
 

www.SerenityAlts.com   pg. 1 

 

  

 

 “Chance can be thought of as the cards you are dealt in life. Choice is how you 
play them.” Edward Thorp 

So here is a question. If you could remove any single card in a deck before playing 
blackjack against a dealer, which card would you choose? It’s not a trick question, there is 
an answer that maximizes your chances of winning. Take a minute to mull it over.  

Which card would you pick? Did you pick an Ace? Queen? Lucky number seven? You 
didn’t pick the number five did you? If you did then you are either lucky, a nerd, or 
possibly, you are a lucky nerd. Five is the correct answer to the question. Knowing that 
fewer fives gives the player better odds is also the first step towards a comprehensive 
system of card counting. It was this knowledge and eventual system that allowed a man 
named Ed Thorpe to legendarily beat the game of blackjack and consistently make money 
in Las Vegas casinos.  

During the early 1960’s Ed Thorpe developed one of the earliest mathematical models of 
the game of blackjack, and in the process discovered that by removing a single 5 from a 
deck of cards, the Casino’s advantage decreased by 0.8% per hand. He also discovered 
that removing an Ace increased the casino’s advantage by 0.58% per hand. While this 
0.8% difference seems small, it’s actually enough to flip the game in the player’s favor, 
and, over long periods of time, makes it likely that you will beat the casino. At the time it was a pretty remarkable discovery. 

Thorpe went on to develop a full system of card counting and used it to make real money playing blackjack in Reno and Vegas. 
His approach to the game rested on creating a small advantage that added up over a multitude of hands played. Thorpe’s second 
act was in the stock market, as he again used a mathematical framework to gain a small edge over the seemingly un-beatable 
institutions that make up “the market”. These strategies relied on historical edge, systematic implementation, and a huge amount 
of discipline. When employed correctly, the strategies were extremely profitable. 

So how on earth is this relevant for REITs? Is there a five that we can remove from the REIT deck to help us make money? In 
this piece we will explore two strategies for picking REITs and see if these strategies give us a sustainable edge when applied 
systematically. What we find is that common value and momentum strategies can shift the odds of beating the market in our 
favor.  

The REIT market: Real-Estate Blackjack 

Let’s start by approaching the REIT market in the same way we would approach a blackjack table. We know it’s extremely 
difficult to beat the dealer or beat the market, so our best bet is to start with a basic system. In blackjack this is called basic 
strategy, and it consists of a set of rules a player must follow precisely, while playing, to maximize their odds of breaking even. 
By following a strategy designed around the known odds of the game, a player can increase his or her chance of winning, even 
if the dealer still has an edge. A player is always better off playing by the book in a disciplined fashion than by betting randomly 
or emotionally. 

Similarly, in REITs or in the stock market generally, having a basic system in place can help us avoid making emotional 
mistakes. Investing biases almost always lead to pain. As human beings we are inclined to hang on to losers and sell winners; 
our natural instincts are not suited to beating the stock market. Establishing a simple system or strategy for buying REITs or 
stocks can be extremely beneficial for this reason.  

Let’s start with a simple set of rules commonly employed by “Quant” or “Systematic” investors to reduce or eliminate human 
biases. First, we will assume that our portfolio is always 100% invested. This keeps us from trying to time the market, which is 

REIT Strategy I: Stacking the deck - Systematic 

Value and Momentum
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notoriously difficult. Second, we will re-balance our portfolio once a month, and always into the top 10% of REITs, based on 
our chosen strategy. This keeps us from over-trading, rashly reacting to current news, holding losers too long, or selling winners 
too early; all of these behaviors, or emotional traps, are hard-wired in humans and lead to bad investing decisions. Lastly, we 
will equal weight each REIT in our portfolio. This assumption is perfectly realistic for most retail investors but may have to be 
relaxed for institutions looking to invest larger amounts of capital. For value-weighted results feel free to contact us.    

