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An Investigation Into Investing in REITs 
As I continue with your suggestions, many of you have asked about REITs as those have 

fallen from grace over the last 12 months. (BEFORE READING: I HOPE I AM WRONG, 
BUT THIS COULD ALSO SAVE YOU A LOT OF MONEY AND TROUBLE) 
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THE REITs INVESTING RISK AND REWARD SUMMARY 

Let me start by saying that investing in REITs is a game of interest rates! DRUCKENMILLER 
JUST SAID HE DOESN'T KNOW WHERE WILL RATES GO - THOSE COULD GO LOWER AS MOST 
THINK, BUT COULD ALSO GO HIGHER! I don't think there is anybody smarter than 
Druckenmiller in that field, so... invest into predicting where will interest rates go at your 
own peril.  

 

Apart from interest rates, that are the most important factor, we have other factors 
impacting REITs: 

- INTEREST RATES 

- DEBT LEVELS 

- QUALITY OF ASSETS 

- RISK and YIELD 

- INFLATION and RENT INCREASES 

I'll first explain all the above and then I'll discuss 5 REITs where you will see whether 
investing in REITs suits you personally. At the end it is a vehicle to own RE, and you have to 
see how that fits you. 

1) THE INTEREST RATE GAME 

First, REITs are about yield, and thus you always compare the dividend yield with the risk-
free rate you can get in your bank or from your government. With yields going up to 3% in 
Europe and 5% in the US, a dividend yield of 3 or 5% doesn't cut it, and you need at least a 
bit more (of course, depending on the quality of the REIT).  

US 5 YEAR TREASURY YIELD: 

https://www.youtube.com/watch?v=cyR0kA20F6s
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Secondly, REITs are leveraged growth vehicles where the only way to grow is to borrow more 
and then invest. Higher interest rates create a burden on interest payments and can lead to 
dividend cuts over time as a REIT pays a dividend out from available funds. 

Thirdly, higher interest rates lower real estate values. You buy a property in relation to the 
cap rate it has (net operating income vs. price). 

 

Cap rates for real estate went from 11% in 1996 to 8% 2021 but are now rising. Good 
properties also have lower yields in good times and if you pay one million for a cap rate of 
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5% and then the rate goes to 10%, all else equal, the value of the property goes from one 
million to half. The opposite also holds and that is why REITs have been the best performing 
asset class over the last two decades when interest rates went from 6% to 0%. 

 

If we have a decade or two with a reversal in interest rates, REITs might be at the right end of 
the above JPM chart with lower RE values and lower dividend yields due to higher rates. 

So, it is for sure an interest rate game and you have to see how it fits you, things are not 
fixed in the REIT world even if it seemed like that since 2013, but some of you might 
remember the 2007-2012 situation. 

2) DEBT LEVELS 

The average shareholder is always cheering and incentivizing his manager to grow where 
managers can't say no because they would soon be replaced. Therefore, REITs take on debt 
and then buy properties. Over the last decade, interest rates were very low while cap rates 
were above interest rates. In such a situation, you make money on the spread. If you borrow 
at 4% and have rental income at 8%, you make a lot of money.  

However, if the value of the property goes down, the interest goes up and there are issues 
because you can't refinance at the same rate, the bank might put you into trouble and the 
equity on the loan can quickly be erased. 

Thus, for investors, REITs with lower debt levels will be more stable and vice versa.  

The thing is that when debt is cheap, real estate prices are high, and that is exactly the time 
when REITs do most of their investing. Most REITs invested the most money in 2021 to 2023 
where RE prices skyrocketed: 
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A 2007-2010 situation with RE prices falling, something we haven't seen yet, would be 
extremely detrimental to REITs. 

3) QUALITY OF ASSETS 

There are various types of REITs, from residential, commercial to medical or logistic. All these 
sectors have various influences on them and you have to check the specific risk of each REIT. 
Plus, the better properties will have a lower cap rate and vice versa, that is normal when it 
comes to investing. 

Further, REITs did really well in the last 20 years, but the fact is also that there has been so 
much demand for RE from various funds, private investors etc. so that good properties get 
good prices.  

Look at the properties your REIT owns, and think how would those fare in recessions, 
tourism crises, low food prices, low venture capital investments, prisons, bad times for 
bitcoin or whatever REIT related impact. 

