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Unlocking valuc in real estate

Real estate beyond repricing: Why income still drives long-term returns

KUWAIT: For decades, the investment case for
real estate was built on contractual income, with
values driven primarily by fundamentals rather than
the daily volatility of public markets. This made
the asset class a reliable component of diversified

portlolios. That changed when central banks raised
inlerest rates al the fastest pace in decades, U
ng a repricing in properly values and slow my:
transaction activity. However, short-term capital
depreciation can aflect assel prices without lunda-
mentally allering the sustainability of income

This highlights a core principle that asset prices
can diverge lrom underlying fundamentals. f |
aling income (NOI) — the renlal
ning aller operaling expenses — is
the key measure of performance. While valuation
mulliples and market sentiment influence shor

eslale, nel op:
revenue rema

term pricing, NOI remains the main driver o
turns over long investment horizons. Today, real
estate performance s increasir gmented

across seclors and geographies

NBK
Wealth

While traditional core sectors face structur-
al redefinition, allernative assels such as dala
cenlers, senior housing, and sell-slorage have
emerged as important sources of stable, long du-
ration income. Building a resilient portfolio re-

quires moving bevond legacy assumplions and
capilalizing on valuation dislocations between
puﬁ»lix and privale markets. Privale and public real
eslale are nol interchangeable and serve distinct
roles within a portfolio

ale real estate offers direct assel control,
flexible structures, and opportunities Lo generate
alpha through active management, but at the cost
of lower liquidity and appraisal based valuations.
By contrast, public real estate, through RETTs and
TS, provides liquidity, transparent pricing, and
licienl access Lo specilic seclors and regions.
The trade-ofl is grealer exposure Lo equily mar-
ket sentiment and higher short-term volatility. Un-
derstanding the relationship between private and

public real estale is essential for building resilient,
diversiflied portfolios

A stralegic allocation 1o both helps bridge the
complementary strengths of cach structure within
a broader wealth strategy. As a resull, portlolios
can henefit from the liquidity of public markets
alongside the control and flexibility of private in-
vestments. The role of real estate in a portfolio rea

estate income is contractual and has historically
shown inflation resilience through lease resels,
rent increases, and rising replacement costs.

Supported by stable fundamentals, it has pro-
vided ([“\ ersilication and lower reported volalility
than public markets. However, 2022 highlighted
that private valuations are nol immune Lo repricing
and that some of their stability reflects appraisal
lags. Combining public and private vehicles cap-
tures long-term value while maintaining tactical
flexibility.

Real Estate Strategics
There is a wide range of r
cach with a distinet por tolio role,

| estale stralegies,
ilfering in risk
and in where the return nnqmglu from owning
existing income Lo creating it. While these real es-
lale investment stralegies existin both private and
public markets, they dilfer signilicantly in imple-
mentation. Privale investments Lypic involve
long-term, illiquid ownership structures, whereas
public strategies are generally accessed through
sector-specific REITs or real estate ETFs that
provide liquid, exchange-traded exposure.

Jore: Invests in stabilized, fully leased assets
for stable, low-volatility income, with returns driv-
en primarily by contractual rent rather than value
creation. Targel gross returns typically range be-
ent (Pregin)
s [oundations with
management inilialives

tween 6 percent and 10 per
Core-plus: Builds on ce

modest leasing and assel
to enhance income, accepling limited execution
risk [or incremental u|NJ wel gross relurns
Ly pically range between 8 per cenl and 12 percent
( |u|m] Value-add: Shifls returns from ow nership
Lo execulion: managers renovale, re-lease or re-
position under-managed assels Lo raise NOI and
assel value, with oulcomes resting largely on op-
cralor skill. Targel_gross returns Lypically range
between 11% and 15% (Preqin).

Opportunistic and Distressed
Targets assels requiring significant redevelop-
menl, conversion or {inancial restructuring: returns
are driven by value creation rather than exisling

NBK Wealth
Thought Leadership

Unlocking Value in Real Estate: Trends,
Strategies and Insights

P,
A

income, with outcomes resling on manager exe-
culion and markel conditions. Targel gross returns
can exceed 15 percent (Preqin). Despite differing
risk-return drivers, broader demand forces shape
performance across strategies. The next sections
explore two key drivers; long-term demographic
trends and laster-moving structural shifls.