With our basic rules in place it’s time to look at some strategies. A good place to begin is by exploring the framework 
championed by arguably the most famous investor of all time, Warren Buffet. That framework is value investing.  

Value: What happens when you buy REITs that are on sale? 

The Warren Buffet approach to investing focuses on buying businesses at a discount to their “intrinsic value”, which is a fancy 
way of saying buying companies that are cheaper in the stock market than they should be. While it’s a simple approach in 
theory, it’s an incredibly difficult strategy to execute successfully, as evidenced by the fact that there is only one Warren Buffet, 
and countless less successful Warren Buffet wannabees. The trick is in defining intrinsic value. Get this value wrong, and your 
value investing strategy might simply invest in failing companies. Warren Buffet has proven uniquely talented at correctly 
recognizing intrinsic value and investing at a discount.  

In REIT’s however, the game is a bit different. Since REITs own commercial real estate assets, and commercial real estate 
assets routinely trade hands in the private market, we can usually get a pretty good idea of how much a given REIT portfolio is 
worth. We call this concept NAV, which stands for Net Asset Value. At the same time, REITs are publicly traded stocks, and 
their share prices change on a daily basis. This means that REITs are almost always trading at either a premium or discount to 
the value of their underlying real estate.  

Taking this line of reasoning to its logical conclusion, we can use NAV as an anchor point to construct a simple value strategy 
that consistently invests in REITs that trade at a discount to their NAV. In other words, we are buying REITs whose stock 
prices are below the value of their underlying real estate. 

The chart below is a visual representation of this strategy in action using the rules we defined above. What we can see is that 
from 2012 until 2015 this strategy worked extremely well. In fact, until the beginning of 2015, the strategy had out-performed 
the REIT index by almost 5% per year! That’s a huge amount of out-performance. After this period, however, our value strategy 
seems to lose steam, and as of the end of 2017, this strategy has only done about as well as the benchmark since 2010. 
Remember we want to find strategies that do better than the benchmark.  
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Does the recent fall from grace mean we should abandon the value approach in REITs? Is value-investing dead? I would not be 
so hasty to make such a bold pronouncement. Like all strategies, value investing has historically undergone periods of under-
performance. While the data isn’t as prevalent for REITs, value investing in the broader stock market has been shown to add 
value over extremely long periods of time, in spite of periods of under-performance. While two years of weak returns for value-
investing is unfortunate, let’s not totally rule it out. We can set it to the side for now and explore our second strategy, which is 
value’s evil twin (or vice-versa depending on your perspective) …momentum investing.  

Momentum: Riding the Market’s Hot Hand 

Momentum investing is a newer discipline from an academic perspective but has been around in various forms for a long, long 
time. Momentum is often referred to as trend-following and is extremely simple and surprisingly powerful in almost all asset 
classes. It is based on the premise that what has worked in the past will continue to work in the future, which for many investors 
seems almost too easy. This may be part of the reason momentum continues to work, defying the skeptics and rewarding those 
willing to embrace it as a strategy. 

In REITs, price momentum is rarely discussed, and I would argue not well understood. REIT investors are by and large real 
estate experts, and the thought of a stock going up, just because it’s been going up, does not jive with their in-depth, 
fundamental, Buffett style approach. But does it work? As can be seen in the chart below, the answer is a resounding yes! 

Since 2010, re-balancing into the top 10% of REITs based on 1-year price momentum has produced an annualized return of 
18.52%. This is comparable to the REIT benchmark performance of 13.43% over the same period. That 5% per year gap is 
again a huge amount of outperformance. Momentum investing today looks just as good as value investing did going into 2015! 

If that sounds a bit like a cautionary statement, you read it correctly. At this point in time momentum absolutely dominates 
value as a strategy for picking REITs, but how long this will be the case is anyone’s guess. The emotional response to these two 
charts is to adopt a 1y price momentum strategy immediately, with often means it is the wrong response. It’s just as hard to 
choose which strategy will outperform in any given year as it is to time the market, so which do we pick?  

