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Abstract

Real Estate Investment Trusts (REITs) have been around since 1960 but have only become
major players in housing markets in the last twenty years. The current and ongoing wave of
residential REIT (R-REIT) expansion has attracted significant scholarly and broader public
interest. This paper examines how real estate, finance, and the state are configured in relation
to each other through R-REITs. While much of the housing financialization literature has
focused on the real estate/state axis of this relationship, we explore the under-examined
connections between the real estate/finance axis and the finance/state axis of the Real Estate-
Finance-State Triangle. We analyze the financial accounts of the world’s 15 largest publicly
traded R-REITs and R-REIT-like funds in the two largest markets: the United States and
Germany. Our findings demonstrate how the ownership of R-REIT stock is remarkably
homogeneous: the largest shareholders in each of the studied R-REITs are the three largest
index Exchange-Traded Funds, which are heavily backed by pension fund capital. For these
investors it is important that R-REITs provide a healthy return on investment at the lowest
possible risk. They require the state, in its various guises, to guarantee attractive risk-adjusted
returns on R-REITs investments. We identify six dimensions of state de-risking in this context,
deepening our understanding of the role of the state in housing financialization. It is the state
that creates the trust in real estate investment trusts, and it thus is what generates the investment
in real estate investment trusts.

Key words: housing, financialization, Real Estate Investment Trust (REIT),
Exchange Traded Fund (ETF), institutional investors, asset class
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1 INTRODUCTION

Real Estate Investment Trusts (REITs) have emerged as prominent, if controversial legal-
financial instruments for institutionalizing real estate investment in an increasing number of
countries. In brief, REITs obtain funding exclusively for real estate investment, rent out
properties, cash rent, and pay shareholders. REITs and other similar real estate investment
funds and holding companies with different legal structures act as a bridge between the
worlds of housing and urban development on the one hand, and institutional investors and
financial markets on the other. REITs invest in a variety of real estate asset classes. Market
actors typically differentiate between, on the one hand, Commercial REITs (C-REITs), which
are primarily made up of office and retail property but may include a range of other assets,
and, on the other, Residential REITs (R-REITS), which are made up of houses, apartments,
and other forms of accommodation such as mobile homes and student housing. R-REITs used
to be much smaller but are now dominating REIT market expansion. In this paper we focus
on R-REITs and R-REIT-like funds in the two biggest markets in terms of asset ownership
and market capitalization: the US and Germany.

Residential real estate markets have historically been considered more complex, more
fragmented, and less standardized than commercial real estate, limiting large-scale R-REIT
activity until the recent past. This is beginning to change, in part due to advances in
asset/property management that facilitate scaling up, and in part due to larger economic
trends, capital market dynamics, and government policies. The subprime mortgage meltdown,
subsequent Global—or North-Atlantic—Financial Crisis of 2007-09 (GFC), and their
aftermath created the conditions for the expansion of R-REITs and other forms of
institutional capital into residential rental housing across North America and Europe.
Although R-REIT returns were hit hard in 2007 when institutional investors temporarily
retreated, they bounced back quickly in 2008, and have significantly grown in the following
years, with investors expressing more interest than ever before (Devos et al., 2013; Newell &
Fischer, 2009). The largest 75 listed R-REIT and R-REIT-like funds now represent a
combined market capitalization of USD77.4 billion (FTSE Russell, 2022). The global number
and market capitalization of all R-REITs and R-REIT-like funds will be much larger,
although how much so remains unclear.

REITs are studied primarily by real estate economists, and their analyses tend to focus
on questions of returns on investment relative to other investment classes and in response to
macroeconomic shocks, and on REIT volatility and acquisitions in relation to traditional
indicators of financial performance, i.e., earnings (such as Brounen & De Koning, 2011;
Giliberto, 1990; Han & Liang, 1995; Hartzell et al., 2006). Most studies tend to focus on C-
REITs rather than on R-REITs. There is also a more recent literature on REITSs in the field of
urban political economy where human geography and urban studies come together. These
papers focus on the diffusion of REITs (both C-REITs and R-REITs) from the US to other
countries (Gotham, 2006; Aveline-Dubach, 2014; 2016; Nappi-Choulet, 2013; Sanfelici &
Halbert, 2019; Pereira, 2017; Revington & August 2020; Waldron, 2018; Wijburg, 2019;
Yrigoy, 2021), on the effects of R-REITs on local housing markets, and in particular on
tenants (August, 2020; Beswick et al., 2016; Charles, 2020b; Crosby, 2020; Garcia-Lamarca,
2020; Risager, 2021; Fields et al., 2016; Soederberg 2020; Wijburg et al., 2018), and also on
the expansion of REITs into agricultural production and land ownership (Fairbairn, 2014;
Gunnoe, 2014; Knuth, 2015). We find particular inspiration from these papers which offer
more critical analyses of the spread of REITs and their effects on housing affordability and
security. The urban political economy of REITs literature covers important dimensions of
REITs, including the key role of the state in making REITs work, the expansion of R-REITs
into new sub-markets (e.g., former social and rent-stabilized housing, single-family homes

2



and student housing), and the symbiotic relationship between real estate private equity
(REPE) and R-REITs. Yet one important question about R-REITs remains underexplored:
who owns them?

We demonstrate how the ownership of R-REIT stock is remarkably homogeneous
across the largest publicly-listed R-REITs in Germany and the US. In particular, we show
that the largest R-REIT shareholders in each of the studied R-REITs are the three largest
Exchange-Traded Funds (ETFs) globally, which are examples of so-called ‘index funds’ that
track a specified basket of underlying stocks, and are heavily backed by pension fund capital.
For these investors it is important that R-REITs provide a healthy return on investment at the
lowest possible risk. Although the urban political economy literature has studied how real
estate in general, and housing in particular, are turned into an asset (Fields, 2018; Gotham,
2006; Sanfelici & Halbert, 2019; Van Loon & Aalbers, 2017), it has paid less attention to
how state actors ‘de-risk’ housing assets for investors, often implicitly. While the literature
has discussed how national and federal governments facilitate REITs by introducing
regulation to enable them to be active in the market field and to benefit from tax advantages
(Gotham, 2006; Waldron, 2018), it has been less explicit about the broader set of actions that
the stake takes to de-risk institutional investment in housing, despite calls to pay more
attention to the many roles of the state in the financialization of housing (Aalbers, 2017;
Bernt et al., 2017; Yesilbag, 2020).