4) RISK and YIELD 

I often got questions about REITs that offered dividends of above 10%. At some point in 
time, the dividend yield of the GEO group went to 22%.  
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That wasn't sustainable and now the dividend yield is zero. The stock obviously followed: 
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Now, looking at market mispricing with REITs is a potentially profitable activity, but I don't 
think it is for retail investors. Specialized funds, that know how to deal with bankruptcies and 
both equity and debt seem to be better suited for such ventures. It would be silly for me to 
suit up, take a suitcase and go to court somewhere chasing my interest in a REIT investment 
gone bad. 

Thus, with REITs, it is very often the case that the yield is there because the risk is also there. 
But, the risk is also there when the yield is low due to the perceived quality of the REIT. For 
example, as we will discuss later, Alexandria REIT is specialized in medical properties, a 
sector that was booming in 2021 due to the pandemic and extremely high venture capital 
investments. Investors believed such a situation will last forever and were happy with a 2.5% 
yield. Unfortunately, the trend reverted, venture investments dried up and we now have a 
5% yield. Yes, that means a 50% decline. 
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5) INFLATION and RENT INCREASES 

Now, this should be a positive that should at least in a way lower the impact rising rates have 
on REITs, but the impact isn't that direct and especially not in bad economic times. Plus, it 
seems that inflation isn't enough to compensate for rising rates, especially as RE values go 
down with higher rates. 

Further, logic would suggest inflation should increase RE values. However, in my mind, that 
has already happened in the last 10 years where RE prices doubled on average! Things are 
not linear with financial assets, but often happen much before or much later. 

MY CONCLUSION ON INVESTING IN REITs! 

First, the dividend yield of a good REIT now is 5%, but the cap rates are at 10%. 

 

Therefore, my logic is that it is better for me to invest in such real estate properties myself 
rather than paying 50% of the net income to the management and REIT costs. Of course, 
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learning how to invest in such properties would take at least half a decade of work, but I 
think it is worth it because you can find a good property and simply enjoy the benefits 
forever. To me, REITs seem to leveraged and to aggressive when it comes to common sense 
investing for two reasons: 

I think there are good times to invest in RE and bad times! I bought a house in the 
Netherlands in 2015 because it was a great time, but most REITs spend most of their money 
when real estate prices were at their highest. I have a feeling REITs are behaving like the 
stripper in the movie The Big Short that had 5 leverage properties all bought in 2007. 

 

I feel the above screenshot summarizes the risk of investing in REITs! 

Now, you see REIT prices down and you think now is the opportunity to buy, but you are 
betting on a reversal in interest rates, and a long-term one. Could happen, but I have seen 
too much ugliness related to REITs even in good times, that I don't think the risk is worth it. 
And no, me researching REIT by REIT is also not worth it because I don't like REITs and 
therefore wouldn't find anything, but also because there is so much competition there, that 
it is hard to find something. 

I understand you are attracted by stock prices shooting up, but keep in mind the 1999 to 
2007 period was one with interest rates going from 6 to 2% and the 2010s were a decade 
with ZERO, I repeat, ZERO INTEREST RATES! 

Yes, REIT stocks can go up, but also down. Too much betting there. 
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I think the fact that Buffett doesn't invest in REITs, even if he dipped his toe into Store Capital 
and even exited before the takeover, tells me that there is a risk related to REITs that very 
few of us think about because we simply don't have the knowledge or temporal memory to 
understand the big structural movements in real estate. Since the 1980s things have been 
great, but few of us lived in the 1970s to know how ugly it can get! I wouldn't with a 1970s 
situation to anyone invested in leveraged REITs but don't ask me what can happen. 
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My conclusion, if I wish to invest in RE, I will do it myself when the time is right. The right 
times were the 1970s, 1990s and early 2010s. 

 

So, I think all of us will get the opportunity for amazing real estate investments a few times 
over our lifetime. That is perfectly enough to get all the benefits from RE one can enjoy in 
life and I think Buffett explains it best in his 2013 letter to shareholders: 
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Buffett's ideas applied to REITs would be the following: 

1) Keep things simple - I feel too many are chasing quick profits here! 

2) Focus on the future productivity: if interest rates go higher, while the economy remains 
sluggish (could happen given the debt bubble we are living in), most REITs would be in a very 
bad situation with issues for covering their interest payments and debt levels. Vonovia is 
already selling below book, time will tell if they can sell enough.  

3) Don't speculate - INVEST IN REITs and BE A HAPPY OWNER - IF YOU CAN DO THAT, THEN 
OK - YOU DON'T NEED ANYONE's HELP WITH THAT! 
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4) ENJOY THE CASH FLOWS 

5) INVEST WHEN THERE IS NO DOWNSIDE, AND ONLY UPSIDE LIKE BUFFETT DID! 
Unfortunately, with all listed REITs out there, there is downside. If you buy your own 
property, knowing that you can manage whatever, that no bank can take it from you, then 
you have a good investment that you can enjoy and your grandchildren will too! 

