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 Simon Property: 5 Popular High Yield 

REITs, Due For A Pullback 

As the market has climbed dramatically this year, so too 

have many popular high yield REITs, such as SPG, O, 

WELL, VTR, OHI, STAG and WPC. And despite the Fed’s 

recently decreased interest rate hawkishness, it is still 

concerning to see these popular “safe haven” REITs did 

NOT fall nearly as hard as the rest of the market during 

Q4 and their share prices & valuations are now unusually high. When sentiment 

changes, these popular REITS are due for a pullback, perhaps a big one. This article 

reviews valuations and concludes with our opinions. 

Overview: 

Income-focused investors 

are often driven to real 

estate investment trusts 

(aka “REITs”) because of 

their big dividend yields 

and their lower market 

volatility risk (i.e. REITs 

generally have 

significantly lower betas, 

meaning they don’t get 

whipsawed as much in 

volatile market 

conditions). And as the above chart shows, REITs did their job during Q4, exhibiting 

significantly less volatility during the market sell off (i.e. REITs did not sell off nearly as 

much as the rest of the market—they were a good safe haven investment). 

However, as the above chart also shows, REITs have continued to outpace the broader 

market (as measured by the S&P 500) during the strong rebound so far this year. This 

performance is unusual because just as REIT prices fall less when the market sells off, 

they’re generally supposed to rise less when the market rebounds sharply as it has so far 

this year. We’ll get into the details on specific REIT valuations in a moment, but first some 

thoughts on interest rates. 

REITs and Interest Rates: 

REITs are generally required to pay out 90% of their earnings as dividends for tax 

purposes. This is great if you are seeking income, but its also can create challenges in a 

Key Takeaways: 

• Valuations are 
“frothy” for popular 
high yield REITs. 

• Volatility and 
interest rates have 
stretched valuations. 

• Be selective. 
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rising interest rate environment. Specifically, because REITs generally pay out most of 

their earnings as dividends, it means they have to go to the capital markets to raise 

money to grow (e.g. issue debt, issue shares), whereas other non-REIT companies have 

more flexibility to use retained earnings to fund growth.  

One of the big fears of many REIT investors has been the potential threats posed by 

rising interest rates. Specifically, as interest rates rise, it can become more expensive for 

REITs to fund growth (and support their debt). However, in recent months, and to the 

benefit of REIT investors, the US Federal Reserve has become less hawkish in terms of 

interest rates. More specifically, the following chart shows that the fed is now expecting 

less interest rate hikes in 2019, and this has arguably been very good for REITs. 

 

And as perhaps a double dose 

of positive market conditions 

for REITs, not only did interest 

rate increase expectations 

slow, but the market got 

volatile—which often means 

fearful investors pile into the 

perceived safe haven of REITs. 

These two things (interest rate 

expectations and market 

volatility) have benefited REITs 

positively and contributed to their very strong performance during Q4 and this year, so 

far. However, REIT valuations are now getting unusually high. This can be a red flag for 

REIT investors. 

REIT Valuations: 

To get right to the point, popular high yield REITs are now unusually expensive in terms of 

price to Funds from Operations (“FFO”) and Adjusted FFO (“AFFO). Further, dividend 

yields are a warning sign (they’ve been shrinking). And further still, Wall Street analyst 

forecasts are showing that valuations are high, and upside price appreciation potential 

is limited (and in some cases practically non-existent and/or negative). Let’s have a 

look at the data for some popular high yield REITs: 

Welltower (WELL), Yield: 4.6% 

Welltower invests in real estate used by senior housing operators, post acute care 

providers and health systems. And while Welltower is generally considered a blue chip 

REIT with a strong credit rating (BBB+) and a healthy dividend, its share price and 
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valuation is getting a bit frothy. For starters, here is a look at a variety of important 

Welltower valuation metrics. For example, Welltower’s valuation is above its 5-year 

average and when compared to industry peers in terms of price to FFO (and AFFO), as 

well as price to book value. 

 

 

 

Further, the 23 Wall Street analysts covering 

Welltower believe it’s worth less than its current 

share price (as shown in the following chart), a 

rarity for analysts who are notoriously bullish.  

