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With news of inflation dominating conversations and headlines many might have assumed that gold, 
which is considered a classic hedge against rising prices, would have had a spectacular year. 
Unfortunately, the commodity has been caught between the push and pull forces of inflation, which is 
supportive, and higher real interest rates, which are unfavorable. Additionally, a stronger dollar has 
weighed on gold. Real yield is the return on a bond adjusted for inflation, and along with the US dollar 
it has historically had an inverse relationship with gold. Given the prospects of higher real yields and 
tempering of high inflation readings, we believe precious metals will continue to lose their luster. 
Geopolitical tensions causing heightened volatility, a sticker inflation scenario, or slower real rate rises 
could be scenarios where we see a recharge in demand for precious metals, but policy headwinds will 
be difficult to overcome.

Real Assets
Quicktake: For the first time in a decade, commodities outperformed the S&P 500 in 2021 and 
notched their best year since 2009. Strong near-term demand and lengthier timelines to increase 
production should keep the asset class climbing higher next year. The mismatch in demand and 
production expectations can lead to feedback loops in real assets where higher prices beget 
higher prices until the supply and demand realign. Overall, we favor oil given its necessity as an 
input in the economic recovery and favorable supply dynamics which may be compounded by 
evolving energy policies. We also like the prospects for a continued recovery in the real estate 
market. Being opportunistic and selective in 2022 will be important as we expect rotations within 
the group. We like industrials and multifamily, along with less economically sensitive sectors such 
as self-storage and student housing. Higher interest rates will pressure valuations in real estate 
this year which will put a premium on projects with improving cash flows. 
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Rising real yields have been a headwind for gold despite higher inflation

The rapid rally from pandemic lows shocked metal and mineral supply chains which had been shut 
down during the crisis. Production increases have been slow-moving at best, with many producers fully 
embracing higher prices after years of limited pricing power. We are beginning to see exploration and 
production activity increase, and we expect more supply to come online this year. Looking ahead, we 
believe the group will soften due to headwinds from increased supply chasing higher prices and from 
China’s slower pace of real estate and infrastructure growth.
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After falling into unprecedented negative territory in 2020 oil prices increased over 60% last year. 
Current dynamics point to further momentum in the new year, and we think oil represents the best 
combination of positive valuations and fundamentals within the commodity spectrum. Recent covid 
strains have not kept demand down for long, which is a constructive sign that we may be returning to a 
more elastic demand environment for one of the world's most important commodities. The good news 
for oil prices, and the bad news for inflation, is that production has not been reacting to price increases 
as quickly as it has in the past. Despite the focus on OPEC+, we think the US is still in the best position 
to be the swing producer going forward. OPEC+ has the deck stacked in their favor heading into the 
year, and we think higher prices will keep the group motivated to maintain production levels. In the US, 
energy companies have been working hard to clean up their balance sheets and return capital to 
shareholders. The results have been a decline in spending on exploration and drilling new wells. The 
success of this conservative stance, and the potential for policy uncertainty related to drilling rights 
and renewables will continue to cap new supply. We expect demand to continue improving and 
potentially widen the spread with supply which will lead to higher oil prices this year.  
In 2022 and beyond, the secular push to renewable energy makes the picture of the global energy mix 
more complicated. The push towards renewables is a main target for many recently passed global fiscal 
policies. The countries accounting for 70% of global CO2 emissions and GDP have pledged to reach 
net zero commissions by 2050. This is a tall task that will require a severe shift in the use and 
production of global energy. According to current forecasts the share of fossil fuels will need to 
decrease from 80% in 2022 to 20%, while renewable energy use will need to increase from just over 
10% to 60% over the same period.
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Global Energy Mix: % of primary energy consumption

The Energy Mix Needs to Drastically Change for Net Zero to be Achieved

Until renewables can play a greater role in production and gain efficiency and scale, demand for oil and 
natural gas will rise. At the same time, given the push to a greener economy, supply for fossil fuels is 
being progressively constrained by the lack of investment in new capacity. The implication in the short 
run is support for oil prices. In the long run, given the massive demand and future investment goals of 
global governments, renewable energy is expected to perform well. However, much of the future 
growth is priced in throughout equity markets and picking the winners and losers in the industry will be 
ever challenging in the years ahead. The prospects are high, but for investors it will be more complex 
than just a simple strategy of buying clean energy and selling traditional "old energy" stalwarts. 
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Finally, we expect manufacturing companies to continue ramping up production this year to meet high 
demand and take advantage improvements in global supply chains which should also boost the outlook 
for energy. Oil is an essential input in nearly all parts of product life cycles. From collecting raw 
materials, to production, to shipping, to stocking the shelves at your local stores. Energy demand from 
consumers is also likely to increase as travel habits return to normal. Overall, we expect economic 
growth and constrained capacity investment will help support oil prices even if the industry remains 
out of favor with the new administration.

