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Finding Shelter from the Storm in Alternative Property Types 
In this current challenging investment environment, we at Virtus are frequently asked the same question repeatedly 
by advisors who are nervous about their own portfolios but are unclear of where else to invest. It usually goes 
something like, “I know real estate has been a good diversifier and a great performer, but isn’t real estate at the top 
of its cycle and ripe for a fall the next time the economy contracts?” 

It’s true that commercial real estate has been on a strong valuation run, surpassing pre-2007 levels in many asset 
classes such as multifamily. Also true is the fact that much commercial real estate—especially housing, retail, and 
hospitality--tends to move in near lockstep with broader economic indicators—surging ahead when times are good 
and then crashing precipitously at the first correction. And yet, we believe that certain pockets of commercial real 
estate offer some of the best risk-adjusted returns in the marketplace today—whether you are most concerned with 
current yield, overall returns, or non-correlation to the broader market. 

We founded Virtus on the principle that successful real estate investing did not need to depend on market timing to 
be fruitful. Thus far we have accomplished our goals by first focusing only on specialized property types that have 
offered historical outperformance, and whose future outlook we believe to be supported by favorable and sustainable 
demographic trends. We believe the result is an investment strategy that can thrive in good times along with everyone 
else—but which crucially avoids the deep downturns generally seen in traditional real estate categories. As follows is 
where and why we invest in order to sidestep major drawdowns. 

Senior Housing 
Senior Housing is one of the clearest 
examples of an investment type that offers 
compelling historical performance, a 
locked-in demographic groundswell of 
demand, and plenty of operational value 
potential for skilled operators and 
investors. Regarding historical returns, 
Senior Housing has consistently 
outperformed other classes of real estate 
as tracked by NCREIF, even besting 
conventional multi-family’s recent run of 
strong performance. (See Fig. 1) This 
valuation performance flows from the 
strong fundamentals the sector boasts.  
Senior properties are one of the most 
need-based forms of real estate, and so 
their occupancies and even rent levels have 
been astoundingly resilient during economic contractions. Finally, the sector benefits from a protracted supply-
demand imbalance as the Boomer generations approaches its peak demand years. According to NICMAP, 
approximately 69,000 units must be added per year in order to meet peak demand in 2043, compared to the current 
construction rate of approximately 28,494 added units per year.  

Figure 1 - Senior Housing Historical Outperformance – Source: NCREIF 



Self-Storage 
The only asset class that has 
offered more robust long term 
historical returns than Senior 
Living is Self-Storage. Storage has 
posted the highest average 
returns since NAREIT began 
tracking property type data in 
1993, posting outsized gains in 
both expanding and contracting 
economic environments. (See 
Fig. 2) This “all-weather 
performance” is partly due to the 
diversity of needs that storage 
properties satisfy. Storage users 
are small business owners, 
young Millennials starting new 
households, people buying boats 
or pursuing other hobbies, 
families splitting apart or 
combining homes, and seniors downsizing. In short, any volatile life event can trigger storage demand, and so storage 
is poised to excel both during contractions (when household formation falls and people need to store possessions 
while consolidating) as well as during economic expansions (when people acquire more goods). For this reason, self-
storage was the only property asset type that posted positive gains during the meltdown of 2008. 
 
Medical Office 
While Medical Office Buildings are 
frequently traded alongside 
traditional office structures, they 
behave very differently in both their 
valuations and underlying income—
and as such they are actually 
covered separately in NAREIT’s 
categorization of asset classes. While 
conventional office has had the 
worst risk-adjusted returns in recent 
historical tracking, Medical Office 
properties have boasted lower 
default rates and greater overall 
gains. See Figure 2 to compare how 
Healthcare REITs have tracked the 
general NAREIT and S&P Index. In 
addition, Figure 3 shows how Medical Office has displayed a lower amplitude of “boom-bust” revenue patterns than 
conventional office. Everyone is quite familiar with the explosion of the Baby Boomer demographic.  What most are 
not familiar with is the reality that the average American over the age of 65 spends approximately triple the amount 
on healthcare compared to the typical 45 year old.  Besides having stronger, need-based demand drivers, Medical 
Office real estate also benefits from the Affordable Care Act, which will undoubtedly increase total demand for 
healthcare. That said, its passage has changed not just the regulatory framework of American healthcare, but also its 
economics. In short, opportunity in the space is both demographically and structurally favorable—even if the current 
environment is quite uncertain. 
 