Demographic Demand

‘The Core of Resilienl Income Demographic de-
mand is one of the most durable drivers of real es-
tate. Senior housing illustrates this well: as more US
baby boomers enter their 8Os, rising demand and
conslrained supply are L(L‘.Ilill:_r a [avorable back-
drop lor the secte

Demographic lailwinds extend well beyond the
United States. In Asia, the population aged 60 and
over is projected o nearly double 1o 1.3 hillion by
2050, representing one in four people. Japan al-
has nearly 30 percent of ils population aged
+, while South Korea crossed the 20 percent
“super-aged” threshold in 2024, As a resull, de-

mand [or senior housing, healthcare, and eldercare
infrastructure is e |udu] to grow. With Asiak se-
nior housing markel projected to more than double
by 2030 (Colliers), lLu strong demand seen in the
US may signal a broader global aging-driven in-
vestment theme. These demographic shifls are akso
supporling growth in allernative real eslale sec-
tors, including senior housing and other specialized
property Ivpes

More broadly, structural trends such as urban-
ization, houschold formation, and migration contin-

ue Lo shape long-term demand across real estate
markels, supporl] nging from multifami
housing and student accommodation Lo sell-stor
age in major urban centers. Sector Structural Shifts
and Assel Repositioning Demographic trends
long-term demand drivers, while secondary mar-
ket forces move on a shorter horizon. These fast-
er- shills reshape demand patterns. making

m\llmllln" and development a primary focus for
-add and opportunistic stralegies

I'he secular growth of e-commerce is one ex-
ample. As online relail penetration rises, demand
for modern logistics facililies has increased be
cause online retailers require signilicantly
warchouse space than ll.\Jlllmml stores. This sup-
ph-demand imbalance has created np|lmrlun|uu
Lo redevelop obsolete retail assels, including un-
derperforming malls and big-box properties, into
distribution centers.

Public vs private dynamics: Public real estate
offers liquidity and tactical flexibility, while private

¢

markets provide direct asset control and long-term
alpha through aclive managemenl.
Dual Return Drivers: Nel operaling inco

provides stable cash flow, while capital appreci-
ation is driven by macroeconomic conditions and
markel senlimenl.

Structural Inflation Hedge: Lease structure:
rental escalations, and rising replacement costs help
preserve purchasing power during inflationary per
ods.

Risk-Return Speetrum: Targel relurns in-
crease along the risk spectrum, from stabilized e
assels Lo value-add and opportunistic strategies.

Secular  Demand  Cata Demographi
shifts, urbanization, and changing hehaviors are di-
recting capital toward allernative and specialized
pm{wﬂ types.

Active Management Opportunili
Al infrastructure, data centers, and evoly
and office use creates opportunities for r
ing, redevelopment and adaplive reuse.

Growthin
e relail
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or decades, the investment case for real estate was
built on contractual income, with values driven pri-
marily by fundamentals rather than the daily volatil-
ity of public markets. This made the asset class a reli-
able component of diversified portfolios. That changed
when central banks raised interest rates at the fastest
pace in decades, triggering a repricing in property val-
nes and slowing transaction activity. However, short-
term capital depreciation can affect asset prices without
fundamentally altering the sustainsbility of income.
This highlights a core principle that asset prices can
diverge from underlying fundamentals. In real estate,
net operating income (NOI) — the rental revenue re-
maining after operating expenses — is the key measure
of performance. While valuation multiples and market
sentiment influence short-term pricing, NOI remains
the main driver of returns over long investment hori-

zons.
Today, real estate performance is i ingly frag-

Chart 1: Return Profiles Across Real Estate Strategies
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drivers of real estate. Senior housing illustrates this
well: as more U.S. baby boomers enter their 80s, rising
demand and constrained supply are creating a favour-
able backdrop for the sector (see Chart 2).
Demographic tailwinds extend well beyond the Unit-
ed States. In Asia, the population aged 60 and over is
projected to nearly double to 1.3 billion by 2050, rep-

Chart 2: Senior Housing: Occupancy vs. New Supply Growth in the U.S

mented across sectors and geographies. While tradi-
tional core sectors face structural redefinition, alter-
native assets such as data centers, senior housing, and
self-storage have emerged as important sources of sta-
ble, longduration income. Building aresilient portfolio
requires moving beyond legacy assumptions and capi-
talizing on valuation dislocations between public and
private markets.

Private vs Public Real Estate

Private and public real estate are not interchangeable
and serve distinct roles within a portfolio. Private real
estate offers direct asset control, flexible structures,
and opportunities to generate alpha through active
management, but at the cost of lower liquidity and ap-
praisal based valuations. By contrast, public real estate,
through REITs and ETFs, provides liquidity, wanspar-
ent pricing, and efficient access to specific sectors and
regions. The trade-off is greater exposure to equity
market sentiment and higher short-term volatility.

Understanding the relationship between private and
public real estate is essential for building resilient, di-
versified portfolios. A strategic allocation to both helps
bridge the complementary strengths of each structure
within a broader wealth strategy. As a result, portfolios
can benefit from the liquidity of public markets along-
side the control and flexibility of private investments.

