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This eBook explains why real estate is a superior investment asset class to 
any other option, and why passive real estate investing through a multifamily 
syndication is the ideal way to invest in this asset class. Diversifying your portfolio 
with real estate investments can be key to long term portfolio success. 

Stock investors often use a graph similar to the one below to illustrate that 
investing in stocks is better than investing in real estate. 

Source: Observations (Observations And Notes.blogspot.com)

S&P 500 vs. Hot Real Estate Markets: 1987 to 2020
fatfirewoman.com
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There is critical problem with the graph shown above. It doesn’t take into account 
the income received during this period if the real estate is held as rental property. 
When you use cash flow data plus the appreciation of real estate vs. the stock 
market, the picture changes to a more competitive one for real estate.

The above chart shows the Real Estate total return etf, VNQ, which tracks the 
performance of REITS including income growth through 2020.  Because the ETF 
and its holdings are is publicly traded, it shares some of the volatility of the stock 
market.  Nevertheless, you can see that VNQ outperforms the S&P 500 for much of 
the period.

2005                2010         2015                      2020

312.2%

240.0%

243.5%

120.0%

0.0%

-120.0%

SPDR© S&P 500 EFT Trust Total Return Price % Change

Vangaurd Real Estate EFT Total Return Price % Change



4

This picture changes even more when accounting for leverage. Real estate 
investing is incredibly unique. An investor can buy an asset with mostly borrowed 
money and then use the cash flow produced to spend and pay off the debt, while 
making a significant spread on their financing. 

For example, if you borrow $1 million at 3% and invest it in an apartment complex 
with a cap rate of 8%, you are making a 5% spread on your cost of capital. In this 
example, that would amount to $50,000 a year for simply borrowing money and 
investing it in a cash flowing asset such as multifamily real estate. This does not 
take into account the effect on your returns from even moderate appreciation in 
the assets.  More on this below in the first of the Ten Advantages of Real Estate vs. 
Stocks.

Cash flow aside, real estate still outperforms stocks during certain periods. 
TheStreet.com, financial news website started by Jim Cramer, released an article 
stating “in 2016 that direct ownership of real estate was the “best performing asset 
class during the past 20 years.”  Six years later, the risk adjusted returns of real 
estate continue to perform favorably to the market.

Source: Thomson Reuters Datastream; www.treasury.gov
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When you consider the actual cash flow of properties, stock investments don’t 
stand a chance. Warren Buffett is arguably the world’s greatest investor and 
stock picker who has ever lived, but even he wrote an exclusive article for Fortune 
magazine on his real estate investing. 

Annual distributions now exceed 35% of our initial equity investment.  
Moreover, our original mortgage was refinanced in 1996 and again in 1999,  
moves that allowed several special distributions totaling more than 150% of  

what we had invested. I’ve yet to view the property.

Related: Buffet’s annual letter: What you can learn from my real estate investments  

(http://fortune.com/2014/02/24/buetts-annual-letter-what-you-can-learn-from-my-real- estate-investments/) 

TEN ADVANTAGES 
of Real Estate vs. Stocks

1. Compounding Growth 

If you made a 20% down payment, and the property value rises 5%, you make 
a gain of 25%. Although the bank owns 80% of your property, you receive all 
the gains, so the 5% rise in overall value is a 25% rise relative to your 20% down 
payment. 

The best part…this is just in Year One! The growth compounds significantly each 
year that you hold a property. The leveraged growth you recieve when investing in 
real estate has no equivalent in the stock market. 

2. Long-term Returns 

Stock index funds can underperform inflation over certain time spans. These time 
spans can include several decades. Real estate has never underperformed inflation 
over a decade.
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Taxes.  With multifamily properties, you’ll pay very little or even zero tax on profits. 
There are two types of profits for multifamily investors, profits during the hold 
period (as long as you are the owner of the property), and profits from the sale of 
your property.  Read on to learn about the  advantageous tax treatment of both 
types of real estate profits

3. Taxes for Income 

You get to deduct your mortgage interest and depreciate your property on your 
taxes. This means that even if the rent doesn’t cover the mortgage, you effectively 
break even on your property, The stock market does not have these advantages. 

Buying dividend paying stocks for income can be a good strategy but, depending 
on one’s income and state of residence, can result in high tax bills.  If you are 
married and make more than $80,00 a year, dividend income is taxed at rates 
from 15 to 23.8% at the federal level, and additionally, as high as 13.3% at the state 
level.

4. Taxes for Selling 

When you sell a stock for a profit, you pay capital gains taxes. If held for less than 
one year gains are taxed as ordinary income.  Long term capital gains are taxed at 
the same rate as dividends.  Comparatively, when you sell real estate, you can put 
the proceeds in a 1031 exchange, whereby you can defer paying the capital gains 
tax. This can be repeated after every sale, and can be done with profits from sale 
on your investment in a syndicated property.  Current tax law allows you to do this 
over your lifetime, and leave the properties to your heirs, when the cost basis is 
adjusted to current values, leaving your heirs with heavily appreciated assets with 
zero taxes due.

