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Small companies are an interesting asset class. Almost every leading company today was once a small 
company. And getting the call right can be extremely rewarding (like buying Amazon in 2001). 

However, one can argue that buying small companies comes with greater than normal risk. It can be hard to 
displace an incumbent, and lack of scale or adequate human or financial capital can result in even the best 
ideas failing. Clearly it takes a specialist to navigate such risks successfully. 

But what about listed real estate? Do small / medium sized REITs have the same risks? 

With regard to access to human and financial capital, the answer is maybe. However, asset-backed 
mortgages often look past the entity and more to the asset, mitigating the argument that small REITs do not 
have access to capital. 

Moreover, does a building really lose its competitive advantage if it is housed in a smaller listed REIT 
compared to a larger one? Does a property care if one CEO is replaced by another? Business models can 
become obsolete, but can a building become obsolete just because it is owned by a smaller company? 

The benefits of owning a small / mid cap REIT 
While one can argue there are some additional risks of small cap REITs, there are also some very clear 
advantages. 

• Smaller REITs are more ‘digestible’ from an acquirer’s perspective (as they are easier to fund) and 
are therefore more likely to be an M&A target. 

• Incremental cashflow or valuation gains are more likely to ‘move the needle’ for small REITs. 
• Smaller REITs tend to have oversized administration expenses relative to income, which means they 

benefit from scale economies as they grow. 
• Incremental acquisitions (if sensible) are more likely to add to earnings / cashflow / value. 

At Quay, we have no qualms owning smaller REITs as long as they pass our liquidity filter and valuation and 
risk screens. But are we missing potential return opportunities presented by the large REITs, or taking on 
additional risk? To answer these questions, we turn to the data. 

Does size matter for long-term REIT performance? 

To quantify the performance of REITs by size, we back-tested three global real estate portfolios. Using 
Quay’s proprietary screening model, which targets listed real estate companies in developed markets with 
limited development income and adequate liquidity, we identified a universe of 389 listed real estate 
opportunities today. 

From this opportunity set we sliced the data into small, mid, and large cap sectors, defined as: 

• small cap < US$2.0bn market capitalisation 
• medium cap between US$2.0bn and US$5.0bn market capitalisation 
• large cap > US$5.0bn market capitalisation 

By these definitions we arrive at an investment pool of 108 securities for large cap, 113 securities for mid cap 
and 168 for small cap. 

To test the returns we back-tested each portfolio, reweighting each month (market cap weighted) over 10 
years. The cumulative total returns (measured in USD) are shown below. 
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Source: Bloomberg, Quay Global Investors 

The data clearly shows smaller REITs have meaningfully outperformed large REITs over the past 10 years, 
while mid-caps have underperformed (albeit only marginally). 

But what about risk? 

At Quay, we tend to define risk differently to most (see our white paper here). However, if we are to use a 
very simple statistical measure, like standard deviation of returns, we can see smaller and mid cap REITs 
have displayed lower risk compared to the large caps. 

 
Source: Bloomberg, Quay Global Investors 

By this analysis, portfolios of large and mid cap REITs have historically delivered lower returns relative to 
smaller REITs, but in both cases with higher standard deviation. 

Looking beyond the data 
While it may be true that a building doesn’t know if it is in a small REIT, we fundamentally believe in some 
sectors, scale (and therefore size) does matter. 

For example, we believe the owner of a single shopping mall – even if it was one of the most productive 
malls in the country – is at a material disadvantage compared to an owner of a large number of high-quality 
malls. This is because malls are extremely capital- and people-intensive. Unlike office or industrial property, 
malls require continued redevelopment (which is difficulty with asset-backed funding), remixing and specialist 
leasing skills. Further, larger owners have significant information advantages versus smaller owners. For 
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example, larger owners tend to have comprehensive data base on retailer sales and profitability by location 
and category – information useful for leasing negotiations and redevelopment feasibilities. 