 

Why not both? Since the data is available, why not have our REIT cake and eat it too? Using a quantitative framework we can 
easily blend the two strategies together; effectively picking the best value REITs with the best momentum.  

Value/Momentum Blend strategy: Balancing Risk and Return 
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What we get when we blend these two strategies together is a composite strategy that for a long period of time outperforms both 
individual strategies. While momentum has outperformed recently, our risk is lower over time using the blended strategy. This 
is the power of combing two unique ways of picking REITs into a composite model. When strategies are uncorrelated, you are 
better off owning some proportion of both consistently. Just like in a portfolio of individual stocks, diversification lowers your 
risk.  

The Power of Quant 

History makes it clear that there are simple strategies available to REIT investors (the Buffet strategy and the Momentum 
strategy) that can give them a slight edge in their quest for long-term performance. Value and Momentum are two quick and 
common examples of strategies that work well on their own and are uniquely powerful when combined. By following a basic 
set of rules, such as monthly re-balancing, a fully invested portfolio, and equal weights for each REIT, the average investor can 
construct a portfolio with a great chance of beating the REIT index over the long-term. 

The power that these simple strategies unlock is especially impressive when considering that REITs returned 10.8% on an 
annualized basis from 1990 to the end of 2007. Those are returns that would make any card-counters mouth water. By following 
a disciplined process in a growing sector built on high quality real estate, investors stand a much better chance of making 
money than sitting across the table from even the friendliest blackjack dealer. While a similar approach can give you an edge in 
both, I’ll take REITs any day of the week. I would imagine Dr. Thorpe would agree.  

For more information on REITs, other REIT strategies, or REIT basics, feel free to reach out to Serenity Alternatives or see our 
REIT Primer.  

Martin Kollmorgen, CFA 

CEO and Chief Investment Officer 

Serenity Alternative Investments 

Cell: (630) 730-5745 

Downloaded from www.hvst.com by IP address 172.28.0.10 on 08/08/2025



 

www.SerenityAlts.com   pg. 5 

MdKollmorgen@SerenityAlts.com 

DISCLAIMER: This document is being furnished by Serenity Alternative Investment Management, LLC (“Manager”), the investment manager of the private investment 
fund, Serenity Alternative Investments Fund I, LP (the “Fund”), solely for use in connection with consideration of an investment in the Fund by prospective investors. 
The statements herein are based on information available on the date hereof and are intended only as a summary.  The Manager has been in operation since 2016 and the 
Fund commenced operations on January 14th.  The information provided by the Manager is available only to those investors qualifying to invest in the Fund.  By accepting 
this document and/or attachments, you agree that you or the entity that you represent meet all investor qualifications in the jurisdiction(s) where you are subject to the 
statutory regulations related to the investment in the type of fund described in this document. This document may not be reproduced or distributed to anyone other than 
the identified recipient’s professional advisers without the prior written consent of the Manager.  The recipient, by accepting delivery of this document agrees to return it 
and all related documents to the Manager if the recipient does not subscribe for an interest in the Fund.  All information contained herein is confidential. This document 
is subject to revision at any time and the Manager is not obligated to inform you of any changes made. No statement herein supersedes any statement to the contrary in 
the Fund’s confidential offering documents. 

The information contained herein does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product.  Any such offer or 
solicitation may only be made by means of delivery of an approved confidential offering memorandum and only in those jurisdictions where permitted by 
law.  Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and exchange 
control regulations in the countries and/or states of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding, exchange, 
redemption or disposal of any investments. The information contained herein does not take into account the particular investment objectives or financial circumstances 
of any specific person who may receive it.  Before making an investment, prospective investors are advised to thoroughly and carefully review the offering 
memorandum with their financial, legal and tax advisers to determine whether an investment such as this is suitable for them.  