To be sure, several authors have discussed how state practices facilitate the flow of
assets to R-REITs, but they tend to leave the issue of de-risking out of the discussion. “The
capitalist economy requires financing for new assets classes with private money” (Gabor,
2020: 45), and therefore a de-risking state that provides support for the development of new
asset classes (Gabor, 2020; Karwowski, 2019). Gabor and Kohl (2022) explicitly mention
regulatory and monetary de-risking in the context of housing financialization, but focus
primarily at the monetary and financial regulation arms of the state. Christophers (2022)
contends that the failure of the US state to protect households during the GFC and other
policies that favored the expansion of real estate institutions also constitutes a form of de-
risking which has favored the rise of institutional landlordism. We expand upon this
understanding by arguing that the state also de-risks housing financialization in general, and
R-REIT expansion in particular, through its crisis management and welfare arms, and not
only in the US. On the one hand, states tend to de-risk institutional investment in a range of
assets and not only in REITs or R-REITs. On the other, there is a long history of the state de-
risking investment in housing and other forms of real estate, in part because construction
creates visible jobs and fuels economic growth (Aalbers & Christophers 2014; Florida &
Feldman, 1988).

More recently, the selective presences and absences of state crisis management
ushered in a new wave of R-REIT expansion in the wake of the GFC. Researchers in
countries such as Ireland (O’Callaghan & McGuirk, 2021; Waldron, 2018), Spain (Garcia-
Lamarca, 2020; Gil Garcia & Martinez Lopez, 2021) and the US (Fields et al., 2016; Charles,
2020a) have shown how millions of ‘distressed’ properties were purchased by investors
including purpose-built REITs which mobilized economies of scale and access to low-cost
capital to buy housing in bulk. Meanwhile in Germany, most REITs were formed as a result
of a massive social housing privatization program, which ultimately led to the formation of
the largest R-REITs in the world (Holm, 2010). Affordable housing has increasingly become
the focus of institutional investors “in a context where finance accumulates by ‘grabbing
value’ [Andreucci et al. 2017] from future income streams of working people in the form of
rents” (August, 2020: 993). Here, and increasingly elsewhere, the state has effectively
reduced the risk that housing assets fail to deliver an income stream to investors. This welfare



management function supports the expansion of institutional investment in a range of housing
types, including but not limited to (formerly) affordable rental housing in Germany, and age-
restricted (retiree) mobile homes and student housing in the US.

In the next section, we first describe REITs in more detail, and second discuss the
urban political economy literature on REITs. REITs necessarily bring together real estate,
finance and the state, the basic dynamics of which are represented in Figure 1. While the real
estate/state axis has received most scholarly attention, the real estate/finance axis and the
finance/state axis of the Real Estate-Finance-State Triangle remain understudied. In this
paper we further our understanding of the latter by looking at the investors of R-REIT stocks,
and at how different arms of the state de-risk their investments, respectively. At the end of the
next section, we introduce the funds and institutional investors that make up the lion’s share
of R-REIT investors, with a focus on ETFs as a crucial conduit for pension fund capital and
other institutional investment in R-REITs. In section 3 we zoom into the real estate/finance
axis by examining the investors behind R-REITs, and the dominant ownership role of ETFs
in particular. In the final section, we revisit the role of the state in funneling this investment
(primarily the finance/state axis but also the real estate/state axis). We argue that the state not
only regulates and facilitates R-REIT expansion but also de-risks the income-producing
assets in which the R-REITs invest, thereby connecting the three axes of the real estate-
finance-state triangle. We argue that state de-risking on both the finance/state axis and real
estate/state axis help generate investment and growing market capitalization on the real
estate/finance axis. In other words, it is the state that creates the trust in real estate investment
trusts, and it thus is what generates the investment in real estate investment trusts.

Real Estate

Assets for State-Sanctioned Funds

State * > Finance

Fiscal and Monetary Policies

Figure 1: The Real Estate-Finance-State Triangle. Source: authors, inspired by Hendrikse
etal (2019)



R-REIT

Asset Focus

Residential Assets

Market
Capitalization (End
of Fiscal Year

10,620 commercial units

2020, USD billion)
American Student and employee 102,453 beds in 34,169 5.9
Campus dormitories units in 150 developments
Communities
American Homes | Single-family rentals 52,873 single-family homes | 9.5
4 Rent
AvalonBay Multifamily apartments | 73,632 units in 249 22.4
Communities developments
Camden Property | Multifamily apartments | 56,682 units in 166 10.0
Trust developments
Equity Multifamily apartments | 77,889 units in 304 22.1
Residential developments
Equity Lifestyle Mobile home and RV 153,780 sites (72,737 11.5
Properties communities mobile home / 81,043 RV
sites) in 407 developments
Essex Property Multifamily apartments | 60,272 units in 266 15.4
Trust developments
Invitation Homes | Single-family rentals 80,177 single-family homes | 16.8
Mid-America Multifamily apartments | 100,121 units in 299 14.5
Apartment developments
Communities
Sun Communities | Mobile home and RV 148,925 sites (95,487 16.4
communities mobile homes / 53,438 RV
sites) in 309 developments
UDR Multifamily apartments | 47,641 units in 148 11.4
developments
US total 954,445 units 155.9
Deutsche Wohnen | Mostly multifamily 154,600 residential and 16.9
apartments, but also 2,900 commercial units
single-family and
commercial rentals
LEG Immobilien | Multifamily apartments | 151,121 residential units 10.3
TAG Immobilien | Mostly multifamily 82,545 residential and 43
apartments, but also 1,156 commercial units
commercial rentals
Vonovia Mostly multifamily 381,264 residential and 38.0
apartments, but also 6,564 commercial units
commercial rentals and
over 140,000 parking
spaces
Germany total 769,530 residential and 69.5

Table 1: Case study R-REITS organized by strategic focus, assets and market
capitalization. Sources: Eikon, SEC 10-K reports, varied other annual reports

