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Inflation, Rising Rates, Recession, Oh My!

REITs as a Road to Outperformance

In the classic, Academy Award-winning film “The Wizard of
Oz,” the Tin Man warns Dorothy and the Scarecrow that they
may encounter fearsome risk as they follow the Yellow Brick
Road toward the gleaming green safety of the Emerald City.

“Lions?” Dorothy asks with alarm. “And tigers?” follows
the Scarecrow. The Tin Man answers with a solemn nod,
“And bears.”

In the real world, bearish sentiment is abundant as investors assess
converging risks. During the last 15 years, the Federal Reserve’s
quantitative easing (QE) and zero interest rate policy (ZIRP) had created
a comfortable environment for investors, with low volatility, ultra-low
interest rates and, until recently, benign inflation. Now, faced with the
swirling headwinds of sticky inflation, rising interest rates, and potential
recession, many investors sense that the economy is not in proverbial
Kansas anymore. However, markets with comparable backdrops over the
decades provide useful reference, and areas of opportunity are visible
through the current turbulence.

Looking across the investment landscape, we observe that Real Estate
Investment Trusts (REITs) possess particularly strong fundamentals —
contrasting favorably with other sectors — and may be well-positioned to
provide a safe harbor of comparative stability.

An important caveat is that we view economic conditions, interest rates,
and capital markets as the three most significant risks with respect to the
case we make in the following pages. With regard to economic
conditions, a deeper recession or harder landing than expected would
likely be a headwind for REIT performance, especially in more cyclical
property sectors. If interest rates stay higher for longer than expected or
expectations for future Fed hikes become more hawkish — or both —
negative sentiment will weigh on REIT returns. Lastly, further deterioration
AUTHORED BY: of the commercial real estate lending market would pressure pricing of
underlying property values and negatively affect performance.
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Market Backdrop

Since the onset of the COVID-19 pandemic in 2020, rising inflation has been an ongoing concern. With massive
government spending and continuous supply chain bottlenecks, annual inflation in the U.S. reached a 40-year
high of more than 9% in June 2022 before closing out the year at approximately 6.5%. To tamp down surging
inflation, the U.S. Federal Reserve (“the Fed”) made several rate hikes, beginning in March 2022, of 25-75 basis
points to raise the upper policy rate to 5.25% as of May 2023. The overall rate change represents the largest
move since the 1980s.

Other reserve banks around the world have followed the Fed, with the Bank of Japan a notable exception. The rapid
pace of this cycle has led to return of volatility across all market sectors, and 2022 yielded one of the lowest 60/40
portfolio 12-month returns on record. Growth-oriented stocks and REITs underperformed broad markets, and this
has led to lower relative valuations, deeper discounts to net asset value (NAV) and, ultimately, higher dividends.

We think this positions REITs to outperform in the future and — given that further substantial moves by the Fed
are anticipated — regain their role as an inflation hedge investment.

Historically, REITs Have Protected Against Inflation and Rising Interest Rates

Given current conditions, it is important to recall that REITs have proven to perform well in past inflationary
environments. Historically, REITs have provided inflation protection with their unique ability to increase revenue
through rent repricing, as well as via inflation-linked growth of their portfolio values, since replacement cost value
increases exhibit strong correlation with inflation. REITs are also total return investments offering high dividend
yields, stable cash flow growth, and long-term price appreciation. These fundamentals, combined with presently
discounted valuations, mean that REITs are poised to provide good value for investors in the current economic
environment. In the following paragraphs, we will examine why and how REITs have been an effective inflation hedge.

U.S. REITs Performance in Inflationary Environments

REITs have been an attractive haven for investors seeking protection against inflation. During historical periods of
medium-to-high inflation and rising interest rates, REITs have generated positive total returns and outperformed
equities, as compared to the S&P 500® Index and the MSCI AC World Index. As shown in the following chart —
which incorporates several different inflation regimes over three decades — REITs have delivered attractive returns
during periods of low, moderate, and high inflation.