There is no guarantee that the investment objectives of the Fund will be achieved.  There is no secondary market for interests and none is expected to develop. You 
should not make an investment unless you have a long term holding objective and are prepared to lose all or a substantial portion of your investment.  An investment in 
the Fund is speculative and involves a high degree of risk.  Opportunities for withdrawal and transferability of interests are restricted. As a result, investors may not 
have access to capital except according to the terms of withdrawal specified within the confidential offering memorandum and other related documents. The fees and 
expenses that will be charged by the Fund and/or its Manager may be higher than the fees and expenses of other investment alternatives and may offset profits. 

With respect to the present document and/or its attachments, the Manager makes no warranty or representation, whether express or implied, and assumes no legal 
liability for the accuracy, completeness or usefulness of any information disclosed. Certain information is based on data provided by third-party sources and, although 
believed to be reliable, it has not been independently verified and its accuracy or completeness cannot be guaranteed and should not be relied upon as such. Performance 
information and/or results, unless otherwise indicated, are un-audited and their appearance in this document reflects the estimated returns net of all expenses and 
fees.  Investment return and the principal value of an investment will fluctuate and may be quite volatile.  In addition to exposure to adverse market conditions, 
investments may also be exposed to changes in regulations, change in providers of capital and other service providers.   

The Manager does not accept any responsibility or liability whatsoever caused by any action taken in reliance upon this document and/or its attachments.  The private 
investment fund described herein has not been registered under the Investment Company Act of 1940, as amended, and the interests therein have not been registered 
under the Securities Act of 1933, as amended (the “1933 Act”), or in any state or foreign securities laws.  These interests will be offered and sold only to “Accredited 
Investors” as such term is defined under federal securities laws.  The Manager assumes that by acceptance of this document and/or attachments that the recipient 
understands the risks involved – including the loss of some or all of any investment that the recipient or the entity that he/she represents. An investment in the Fund is 
not suitable for all investors.  

This material is for informational purposes only.  Any opinions expressed herein represent current opinions only and while the information contained herein is from 
sources believed reliable there is no representation that it is accurate or complete and it should not be relied upon as such. The Manager accepts no liability for loss 
arising from the use of this material. Federal and state securities laws, however, impose liabilities under certain circumstances on persons who act in good faith and 
nothing herein shall in any way constitute a waiver or limitation of any rights that a client may have under federal or state securities laws. 

The performance representations contained herein are not representations that such performance will continue in the future or that any investment scenario or 
performance will even be similar to such description.  Any investment described herein is an example only and is not a representation that the same or even similar 
investment scenarios will arise in the future or that investments made will be profitable.  No representation is being made that any investment will or is likely to achieve 
profits or losses similar to those shown.  In fact, there are frequently sharp differences between prior performance results and actual Fund results.   

References to the past performance of other private investment funds or the Manager are for informational purposes only.  Other investments may not be selected to 
represent an appropriate benchmark.  The Fund’s strategy is not designed to mimic these investments and an individual may not be able to invest directly in each of the 
indices or funds shown.  The Fund’s holdings may vary significantly from these referenced investments. The historical performance data listed is for informational 
purposes only and should not be construed as an indicator of future performance of the Fund or any other fund managed by the Manager. The performance listed herein 
is unaudited, net of all fees. YTD returns for all indices are calculated using closing prices as of Jan 14th, the first day of the funds operation. Data is subject to revision.   

Certain information contained in this material constitutes forward-looking statements, which can be identified by the use of forward-looking terminology such as “may,” 
“will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or 
comparable terminology.  Such statements are not guarantees of future performance or activities. Due to various risks and uncertainties, actual events or results or the 
actual performance of the Fund described herein may differ materially from those reflected or contemplated in such forward-looking statements.       

Our investment program involves substantial risk, including the loss of principal, and no assurance can be given that our investment objectives will be 
achieved.  Among other things, certain investment techniques as described herein can, in certain circumstances, maximize the adverse impact to which the Fund’s 
investment portfolio may be subject. The Fund may use varying degrees of leverage and the use of leverage can lead to large losses as well as large gains. Investment 
guidelines and objectives may vary depending on market conditions.  
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