We present a comparative approach which seeks to better contend with the variegated
geographies and dynamics of R-REIT ownership. We draw on quantitative industry data from
Refinitiv’s Eikon database, a widely used source of information in recent studies of corporate
financialization (Haslam et al. 2021; Klinge et al., 2020; Tori and Onaran 2020). We
collected standardized data between 2000 and 2020 on the largest publicly-traded residential



REITs operating in the US (n=11) and all of the four publicly-traded REIT-like residential
real estate funds in Germany! in order to analyze relevant financial information of each firm
(see Table 1). While in Germany we cover the entire R-REIT-like market, in the US we focus
on the largest firms (measured in terms of market capitalization), which are clearly
distinguished (in size) relative to other US R-REITs, and which represent an overwhelming
share of the market. In operational terms, we examined the composition and size of their
assets, liabilities and payouts, and their share issuance levels over time. We supplemented our
analysis with qualitative and quantitative data derived from individual listed R-REIT annual
reports and other self-published material, US Securities Exchange Commission 10-K
regulatory filings, public NAREIT market index data, and industry media outlets to
contextualize key market dynamics in relation to financial performance data.

2 REITS ACROSS TIME AND SPACE
2.1 REITs: A Primer

The first REITs were signed into law by US President Dwight Eisenhower in 1960. The goal
was to create a market for real estate assets similar to liquid markets in stocks and bonds.
Republican Joel Broyhill was one of the members of US Congress to push for legislation. He
had been working in the family’s real estate business for some years, and in 1961 his cousin,
Thomas J. Broyhill, founded the first REIT: American Realty Trust. Ten years later, there
were 34 listed US REITs with a combined market capitalization of USD1.5 billion. By 1974
market capitalization had more than halved, but by 1977 it was back to 1971 levels. The
market continued to grow rapidly, to 110 REITs with a market capitalization of USD9.7
billion in 1987, 211 REITs and USD140.5 billion in 1997, and 152 REITs and USD312.0
billion in 2007. The sector shrank in 2008, but recovered within a year, reaching 223 listed
US REITs with a combined market capitalization of USD1.25 trillion by 2020.?

More than 40 countries have introduced REIT regulation since 1961—and especially
in the last twenty years—with many more currently preparing or discussing REIT regulation
(PwC, 2015; EPRA, 2020). National regulations are crucial to the roll-out of REITs. REITs
can only exist if there is a national legal framework that enables real estate investment firms
to be incorporated as such. The legal status afforded to a REIT provides benefits to
shareholders, primarily in terms of reduced corporate and capital gains taxes. This ‘tax-
optimization’ advantage is one main reason for the popularity of REITs. It helps create a
favorable risk/return profile relative to other so-called ‘alternative asset classes’, which also
include commodities, agricultural land, collectibles, derivatives, venture capital, and other
assets. As tax systems differ between countries, so do the exact REIT regulation and rules. In
both the United States and Germany, REITs are required to have at least 75% of their assets
invested in real estate, and to distribute at least 90% of their taxable income to their
shareholders.

Beyond the geography of registration and taxation, there are several additional
differences between REITs. Some are publicly-/isted while others are publicly-registered but
non-listed or privately-held. Publicly-listed REITs alone hold almost USD4 trillion in assets
worldwide (EPRA, 2020). Confusingly, some listed real estate investment funds and holding
companies that are legally speaking not REITs, yet may act in similar ways to REITs, and are
often treated as such by investors and statistics alike. For the purpose of this paper, we

! The two largest funds in Germany have announced a merger which is planned for 2023.
2 https://www.reit.com/data-research/reit-market-data/us-reit-industry-equity-market-cap (Accessed
14 October 2022).




include listed ‘REIT-like funds’ as REITs because we are less interested in the legal
structure, and more in who invests in real estate funds and how the state acts to de-risk the
income streams from tenants to institutional investors.

Furthermore, REITs can invest in different types of real estate. Traditionally, offices
have been the largest asset class in the US, but over the years retail has become more
important. Other real estate classes include residential, industrial, healthcare, logistics, self-
storage, and mortgages. Globally, so-called Diversified REITs (D-REITs) are also very
important and the biggest in some countries, but this is not the case in Germany and the US.
Office and retail REITs—i.e., Commercial REITs (C-REITs)—are the largest in many
countries—sometimes only trumped by D-REITs, but residential REITs (R-REITs), including
the aforementioned REIT-like listed real estate funds, are growing more important and are
now more than twice as large as office REITs in key markets: the market capitalization of
listed US R-REITs is USD229 billion versus USD105 billion for listed office REITs (Nareit,
2021b), while in Germany these figures stand at USD70 billion and USD28 billion,
respectively (SimplyWallSt, 2021). Although R-REITs are quickly becoming major housing
market players in countries such as Canada, Germany, Ireland, Spain and the US (August,
2020; Beswick et al, 2016; Fields and Vergerio, 2022; Gabor & Kohl, 2022; Wijburg &
Aalbers, 2017), the overall R-REIT market share in housing remains smaller than the C-REIT
market share in office and retail sectors. Moreover, there is far more residential than
commercial real estate around the globe. In other words: R-REITs are considered to have
room for growth.

2.2 REITs in Urban Political Economy

REITs bring together the worlds of finance and real estate, and have therefore been seen as
vehicles of real estate financialization in the urban political economy literature (August,
2020; Charles, 2020a; Crosby, 2020; Kikuchi et al., 2022; Risager, 2021; Waldron, 2018;
Wijburg & Aalbers, 2017). Much of this tradition builds on the work of Henri Lefebvre
(1970) and David Harvey (1978), who argued that the built environment has become essential
to both creating and storing surplus capital from the primary, “productive” circuit of capital,
such that it represents a crucial “secondary” circuit of capital. More recently, their hypothesis
has inspired a new generation of urban political economy scholars, who argue that state
actions have led to a partial delocalization of real estate, which embeds real estate in global
capital markets (Gotham, 2006). Mortgage lending in general, and mortgage securitization in
particular—hitherto backwaters of global finance—became the stars of financial markets in
the late 1990s and early 2000s. Mortgage securitization channeled trillions of dollars of
global capital into the residential real estate markets of the Global North, aided by the
switching of capital following the collapse of the dotcom and other bubbles, as well as
monetary policies that lowered interest rates (Aalbers, 2008; Gotham, 2012).