REIT VS. EQUITY MARKET RETURNS DURING DIFFERENT INFLATION PERIODS
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Past performance is not indicative of future results. Note: Low inflation includes the years where inflation was 2.5% or lower, moderate inflation is between 2.5% and 7.0% (one
standard deviation over the average), and high inflation is for years with inflation of 7.0% and higher. Source: Nareit analysis of quarterly 12-month returns for the FTSE Nareit All Equity
REIT Index and S&P 500® Index; 1990Q3-2023Q1; inflation measured for all items, all urban consumers. Indices are not available for direct investment and index returns do not reflect
the deduction of any fees.

Inflation, Rising Rates, Recession, Oh My! | 2



U.S. REITs Performance in Periods of Rising Rates

Contrary to common perception, REITs — in contrast to other investments — have shown little correlation with
interest rates, as indicated by the blue points in the chart, along with the ability to perform well in most markets,
as highlighted in the table following the chart.

REIT TOTAL RETURNS AND RATE CHANGES: 1992 TO 2023-Q1 - 12-Month Return and Change in 10-Year Treasury
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Past performance is not indicative of future results. Source: Nareit analysis of Nareit All Equity REIT Index via FactSet. 10-Year Treasury Constant Maturity Rate via FRED. Quarterly
intervals of 12-month rolling returns.
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has proven to be a beneficial investment during

periods of rising inflation. Key attributes of real

estate’s inflation protection potential include increases in replacement costs that come with rising inflation, along

with the ability to raise rents and, in turn, cash flows. In inflationary environments, long-term lease sectors

typically have inflation adjustments built in, while shorter term lease sectors can quickly reprice to current price

levels in the economy.
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An important factor driving attractive REIT returns is the ability landlords have to increase rents and thereby
transfer inflation costs to properties’ end users. Having the ability to reprice leases more frequently is a significant
advantage, particularly in property sectors with typical lease durations of one year or less, which include the
lodging, apartments, single-family home rentals, manufactured home communities, student housing, senior living,
and self storage sectors. Given the wide variety of property sectors available in the listed real estate market today,
lease durations can range from as short as a day to over a decade, and just as bond portfolio managers can adjust
the effective duration of their portfolios, active managers can do the same through a selection of listed real estate
securities with shorter or longer average lease duration.
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exhibiting a 95% correlation.

The Case for Buying REITs Today
Strong Fundamentals and Compelling Value Amid Recession Fears

To compound difficulties for broader equity markets, high inflation and the Fed’s seemingly drastic moves to rein
it in have together fueled fears that a recession is coming. Despite this, overall REIT fundamentals and balance
sheets are close to the strongest they have been in their history, suggesting that REITs would fare comparatively
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well and serve as a port in the storm if a recession were to actualize. As shown in the following chart, total debt
to total capitalization has remained stable, leading to higher coverage ratios and limiting the need for equity
offerings or dispositions.

AVERAGE U.S. EQUITY REIT LEVERAGE AND COVERAGE RATIOS — Period ended February 28, 2023
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Source: S&P Capital 1Q.

Analysis points to continuing secular growth for data centers and towers as economic digitalization and demand
for communications infrastructure increases. Industrial, logistics, residential, and self storage are also seen as
sectors with continuing favorable growth on the horizon because of both cyclical and secular tailwinds.

While current REIT fundamentals are remarkably sound, wider uncertainty surrounding equity markets has
contributed to the creation of a potential value investment opportunity. On average, REITs have historically traded
at 100% price-to-NAV ratios. However, as of the end of the first quarter of 2023, U.S. REITs were priced at a
substantial 10%* discount to NAV.

Our analysis shows that U.S. REITs have historically provided compelling returns whenever price-to-NAV for REITs
has been at a discount greater than 10%. Price returns for the FTSE Nareit Equity REITs Index in the 12 months
following a price-to-NAV discount of more than 10% were positive in 35 out of 41 periods from August 1996 to
March 2023. Dividend yield returns generated by REITs, in addition to their current discounted valuations, make
REITs an even more attractive investment opportunity.