And yes, IT IS NOT EASY, IF IT WAS EASY TO GET AND REMAIN RICH, EVERYBODY WOULD DO 
IT! 

THE REITs SITUATION 

From the peak in December 2021, REITs have lost 30% as the Vanguard Real Estate Index 
fund ETF fell that much since.  

 

REITs started declining as soon as it was clear that interest rates would go up. 
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It is simple logic; if you can get 0% at your bank, you are looking for yield somewhere else, 
but if you can get 5% from your bank as you can now in the US, then suddenly even 5% isn't 
enough anymore and you need at least 7% to cover for the risk of owning a REIT compared 
to the risk-free government rate. 

For example, large REITs like Realty Income NYSE:O are now yielding 6%.  
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With a dividend of $3, at $75 the yield is 4%, at $50, the yield is 6%. If you wonder why the 
yield isn't at 9% given interest rates went from 0% to 5%? The market expects yields to 
decline, as it did expect those to rise back in 2020/2021. Therefore, it all isn't a 
mathematical relation.  

Further on REITs, as interest rates go up, so does their cost of debt increase. Given that REITs 
are usually leveraged real investment vehicles, debt costs are very significant. 
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Realty Income NYSE: O - The QUALITY? 

 

Ok, nothing wrong with the above, but still just 4.3% growth per year. 

However, why I find it very hard to invest in REITs is the following, and each time I look at 
those I get reminded about the negatives. 

Realty income has issued significant amounts of equity over time: 

 

It has also issued significant amounts of debt: 

 

and they just keep on investing huge sums of money where they already spend $6.8 billion 
for real estate in 2023. 



Stock Market Research Platform Sven Carlin  November 2023 

 18 

 

Also, they are now expanding into Europe where they already plowed $9 billion: 

 

My question is, is it possible that REAL ESTATE is a good investment at whatever price and 
wherever? Europe RE a good investment now, after a decade of ZERO interest rates??? 

They spent $28 billion on RE from 2019 to YTD 2023.  
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This means they think Real Estate investing over the last 4 years has been the best way to 
spend money there was. In short, they bought most of their properties while commercial 
real estate prices were at their peak. 

 

Therefore, if I buy O, I am paying top price for real estate. 

Further, on the debt, it isn't that much with $20 billion as they mostly grew by issuing equity, 
but it is still there. 
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And if interest rates go up, their income expense of $653 million for the last 12 months could 
easily double over the next 5 years. 

 

 

Which could put pressure on income and most importantly on cash flows. With $1.8 billion 
spend on dividends, if that drops to $1.2 billion, it would be an issue. 

 

Now, the idea is that as there is inflation, a REIT can easily increase rents and therefore cover 
interest costs. 

More, if the CAP rate is around 8%, why is it that I am happy with 4% dividend yield? 
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The current cap rate is close to 10% as per the Realty Income presentation. So, 4 percentage 
points is what you pay for costs or 40% of your net income. 

Anyway, their plan going forward is to do the following: 
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But, if the AFFO growth isn't as planned due to higher interest rates, lower sales and 
sluggishness while inflation stays at 5% without improvements in RE values due to higher 
rates (keep in mind the market is still expecting lower rates sooner rather than later), the 
above isn't anything spectacular.  
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Alexandria Real Estate Equities  - ARE - LOOKS STANDARD 

 

O was down 30%, ARE is down 50%, which means it is either more leveraged, or the assets 
are of lower quality or I will see: 

 

But, what is interesting is higher volatility while the yield is lower compared to O. 

Or, it was just booming as Cathy Wood was promoting genetics and things like that, with 
high demand for such spaces due to high investments in startups, that now has dried up. 
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It sounds very sexy: clusters: 

 

Ok, you own the following: 
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Funds from operations grow: 
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Good tenants 

 

Extremely high collection: 
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High occupancy: 
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As all other REITs, they grow by issuing debt: 

 

and equity 

 

Now, debt and equity didn't grow from 2007 to 2013.  

And it took the stock almost 10 years to breakeven. What do you think, where are we now, 
closer to a 2005 to 2007 environment where all looks good or closer to a 2009 to 2011 
environment where all looks ugly? 
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In my opinion, it was all great in 2021, now we are around the mean, and only when things 
get ugly, only then buy REITs, if there are no better opportunities. 