Capital market proponents framed real estate as low-risk compared to stocks, and
higher return relative to other low-risk, traditional investment classes like sovereign bonds or
savings. Real estate also came to be considered as an attractive source of portfolio
diversification because of the low historical correlation between real estate assets and the
broader market indices (see Feng et al., 2006). Indeed, real estate investment has long been
seen as a countercyclical investment, although this has begun to change in the past decades
due to the growing interdependencies between real estate and finance, which have resulted in
stronger correlation between REIT share prices and market indices (Ambrose et al., 2007).

The urban political economy literature has established the role of states as crucial



market-makers for R-REITs. First, states regulations are foundational to the transformation of
real estate liquidity out of spatial fixity (Gotham, 2006) because they extend enabling
legislation and tax advantages that allow real estate to be treated as ‘just another asset class’
(Van Loon & Aalbers, 2017). In addition, states’ fire sales of distressed and privatized
properties have created a pipeline of properties for both REPE and R-REITs. In the US, state
responses to the foreclosure crisis, and in Germany, the privatization of public and social
housing, created large windows of opportunity for the development of first REPE and later R-
REITs (Fields, 2015; Fields & Uffer, 2016; Holm, 2010). Over the same period, the tightened
regulation of both primary and secondary mortgage markets in the wake of the GFC, in
combination with the flexibilization and casualization of labor markets, and the lack of
substantial social or cooperative housing plans, has increased the demand for private rental
housing (Byrne, 2020). Some local and national governments, as in Spain, have also scaled
back rental regulations, e.g. by minimizing tenancy security from five to three years, or by
making it easier to sell off properties rather than holding them, thereby making investment in
rental housing more attractive (Martinez & Gill, 2022).

State welfare trends, above and beyond the immediate domain of housing, have also
enabled R-REIT expansion. State welfare programs such as social security payments and
state-backed student loans provide a reliable flow of income to the tenants of several R-
REITs, which further ‘de-risks’ residential housing types that institutional investors would
have considered to be ‘marginal’ the past. Although such programs are not new, these
housing assets have become ‘mainstreamed’ (Harvey, 2005; Wijburg et al., 2018) within the
larger ‘alternative’ asset class of real estate. In Germany this was facilitated by a shift in
social security payments, enabling landlords to directly tap into rental subsidies their tenants
are entitled to, thereby minimizing the risk of unpaid rents (Bernt et al. 2017; see also
Soederberg, 2020). Whereas monthly social security payments and state-backed student loans
would have deterred institutional investors in the past, as they would have viewed it as a sign
of non-profitable assets, these forms of direct state support now provide a reliable income
stream, making investment in mobile home and student housing REITs in the US and
multifamily REITs in Germany more attractive.

2.3 Investors in R-REITs

We need to understand state de-risking not only in terms of regulating—and thereby
facilitating the rise of—REITs, but also in relation to how investors seek the highest return on
investment at the lowest possible risk. Whereas REPE and hedge funds typically specialize in
more speculative ‘buying low and selling high’ strategies (Holm, 2010; Fields & Uffer,
2016), R-REITs focus more on the income-producing dimension of housing assets, i.e., rents
(Wijburg et al., 2018). Although it is hard to generalize, R-REITs tend to be more risk-averse
than REPE and hedge funds. Whereas the latter may push the state the privatize social rental
housing or sell off foreclosed housing units, R-REITs are more interested in how the state
minimizes the risk of rents not being paid and assets not ‘performing’. To interpret the more
mid-to-long-term and more risk-averse strategy (and therefore lower return on investment
compared to REPE) of R-REITs, we need to also understand who invests in R-REITs and
why.

As we will demonstrate in the next section, listed R-REITSs receive most of their
funding from a range of asset managers and funds. Three providers of exchange-traded funds
(or ETFs), a type of index fund, are among the largest stockholders in all 15 R-REITs we
investigated: BlackRock, Vanguard, and State Street. The so-called ‘Big Three’ index ETFs
together are not only by far the largest shareholders in listed R-REITs, but also in 88% of the



S&P 500 firms (Fichtner et al., 2017). Our argument is not that ETFs are more heavily
concentrated in R-REIT investment relative to other sectors, but rather that R-REITSs are
increasingly considered to be a mainstream asset class that is included in market indices,
which enables them to draw in institutional investment. In other words, state de-risking is
instrumental to mainstreaming R-REITs, which allows them to be indexed, and in turn
generates sustained institutional investment.

Given the crucial role of ETFs, it is important to better understand how index funds
operate. Known as ‘passive investors’, index funds follow existing stock indexes rather than
actively manage their funds, like mutual funds or hedge funds. This passive investment
strategy does not aim to generate capital gains above market average, like active funds do,
but instead to provide market-average returns. Such funds invest in firms listed in indexes,
the control of which is also dominated by three companies with a combined 80% market
share: S&P Dow Jones Indices, FTSE Russell, and MSCI. Index funds have been around
since the late 1970s, and the first of the sub-type of ETFs were established in the early 1990s
(Petry et al., 2021). Together, index funds and ETFs now control more stocks than the
combined active funds, such that both the indices and the index funds are a major force
shaping global financial markets.

Inclusion or exclusion from an index steers the allocation of billions of dollars of
institutional capital, given that the passive investment vehicles now collectively manage more
than USD15 trillion in assets (Wigglesworth, 2021). From the moment that a stock is
included in an index, funds that track that particular index will invest in it, which implies that
inclusion in (or exclusion from) an index also has a price effect: stock prices tend to go up
when a stock is expected to be added to an index because other investors know that ETFs and
other index funds will now need to buy its shares. Moreover, index tracking has a broader
impact, as it influences decisions by active investors, magnifying the price effect for stocks
that are included in an index (Petry et al., 2021). ETFs have grown rapidly, and it is easy to
understand why: passive funds like index ETFs are cheaper to manage than active funds
because they control large sums of capital with minimal overhead and staff, while producing
average profit rates.