REIT TRADING AT HISTORICAL DISCOUNT REIT PERFORMANCE WHEN DISCOUNTS WERE GREATER
Historical Price-to-NAV* THAN 10%
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Past performance is not indicative of future results. *Price-to-NAV is a metric used to estimate the market value for REIT holdings. It is not a measure of performance. Rather, it is
a ratio similar to price-to-book value used when comparing traditional stocks. Source: Duff & Phelps, Evercore ISI, FactSet, data as of 3/31/23. U.S. REIT performance is price only;
indexes are not available for direct investment and index returns do not reflect the deduction of fees.

'Evercore ISI, as of March 31, 2023.
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Conclusion

The ability of real estate owners to reprice and increase rents, provides REITs with characteristics that protect
against inflation. At the same time, REITs today possess strong fundamentals while pricing at a discount to NAV,
thus providing a compelling potential value investment opportunity. We believe that these unique factors — amid
high inflation, increasing interest rates, and recession fears across equities markets — may make REITs a rare road
to stability and compelling market performance.

VIRTUS To learn more about the funds subadvised by Duff & Phelps Investment
FUNDS Management, please contact us at 800-243-4361 or visit virtus.com

VIRTUS DUFF & PHELPS GLOBAL REAL ESTATE FUND
Class A: VGSAX  Class I: VGISX Class R6: VRGEX

VIRTUS DUFF & PHELPS REAL ESTATE FUND
Class A: PHRAX  Class I: PHRIX Class R6: VRREX

The FTSE Nareit All Equity REITs Index consists of U.S. publicly listed equity real estate investments (REITs). The FTSE Nareit Equity
REITs Index consists of REITs not designated as timber or infrastructure REITs. The MSCI AC World Index consists of global developed
and emerging market equity securities. The MSCI U.S. REIT Index consists of investable U.S. equity REITs. The S&P 500® Index consists
of equity securities of 500 of the largest U.S. companies. The S&P Global REIT Index consists of publicly traded equity REITs listed in
both developed and emerging markets. The indexes are calculated on a total return basis with net dividends reinvested. The indexes are
unmanaged, their returns do not reflect any fees, expenses, or sales charges, and they are not available for direct investment.

The commentary is the opinion of Duff & Phelps Investment Management. This material has been prepared using sources of information
generally believed to be reliable; however, its accuracy is not guaranteed. Opinions represented are subject to change and should not be
considered investment advice or an offer of securities.

IMPORTANT RISK CONSIDERATIONS

Equity Securities: The market price of equity securities may be adversely affected by financial market, industry, or issuer
specific events. Focus on a particular style or on small, medium, or large-sized companies may enhance that risk. Real Estate:
The portfolio may be negatively affected by factors specific to the real estate market, including interest rates, leverage,
property, and management. Industry/Sector Concentration: A portfolio that focuses its investments in a particular industry or
sector will be more sensitive to conditions that affect that industry or sector than a non-concentrated portfolio. Foreign &
Emerging Markets: Investing in foreign securities, especially in emerging markets, subjects the portfolio to additional risks
such as increased volatility, currency fluctuations, less liquidity, and political, regulatory, economic, and market risk. Market
Volatility: The value of the securities in the portfolio may go up or down in response to the prospects of individual companies
and/or general economic conditions. Local, regional, or global events such as war, terrorism, pandemic, or recession could
impact the portfolio, including hampering the ability of the portfolio’s manager(s) to invest its assets as intended. Prospectus:
For additional information on risks, please see the fund’s prospectus.

Please consider a Fund’s investment objectives, risks, charges, and expenses carefully before investing. For this
and other information about any Virtus Fund, contact your financial representative, call 800-243-4361, or visit
virtus.com for a prospectus or summary prospectus. Read it carefully before investing.

Not insured by FDIC/NCUSIF or any federal government agency. No bank guarantee. Not a deposit. May lose value.
Distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus Investment Partners, Inc.
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