To some extent, scale is also important in the area self-storage – especially over the past five years where 
demand and pricing algorithms have become important for revenue management and search. 

It is clearly a sector by sector proposition. 

Shortcomings of the analysis 
One of the shortcomings of our analysis is that the back-testing available (via Bloomberg) is limited to 10 
years, so it does not include the global financial crisis – indeed it only includes the (so far) 10-year bull 
market since 2010. 

However, we can test the performance of the portfolios in ‘worst case markets’. The chart below shows the 
largest monthly loss for each portfolio since 2010. Again, smaller companies tend to do better under this 
scenario. 

 
Source: Bloomberg, Quay Global Investors 

And for the more statistically minded, the Sortino ratio (risk premium returns divided by standard deviation of 
negative returns) again favours small caps1. 

 
Source: Bloomberg, Quay Global Investors 

 
1 Sortino ratio calculation assumes average US 10-year bond yield of 2.5% 

-12.6%
-13.0%

-10.9%

-13.5%

-13.0%

-12.5%

-12.0%

-11.5%

-11.0%

-10.5%

-10.0%

-9.5%

Mid Cap Large Cap Small Cap

Worst month returns

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1.0

Mid Cap Large Cap Small Cap

Sortino Ratio



In global real estate, does size matter? 
 
 
 
How does this affect Quay? 

At Quay, we seek to identify and own the best real estate opportunities listed globally. At times, this may 
point us to small or mid-sized real estate companies.  

We are not afraid to own smaller companies if we believe the risk return metrics are in our favour. As a 
result, some of our larger positions in the Quay Global Real Estate Fund would be mid-cap under this 
definition and in the past we have owned REITs that would be defined as small-cap. As the data above 
suggests, we do not believe this means we are necessarily taking on more risk – especially considering we 
target companies with low leverage and high dividend cover, with undervalued assets backed by strong 
secular themes. 

Finally, this analysis suggests that fund size can affect the overall performance of a manager. The larger the 
fund, the more likely it is that the fund will miss opportunities in the smaller REIT world. This is why we will 
remain disciplined on our overall investment capacity – so we can continue to invest into the future as we 
invest today, and not miss the opportunities presented by smaller companies.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The content contained in this article represents the opinions of the authors. The authors may hold either long or short positions in 
securities of various companies discussed in the article. The commentary in this article in no way constitutes a solicitation of business or 
investment advice. It is intended solely as an avenue for the authors to express their personal views on investing and for the 
entertainment of the reader. 

This information is issued by Bennelong Funds Management Ltd (ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the Quay 
Global Real Estate Fund. The Fund is managed by Quay Global Investors, a Bennelong boutique. This is general information only, and 
does not constitute financial, tax or legal advice or an offer or solicitation to subscribe for units in any fund of which BFML is the Trustee 
or Responsible Entity (Bennelong Fund). This information has been prepared without taking account of your objectives, financial 
situation or needs. Before acting on the information or deciding whether to acquire or hold a product, you should consider the 
appropriateness of the information based on your own objectives, financial situation or needs or consult a professional adviser. You 
should also consider the relevant Information Memorandum (IM) and or Product Disclosure Statement (PDS) which is available on the 
BFML website, bennelongfunds.com, or by phoning 1800 895 388 (AU) or 0800 442 304 (NZ). BFML may receive management and or 
performance fees from the Bennelong Funds, details of which are also set out in the current IM and or PDS. BFML and the Bennelong 
Funds, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information of any kind or any losses 
caused by using this information. All investments carry risks. There can be no assurance that any Bennelong Fund will achieve its 
targeted rate of return and no guarantee against loss resulting from an investment in any Bennelong Fund. Past fund performance is not 
indicative of future performance. Information is current as at the date of this document. Quay Global Investors Pty Ltd (ABN 98 163 911 
859) is a Corporate Authorised Representative of BFML. 
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