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Investling in
rcal assels

KUWAIT: Real assets are physical/langible assets
with intrinsic value, independent of market conditions.
They include propertices, land, agricullure, natural re-
sources, and infrastructure. livestors are drawn Lo real
assels for diversificalion, protection against inflation,
and income generalion through sources like rental
payments and capital appreciation. For example, real
eslale Luni]n'm'iclu rental income while appreciating in
value, Additionally, commaodities like gold can hedge
agrainst inflation. Overall, real assels are essential lor
a slable and diversified investment strategy, especially
in uncertain economic conditions.

Types ol real assel investments

Real assels investments can be classilied into four
main calegories, cach with ils own unique seclors.

Investors can participale in both public and pri-
vale markels Lo gain ex posure Lo real assets. Howev-
er, il is important first Lo understand the main factors
influencing risk and expected returns for cach type
ol investment and how they relale Lo an investor’s
lime horizon, risk tolerance, av ailability ol L.Lpllal
and liquidity constraints. Depending on these Tac-
Lors, exposure Lo public markets, privale markets, or
be suilable.

I"ublic markels
Ivpically, investors with short-term horizons and

necding immediate liquidity can lake advanlage of

publicly traded equity in companies related Lo real
eslale, infrastructure or nalural resources. This ex-
posure can be accessed through seclor-specilic mu-
lual funds, real estate investment brusts (REETTs), o
exchange-traded lunds (IZTFs) using aclive or p-Jk—
sive u]mplmLhu respectively. While these stralegies
olfer liquidity, they are also subject Lo volatility, sim-
ilar Lo the overall equity markel.

Privale markels
For investors with substantial capital and a

NBK
Wealth

long-term horizon, allocaling capilal Lo privale in-
vestments in real assels can oller benefits. These
investments often exhibit lower volatility and more
accuralely represent desired charactleristics com-
pared o public markel counterparts. However,
building and managing a private market portfolio
requires significant research resources for due dil-
igence and moniloring, and the elevaled minimum
commilment size may restricl Lthe llexibility Lo cre-
ale a diversified portlolio.

Income generation in real assels
Real assels like real estale and inlrastructure are

greal oplions [or investors looking [or both income

and capilal appreciation. These assels generale in-
Come dlmu_u'll'l renl payments and offer predictable
and resilient cash flows. Real estale investors have
carned a long-term vield premium of 3.7 percent
compared o US government bonds, while infra-
struclure investors have earned a premium ol 3.6

NBK
Wealth

Table 1: Description of Real Asset Categories and Investments

Major
Category

Real Estate

Infrastructure

Natural

Resources fields, [...]

Commodities

Sovwree MKW ASR-O0 Office

corn), [...]

percenl over Lhe past 15 vears (measured againsl
listed real estate and infrastructure).

* Infrastructure and real estale investmenls Lyp-
ically offer higher vields compared 1o US govern-
ment bonds.

+ As of mid-2022, the vield spreads for these in-
vestments narrowed or Lurned megal v, ||'|d|LJi|n 14
reduced allractiveness in a low-risk conlexl.

* s [lnlln_- Lhis, other lactors such as capilal appre-
ciation, diversilication, and inflation protection make
a slrong case for invesling in real assels.

* The historically high vield premiums of real as-
sols sugmest pntuntiul [or strong income generation,

Chart 1: Real Estate — Historical Yield Spread
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Real Asset Investments

Residential properties, Commercial properties, Industrial properties,
Retail properties, Hotel properties, [...]

Toll roads, Airports, Ports, Power plants, Telecommunication towers, [...]
Agriculture land, Timberland, Water rights, Mineral rights, Oil and Gas

Gold, Copper, Qil, Natural Gas, Agriculture products (e.g., cacao, wheat,

Performance of real assels in

varying economic conditions
Real assets play a crucial role in investment strat-
egies, especially during economic downturns and
||'|f]al|nn.m periods. Hnu. acl as a strong delense
against rising prices and can help retain or increase
their value when equities and bonds are vulnerable
Lo inllation. Real assels, such as real estale and com-
mawdities, derive their value rom physical assels and
serve as ellective inflation hedges. They also provide
[urther diversification in an investor's portfolio due Lo
their lower correlation with traditional assel classes.

The benelilts of real assels in
a diversilied portlolio

Introducing real assels Lo a traditional G0/40 port -
[olio (consisting of equities and bonds) can enhance
portlolio diversification by providing both income
generalion and capital g srowlh, ov u:niu.Jll\ contribul-
ing Lo a more stable return expectation. The benelits
ol real assels in a mixed [m]'tllnliu. inter alia, are de-
rived in part from their historically low correlation Lo
honds. For example, natural resources exhibited over
the past 20 years, a nearly uncorrelated relationship
wilh bonds at 0.02, while infrastructure and real estlate
investmenls alko demonstraled a low correlation of
(0.300 However, all real assels displayed stronger cor-
relations with equities over the same period. Despite
their high correlations with equities, it is important Lo
highlight that, real assels in general, enhance diversi-
lication in a traditional GO/40 portlolio and provide
unicjue advanlages nol found in equities, which could
ollsel their posilive correlation wil cquilies.
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‘Real estate and infrastructure provide stable income’

Real Assets: Diversification, inflation protection and investment strategies

By NBK Wealth

Introduction

Real assets are physical/tangible assets with intrinsic value, independent of
market conditions. They include properties, land, agriculture, natural ESOUNCEs,
and infrastructure, Investors are drawn to real assets for diversification, protec-
tion against inflation, and income generation through sources like rental payments
and capital appreciation. For example, real estate can provide rental income while
appreciating in value. Additionally, commodities like gold can hedge against in-
flation. Owerall, real assets are essential for a stable and diversified investment
strate gy, c‘a}?xlnlly in UNCcartiin economic conditons.

