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Understanding REIT Sectors 
INTRODUCTION 

In recent years, the U.S. real estate sector expanded to include a wide 

range of companies that own and operate a diverse set of assets.  As 

recently as 2010, the sector was dominated by companies that owned 

traditional commercial properties such as office buildings, apartment 

complexes, warehouses, and shopping centers.  However, the recent 

growth of specialized REITs—like those that own cell towers, data centers, 

and timberland, among other non-traditional real estate assets—has 

transformed the sector into a complex array of companies that derive 

income from highly distinct assets.  While all REITs share certain 

characteristics such as offering relatively high dividend yields, the 

fundamental differences in the underlying assets owned by REITs across 

sectors have led to different investment characteristics and patterns of 

returns and volatility. 

REIT SECTOR OVERVIEW 

There are two main types of REITs: equity REITs and mortgage REITs.  

Equity REITs own and operate income-producing real estate and typically 

earn income through rents.  Mortgage REITs lend money directly to real 

estate owners and operators, or indirectly through the purchase of 

mortgages or mortgage-backed securities, and they earn income from the 

interest on these investments.  Based on the property type each equity 

REIT owns, we can further categorize it by its sector.  Most REITs 

specialize in a single property type, while some manage portfolios that 

include multiple types of properties.  Exhibit 1 provides an overview of the 

main equity REIT sectors.  

Register to receive our latest research, education, and commentary at on.spdji.com/SignUp. 
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Exhibit 1: Equity REIT Sectors 

EQUITY REIT SECTOR DESCRIPTION 

INDUSTRIAL/OFFICE 

Industrial 
Industrial REITs focus on investment in industrial buildings by owning, 
managing, and renting space in industrial facilities such as warehouses, 
distribution centers, and pharmaceutical and scientific facilities.  

Office 
Office REITs own and manage offices and lease space in office real 
estate, ranging from urban to suburban office buildings.  

Mixed Industrial/Office This type of REIT invests in office, industrial, and mixed use of both. 

RETAIL 

Malls 
This type of REIT focuses on investment in malls, defined as large and 
enclosed retail centers that contain primarily national store brands.  

Strip Centers 

This type of REIT focuses on investment in strip centers, typically small 
and local shopping centers that are usually open-air facilities containing 
some nationally branded stores but mostly local retail establishments.  
These centers are often described as grocery-anchored or 
local/community shopping centers. 

Factory Outlets 
Factory outlet REITs focus on investment in outlet centers, where national 
brands sell merchandise at a discount.  These spaces are generally open-
air shopping centers and have the word outlet in the property name. 

RESIDENTIAL 

Apartments Apartment REITs focus on investment in multi-family dwellings. 

Manufactured Homes 
Manufactured home REITs focus on investment in manufactured home 
communities for individual households. 

HOTELS/LODGING 

Hotels/Lodging Hotels/lodging REITs focus on investment in hotel or resort properties. 

SELF-STORAGE 

Self-Storage 
Self-storage REITs own and manage rental storage facilities.  A self-
storage facility typically rents out storage units on a short-term basis. 

DIVERSIFIED 

Diversified 
Diversified REITs focus on investment in a variety of property types 
without any single property type dominating the portfolio. 

HEALTHCARE 

Healthcare 
Healthcare REITs focus on investment in properties used in the 
healthcare industry such as hospitals, assisted living facilities (senior 
communities and nursing homes), and healthcare laboratories. 

SPECIALTY 

Net Lease 

This type of REIT leases properties using long-term leases under which 
the tenant is responsible for the upkeep and expenses of the property.  
These REITs often own freestanding single-tenant buildings that are 
leased to retailers. 

Timber 
Timber REITs own and manage a variety of timberland properties.  The 
source of the revenue is from the sale of lumber and wood products. 

Tower 
Tower REITs own and manage facilities specialized in telecommunications 
towers, fiber cables, and wireless infrastructure. 

Data Center 
Data center REITs own and manage facilities that store data and provide 
computing and communications facilities for tenants.  

Source: S&P Dow Jones Indices LLC.  Table is provided for illustrative purposes. 