In addition to the three ‘big’ indices, there are also ‘smaller’ real estate indices that
focus on particular markets or assets, such as the Dow Jones U.S. Select REIT Index and the
FTSE EPRA NAREIT Global Real Estate Index.? As of May 2021, 26 ETFs were
benchmarked against the FTSE EPRA NAREIT Index. Over 500 companies are currently
included in the index, although these are not exclusively REITs. They represent more than
USD?3 trillion of property investment globally, with new listed real estate funds typically
added every three months. The Dow Jones REIT Index, on the other hand, only tracks 114
REITs, all from the US, no non-REIT listed funds, adds fewer new REITSs over time, and
represents less than USD1 trillion. Some of the larger R-REITs are not only included in the
specialized real estate index but also in the ‘big three’ indexes, e.g., 29 US REITs are
included in the S&P 500. This generates even more investment in these REITS. In other

> Dow Jones U.S. Select REIT Index is run by S&P, while the FTSE EPRA NAREIT Global Real
Estate Index is jointly managed by three actors: First, the Financial Times Stock Exchange (FTSE),
originally a joint venture between daily newspaper the Financial Times and the London Stock
Exchange, but currently wholly owned by FTSE Russell, a subsidiary of the London Stock Exchange
Group (LSEG). Second, the European Public Real Estate Association (EPRA), a non-profit
association representing Europe's publicly listed property companies, founded in Amsterdam in 1999
but now headquartered in Brussels. And third, the National Association of Real Estate Investment
Trusts (NAREIT), established in 1960 one day after President Eisenhower signed REITs into law, and
headquartered in Washington, D.C.



words: in terms of attracting institutional investment, it pays off to be a large R-REIT.

The ‘big three’ index ETFs and their smaller peers may invest in REITs through both
general funds (relying on the aforementioned indices) and through one of the specialized real
estate indices, implying that they are well-exposed to some of the largest REITs. Vanguard,
through its general ETF and its REIT ETF combined, is the biggest player in REIT
investment: by 2015 it had at least a 20% stake in almost 80% of all publicly-listed REITs
(Evans et al., 2016) and it has only expanded since. Beckmann and colleagues (2020) argue
that due the relatively scarce supply of REITs, ETFs are in favor of including more REITs in
the (specialized) indices so they can further diversify their investments, and because the
FTSE EPRA NAREIT Index has outperformed the S&P 500 in 15 of the last 25 years and
given that listed REIT dividend yields are more than double those of S&P 500 firms.

Since most REITs are obliged to pay out 90% of taxable income, they require
additional capital to grow, which implies that REITs must issue new stocks or emit debt to
acquire new assets. This makes REITs highly dependent on institutional capital and very
attractive to ETFs and other index funds, which, by their very nature, need to continue
investing in stocks in order to stay on par with the specific index they track. Once a
corporation is included in an index that is tracked by index funds, funds expand their
investments in this corporation to replicate the index as their assets under management grow.
This ‘automated’ and perpetual inclusion of stocks in the portfolio of passive vehicles is why
Fichtner and Heemskerk (2020) refer to passive investors as ‘permanent universal owners’. In
the early 1990s institutional investors and ETFs owned less than 10% of US REIT stocks, but
by 2016 they owned two-thirds (Beckmann et al., 2020). Moreover, institutional investors
have been more present as R-REIT than as C-REIT stockowners (Schwartz-Driver, 2008).

3 WHO OWNS R-REITS?

3.1. Sizing up the ‘Big Three’ Owners

In this section, we examine the institutional ownership of the largest US and German R-
REITs in order to better understand and demonstrate the role of ETFs and other institutional
investors in bridging the worlds of housing and finance. Figure 2 reintroduces the case study
R-REITs, presented here in terms of their significant and growing market capitalization. To
begin our analysis, we consider Refinitiv Eikon’s investor type classification. We have
simplified the original categories, which included ambiguous classifications, such as the one
between the dominant categories of Investment Advisor and Investment Advisor/Hedge
Fund.* Specifically, we singled out the ‘Big Three’ index ETFs’ (BlackRock, State Street and
Vanguard) as well as the sovereign wealth fund (SWF) Norges, and reclassified all other
investors for which Refinitiv Eikon provided data into either Other Investment Advisors and
Hedge Funds (including the other investors originally classified as Investment Advisor,
Investment Advisor/Hedge Fund and Hedge Fund) or Other.

* In Refinitiv’s guide the first are defined as ‘buy-side institutions that have discretionary power over
assets under management (AUM) and make buy/sell decisions’ and the second as ‘investment firm[s]
that uses both “traditional” and hedge fund (i.e. "alternative") investment techniques.’ For our pur-
poses here we have no way of knowing how heavily the latter use these ‘alternative’ techniques.

> We identified the respective entities by name only, implying that our results could underestimate the
actual ownership shares.
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Figure 2: Market Capitalization of Selected R-REITs
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We find that the large and combined ownership of institutional investors. In all cases,
the Big Three, Norges, and other investment advisors account for at least 80% and up to 95%
of all investment value (Figure 3). What is more, the Big Three alone account for around 30%
across the sample, which is equivalent to USD60 billion. While these three have been the
largest investors for several years, in most cases their shares have expanded in recently.
Pension funds never account for the direct ownership of more than 10% of the shares of any
R-REIT, but they indirectly invest heavily in R-REITs as they back the stock ownership of
many index ETFs, investment advisors, and hedge funds. Norges also has stakes in all R-
REITs, although to varying degrees, with its most important investments being the leading
two German R-REITs and the largest US R-REIT. Although R-REITs specialize in different
types of housing, we find that the investors in each of these categories are rather similar:
investment advisers and hedge funds dominate in all categories during the 2000-2020 period.
As an exception we find that shareholdership in single-family REITs is more volatile, perhaps
because this is a newer type of REIT in which ‘pure’ hedge funds played a larger role in the
initial stages, before investment in the sub-class was mainstreamed.

The country of registration of each investor provides an additional angle from which
to understand the ownership question. Here US-registered investors reign supreme,
accounting for 75-85% of US and 30-40% of German R-REITs (Figure 4). The other notable
countries here are primarily European, although we also see Canada, Japan, and Australia. It
should be noted, however, that this does not necessarily tell us anything about the ultimate
investors. Many of the US-based investors, including the three big ETFs, are funded heavily
by both North American and Western European pension funds (Braun, 2021). Moreover,
employees and pensioners increasingly own significant stakes in R-REITs through pension
funds or 401(k) plans. Indeed, a recent study suggests that by 2019, 44% of US households
own REIT stocks (rather than the narrower category of R-REIT stocks)—typically through
index and related target date funds—up from 23% in the year 2000 (Nareit, 2021a).
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Investor name

The Vanguard Group, Inc.

