
REITs are divided into two basic categories: equity and mortgage. Equity REITs invest almost exclusively in real 
estate properties. Mortgage REITs do not own property directly – they fi nance properties through commercial 
loans. Mortgage REITs are basically a type of bond investment rather than a real estate investment. Our 
research focuses exclusively on equity REITs.

Equity REIT index funds are a convenient way to own a broadly diversifi ed portfolio of properties. There 
are approximately 157 diff erent equity REITs that trade on the U.S. stock market according to FTSE NAREIT 
(Financial Times Stock Exchange - National Association of Real Estate Investment Trusts). 

US Equity REITs have a market capitalization of about $605 billion according to FTSE NAREIT. This is about 
3% of the total US stock market of which the REIT market is a part of. Commercial real estate represents 
about 13% of the U.S. economy. Thus, if you desire a portfolio that represents the economy, the asset class is 
underrepresented by about 10% in the stock market.
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Real estate investment trusts (REITs) have many unique characteristics that 
make them a potentially  great portfolio diversifi er. The performance of 
REITs has been on par with US common stocks over the last few decades; 
however, the correlation of returns has varied from low to high over that 
same period of time. This non-linear return relationship of REITs to common 
stocks has provided a return benefi t to investors over the past 20 years.

REITS: 
AN INTERESTING 

ADDITION FOR 
YOUR PORTFOLIO

REITS CONTINUED ON P2

Investors can gain exposure to a wide and varied plethora of real estate, including shopping 
malls, o�  ce complexes, long-term care facilities, apartment buildings, hotels, medical 
buildings, government buildings and even hospitals.
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REITs are a unique asset class and should be treated as such. The criteria for the potential inclusion of separate 
asset classes in a portfolio is wide and varied. For a basket of securities to be considered a separate asset class 
in a portfolio, it must be:

A correlation analysis helps get past the fi rst screen, fundamentally diff erent than other asset classes. A rolling 
correlation analysis measures the dependency that one asset class has on the return of another over the long-
term. Low correlation and varying correlation signals a low dependency, which implies the presence of unique 
risk in the asset class.

1. Fundamentally diff erent than other asset classes. REITs have unique characteristics from common 
stocks. They’re the collateralization of several individual properties, have a unique tax structure where 
the trust pays no federal tax, and the correlation of REITs indices with common stocks varies – this 
confi rms a unique risk.

2. Provide a positive real return over time. REITs have a positive real expected return due to a 
combination of rental income and income growth. Landlords pass infl ation increases to tenants based 
on a general level of price increases and this gives real estate owners a built-in infl ation hedge. The value 
of real estate eventually refl ects higher rents through higher prices.

3. Available in a diversifi ed, liquid and relatively low cost. An asset class must be investible and liquid. 
There are many REIT index funds and ETFs available to investors. These funds have daily liquidity and 
the cost to invest is reasonably low.

Figure 1 illustrates the 36-month rolling correlation between the CRSP Total Stock Market Index and the Dow 
Jones Select REIT Index, an all equity REIT index representing trusts with at least $200 million in market 
capitalization. The unique risk in REITs is evident in the fi gure in the form of high variability.

Figure 1: Rolling 36-month correlation between US stocks and REITs
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Equity REITs are baskets of real estate properties that trade on a stock exchange. They off er investors an easy 
and liquid way to participate in the equity real estate market. Second-by-second public market pricing does 
have volatility due to varying supply and demand. This can be overcome by holding REITs for the long-term.

A 10% allocation in a REIT index fund shifts a market weight holding of REITs closer to an economic allocation. 
In this simple example, a tilt toward REITs has added to portfolio return over time. At WT Wealth Management 
we believe each investor and portfolio is diff erent. The proper REIT and proper REIT allocation will be diff erent 
for each investor depending on their individual risk profi le, time horizon and investment objectives.

Figure 2 illustrates the return diff erence between one total US stock market index and a combination of 90% 
CRSP Total Stock Market Index and 10% in the Dow Jones Select Real Estate Index. The index includes all-
equity REITs with at least $200 million in market capitalization.

Figure 2: Adding 10% in REITs has aided portfolio returns historically (Jan. 1996-Oct. 2013)

Adding a unique asset class to a portfolio that has positive real returns and low or varying correlation with 
common stocks may increase long-term returns. Every markets cycle is diff erent and past results are no 
indication of future results. In this example all we are doing is looking at history, but in every research scenario 
that’s all we have to base future allocations decisions on. History has shown that a well-diversifi ed portfolio 
that holds an economic allocation to REITs has shown to be a more effi  cient portfolio than one that includes 
a market-weight allocation.