PERFORMANCE VARIATION OF REIT SECTORS  

REIT sectors exhibited significant performance differentation over the short- 

and long-term periods studied (see Exhibit 2).  Variation in returns across 

sectors increased significantly in recent years.  Retail REITs 
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underperformed considerably due to the shift toward online shopping, while 

certain specialty sectors such as tower and data center delivered 

exceptional returns.  One of the primary beneficiaries of the shift to online 

shopping were industrial REITs, which have been near the top of the sector 

leader board.  Tower REITs benefited from strong demand for infrastructure 

to support rapidly growing wireless data usage, while data center REITs 

boomed from the growing need for high-quality space to store IT 

infrastructure such as servers and other computing equipment. 

Exhibit 2: REIT Sector Returns (%) 

 

 
Source: S&P Dow Jones Indices LLC.  Data as of Sept. 30, 2019.  Past performance is no guarantee of 
future results.  Charts are provided for illustrative purposes.  Specialty REITs are currently excluded 
from the Dow Jones U.S. Select REIT Index.  Calculations are based on Dow Jones Composite REIT 
sectors except for tower, data center, and timber, which are not currently categorized within the DJ 
Composite REIT hierarchy, and therefore have been calculated on a custom basis for research 
purposes. 
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CORRELATION BETWEEN REIT SECTORS 

Exhibit 3 illustrates the correlation between REIT sectors over the trailing 

five-year period ending Sept. 30, 2019.  Traditional commercial real estate 

sectors such as office, industrial, and residential were highly correlated in 

comparison with specialty sectors such as timber and tower REITs, which 

experienced relatively low correlations to traditional real estate sectors.  

Unsurprisingly, mortgage REITs also posted low correlations to equity 

REITs.  A relatively low correlation between traditional core property types 

and specialty REITs indicates that the different fundamental drivers of 

these sectors strongly influenced the differing returns. 

Exhibit 3: REIT Sector Correlations 

 
Source: S&P Dow Jones Indices LLC.  Data as of Sept. 30, 2019.  Index performance based on total 
return in USD.  Past performance is no guarantee of future results.  Table is provided for illustrative 
purposes. 

DIVIDEND YIELDS VARY ACROSS REIT SECTORS 

U.S. REITs are required to distribute at least 90% of their taxable income 

as dividends, making them attractive to income-oriented investors.  Our 

study shows that over the past five years, the Dow Jones U.S. Select REIT 

Index provided average dividend yields of 3.7%, well above the 2.0% yield 

of the S&P 500® (see Exhibit 4). 

There has been meaningful variation in dividend yields across REIT 

sectors.  Over the five-year period ending Sept. 30, 2019, mortgage REITs 

averaged much higher yields than equity REITs.  However, mortgage 

REITs did not offer any participation in property price appreciation, and their 

yields were much more volatile compared with equity REITs.  Net lease 

REITs—known for their stable payouts fueled by long-term lease 

arrangements—averaged a yield of 5.3%, while data center and tower 

REITs produced relatively low yields of 2.8% and 2.5%, respectively. 

Healthcare
Hotels/

Lodging
Industrial Office

Self-

Storage

Dow 

Jones U.S. 

Select 

REIT Index

Retail Residential Net Lease Mortgage Timber Tower
Data 

Center

Healthcare 1.00          0.32      0.73         0.68  0.62      0.84           0.65  0.83            0.80          0.41         0.31     0.55    0.56    

Hotels/Lodging 0.32          1.00      0.58         0.65  0.14      0.61           0.53  0.44            0.36          0.57         0.62     0.09    0.30    

Industrial 0.73          0.58      1.00         0.81  0.56      0.90           0.69  0.84            0.74          0.56         0.64     0.58    0.73    

Office 0.68          0.65      0.81         1.00  0.51      0.91           0.83  0.76            0.71          0.63         0.65     0.38    0.52    

Self-Storage 0.62          0.14      0.56         0.51  1.00      0.70           0.51  0.76            0.60          0.16         0.21     0.41    0.49    

Dow Jones 

U.S. Select REIT 

Index

0.84          0.61      0.90         0.91  0.70      1.00           0.87  0.91            0.84          0.57         0.55     0.51    0.64    

Retail 0.65          0.53      0.69         0.83  0.51      0.87           1.00  0.64            0.75          0.53         0.39     0.29    0.43    

Residential 0.83          0.44      0.84         0.76  0.76      0.91           0.64  1.00            0.74          0.49         0.47     0.54    0.68    

Net Lease 0.80          0.36      0.74         0.71  0.60      0.84           0.75  0.74            1.00          0.43         0.34     0.61    0.55    

Mortgage 0.41          0.57      0.56         0.63  0.16      0.57           0.53  0.49            0.43          1.00         0.58     0.14    0.28    