Therefore, buying another property within a certain time period helps you 
compound your growth faster since you have more funds. In America, there are 
two tax systems: one for the informed and one for the uninformed. Both are legal.  
With the help of multifamily syndicated investments and your CPA, you can take 
advantage of the benefits of the tax system as written. 
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5. Inflation 

If you get a fixed-rate mortgage, you have locked in your biggest expense for 
30 years (or less depending on what type of mortgage you get). Thanks to rent 
increases, your cash flow profit margin should improve year after year. Real estate 
investment acts as hedge against inflation. The price of real assets increases in an 
inflationary environment. There has been no precedent for the recent Fed easing 
cycle on the back of the COVID-19 related disruptions to the economy.

6. Leverage 

You can buy stocks on margin. However, margin interest rates are substantially 
higher than interest rates for loans related to real estate investing. Additionally, 
margin loans can get called if your stocks fall below a certain level. 

Generally speaking, real estate loans are only called if you stop making payments.  
Because there is so little volatility in residential rents, leverage is much safer to use 
in real estate than the stock market.  The inherent volatility of stock prices makes 
trading on margin very dangerous, with a high risk of ruin.

Leverage allows you to boost returns from appreciation and income, and actually 
benefit in an inflationary environment.  Using leverage always comes with greater 
risk, but professional management through investing in sponsored investments 
mitigates the risks associated with leverage during unforeseen economic 
dislocations such as the Covid lockdowns we experienced in 2020.
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7. Stability

All investments have ups and downs.  Even cash can lose real value during 
inflationary periods.  Real estate has historically had less losing years than stocks 
or bonds.  Taking a long 80 year view, you can see that while not without risk, real 
estate has had much fewer down years than stocks or bonds.  Though the below 
graphic is until 2013, since then, the S&P 500 has had 1 down year, bonds have had 
two, and real estate has had zero.

Source: NCREIF, Bloomberg, Barclays, Lehman, RCG
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8. Digital vs. Real Safety

Have you ever gotten that sinking feeling when you see a wild price fluctuation for 
a stock you hold? Perhaps earnings were restated or there was some unexpected 
news event. How about when your entire portfolio starts to precipitously decline 
in value, such as recently during the COVID-19 crisis, where markets collapsed by 
close to 50% in mere weeks. 

The great thing about real estate is that it’s not prone to wild price fluctuations 
based on human impulse and rapid-fire computer algorithms. It will not evaporate 
into thin air.  Rather than just an electronic journal entry, real estate is a physical 
asset. People will always need a place to live and because of their predictable 
income stream, multifamily apartments are much safer and less volatile 
investments. A prime example of the dangers of the digital nature of the stock 
market is the flash crash of 2010, depicted below. Many stocks had an even wilder 
ride, and some investors using margin had their accounts wiped out that day.

Source: WSJ Market Data Group
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9. Less Volatility

While stocks may be enticing due to their easy accessibility and liquidity, they 
come with a catch…the stock market is highly volatile. Over the 20 year period from 
2000 to 2020, REITs outperformed the S&P 500 by a wide margin, with a standard 
deviation adjusted for 20 year returns of only 6% vs. 13.8% for the S&P 500.

Publicly traded REITs are sometimes used as a proxy for real estate, and their 
standard deviations are lower than stocks.  But because they are publicly traded on 
the stock market, they are highly correlated with the market.  Investing in private 
real estate, and particularly apartments, provides similar returns with much lower 
volatility and much lower correlation with the markets. 

Multifamily real estate has been the best performing type of real estate for risk 
adjusted returns for the 5 year period ending 2016, as shown in the chart below.  
Since that time, multifamily has continued to perform very well relatively, with low 
volatility. 

Private real estate continues to exhibit low correlation
to public real estate, providing diversification benefits

Private real estate has delivered better risk-adjusted returns for 
investors over the last 20 years

Sources: Bloomberg, NCREIF, NAREIT, 20 yearsending December 31, 2017. Private real estate is represented by the NCREIF Open-End Diversified Core (ODCE) 
Index, an equal weighted, time weighted index representing a blended portfolio of institutional-quality real estate funds reported net of management and 
advisory fees (with the exception of private real estate income data shown, which is reported gross of management and advisory fees.
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10. Actual vs. Real Returns 

The average investor does not achieve what is shown on the index. The high 
volatility of the markets depress returns for the average investor, as most people 
buy and sell at the worst times due to greed and fear. For the 20 years ending 
December 31, 2019, the S&P 500 Index averaged 6.06% a year. The average equity 
fund investor earned a market return of only 4.25% 

Source: Dalbar, Inc. “2020 QAIB Report.”
https://www.thebalance.com/why-average-investors-earn-below-average-market-returns-2388519

The picture gets even worse when you look at average investors across all 
investments.  The returns drop below inflation!