Figure 2 - Storage and Healthcare Indexed Returns- Source: NAREIT 

Figure 3-Medical Office vs Conventional Office Rent Growth, Source: REIS, 
Colliers, Revista 

2008 Performance: 
■ S&P 500: -34.5% 
■ NAREIT Aggregate: -37.3% 
■ Healthcare REITs: -12.0% 
■ Storage REITs: +5.1% 



Student Housing 
Student Housing has recently emerged from being 
a “niche” subsector of multifamily to being an 
increasing favorite of institutional investors such as 
pension funds and university endowments. The 
enthusiasm is warranted for several reasons. First of 
all, the industry simply did not exist in any organized 
form before universities began outsourcing housing 
in the 1990s, and the formation of best practices 
recently has been very accretive to investors who 
were earlier to the party and able to unlock value.  
Secondly, student properties are similar to senior 
housing, in that they are bolstered by resilient, 
relatively predictable demand—in this case the 
patterns of student enrollment. In fact, recessions 
tend to see students enrolling at a greater clip, such 
as in graduate school or going back to finish 
college—so there are actually counter-cyclical 
occupancy dynamics that help offset any rental rate 
losses that an economic contraction brings. See 
Figure 4 for an illustration of how historical 
enrollment has been immune to economic 
changes. 
 
Putting it All Together  
In the face of such compelling outperformance, the next obvious question is why the broader market has not yet 
absorbed the historical alpha available in these categories? Or perhaps—why would we want to let everyone in on 
what has been a perfect combination of outsized return and reduced risk? The reality is that all of these property 
types have very different (and usually more complicated) operational demands than conventional real estate—and 
so they are not as friendly to passive investors seeking the latest hot investment trend. We usually like to say that our 
properties are more like running a business with real estate attached to them, than conventional real estate 
investment. A sage investor has to make good real estate decisions AND have a high level of operational expertise in 
these categories.  For instance, Senior properties are a regulatory tangle, with different demands in different regions, 
but a consistent need to keep current on caregiving best practice while simultaneously keeping operating expenses 
in check. The operational burden at a typical multifamily property consists of a leasing agent and light maintenance 
staff, whereas an assisted living facility will have dozens of caregivers, technicians, and community managers. It is 
certainly not a sector in which “buying it right” is enough to ensure profitability. Medical Office, likewise, requires an 
astute investor to understand trends in healthcare technology and sweeping changes in regulation in order to make 
long term leases that will remain profitable as an ever-changing sector evolves. Even self-storage properties (which 
are sometimes purchased by non-specialist investors hoping for easy, passive income) require constant operational 
attention owing to the short-term leases and diverse client needs. Finally, many of the multifamily operators who 
have recently diversified into student housing have discovered that the leasing cycle and consumer psychographics 
are entirely different, and that each leasing year has a short window to get it right and deal with the consequences 
for the remainder of the academic year. 
 
In short, these alternative categories of real estate are not yet to the point where there are credible and liquid options 
for passive investment besides with a few pure play REITs that are currently beginning to face the correlation pressures 
of the rest of the domestic equities market. In other words, the demographic underpinnings of our chosen property 
types are what create the robust demand that drives outperformance, but it is the operational skill and dedication 
these alternative types require that provides defensive barriers to entry.  
 

Figure 4 - Historical Enrollment Growth and Recessions 



 

 

No Offer This document (“Presentation”) is neither an offer to sell nor a solicitation of an offer to buy any security.  Virtus Real Estate, LLC (“VRE”) 
has prepared this Presentation solely to enable certain intermediaries and representatives (“Intermediaries”) to determine whether they are 
interested in receiving additional information about VRE. While many of the thoughts expressed in this Presentation are stated in a factual manner, 
the discussion reflects only VRE’s beliefs about the markets in which it operates.  The material contained in this Presentation has been assembled 
by VRE based on information provided by its operating partners and other third parties, and has not been audited. While VRE or the operating 
partners are not aware of any inaccuracy in this information, it does not warrant the accuracy of same. All parties are urged to probe the 
assumptions contained in this Presentation to satisfy themselves about the accuracy and completeness of such information. 

 