Higher valuations and the potential for uncertain economic conditions create an outlook defined by 
combining both offensive and defensive strategies in real estate. We believe looking within the sector 
and focusing on categories with a history of higher growth and lower correlation to public markets is 
the best strategy for the existing environment, however risks linger ahead. Higher inflation levels could 
still support elevated valuations, but rising real interest rates dampen our overall outlook for price 
appreciation. We expect turbulence this year to also come from rising input costs, such as lumber and 
copper, and ripple effects from the slowdown in China. On a positive note, dynamics such as 
shutdowns due to new covid variants, labor shortages, and supply disruptions that held back progress 
in 2021 should ease. Additionally, investor demand for commercial Real Estate should dampen less and 
experience less volatility as public markets as the Fed looks to tighten monetary policy. 

Real Estate

28.2%

14.6%
16.4%

28.9%

7.8%
4.2%

19.1%
21.1%

9.4%

39.6%

6.7%
4.1%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

45.0%

Covid Impact on Sector Alloca�on

2009-2019 Avg Percent Volume
2020-2021 Avg Volume

0

100

200

300

400

500

600

700

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021
YTD

Total Investment Volume

Office Industrial Retail

Apartment Hotel Land

Source: Real Capital Analytics, Virtus Real Estate Outlook 2022

Commercial Real Estate Volume by Sector
Demand for commercial properties has recovered and remains strong

The supply and demand imbalance within the office sector has created a wide dispersion of opinions 
on its future growth. We think the sector remains advantageous for occupiers as landlords become 
more appeasing given the shift towards a more sustainable remote work environment. For now, 
although physical occupancy remains low, leases are typically long-term and are still being paid. Office 
properties with amenities that enhance wellness and collaboration will fare best and we expect to see 
more properties ramping up perks to help employers market in a competitive labor environment. 
The industrial sector was the star again last year, hardly breaking a step, as it continues to be propped 
up by the growth in online shopping and last-mile delivery efforts. E-commerce sales boomed during 
the onset of the pandemic and according to CBRE Research, they currently make up around 20% of 
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total retail sales. Rents are at elevated 
levels amid extremely tight supply and high 
demand and landlord should continue to 
have pricing power this year. A growing 
economy, higher e-commerce sales, and 
the desire to hold more inventory as safety 
stock to avoid supply disruptions will 
continue to boost demand for industrial 
space. We expect industrial properties to 
continue thriving this year based on low 
vacancy rates and growth in both location 
and size of distribution and warehouse 
facilities. Although industrial and 
warehousing has strong fundamentals, 
investor interest has caused skyrocketing 
valuations, which is a potential headwind. Additionally, the dependence on a few dominant firms creates 
concentration risk which could lead to declines if the policies or fortunes in these firms change.
Traditional retail is still dealing with unfavorable secular shifts despite the lifting of lockdown measures. 
Long-term headwinds may be growing based on changes in consumer activity, but on a relative valuation 
basis, the retail space is cheap. The sector has been using space more efficiently, reflected by improving 
sales per square foot, which has led to improved margins. However, it will take savvy specialists to pick 
the bright spots due to the greater number of losers than winners in the near term. Within the space we 
favor grocery-anchored and neighborhood centers. According to CBRE, grocery-based e-commerce is 
expected to grow more than 20% in 2022 and double by 2025 providing a solid foundation for centers of 
expansion.
We still favor multifamily as it continues to surprise to the upside in both occupancy and rental rate 
growth. Downtown properties are recovering and seeing demand near pre-pandemic levels. Fewer 
restrictions on urban amenities and the reopening of office space should continue to support demand in 
the space. Being selective and balancing risk and reward will be key as downside risks are present. 
Markets that have proposed increased regulation on rent controls will limit income opportunities from 
rent growth and will require increased operational skill to drive net operating income.

Note: The index shows the change in sales per sq. ft. of retail space in the U.S., including all centers over 20,000 sq. ft.

 
Source: CoStar, U.S. Census Bureau, CBRE Research
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Finally, we also believe real estate debt is positioned to succeed in the current environment. The 
demand for yield outside of traditional government and corporate bonds should boost investor interest 
in the space given its physical collateral backing and ability to provide stable income. We are focused 
on finding opportunities targeting more senior positions in the capital stack backed by properties with 
consistent occupancy rates in high density areas. Given the potential downside risks in the space, we 
also prefer to invest in debt issuers with operating capabilities. The ability to take over an asset in the 
event of a default and continue generating income adds an extra layer of protection for investors.

REAL ESTATE REMAINS ATTRACTIVE BUT 
HIGHER INTEREST RATES WILL SLOW  
PRICE APPRECIATION
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