Real Asset Investments

Real assets investments can be classified into four main categories, each with its
oWn unique sectors, which are detailed in Table 1.

Table 1: Description of Real Asset Categories and Investments

Investment Vehicles

E‘-ﬁw Real Asset Investments

Raal Estats Em;ﬂéﬂ?mmxl ﬁjW’m' Imdustrial properises,
Infrastructure Toll roads, Alrports, Ports, Power plants, Telecommunicaton towers, [...]
Matural Agriculture land, Timberand, Water rights, Mineral nghts, Od and Gasc
Resources fields, [...]

Commotitise ﬁ:irﬁq:]pﬂ, O, Matural Gas, Agricutture products (e.g., cacao, wheat,

Investors can participate in both public and private markets to gain exposume to
redl assets. However, it 1s lmpnrtmn first to understand the main factors influenc-
ing risk and expected meturns for each type of investment and how they relate to
an investor’s time honzon, risk tolerance, availability of capital, and llqmdmr Con-
straints. Depending on these factors, EXpPOSUTe to publu: markets, private markets,
or a combination of both may then be suitable.

Public Markets: Typically, investors with short-term horizons and needing im-
mediate liquidity can take advantage of publicly traded equity in companies related to
real estate, infrastructure or natural resounces. This exposume can be accessed through
sector-specific mutual funds, real estate investment trusts (REITs), or exchange4raded
funds (ETFs) using active or passive approaches, respectively. While these strategies
offer liquidity, they are also subject to volatility, similar to the overall equity market.

Private Markets: For investors with substantial capital and a long-term ho-
rizon, allocating capital to private investments in real assets can offer benefits.
These investments often exhibit lower volatility and more accurately represent de-
sired characteristics compared to public market counterparis. However, building
and managing a private market portfolio requires significant research resources for
due diligence and monitoring, and the elevated minimum commitment size may
restrict the flexibility to create a diversified portfolio.

Income Generation in Real Assets

Real assets like real estate and infrastructure are great options for investors
looking for both income and capital appreciation. These assets generate income
through rent payments and offer predictable and resilient cash flows. Real estate
investors have earned a long-term yield premium of 3.7% compared to 'S govern-

ment bonds, while infrastructure investors have earned a premium of 3.6% over
the past 15 years (measured against listed real estate and infrastructure ).

are vulnerable to inflation. Real assets, such as real estate and commoditie s, derive
their value from physical assets and serve as effective inflation hedges. They also
provide further diversification in an investor's portfolio due to their lower correla-

iChart 1: Real Estate - Historical Yield Spread tion with traditional asset classes.
800 e Yiahd Sprmac! oS 10-Yiar Trassury The Benefits of Real Assets in a Diversified Portfolio )
15 years historical real yield spread average {369 bps) Introducing real assets to a traditional 60/40 portfolio (consisting of equities and
00 bonds) can enhance portfolio diversification by providing both income genreration
and capital growth, eventually contributing to & more stable return expectation.
=100 W M r/\-n-\_ rk\_h 160 bps The benefits of real assets in a mixed portfolio, inter alia, are derived in part from
& P ™ Al A Al their historicallv low correlation to bonds. For example, natiral resources exhib-
£ e W \-.-V- ited over the past 2{ vears, a nearly uncorrelated relationship with bonds at (L2,
& while infrastructure and real estate investments also demonstrated a low correla-
E - tion of (.30 (see Table 2). However, all real assets displayed stronger correlations
) with equites over the same period. Despite their lugh correlations with equities,
it is important to highlight that, real assets in general, enhance diversification in
il a traditional 60/40 portfolio and provide unique advantages not found in equities,
which could offset their positive correlation with equities.
aﬁiﬁﬁr‘f'zf‘*r"!"“"E“:?.‘RE::?E“.T..T. =
E; IEE N i- }-; k5 f.& 53 e n k4§ ? 35 i Tabls 2: Asset Class Correlations' (Aug 2004 — Aug 2024)
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Chart 2: Infrastructure — Historical Yield Spread
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B Infrastructure and real estate investments typically offer higher yields com- Potential for Income growth as Capital appreciation sconomic growth and
pared to LS government bonds, Growth Cermend icmeoes osalliy increaded demand
B As of mid-2022, the yield spreads for these investments narrowed or turned Nk ke
negative, indicating reduced attractiveness in a low-risk context. Hedge Against  Revenves rising with | Rising property vahies |:|u1r|n|;| mﬂm"m
B Despite this, other factors such as capital appreciation, diversification, and | Inflation Inflation and rents petiods
inflation protection make a strong case for investing in real assets. 47
B The historically high yield premiums of real assets suggest potential for | o0 e oo Stabilty from Low correiation with 't'mm:’;'"
SLIONE iINCOME Zene ration. government polices | other agset clasces e
Performance of Real Assets in Varying Economic Conditions =
. oo . . . nhancements through
Real assets play a crucial role in investment strategies, especially during eco- Ofversification: | public-rivete Mitiates overall risk in PT;W‘?'WEIN
nomic downturns and inflationary periods. They act as a strong defense against Benefits partnerships (variety of | diversified portfolies | =2 et
rising prices and can help retain or increase their value when equities and bonds projects) ik
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