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Who benefits from inflation?

What ChatGPT said:

• Real estate

• Commodities

• Financial Services

• [Some] Equities

• Infrastructure

What it did NOT say:

• High margin / spread

• Distress from refinancings
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Income Return

Cost of debt @ 
1.5%

Income Return 

Cost of debt at 
4.0%



Real estate – three distinct phases – about to start the fourth
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Icnome return Income growt -- 10-year Gilt Yield

• PHASE 1 

o Income < Risk free 

o High growth

• PHASE 2

o Income ≈ Risk free

o Medium growth 

o High leverage

• PHASE 3

o Income >> Risk free

o No growth

o Low leverage

• PHASE 4?? 

o Income ≈ Risk free

o Growth – in places

o High income – in places

Real estate 

Equities – the dividend yield is negligible

Source: MSCI Annual Index to December 2022; MSCI Monthly Index to July 2023; Macrobond (August 2023); Bloomberg (August 2023). 

Past performance is not a guide to future performance.

Income return Income growth

PHASE 1 PHASE 2 PHASE 3 PHASE 4



Where is the growth? - Residential undersupply
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New homes built as a proportion of housing target / estimated demand | 2012-22

Source: M&G Real Estate based on local data sources and national statistical authorities.
Notes: 2022 completions estimated for Germany and France due to data not yet published. Housing targets taken from latest official documents; housing demand calculated by M&G RE based on net household formation data.
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Most countries saw declining output as a 
result of Covid lockdowns in 2020/21, but 
many have bounced back



Where is growth? Long income – explicitly linked to inflation
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Example – A quality office building 

Source: M&G, IBoxx 30 June 2023. Long Lease portfolio forecast return is calculated net of excess fees and is not guaranteed.

• WPP Plc

• Tenant rated ‘BBB+’

• South Bank campus (expected completion April 2024)

• 22.5 years

• Anticipated BREEAM New Construction ‘Outstanding’ and EPC ‘A’
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Junior debt 
returns

Value-add equity returns
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Where is the high income – Real estate debt
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A senior loan – margins and rates increasing A junior loan – stylised example

Margin

Reference 
Rate

IRR
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(1) Margin: average of margins for prime office, prime industrial and prime retail in UK as reported in ‘Bayes Business School Commercial Real Estate Lending Report – YE2022’; Reference Rate: 5-yr 3-month GBP SONIA swap at year end, Bloomberg; IRR: Reference Rate and 
Margin paid quarterly over 5-years with 0.75% upfront fee. (2) Senior loans assumed to be investment grade as determined by M&G internal credit rating; Corp. Index: ICE BofA 3-5 year BBB Sterling Corporate Index at 31-Dec-2022, Bloomberg. 



Why - Large variation in loan book security by both lender type and size…
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Outstanding loan % of value by loan ICR band and lender type, 

2019
Outstanding loan % of value by loan ICR band and lender type, 

2022

Source: Bayes Business School Commercial Lending Report YE 2022 & YE 2019 (August 2023).



Conclusion

• Because there is growth
o In residential

o In long income

• Because there is distress
o In real estate debt, mostly junior, in cases in construction

• But there are risks
o Hybrid working

o ESG and capital expenditure

o A potential recession
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Real estate benefits from the current environment



For Investment Professionals only. The distribution of this document does not constitute an offer or solicitation. Past performance is not a guide to future 
performance. The value of investments can fall as well as rise. There is no guarantee that these investment strategies will work under all market conditions or are 
suitable for all investors and you should ensure you understand the risk profile of the products or services you plan to purchase.

Information given in this document has been obtained from, or based upon, sources believed by us to be reliable and accurate although M&G does not accept 
liability for the accuracy of the contents. M&G does not offer investment advice or make recommendations regarding investments. Opinions are subject to change 
without notice.

Before subscribing investors should read the Prospectus and/or legal documentation, which includes a description of the investment risks relating to these funds. 
This financial promotion is issued by M&G Luxembourg S.A. in the EEA, registered office 16, boulevard Royal, L-2449, Luxembourg and M&G Investment 
Management Limited in the UK and outside the EEA (unless stated otherwise), registered in England and Wales under numbers 936683 with its registered office at 
10 Fenchurch Avenue, London EC3M 5AG. M&G Investment Management Limited is authorised and regulated by the Financial Conduct Authority. For the 
purposes of AIFMD, M&G Luxembourg S.A. acts as alternative investment fund manager of any funds cited in this document. The registered office of M&G 
Luxembourg S.A. is 16, boulevard Royal, L-2449 Luxembourg. M&G Luxembourg S.A. may terminate arrangements for marketing under the new Cross-Border 
Distribution Directive denotification process. M&G Real Estate Limited is registered in England and Wales under number 3852763 and is not authorised or 
regulated by the Financial Conduct Authority. M&G Real Estate Limited forms part of the M&G Group of companies.
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