Timber 0.31          0.62      0.64         0.65  0.21      0.55           0.39  0.47            0.34          0.58         1.00     0.20    0.35    

Tower 0.55          0.09      0.58         0.38  0.41      0.51           0.29  0.54            0.61          0.14         0.20     1.00    0.61    

Data Center 0.56          0.30      0.73         0.52  0.49      0.64           0.43  0.68            0.55          0.28         0.35     0.61    1.00    
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Exhibit 4: Five-Year Average Dividend Yield of Various REIT Sectors (%) 

 
Source: S&P Dow Jones Indices LLC, FactSet.  Data as of Sept. 30, 2019.  Past performance is no 
guarantee of future results.  Chart is provided for illustrative purposes. 

VOLATILITY VARIES AMONG DIFFERENT REIT SECTORS 

Historically, REITs exhibited modestly higher volatility compared with the 

broader U.S. equity market, with the exception of the Global Financial Crisis 

(GFC) period when REITs experienced exceptionally high volatility. 

Exhibit 5 illustrates the annualized three-year rolling volatility of the S&P 

500, the Dow Jones U.S. Select REIT Index, and the most- and 

least-volatile REIT sectors.  Outside of the GFC period, volatilities of 

different REIT sectors were generally within a close range.  During the 

GFC, certain sectors such as industrial, malls, and strip centers 

experienced high volatility, while apartments, net lease, and self-storage 

REITs had much lower volatility.  We attribute the difference largely to the 

more cyclical nature of the retail and industrial sectors.  The volatility of the 

net lease sector was also buffered by these companies’ high dividend 

yields linked to lengthy lease terms. 
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Exhibit 5: Three-Year Rolling Volatility of REIT Sectors 

Source: S&P Dow Jones Indices LLC.  Data from January 1999 to September 2019.  Past performance 
is no guarantee of future results.  Chart is provided for illustrative purposes.   

THE CONNECTION BETWEEN INTEREST RATES AND REIT 

SECTORS 

Though conventional wisdom has it that REIT performance suffers during 

rising interest rate environments, there is little evidence for it.  As prior S&P 

DJI research1, 2 has demonstrated, REITs historically fared well on an 

absolute basis and relative to the broader U.S. equity market during full 

rising interest rate cycles.  

Both theory and empirical evidence suggest that REIT sectors do not react 

evenly to rising rates.  The key fundamental driver of interest rate sensitivity 

for REITs is the average lease term of the underlying property type.  Hotel 

REITs can reprice their rental agreements nightly.  Self-storage and 

apartment REITs also have relatively short-term lease structures of less 

than one year, allowing them to quickly adjust rental rates as interest rates 

rise.  On the other hand, healthcare and net lease REITs typically have 

long-term leases in excess of 10 years, making them less able to adapt to 

interest rate changes.  

 
1  Q. Li, “Rising Rates Environment Doesn't Hurt All REITs,” March 2017. 

2  M. Orzano and J. Welling, “The Impact of Rising Interest Rates on REITs,” July 2017. 

 

Industrial

Malls

Strip Centers

Apartments

Self-Storage

Net Lease

Dow Jones U.S. 
Select REIT Index

S&P 500

0%

10%

20%

30%

40%

50%

60%

70%

A
n
n
a
u
liz

e
d
 T

h
re

e
-Y

e
a
r 

R
o
lli

n
g
 V

o
la

ti
lit

y

 
 
 
 
The volatility of the net 
lease sector was also 
buffered by these 
companies’ high 
dividend yields linked to 
lengthy lease terms. 
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the average lease term 
of the underlying 
property type. 

https://www.indexologyblog.com/2017/03/07/rising-rates-environment-doesnt-hurt-all-reits/
https://spindices.com/indexology/real-assets/the-impact-of-rising-interest-rates-on-reits


Understanding REIT Sectors January 2020 

INDEX EDUCATION  |  REITs  7 

Exhibit 6 illustrates the length of the typical average lease agreements by 

REIT sector, with the shortest lease terms on the left and the longest on the 

right.  Based on the average lease durations, Dow Jones U.S. Select  

Short-, Medium- and Long-Term REIT Indices3 were launched on Aug. 22, 

2016.  The Dow Jones U.S. Select Short-Term REIT Index comprises 

hotels, apartments, manufactured homes, and self-storage REITs.  These 

REITs typically own underlying properties with lease terms of less than 12 

months.  The Dow Jones U.S. Select Long-Term REIT Index includes 

REITs that own property types with typical lease terms in excess of 10 

years.  Malls, office, and healthcare REITs fall in this category, while net 

lease REITs are treated as specialty REITs and therefore are excluded 

from this index series. 

