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Investment Thesis 

• After being left behind in the immediate aftermath of the November election, income-oriented 
strategies have since gained some traction:  

o The Real Estate Select SPDR (XLRE) bottomed on December 1, and has since climbed 
4.9%.  
 

• In general, we expect Trump administration policies to be favorable to the real estate sector. 
o One exception may be hospital REITs, such as Ventas and HCP. These could be 

negatively affected by a potential repeal and replacement of the Affordable Care Act, 
although recent efforts to repeal were not successful. 

 
• The economy has been expanding fast enough to increase demand for real estate, though 

supply is growing more slowly. 
 

• On the negative side, REIT stocks are sensitive to rising interest rates, as their dividend yields 
appear less attractive when government bond rates rise.  

o Mortgage financing for properties also becomes more costly in a rising-rate 
environment.  
 

• We like the positive trends in same-store net operating income in storage and retail REITs, and 
note that housing REITs are benefiting from improvement in household formation.  
 

• Shopping center REITs, however, are in a poor position, facing tenant bankruptcies and having 
turned to redevelopment and asset improvement to generate net operating income. In general, 
we would avoid them.   

 
• Low cap rates have contributed to high asset prices, and M&A may stay muted until better deals 

can be found.  



 
• Argus recently raised its rating on the Real Estate sector to Market-Weight from Under-Weight.  

o We believe that concerns about rising interest rates are now largely priced into the REIT 
sector, which may be able to translate these increases into higher rental rates.  
 

• To mimic the 3% market weighting of Real Estate in the S&P 500, in our ETF Model Portfolios we 
recommend iShares US Real Estate (IYR), where the top 10 holdings include a number of Buy-
rated names from Argus, such as American Tower Corp. (AMT), Public Storage (PSA) and 
Weyerhaeuser Co. (WY).  
 

• Other favored Real Estate ETFs with Argus BUY-rated names as prominent positions include 
Vanguard REIT Index Fund (VNQ), which sports a very low expense ratio of 0.12%, and Schwab 
US REIT ETF (SCHH), with an expense ratio of 0.07%.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
contrary to, the information contained in this Note. Argus Research is an independent investment research 
provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