REITS CONTINUED ON P4



Jackson Hole, Wyoming
Scottsdale, Arizona

WWW.WTWEALTHMANAGEMENT.COM

Jackson Hole, Wyoming
Scottsdale, Arizona

WWW.WTWEALTHMANAGEMENT.COM

4 
Of 5

REITS CONTINUED

One disadvantage of REITs is the way they are taxed. Since federal taxes are not collected on the company 
level, the dividends from REITs are taxed as regular income on an individual tax return. This may make the 
investment less than optimal in a taxable account for investors in a high federal tax bracket.

At WT Wealth Management we feel Equity REIT index funds are a liquid and convenient way to increase 
commercial real estate allocation that most investors and managers overlook because of common 
misconceptions about REITs. WT Wealth Management closely watches a universe of 25 REITs in a variety 
industries and sectors and prefers less economically sensitive REITs with exposure to hospitals, senior living 
centers, government buildings and medical buildings to name a few.

What was once a portfolio add-on has become its own pillar of alternative investing. Real estate companies 
and REITs have gained respect and status in the last few years by performing along with or ahead of the 
broader market and providing some unique diversifi cation traits. REITs are under-covered in our opinion and 
that makes them even more attractive as the lack of research presents an opportunity to add something to 
our clients’ portfolios they may not be getting elsewhere.

DISCLOSURE

WT Wealth Management is a manager of Separately Managed Accounts (SMA). Past performance is no 
indication of future performance. With SMA’s, performance can vary widely from investor to investor as each 
portfolio is individually constructed and allocation weightings are determined based on economic and market 
conditions the day the funds are invested. In a SMA you own individual ETFs and as managers we have the 
freedom and fl exibility to tailor the portfolio to address your personal risk tolerance and investment objectives 
– thus making your account “separate” and distinct from all others we potentially managed.

An investment in the strategy is not insured or guaranteed by the Federal Deposit Insurance Corporation or 
any other government agency.
 
Any opinions expressed are the opinions of WT Wealth Management and its associates only.  Information is 
neither an off er to buy or sell securities nor should it be interpreted as personal fi nancial advice. You should 
always seek out the advice of a qualifi ed investment professional before deciding to invest. Investing in stocks, 
bonds, mutual funds and ETFs carry certain specifi c risks and part or all of your account value can be lost. 
 
In addition to the normal risks associated with investing, narrowly focused investments, investments in smaller 
companies, sector ETF’s and investments in single countries typically exhibit higher volatility. International, 
Emerging Market and Frontier Market ETFs investments may involve risk of capital loss from unfavorable 
fl uctuations in currency values, from diff erences in generally accepted accounting principles or from economic 
or political instability that other nation’s experience. Emerging markets involve heightened risks related to the 
same factors as well as increased volatility and lower trading volume. Bonds, bond funds and bond ETFs will 
decrease in value as interest rates rise. A portion of a municipal bond fund’s income may be subject to federal 
or state income taxes or the alternative minimum tax. Capital gains (short and long-term), if any, are subject 
to capital gains tax. 
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Diversifi cation and asset allocation may not protect against market risk or a loss in your investment.
At WT Wealth Management we strongly suggest having a personal fi nancial plan in place before making 
any investment decisions including understanding your personal risk tolerance and having clearly outlined 
investment objectives.

WT Wealth Management is a registered investment adviser located in Jackson, WY.  WT Wealth Management 
may only transact business in those states in which it is registered, or qualifi es for an exemption or exclusion 
from registration requirements. Any subsequent, direct communication by WT Wealth Management with a 
prospective client shall be conducted by a representative that is either registered or qualifi es for an exemption 
or exclusion from registration in the state where the prospective client resides. For information pertaining to 
the registration status of WT Wealth Management, please contact the state securities regulators for those 
states in which WT Wealth Management maintains a registration fi ling. 

A copy of WT Wealth Management’s current written disclosure statement discussing WT Wealth Management’s 
business operations, services, and fees is available at the SEC’s investment adviser public information website 
– www.adviserinfo.sec.gov or from WT Wealth Management upon written request. WT Wealth Management 
does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, 
or relevance of any information prepared by any unaffi  liated third party, whether linked to WT Wealth 
Management’s web site or incorporated herein, and takes no responsibility therefor. All such information is 
provided solely for convenience purposes only and all users thereof should be guided accordingly.


