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Q3 2021 Update 
 
Real estate securities have broadly outperformed wider equity indexes in 2021, but modestly underperformed in Q3. 
Performance for global real estate securities was solid in Q3 before a general sell-off in equities began in early September. 
The FTSE EPRA/NAREIT Developed Index ended Q3 down -1%, after a 7% intra-quarter run. Dynamic Global Real 
Estate Fund delivered a return of 2.6% (Series F) in Q3 and is up 17.8% YTD. Top contributors in the quarter largely 
included more growthy sectors like self-storage, industrial, single-family rental, apartments, and manufactured home 
communities. A notable detractor was cold storage companies, who have been impacted by higher labour costs and less 
throughput from customers (largely due to labour shortages).  
 
Like other equities, REIT prices pulled back in early September, however, we think real estate securities have a positive 
outlook due to a number of factors: 1) good growth for most sectors, 2) discounted relative valuation vs. fixed income and 
3) the potential for more M&A activity. 
 
Outlook for Industrial Finds More Ways to Stay Bright 
Demand for industrial real estate remains strong globally as retail firms invest in omni-channel capability (even non              
“e-commerce” companies) and more firms invest in their supply chain as insurance against future disruptions. These are 
secular trends that are driving unprecedented demand. New supply has grown but is not yet enough to offset the increased 
demand and to lift market vacancy off near record lows in most markets. Two things slowing industrial development are 
competition for land (and pricing), particularly in major markets, and zoning. This is putting upward pressure on rents.  
 
With cap rates declining (due to strong demand from private equity and pension funds, among others) and rents rising, 
development margins are widening this cycle. The chart below tracks estimated margins on development projects for four 
US REITs at three points, August 2017, August 2019 and August 2021. It shows the increased profitability in development 
from this virtuous cycle (lower cap rates, higher rents). The size of the development margins should drive further NAV 
growth, on top of cap rate compression and rent growth for their existing portfolios. We think this leaves industrial REITs 
with further room to outperform despite strong results for the last several years. 
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Seniors Housing Outlook Bright Despite Recent Weakness in Stocks 
Since July, the seniors housing names in Canada and the U.S. have under-performed, at least partly on fears that Delta 
could slow the recovery in the sector. However, operating trends appear positive and valuations in the private market 
have improved. In August, Blackstone entered the Canadian seniors housing market by buying an interest in 13 properties 
from a pension fund. We think this is bullish for the valuation of seniors housing assets and highlights the amount of 
capital looking to be deployed in the sector.  
 
We think tailwinds will remain in the sector for the medium term as occupancy recovers and pricing power is improved. 
Construction of seniors housing slowed during the pandemic and the cost to build has risen, which should be positive for 
existing operators. Additionally, we are reaching a demographic inflection point where population growth of people 75+ 
starts to rise rapidly. 
 
Activism Reappears, Wall of Capital Starting to Shake the Trees 
Activism has returned to the real estate sector with two recent announcements. Land & Buildings Investment Management 
wrote a letter to the board of Lexington Realty Trust, a US industrial REIT, and Elliott Investment Management wrote a 
letter to the board of Healthcare Trust of America, a US medical office building REIT. Both firms are calling for the boards 
to maximize shareholder value, which could include a sale of the companies. There are still many public companies 
trading below their private market valuation and activism is one catalyst to close this gap.  
 
In addition to the activism, the “wall of capital” seeking real estate assets has been a recent catalyst for several companies 
and increases the potential for M&A. There is a sizable pool of capital looking to invest in real estate. They are attracted 
by the relatively high yields vs. fixed income, the steady cash flow, and the potential to finance at low rates. Blackstone’s 
non-traded REIT (BREIT) raised US$8 billion of equity capital in Q3 (~US$15 billion of buying power) that needs to find a 
home (they recently completed the purchase of WPT Industrial REIT for ~US$3 billion). They are not the only non-traded 
REIT raising capital. The high level of equity capital raised for real estate, as well as ample debt availability, is supportive 
of real estate values and arguably puts a floor on the value of some public equities in the most sought-after sectors.  
 
M&A has always been a factor in real estate investing, but we appear to be heading into a period of heightened activity, 
which should support values. 
 
 Inflation Remains Elevated, but Interest Rates Remain Low  
Inflation has been a consistent worry this year, and we are seeing more evidence of it. Inflation has a mixed impact on 
real estate, depending on the property type and the cause of inflation. Inflation at a time of GDP growth is generally good 
for real estate as demand is positive and landlords have pricing power. However, for more operational intensive 
businesses (with gross leases) rising prices, particularly wages, can put pressure on margins, as we have seen in the 
cold storage segment, and labour-related risks remain in the seniors housing sector. Many companies have reported that 
the upward pressure on the cost to build continues to rise and we think this is a positive for most sectors as expensive 
new supply supports rent growth.  
 
One factor driving higher prices is a shortage of labour. The unemployment rate in Canada reached 6.9% in September, 
the lowest since the pandemic began, however the percentage of the working age population with a job is still almost 1% 
below where it was in February 2020. In the U.S. the unemployment rate reached 4.8%, but there are still approximately 
three million people that have not re-entered the workforce. In addition, immigration levels have not returned to pre-
pandemic levels, which puts additional pressure on the job market. 
 
Despite higher inflation, interest rates remain low by historical standards (the 10-year ended Q3 at 1.51% in Canada and 
1.49% in the US) and are supportive of real estate values. We think there is enough cushion in real estate spreads (yield 
differences between REITs and fixed income) to allow for higher interest rates. 

 
Thank you for your continued support. 
 
 
 



 

                                                                           3 
 

VIEWS FROM THE EQUITY INCOME TEAM 

Tom Dicker      Troy MacLean     
Vice President & Portfolio Manager   Portfolio Analyst 
 
Maria Benavente 
Portfolio Manager 
 
 
 

 

* Fund launched November 1996 
** Series launched January 2007 
 
 
 
 
 
 
 
 
 
 
 
 

As of September 30, 2021 YTD 1 mth 3 mth 6 mth 1 yr 3 yr 5 yr 10yr SIR 
Dynamic Global Real Estate Fund 
(Series A) 16.9% -4.9%   2.3% 12.3% 22.0% 9.0% 6.8% 9.7% 7.6%* 
Dynamic Global Real Estate Fund 
(Series F) 17.8% -4.9% 2.6% 12.9% 23.3% 10.2% 8.0% 10.9% 6.8%** 

Dynamic Funds® is a registered trademark of its owner, used under license, and a division of 1832 Asset Management L.P. 
dynamic.ca 
Series A units are available for purchase to all investors, while Series F units are only available to investors who participate in eligible fee-based or 
wrap programs with their registered dealers. Differences in performance between these series are primarily due to differences in management fees 
and fixed administration fees. Performance results for Series F units may also appear higher than for Series A units as the management fee does 
not include the trailing commission. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments. Please read the prospectus before investing.  The indicated rates of return are the historical annual compound total returns including 
changes in unit values and reinvestment of all distributions does not take into account sales, redemption or option changes or income taxes payable 
by any security holder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may 
not be repeated. Views expressed regarding a particular company, security, industry or market sector are the views of the writer and should not be 
considered an indication of trading intent of any investment funds managed by 1832 Asset Management L.P. These views should not be considered 
investment advice nor should they be considered a recommendation to buy or sell. These views are subject to change at any time based upon 
markets and other conditions, and we disclaim any responsibility to update such views.   