Type

Investment Advisor/Hedge
Fund

BlackRock Institutional Trust Company Investment Advisor

State Street Global Advisors (US)

Norges Bank Investment Management

(NBIM)

Cohen & Steers Capital Management,

Inc.

BlackRock Investment Management
(UK) Ltd.

Principal Global Investors (Equity)
MEFS Investment Management

Fidelity Management & Research
Company LLC

JP Morgan Asset Management
Geode Capital Management, L.L.C.
T. Rowe Price Associates, Inc.
Dimensional Fund Advisors, L.P.

APG Asset Management US, Inc.

Legal & General Investment
Management Ltd.

Invesco Advisers, Inc.
PGGM Vermogensbeheer B.V.
APG Asset Management N.V.

DWS Investment GmbH

BlackRock Advisors (UK) Limited

CenterSquare Investment Management

LLC.

California Public Employees’
Retirement System

Charles Schwab Investment
Management, Inc.

Nuveen LLC
Daiwa Asset Management Co., Ltd.

CBRE Clarion Securities, L.L.C.
LaSalle Investment Management

Securities, LLC

Morgan Stanley Investment
Management Inc. (US)

Shinko Asset Management Co. Ltd.

Investment Advisor/Hedge
Fund

Sovereign Wealth Fund

Investment Advisor/Hedge
Fund

Investment Advisor/Hedge
Fund

Investment Advisor

Investment Advisor/Hedge
Fund

Investment Advisor

Investment Advisor

Investment Advisor/Hedge
Fund

Investment Advisor

Investment Advisor/Hedge
Fund

Pension Fund

Investment Advisor/Hedge
Fund

Investment Advisor
Pension Fund
Pension Fund

Investment Advisor/Hedge
Fund

Investment Advisor/Hedge
Fund

Investment Advisor
Pension Fund

Investment Advisor

Pension Fund
Investment Advisor

Investment Advisor/Hedge
Fund

Investment Advisor

Investment Advisor/Hedge
Fund

Country

United States
United States

United States
Norway
United States

United Kingdom
United States

United States

United States
United States
United States
United States
United States
United States
United Kingdom

United States
Netherlands
Netherlands

Germany
United Kingdom
United States
United States

United States

United States

Japan

United States
United States

United States

Investment Value (billion USD)

2000 2005
1.6 28
33 43
26 26

- 13
24 3.1
1.8 13
1.3 13

2010
54
5.8
1.9

2.8

2.5

1.2

1.6

1.3
1.4

1.0

1.2

1.6

Table 2: Overview of Selected R-REIT Investors (Minimum Aggregate Investment of
>1.5 billion USD). Source: authors’ calculations based on Refinitiv Eikon data.
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2015 2020
179 252
127 14.1
59 86
50 78
51 52
25 50
22 46
24 42
64 33
20 32
12 29
19 28
1.5 27
21 22
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33 19
15 19
22 18
19 18
15 17

- 17

- 15

- 15
12 15
20 13
28 -
20 -
24 -
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If we extract the largest individual investors (according to their total investment
across the R-REITs) (see Table 2), we see how consistently dominant two firms are:
Vanguard and BlackRock. State Street, the third of the Big Three ETFs, is the third largest
investor overall, but well behind its larger competitors and just ahead of Norges. In
BlackRock’s case, it is important to note that it features three times in the list because of two
British subsidiaries. In 2020, the combined investment of these three BlackRock entities
together totaled USD20.8 billion.® In addition to investment advisors, hedge funds, and
Norges, Table 2 also includes several pension funds, the largest being APG (listed twice for a
combined investment value of USD4 billion in 2020, which would bring it into the Top 10
investors) and PGGM, which are both subsidiaries of the two largest Dutch pension funds.
This list also includes one US pension fund and one subsidiary of a US pension fund. Despite
differences in the investment volumes of individual investors, the picture in Figures 2 and 3
remains relatively stable if we use the data of Table 2 to compare between the years 2000,
2005, 2010, 2015, and 2020. In each year, investment advisors and hedge funds, with the Big
Three ETFs in the lead, dominate the R-REIT market.

3.2.Engineered for Growth

The ownership question alone does not explain what makes R-REITs distinct from other
‘financialized’ companies, and why this in turn positions R-REITs as long-term players with
the potential to grow significantly. In the case of R-REITs, it is nof the operational part that
represents a financialized logic, but it is the firm itself that is a financial product. This
difference is important because it underscores how R-REITs function as a vehicle for
sustained housing financialization. This, in turn, helps us to understand the conditions which
enable R-REITs to facilitate expansion, a point to which we return in the conclusion.

To illustrate this difference, we present four financial indicators for the period 2014—
2019, comparing R-REITs to the wider corporate sector exemplified by the S&P 500 (Table
3). First, the asset base clearly shows just how ‘heavy’ R-REITs are relative to other
‘financialized’ firms. Property typically accounts for more than 90% of the total assets of R-
REITs, and their liquid investments are much smaller than the S&P average.

Second, R-REITs hold much greater debt in relation to their revenues which suggests
that their capital circulates slower than that of other firms, and therefore underscores their
long-term orientation. Notably, the German R-REITs carry even higher debt ratios than their
US counterparts, which emit more equity. However, the average debt (in relation to assets) of
R-REITs decreased between 2014 (52%) and 2019 (45%), while the opposite happened for
the S&P 500 (28% and 30%, respectively). In other words, R-REITs appear to have been
more likely to use debt to enhance their asset base than other firms. Presumably, during this
high-liquidity period, R-REITs seized the opportunity to ‘lock in’ lower interest rates for a
longer time.

Third, the market capitalization of US R-REITs is much closer to the US corporate
sphere of the S&P 500 than those of the German R-REITs, which underscores the depth of
US capital markets—but also the potential for catch-up on part of the German R-REITs.

