witnessed a 30% drop in growth expectations.
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EARNINGS GROWTH ESTIMATES — GLOBAL REITS VS S&P 500
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Source: Bloomberg and Citigroup. Beginning-of-year EPS growth estimates 2019 are as of 12/31/18.
Current EPS growth estimates 2019 are as of 3/31/19.

New supply is below the long-term historical average as a result of increased com-
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Newsletter Sponsors

W. P. Carey (NYSE: WPC) Announces Second
Quarter 2019 Financial Results

UMH Properties (NYSE: UMH) Completes
Acquisition of Ohio Community

RPT Realty (NYSE: RPT) Reports Second
Quarter 2019 Results: Raises Full Year 2019
Outlook

Regency

Regency Centers Corporation (NASDAQ:

Centers. REG) Reports Second Quarter 2019 Results
NATIONAL RETAIL National Retail Properties (NYSE: NNN)
L A L’g&ﬁfRﬂES Announces Second Quarter Operating Results
MREIC Monmouth Real Estate Investment
Corporation (NYSE: MNR) Announces New
Invesmont Corparabion Acquisition in Lafayette, IN

\\ MACERICH®

Macerich (NYSE: MAC) Announces Quarterly

Results

B COPT

CORPORATE OFFICE
PROPERTIES TRUST

Corporate Office Properties Trust (NYSE:
OFC) Reports Second Quarter 2019 Results

BRIXMOR

Brixmor Property Group (NYSE: BRX
Reports Second Quarter 2019 Results

modity costs during the 2000s and the credit crisis, which crimped funding for develop-
ers. Despite growing fears about a slowdown in economic growth, demand growth re-
mains steady. The aggregate commercial real estate occupancy level is approximately
95%—a near record and also above the fifteen-year historical average of 93.6%.
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HIGHER DEMAND: JOB GROWTH SPURS INTENSE DEMAND
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| Source: Bureau of Labor Statistics as of 12/31/18.

The current environment also presents opportunities for both privatizations and pub-
lic real estate consolidation, with many REITs currently trading at discounts to pri-
vate value. Currently, $326 billion in private real estate funds needs to be deployed.
This dry powder can be used either to buy private real estate assets or privatize
public real estate securities. Both are supportive of real estate valuations.

DRY POWDER TO BE DEPLOYED INTO REAL ESTATE

Private Real Estate Funds
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Source: Prequin as of 2/28/2019. Private real estate funds represent finite closed-end private
real estate funds.

In terms of merger and acquisition (M&A), 2018 was a record-setting year. With
many REITs currently trading at discounts to private value, REITs trading at a stron-
ger capitalization are able to take advantage of this trend by acquiring undervalued
property, which provides an immediate earnings boost.

An environment of low growth and stable rates, which is what we have today, has
also historically proven positive for REITs. During stable federal funds rate periods,
REITs on average returned 13.2%, while the S&P 500 returned 9.8%.
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Source: North American Real Estate M&A Database as of 12/31/18.

E CO PT REIT OUTPEFORMANCE IN STABLE RATE ENVIRONMENTS

CORPORATE OFFICE
PROPERTIES TRUST

(NYSE: OFC)
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BRIXMOR

(NYSE: BRX)

Period # Months Excess (+/-)

1(01/96 — 02/97) 14 31.59% 26.59% | +5.00% H
2 (03/97 — 08/98) 18 -1.40 15.47 I -16.87 :
3(11/98 — 05/99) 7 6.50 19.43 ] -12.93 i
4 (05/00 — 12/00) 8 17.67 -8.39 : +26.06 |
5 (12/01 - 10/02) 11 -1.97 -21.15 1 +19.18 I
6 (11/02 — 05/03) 7 17.32 9.98 ' +7.34 i
7 (06/03 — 05/04) 12 26.12 18.33 i +7.79 I
8 (06/06 — 08/07) 15 11.23 14.75 ! 352 }
9 (12/08 — 11/15) 84 18.92 15.25 i +3.67 I
10 (12/15 — 11/16) 12 6.04 8.06 202 __}

Source: Bloomberg, as of 3/31/19. REITs represent the Bloomberg U.S. REIT Index. Stable rate environments
are periods where the federal funds rate is unchanged.

In addition, real estate has delivered solid performance since the current market
rally began in March 2009, but it still may be relatively early in the real estate growth
cycle. Since 1930, according to Nareit, commercial real estate cycles have lasted
approximately eighteen years from peak to peak. The current cycle appears to be
following the same pattern as the last two cycles: stabilization followed by strong
growth.

While the market backdrop remains encouraging, the second major driver for the
global real estate market moving forward is active management. Historically, the
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REITs 12.7% 15.7% REITs 4.7% 9.0%
Stocks . 123 . 07 Stocks 64 . 183
Bonds 6.3 11.2 Bonds 45 35
Source: Morningstar, as of 6/30/2019. Calculated by PGIM Investments using data from Morningstar. All
rights reserved. Used with permission. Stocks are represented by the S&P 500 Index. Bonds are represented
by the Bloomberg Barclays U.S. Aggregate Bond Index. REITs are represented by the FTSE Nareit All Equity
REITs Index. An investment cannot be made directly in an index. Past performance does not guarantee
future results.

dominant property sectors offering the largest scale and investment opportunity in-
cluded retail centers, apartments buildings, malls, office buildings, and healthcare.
This made up more than 70% of the market in 2010.

Since 2010, the number of REIT stocks across the globe has increased by 17%,
from 282 to 338. In the United States alone, the number of US REIT stocks has
increased 42%, from 115 to 163, and the number of sectors in the US increased
75%, from 12 to 21. As the real estate sector changes and grows, active managers
who are able see growth opportunities and get ahead of the curve can add alpha
for investors.

REIT PROPERTY SECTORS
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Source: FTSE Nareit US Real Estate Index Series as of 12/31/2018.

However, not all REITs are created equal, with historical returns revealing a very
wide dispersion of returns among global REITs. A little more than 57% of the REIT
universe, 238 out of 415 REITs, returned +/-10% from the universe median over the
trailing twelve months (ending June 30, 2019). We believe this dispersion creates
the need for strong, active managers with specialized insight into the real estate
market.
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TRAILING 12 MONTH GLOBAL REIT EXCESS RETURN DISPERSION
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Source: Bloomberg as of 6/30/2019.

Please CLICK HERE to view PGIM Real Estate Disclosures

ABOUT ADVISOR ACCESS

Advisor-Access LLC was designed to bring compelling investment ideas to investors in the form of in-depth interviews
with company management and the latest fact sheets and corporate presentations, in a concise format: the critical
pieces of information an investor needs to make an informed investment decision.
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