Everyone has this dream of buying something, forgetting about it and enjoying the benefits 
of it forever. Buy a damn building yourself, not a REIT! My uncle was once living in Milan 
where his friend owned the whole apartment building with 40 apartments. He had an ok 
life, no mortgage and didn't even care much about the rent, just that it was normal people 
living in there. That is real estate investing! 

Further on ARE; 5% yield, maybe some growth, but also maybe not, depending on what will 
happen in the future - thus, a normal REIT.  Keep in mind the 10-year no risk Treasury is 
giving 4%.   

oh, by the way, NET DEBT TO EBTIDA is around 5 with most REITS. But keep in mind this is 
EBITDA, that can easily change in a real recession etc.... At higher debt levels, the banks will 
start calling in and buying properties at cap rates of above 10%, the same ones the REITs 
bought at 8%.  
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Allied Properties - Calculate Own Values, not what they say 

 

 

Now, the above looks ugly.  

Huge growth in assets 



Stock Market Research Platform Sven Carlin  November 2023 

 31 

 

But not even close in dividends: 

 

Yes, $12 billion in assets, land, potential, all great: 
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Growth: 

 

and more: 
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So, net debt to EBITA of 5 is already high with many REITs, but they say their 10 is low 
leverage???!?!?!? 
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LONG TERM DEBT IS $3 BILLION - not much, if the value of the assets is correct: 

 

 

With a cap rate at 7%, and 276 million in operating income, the value of the assets should be 
$3.9 billion, in line with the debt, thus there is no value there>>>>>>>!>!>!>!>!>! Their 
values on the balance sheet might not be accurate.

 

Anything can happen, but.... 



Stock Market Research Platform Sven Carlin  November 2023 

 35 

SmartCentres - Looks Good 

 

 

When I looked at SmartCentres a few years ago, there was a lot of potential, let's see where 
the value is now, the stock is certainly much lower. 

Diversified and quality with Walmart: 
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Plus growth: 
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There is land and if I am not mistaken there was improving existing things. 

 

Yes, here it is: 
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They called it intensification: 

 

Plans: 
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This looks good: 

 

Plus, just one capital raise in the last years: 
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Even if interest rates double, they should still be ok, worst case scenario a dividend cut: 

 

All looks good here, we have good tenants, good projects, a good dividend, relatively low 
debt and all.  

The risks are: the CAD for foreigners, higher interest expense eating up parts of the dividend 
(possible for every REIT) and consequently a lower stock price. 

So, when it comes to REITs, it is about owning one, it is about owning REAL ESTATE, not 
gambling on a stock that will go up because the stock that will go the most up in good times 
is the one that will go bust in bad times. So, there is gambling and there is investing, see 
where are you. 

Now, SRU looks good, but this doesn't mean the stock will go up. 

 

The is a possibility the stock goes nowhere in 10 years and all you get is a dividend between 
4 and 8% depending on dividend cuts, interest rates etc. Plus, if the dividend is cut due to 
higher rates, the stock tanks! 

The best positive here is that you can invest, ONLY IF YOU DON'T CARE WHERE THE STOCK 
WILL GO, and simply have it as part of your portfolio where you don't have to think much. 
Over the long-term, reinvesting dividends or investing more, you should do ok but that is it. 

Yes, there is a possibility the stock doubles when things look great and rates are low again, 
but those betting on that, will not have the patience to hold if it doesn't happen sooner 
rather than later.  
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Noratis - bankrupt already, investing in miracles 

 

These guys are bankrupt: 
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The debt of 376 million won't go anywhere, but the real estate they bought using that debt 
isn't worth 376 million because they bought that when interest rates were much lower. I 
would argue that as cap rates in Europe went from 4% to 8%, plus given the ugly economic 
outlook, that is not worth half. So, this company is practically bankrupt as the stock price 
shows. 

Now, anything can happen, but... 

Vonovia - a bet on restructuring, RE sale prices, banks willingness etc... 

The one that bought in March 2023 is now up 50%: 

 

The one that bought in Feb 2023 is still down 10%: 

 



Stock Market Research Platform Sven Carlin  November 2023 

 45 

Vonovia still has a lot of debt, is selling assets go lower the debt burden and nobody knows 
what will be the cash flows on those and what will be interest rates going forward, despite 
the rental numbers being good. Investing or doing anything in life with the bank holding you 
by your balls isn't a great way to go through life:-) 

My investment thesis here: I HAVE NO IDEA WHERE WILL THIS GO, NOBODY HAS, you can 
make bets, that is it! 
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