5-year Holding Period

Comparison of Holding Period Returns by Property Type (1987-2016)
(Best performing property type by category are in bold)

Property Type Mean S.D. Sharpe Ratio

All 7.79% 4.73% 0.58
Apartment 8.97% 3.74% 1.05
Industrial 8.23% 5.03% 0.63
Office 6.79% 6.19% 0.28
Retail 8.73% 4.59% 0.80

Data Source: National Council of Real Estate Investment Fiduciaries (NCREIF)

Source: J.P. Morgan Asset Management: (top) Barclays, Bloomberg, FactSet, Standard & Poor’s; (bottom) Dalber Inc.
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Conclusion and the Case for Passive Real Estate

As you can see, when you add up the leverage and tax benefits available from 
investing in multifamily properties, they far outweigh the liquidity advantage 
gained from buying stocks. My personal experience is that over time, building 
wealth by investing in multifamily properties is much better and more sound than 
playing the stock market. 

An advantage of being a passive investor in a syndication is that your investment 
can be liquid. When you invest in a property as a passive investor, you’re buying 
shares in a limited liability corporation (LLC) that holds the property. After the first 
12 months of owning those shares, according to SEC regulations, you can sell those 
shares to anybody. It’s not as easy as selling shares in the stock market, because 
you’ll need to find buyers, and it also depends on whether the syndicator you work 
with will allow it; however, your investment can be liquid after 12 months. 

Good syndicators invests their own capital along with investors, and has a deal 
structure that rewards outperformance.  Then they act as stewards of their 
investors’ capital, managing the asset to optimize performance.  Their local 
knowledge,contacts and industry experience will serve investors well throughout 
the life cycle of the investment, from acquisition to sale.  Quarterly reports and 
payouts are provided, and the general partner is available to answer questions and 
talk about the investment.
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Diversify Your Portfolio

It is important to diversify your portfolio. Many investors have the opportunity 
to bolster their portfolio and increase their returns by adding some real estate 
exposure.

Commercial multifamily real estate has a stabilizing effect on paper heavy 
portfolios. The charts below show the effect of adding commercial real estate over 
a 20-year period to a 50% stock, 40% bond, and 10% T-Bill portfolio (Portfolio A).

As the portfolio diversifies, returns and stability increase. This graphic is through 
2014 but has held true through today.

Data from 1995-2014. The indices used for each asset class are; S&P 500; Barclay’s U.S. Aggregate (Bonds); Bank of 
America/Merril Lynch 3-month U.S. Treasury Bill; and NCREIF NPI (CRE).

20-year Return and Risk Profile in a Diversified Portfolio
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About Cross Mountain Capital

Cross Mountain Capital builds upon a decade of multifamily investment 
experience by focusing on high cash-flowing opportunities with value-add 
potential. We bring you exceptional return on your capital from often overlooked 
markets in the United States, managing a rapidly growing real estate portfolio. We 
achieve outsized returns by leveraging existing competitive edges in our target 
market including our own management infrastructure and crews.

Primary Strategies

Yield-Plus assets are primarily stable, cash-flowing assets with operational upside 
and moderate upside upon sale. For this strategy, we focus on tertiary markets 
with higher cap rates.

Value-Add assets typically require moderate to substantial capital improvements, 
but they are expected to generate higher upside upon sale, as well as further 
protect the investor’s equity position through value creation. For this strategy, we 
focus on marquee MSAs in the Mountain West.

Company Mission

Our mission at CMC is to help investors reach the peak of real estate investment 
by building long-term wealth through passive investments in carefully vetted 
and underwritten multifamily properties. CMC’s name evokes the metaphoric 
symbolism of crossing mountains to find and execute bespoke transactions 
that result in preservation of capital and accumulation of wealth. In addition, 
the name speaks to our penchant for markets that offer abundant outdoor and 
mountain activities, which anchor and promote the health and economy of these 
communities.
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A former lawyer at Wall St. investment banks, Michael has over ten years of 
experience acquiring and repositioning multifamily assets and generating 
exceptional returns on capital. After successfully building his real estate portfolio 
approaching 100 units across the northeast (self-managed through MSA 
Properties LLC), Michael decided to establish Cross Mountain Capital. By accepting 
investors and acting as the real estate sponsor for select multifamily opportunities, 
he was able to scale with more significant acquisitions.

 Before devoting himself full time to Cross Mountain Capital, Michael was Head of 
Legal and Portfolio Management at Easyknock. He managed over $250+ million 
in residential properties and advised on legal matters related to the company and 
multi-state real estate business and legal issues.

Michael previously worked in legal and advisor capacities at Wall St investment 
banks Cantor Fitzgerald, Deutsche Bank and Bank of America. He held the Series 
7, 24 and 57 licenses in the securities industry and is also a licensed real estate 
broker.

 When he isn’t working, Michael is spending time with his family or pursuing one of 
his many hobbies related to the outdoors, including but not limited to skiing, trail 
running, mountaineering and obstacle course races. Michael is a strong supporter 
of environmental causes and a member of POW (Protect Our Winters). Michael 
holds a B.A. from Sarah Lawrence College and a J.D. from Brooklyn Law School.

Michael Gilman
Cross Mountain Capital,  
FOUNDER & MANAGING PARTNER
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