
Background

Until recently, institutional real estate investors tended to focus

on the four primary property types – Office, Apartments,

Industrial, and Retail. However, as the market for more niche

“non-traditional” property types continue to develop,

investors have broadened the scope of their strategies to

include additional sectors, like Alternative Housing, Storage &

Logistics, and Technology. These non-traditional property

types have demonstrated the ability to outperform while also

providing attractive diversification benefits. However, these

property types also come with unique challenges that require

specialized expertise to effectively operate and manage.

A Growing Opportunity
Non-traditional property types are a growing area of interest

to both private and public real estate investors, but the public

REIT market was quickest to embrace these niche property

sectors. The market cap for non-traditional listed REITs has

grown from close to $10 billion in 2000 to nearly $400 billion in

2021, far outpacing the growth of traditional REITs. While non-

traditional REITs account for over 1/3 of the public real estate

market, they only comprise 5-6% of the NCREIF ODCE Index,

most of which is in Self-Storage. The strong public market

expanded the opportunity set for private real estate

managers and should act as a catalyst for increasing non-

traditional exposure within the private market.

Evaluating Performance
Non-traditional sectors have recently outperformed traditional

property types and done so with a lower level of risk. Part of

this outperformance was driven by strong flows into these

sectors which put downward pressure on yields. However,

investors remain bullish on sectors like Self-Storage, Single

Family Rentals, and Manufactured Housing due to their strong

secular tailwinds, attractive rent growth potential and lower

capex requirements compared to Office and Retail.

In terms of diversification, non-traditional property types can

further reduce volatility of a portfolio due to their lower

correlations to traditional property types and equities.

Risks
One reason that private real estate managers have been

slower to move into alternative sectors is the higher level of

operational intensity associated with these assets. For

example, the resources required to lease and manage a 100-

unit apartment building are much different than those

required to manage a portfolio of 100 rental houses.

Unexpected capital expenditures can also pose a risk to an

investment’s cash flow, requiring scale and experience to

better underwrite and mitigate those factors.

ACG’s Position

An allocation to non-traditional property types can increase

diversification and return potential within a real estate

portfolio over the long term. Portfolios with exposure to

traditional property types may consider adding strategies

dedicated to non-traditional property types or to mixed

strategies that have the ability to invest some capital in these

sectors. It is especially important to identify managers with the

scale and expertise to source opportunities in these

fragmented markets and that have the resources to best

manage expenses and drive income growth.

▪ Alternative real estate property types are a growing area of interest due to their strong historical returns and diversification benefits

▪ These sectors tend to have attractive demographic tailwinds, but also come with unique risks

▪ Most diversified real estate strategies are now allocating to non-traditional sectors and should benefit from their inclusion
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All U.S. REITs 0.81 1.00

Health Care 0.71 0.91 1.00

S.F. Rentals 0.85 0.90 0.81 1.00

Man. Housing 0.66 0.85 0.81 0.81 1.00

Self-Storage 0.24 0.57 0.46 0.47 0.42 1.00

Data Centers 0.27 0.35 0.23 0.51 0.46 0.30 1.00
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions

of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG

believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does

not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information

contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,

“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or

performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you

should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a

range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment

risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized

financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in

deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to

which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will

experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future

producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes

only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such

matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,

annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2022 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,

techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted

by any means without the express written consent of Asset Consulting Group.
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