
(continued on reverse)

Overweighting real estate investment
trusts (REITs) may result in unwanted risk
Figure 1. Global REITs as a percentage of the global equity market

• As REITs represent a relatively small sector within the 
global equity market (Figure 1), an overweight can 
lead to concentration risk.

• As with other equity sectors within Vanguard Target 
Retirement Funds, we maintain a market-proportional 
allocation to REITs, which has historically averaged 
from 1% to 3%.

• Many investors assume that REITs are a diversifier. 
However, REITs are publicly traded equities and have 
historically been highly correlated to public equity 
markets (Figure 2).

• Additionally, REITs have demonstrated a rising 
correlation to broad equity markets.
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Notes: Global equities are represented by the FTSE All World Index; global REITs are represented by the FTSE World REIT Index.
Sources: Thomson Reuters Datastream, as of December 31, 2017.

Notes: Global equities are represented by the MSCI World Index; global REITs are represented by the S&P Global REIT Index. These 
indexes were used because of their longer histories, as compared to FTSE All World Index and FTSE World REIT Index, which have shorter 
histories available.
Sources: Thomson Reuters Datastream, December 1989–December 2017 and December 2009–December 2017.

Figure 2. Global REITs correlation to global equities
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• REITs can generate greater risk during volatile markets, 
despite their assumed low-risk profile (Figure 3).

• Historically, REITs haven’t been highly correlated to 
inflation (Figure 4).

• Investors may already have substantial real estate 
exposure from their home or business.

• For these reasons, Vanguard doesn’t maintain a 
separate allocation to REITs within its Target 
Retirement Funds.

Figure 3. REITs can have greater risk than equities

Figure 4. REITs have little correlation to Canadian inflation

Notes: Global equities are represented by the MSCI World Index; global REITs are represented by the S&P Global REIT Index.
Source: Thomson Reuters Datastream, September 2007 to March 2009.

Notes: Canadian inflation is represented as the Canadian total consumer price index (CPI) ; global REITs are represented by S&P Global REIT 
Index (January 1990 to December 2017); Canadian equities are represented by S&P/TSX Capped Composite Index (January 1990 to December 
2017); Canadian fixed income is represented by the FTSE TMX Canada Universe Bond Index (January 1980 to December 2017).
Source: Thomson Reuters Datastream and Morningstar, January 1980 to December 2017.
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