The Role of Real Estate in a Portfolio

Real estate income is contractual and has histori-
cally shown inflation resilience through lease resets,
rent increases, and rising replacement costs. Supported
by stable fundamentals, it has provided diversifica-
tion and lower reported volatility than public markets.
However, 2022 highlighted that private valuations are
not immune to repricing and that some of their stability
reflects appraisal lags. Combining public and private
vehicles captures long-term value while maintaining
tactical flexibility.

Real Estate Strategies

There is a wide range of real estate strategies, each
with a distinct portfolio role, differing in risk and in
where the return originates, from owning existing in-
come to creating it. Chart 1 shows target returns and
the spread around them widening as risk rises. While
these real estate investment strategies exist in both
private and public markets, they differ significantly in
implementation. Private investments typically involve
long-term, illiquid ownership structures, whereas pub-
lic strategies are generally accessed through sector-
specific REITs or real estate ETFs that provide liquid,
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Chart 3: E-Commerce Share of US Retail: Historical and Forecast

35%
30%
25%
20%
15%
10%

5%

—— Historical (%)

e

Forecast (%)

2019 2020 2021
Source ! Prologis Research, CBRE

022 2023

2024 2025

2026 2027 2028 2029 2030

exchan ge-traded exposure.

Core: Invests in stabilised, fully leased assets for
stable, low-volatility income, with returns driven pri-
marily by contractual rent rather than value creation.
Target gross returns typically range between 6% and
10% (Preqin).

Core-plus: Builds on core's foundations with mod-
est leasing and asset-management initiatives to enhance
income, accepting limited execution risk for incremen-
tal upside. Target gross returns typically range between
8% and 12% (Preqin).

Value-add: Shifts remms from ownership to execu-
tion: managers renovate, re-lease or reposition under-
managed assets to raise NOI and asset value, with out-
comes resting largely on operator skill. Target gross

returns typically range between 11% and 15% (Preqin).

Opportunistic and Distressed: Targets assets requir-
ing significant redevelopment, conversion or finan-
cial restructuring; returns are driven by value creation
rather than existing income, with outcomes resting on
manager execution and market conditions. Target gross
returns can exceed 15% (Pregin).

Despite differing risk-return drivers, broader de-
mand forces shape performance across strategies. The
next sections explore two key drivers: long-term demo-
graphic trends and faster-moving structural shifts.

Demographic Demand: The Core of Resilient
Income
Demographic demand is one of the most durable

resenting one in four people. Japan already has nearly
30% of its population aged 65+, while South Korea
crossed the 20% “super-aged” threshold in 2024, As a
result, demand for senior housing, healthcare, and el-
dercare infrastructure is expected to grow. With Asia's
senior housing market projected to more than double
by 2030 (Colliers), the strong demand seen in the U.S.
may signal a broader global aging-driven investment
theme.

These demographic shifts are also supporting growth
in alternative real estate sectors, including senior hous-
ing and other specialized property types. More broadly,
structural trends such as urbanization, household for-
mation, and migration continue to shape long-term
demand across real estate markets, supporting assets
ranging from multifamily housing and student accom-
maodation to self-storage in major urban centers.

Sector Structural Shifts and Asset Repositioning

Demographic trends are long-term demand drivers,
while secondary market forces move on a shorter ho-
rizon. These faster-moving shifts reshape demand pat-
terns, making repositioning and development a primary
focus for value-add and opportunistic strategies. The
secular growth of e-commerce is one example. As on-
line retail penetration rises (see Chart 3), demand for
maodern logistics facilities has increased because online
retailers require significantly more warehouse space
than traditional stores. This supply-demand imbalance
has created opportunities to redevelop obsolete retail
assets, including underperforming malls and big-box
properties, into distribution centers.

Key Takeaways

M Public vs. Private Dynamics: Public real estate of-
fers liquidity and tactical flexibility, while private mar-
kets provide direct asset control and long-term alpha
through active management.

M Dual Return Drivers: Net operating income provides
stable cash flow, while capital appreciation is driven by
macroeconomic conditions and market sentiment.

B Structural Inflation Hedge: Lease structures, rental
escalations, and rising replacement costs help preserve
purchasing power during inflationary periods.

M Risk-Retum Spectrum: Target returns increase along
the risk spectrum, from stabilized core assets w value-
add and opportunistic strategies.

W Secular Demand Catalysts: Demographic shifts, ur-
banization, and changing behaviors are directing capi-
tal toward alternative and speci d property types.
W Active Management Opportunities: Growth in Al in-
frastructure, data centers, and evolving retail and office
use creates opportunities for repositioning, redevelop-
ment, and adaptive reuse.
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