Finally, US R-REITs pay out more of their net income than the S&P 500, in keeping
with their legal status. This is not the case for the German R-REITs, which legally speaking

® BlackRock also invests through an Irish subsidiary, which would bring its combined investment up
to USD22 billion. Vanguard and State Street both invest in R-REITs through other subsidiaries as
well, none of which however feature on this list because of the threshold of USD1.5 billion per entity.
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Financial indicator Mean in % Median in %
(number of observations) (number of observations)
S&P 500 US R- DE R- S&P 500 US R- DE R-
REITs REITs REITs REITs

Cash and short-term 12.3 (2,723) 1.8 (66) 3.3(24) 7.2 (2,723) 1.0 (66) 2.4 (24)
investments / total
assets
Property plant and 27.8(2,934) | 92.6 (66) | 91.6 (24) 15.7(2,934) | 93.5(66) | 93.7 (24)
equipment / total
assets
Short and long-term 91.4 (2,969) | 366.1 (66) | 637.8 (24) 51.4 (2,969) | 339.9 (66) 624.6
debt / net sales (24)
Short and long-term 30.4 (2,969) | 47.1(66) | 46.1(24) 29.0 (2,969) | 45.2(66) | 44.6 (24)
debt / total assets
Net share issuance / -8.5(2,984) 6.2 (66) 2.8 (24) -4.6 (2,984) 1.8 (66) 0(24)
common equity
Market capitalization | 164.1 (2,984) | 121.2 (63) | 52.3 (24) 114.8 (2,984) | 124.0 (63) | 52.7 (24)
/ total assets
Dividends and share 90.4 (2,985) | 116.1 (66) | 54.2 (24) 84.5(2,985) | 121.3 (66) | 23.7 (24)
repurchases / net
income

Table 3: Overview of Selected Financial Ratios for S&P 500 companies and R-REITs,
2014-2019. Source: authors’ calculations based on Refinitiv Eikon data.

are not all REITs. Yet in both countries, the composition of payouts separates R-REITs from
other companies. Between 2014 and 2019, they channeled some 96.5% of their total
USD32.5 billion in payouts to shareholders in the form of dividends. In contrast, S&P 500
firms demonstrated a preference for share repurchases over dividends, devoting 58.8% of
their total USD6.5 trillion in payouts to this channel. While the S&P 500 relied on stock
markets to disburse funds rather than attract them by repurchasing an average of 8% of
common equity between 2014-2019, R-REITs harnessed financial markets’ potential for
growth by emitting an average of 5% during the same period.

What do these four indicators suggest? Stable growth in terms of both market
capitalization and underlying fixed assets, financed by fresh equity and debt, has enabled R-
REITs to generate reliable dividends for shareholders. Given these conditions, R-REITs have
grown at the roughly the speed of the global balance sheet—or even stronger, as the sector’s
recent growth burst shows. To sum up, R-REIT growth is enabled, on the one hand, by their
inclusion in general stock indices as well as real estate specific indices, which generates an
almost automatic flow of institutional capital into REITs, which is reflected in their
ownership structure. On the other, by the state’s de-risking practices which make it easier for
REITs to acquire both properties and capital.

4 DISCUSSION AND CONCLUSION

R-REITs and R-REIT-like funds bridge the worlds of finance and capital with those of
housing and urban development through strategies that aim to produce reliable income flows
from residential rents. R-REITs are not so much financialized corporations as much as they
are financial products, constituted through bundles of properties. As such, R-REITs play a
different role in financialized capitalism than financialized corporations, forming a network
between institutional investors and various state actors on the one hand, and disparate and
heterogeneous residential geographies on the other.
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Our first contribution to the housing financialization literature is to conceptually
extend our understanding of how real estate, finance, and the state are configured in relation
to each other by R-REITs. While much of the existing R-REIT literature has focused on the
real estate/state axis of this relationship, our analysis of R-REIT ownership enables us to
explore the under-examined connections between the real estate/finance axis and the
finance/state axis.

Our main empirical finding, and second overall contribution, relates to the pivotal role
of the ‘Big Three’ index ETFs in shaping R-REIT ownership and growth. The Big Three
ETFs, backed by pension fund capital, provide the main driver of demand for R-REIT stocks
and, by extension, are overwhelmingly the largest owners of R-REIT shares. ETFs fuel the
expansion of R-REITs, both in size and geographically to new asset types and locations. This
expanding geography of institutional real estate investment represents the latest wave in an
ongoing process of residential housing financialization and is more broadly indicative of yet
another way in which capital seeks to ‘switch’ in and out of the built environment. The point
is not that pension fund and ETF investment is unique to real estate, but rather that state de-
risking and financial sector practices together have mainstreamed real estate assets as not only
relevant but key to long-term institutional investment. R-REITs facilitate the transformation
of relatively illiquid, and in many cases hitherto ‘uninvestable’, residential properties, such as
scattered single-family homes, ‘affordable’ rental housing and mobile homes, into a liquid
and reliable asset class.

ETFs and institutional investors do not simply need R-REITs to furnish housing assets
to invest in. They also require the state, in its various guises, to guarantee attractive risk-
adjusted returns on R-REITs investments. Our third overall contribution is to therefore deepen
our understanding of the ways in which the state de-risks housing financialization. We find
six dimensions of state de-risking in this context, building on political economy-inspired
analyses of real estate financialization (see sections 1 and 2). First, the proliferation of R-
REITs cannot be explained without also understanding the many forms and layers of state
intervention which make particular residential asset types and locations investable for R-
REITs. To start with, REITs can only exist if governments have introduced regulation that
provides for REIT structures, following Gotham (2006) and many subsequent scholars. That
is, states enable REITs through basic regulations and direct tax advantages that are baked into
REIT regulation. In other words, the mere introduction—and thus regulation—of REITs, from
the very start in the US onwards, has always been a case of the state de-risking institutional
investment into real estate. It is the raison d’étre of REITs.

Second, state actions have created the very housing portfolios that many R-REITs
invest in. In Germany, the federal government introduced legislation facilitating the
privatization of public and social housing, which was subsequently picked up by local and
state governments which supported privatization for both ideological and budgetary reasons.
In the US, states have played multifaceted roles in enabling the creation of single-family
REITs by facilitating the transfer of large portfolios of ‘distressed’ residential assets to
investors during the aftermath of the GFC. Most German R-REITs and the new US single-
family R-REITs were born out of this massive transfer of ownership from, respectively, the
social housing and owner-occupied sectors, to the private rental sector. In this sense, states
have first created a safe regulatory environment for R-REITs and subsequently—and mostly
indirectly—shaped the conditions that enabled R-REITs to acquire as many properties as
they have.