Exhibit 6: Typical Lease Terms Vary among Different REIT Sectors 

 
Source: S&P Dow Jones Indices LLC.  Chart is provided for illustrative purposes. 

Exhibit 7 illustrates the performance of the short-, medium-, and long-term 

REIT indices along with net lease REITs during periods since 2001 when 

the U.S. 10-year Treasury yield increased by more than 100 bps.  

Short-term REITs showed a clear trend of outperforming the broader REIT 

market during rising rate environments, as the Dow Jones U.S. Select 

Short-Term REIT Index outperformed in all seven periods by an average of 

nearly 6%.  Net lease REITs generally underperformed during these rising 

rate environments. 

Exhibit 7: The Outperformance of Short-Term REITs during Rising Rate Periods 

PERIOD 
RATE 
CHANGE 
(%) 

EXCESS RETURN OVER DOW JONES U.S. SELECT REIT INDEX 

SHORT TERM 
(%) 

MEDIUM TERM 
(%) 

LONG TERM 
(%) 

NET LEASE 
(%) 

Oct. 31, 2001-
March 29, 2002 

1.12 4.0 -0.6 2.3 -1.8 

May 30, 2003- 
July 31, 2003 

1.12 0.5 -0.7 0.7 0.8 

June 30, 2005-
June 30, 2006 

1.21 5.3 -4.1 -3.7 -26.4 

Dec. 31, 2008-
June 30, 2009 

1.28 8.1 -1.9 7.8 8.1 

Aug. 31, 2010-
March 31, 2011 

1.00 4.3 2.5 -3.2 -7.6 

July 31, 2012- 
Aug. 30, 2013 

1.27 1.1 4.7 2.8 10.4 

July 29, 2016- 
May 31, 2018 

1.37 16.7 -3.4 -6.3 -4.1 

Average Excess Return 5.7 -0.5 0.1 -2.9 

Source: S&P Dow Jones Indices LLC.  Data from Oct. 31, 2001, to May 31, 2018.  Past performance is 
no guarantee of future results.  Table is provided for illustrative purposes. 

 
3  The first value date of the Dow Jones U.S. Select Short-Term REIT Index, Dow Jones U.S. Select Medium-Term REIT Index, and Dow 

Jones U.S. Select Long-Term REIT Index is Sept. 15, 2000. 
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CONCLUSION 

Although REITs share many common investment characteristics, the U.S. 

REIT industry includes a diverse set of companies that own a wide range of 

assets.  In many cases, the underlying property types owned by REITs 

operating in different sectors respond to highly distinct supply and demand 

drivers and are affected by macroeconomic factors in different ways.  

These differences tend to be more pronounced for REITs operating in non-

traditional sectors such as cell towers and timberland.   

However, there is significant variability even within traditional commercial 

real estate sectors such as residential, industrial, and retail.  For example, 

REIT sectors that tend to have short-term lease durations, such as 

apartments and hotels, outperformed during rising rate episodes compared 

with REITs with long-term lease structures such as net lease and 

healthcare.  Likewise, more economically sensitive sectors such as retail 

and industrial experienced significantly greater volatility during times of 

economic stress compared with less cyclical sectors such as apartments 

and self-storage. 
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GENERAL DISCLAIMER 

Copyright © 2020 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR’S, S&P, S&P 500, S&P 500 LOW VOLATILITY 
INDEX, S&P 100, S&P COMPOSITE 1500, S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND 
ARISTOCRATS, S&P TARGET DATE INDICES, GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of Standard & Poor’s 
Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered 
trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow 
Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. 
This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective 
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation services, all 
information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P 
Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services. 
Past performance of an index is not an indication or guarantee of future results. 

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable 
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other 
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P 
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide 
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation 
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment 
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are 
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such 
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or 
other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the 
impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a 
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be 
investment advice.   

These materials have been prepared solely for informational purposes based upon information generally available to the public and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written 
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and 
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the 
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES 
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE 
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE 
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any 
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the 
possibility of such damages. 

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence 
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not 
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public 
information received in connection with each analytical process. 

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, 
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive 
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, 
include in model portfolios, evaluate or otherwise address. 