But the role of the state does not stop here. Third, state(-sanctioned) funds channel
substantial funding to R-REITs, through pension funds, tax-exempt 401(k) plans, and one
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SWF (Norway’s Norges) which finance REITs both directly and through ETFs, as we have
demonstrated in section 3. That is, the state not only fed the supply of houses and apartments
to R-REITs, but also furnished the supply of funding—again, in rather indirect ways—
necessary to finance such acquisitions.

Fourth, states have used REIT regulation to restructure their own housing holdings.
For example, one of France’s major social housing companies was listed on the stock
exchange, thereby effectively creating an R-REIT within the state (Wijburg, 2019). This
suggests that the state is using the instruments of housing financialization to further its own
goals, thereby setting in motion the financialization of the state (see Aalbers, 2020).

Fifth, central banking policies (i.e., low interest rates and quantitative easing) and
regulations (e.g. de-risking imperatives) have benefitted both R-REITs and their investors
(cf. Fernandez and Aalbers, 2016). Borrowing-to-expand has been an attractive option for R-
REITs, as evidenced by their relatively high debt-to-revenues ratios. Moreover, the Third
Basel Accord and other banking regulations have pushed banks to offload their housing
assets. R-REITs did not simply buy banks’ housing portfolios but were in some cases
expressly created with the purpose of assuming these assets (Yrigoy, 2021).

To make R-REITs possible and attractive, they not only need to be regulated and
able to acquire properties and funding, but also able to realize stable income flows—i.e.,
rents. Here, and sixth, the state plays a de-risking role in the cases of mobile home and
student housing R-REITs in the US, and socially rented apartments and nursing homes in
Germany, by guaranteeing social security payments and underwriting student loans used to
rent housing. In Germany, the state may even pay the rents of tenants on social security
directly to R-REITs (Bernt et al., 2017; Soederberg 2020). The state-backed security of
tenant income represents a crucial part of the financial foundation necessary to engineer an
investment strategy commensurable with the stable and reliable returns demanded by
investors, despite the heterogeneity and complexity of the residential sector.

Following Gabor (2020; 2021), we contend that these many state measures work to
de-risk residential investment frontiers. This does not imply that there is a grand scheme
through which states universally elevate R-REITs at the expense of other housing or
investment options, but it does illustrate that states are involved in R-REITs in multiple
ways, for different reasons, and with different and potentially contradictory consequences.
There are many such investment frontiers, the geography of which shifts over time: from
commercial to residential real estate, but also from multifamily properties to single-family
properties, student and employee student dormitories, mobile homes and RV sites, and, most
recently, care and nursing homes (Aveline-Dubach, 2022; August, 2021; Horton, 2021).
New asset frontiers also entail the movement of capital into new neighborhoods, towns,
cities, and countries. This geography of R-REIT investment is diverse and complex, while at
the same time operates under a model of standardization focused on the creation of a safe
asset class. As Fields (2018) and others have contended, the assetization of housing through
assemblages of ‘innovative’ financing, regulatory, and asset management strategies
represents a process of market objectification, which seeks to fashion housing as ‘just
another asset class’ for investors (Van Loon and Aalbers, 2017).

What does this portend for the future on R-REITs? There are many signs that R-
REITs are not just ‘here to stay’, but are likely to expand in terms of assets, geography, and
investment volume. On the capital market side, ETFs, pension funds, and other institutional
investors sustain a feed of inward capital, partly because of the built-in expansionist logic of
ETFs, and partly because R-REITs are increasingly included in multiple indices. This
implies R-REITs will keep looking for new portfolios, new asset classes, and new
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geographies. The comparably strong performance of R-REITs versus C-REITs during the
initial stretch of the COVID-19 crisis may only further an investor perception of secure
opportunity in residential markets. Historically, REITS have also outperformed stocks in
times of high inflation, although industry analysts suggest that this is no guarantee in the
current conjuncture (Funari, 2022). Furthermore, plans for a US capital gains tax may
benefit R-REITs that reward their shareholders through dividends rather than capital gains.
All of this suggests that the state/finance nexus which undergirds R-REIT markets appears
secure.

This is not to say that R-REITs do not face new and resurgent barriers to expansion,
both internal and external to their investment model. It is ironic that state de-risking is
pushing R-REITs to expand and take on bigger risks—that is, de-risking may be producing
new risk. As we have seen in the GFC, what starts as portfolio diversification may easily
turn into riskier market behaviors that can eventually lead to a contagion effect across
financial domains that were hitherto considered separate.

The de-risking of institutional investment in housing has also produced a very
different kind of risk: asset income streams are being prioritized at the expense of housing
affordability. In the US, the expansion of R-REITs to the Sunbelt region (Fields and
Vergerio, 2022) closely follows the geography of rising home prices and rental cost
increases (see, respectively, S&P, Dow Jones Indices, 2022; Berdychowski, 2022).
Similarly, climate risks and their management give pause for concern about the longer-term
durability of R-REIT investment strategies. The state, once again and in many guises, may
assume new and deepened roles in de-risking the real estate/finance axis—if only to sustain
near-term real estate market stability from climate disruption (Taylor, 2020). While the
climate-amplified housing crisis may deepen the role of the de-risking state, it could also
disrupt the finance/state axis in ways that challenge the existing regime of institutional
ownership. Consider, for example, how institutional divestment from fossil fuel assets has
prompted backlash against “woke capitalists” in US states like Texas and Florida (Aronoff,
2022).

As housing affordability challenges, changing capital market conditions, and climate
vulnerabilities escalate—and become increasingly entwined (Taylor and Aalbers, 2022)—in
many of the core markets and sectors in which R-REITs invest, there remain many open
questions regarding how, where, and to what extent R-REIT strategies will be reproduced,
contested, or otherwise remade. Scholars of housing financialization can continue to analyze
and respond to these emergent dynamics through sustained focus on the shifting
relationships between real estate, finance, and the state—and the axes between each.
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