 

Welltower management was appropriately upbeat about the business during the 

February 12 quarterly conference call, but the share price and valuation are unusually 

high, in our view. Welltower’s dividend appears very safe, but its share price doesn’t 

have much upside in the near future, and it may be due for a pullback, perhaps a 

significant one, for the reasons described earlier (i.e. valuation, interest rates, and 

market fear sentiment). 

Ventas (VTR), Yield: 5.0% 

Ventas’ business is similar to Welltower’s (in the sense that Ventas engages in the 

acquisition and ownership of seniors housing and healthcare properties), and it’s also 

similar in terms of price and valuation frothiness, in our view. 

Here is a look at Ventas valuation metrics, which are above 5-year averages and 

expensive relative to industry peers.  
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Further, Wall Street analysts believe the shares are 

trading at a price higher than they are worth, as 

shown in the following chart. 

 

Like Welltower, we believe Ventas dividend is safe, but the share price may be due for 

a pullback thanks to the “flight to safe haven REITs” in recent months thereby resulting in 

a rich valuation. If you’re just looking for the dividend, Ventas seems quite safe, but if 

you’re looking for share price appreciation in the relatively near future—Ventas is less 

attractive. 

W.P. Carey (WPC), Yield: 5.6% 

W.P. Carey REIT’s share price has posted strong gains in recent months, but its valuation 

is now unusually high, in our view. As you can see in the following table, this commercial 

property and investment management company, is expensive relative to 5-year 

averages and peers. 
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And with regards to the dividend yield, it’s also 

below normal levels. We can interpret this as a 

signal from management about where they 

believe the share price should trade. Specifically, 

management sets the dividend at a level so the 

yield is close to their perception of where the 

shares should trade (at least in part); and the fact 

that the yield is low suggests management may 

think the share price is a little high. And Wall Street analysts agree. 

WPC is trading way above what the street thinks it is worth. 

 

Realty Income (O), Yield: 4.0%: 

Realty Income is a very popular monthly dividend payer, but like many other popular 

big dividend REITs, Realty Income’s share price may be getting a little bit ahead of itself. 

 

And Wall Street analysts feel the same, considering 

the current share price is well above what they 

think the shares are worth. Realty Income is a 

healthy business with a very strong credit rating (A-

) and a safe “blue chip” dividend, but the 

valuation has gotten a little ahead of itself, in our 

view. 
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Omega Healthcare Investors (OHI), Yield: 7.4% 

Omega Healthcare is a REIT focused on skilled nursing facilities, and its story is a little 

different. Specifically, Omega is NOT overpriced versus its own history and versus peers, 

however it is more risky. More specifically, as we wrote in last week’s members-only 

Omega article, the company has been working though draconian financial challenges 

related to a few of its biggest operators (Orianna has finally been resolved, but 

Daybreak looms as a very large risk!). We like Omega over the long-term, but given the 

near-term challenges and risks, combined with its recent very strong share price 

performance, investing in Omega requires more caution. 

As we wrote in our Omega article last week, we 

actually sold our Omega shares recently at $38 

per share as part of an income-generating put 

option sale. We may reenter a position in Omega 

soon, with a strong appreciation for the fact that 

its valuation remains less expensive than many 

other REITs mainly because of its higher risks (“no 

risk, no reward…” as the saying goes). 

 



  Released: 20 Feb 2019 
 

 

Blue Harbinger Research, LLC  Page 7 of 9  

STAG Industrial (STAG), Yield: 5.0% 

Like other popular big dividend REITs, STAG’s valuation is high relative to history and 

peers, as shown in the following table. 

 

STAG is an industrial REIT focused on more “off the 

beaten path” properties, and as such it has more 

risk and a higher beta. When market conditions are 

good, STAG is good. But when things get 

challenging for STAG, its shares can sell off very 

hard. 

As shown in the following table (and despite higher valuations) Wall Street analysts still 

like STAG and believe it has upside. 

 

From our perspective, it’s hard to buy a REIT like STAG after the share price has just 

rallied so hard (as shown in the above chart) and considering valuation metrics are 

higher, and STAG’s volatility. From our perspective, we’d not be adding to an existing 

STAG position at this point, but we’d consider the shares on a pullback. And given the 

current state of the REIT industry, we would NOT be at all surprised to see a strong 

pullback for STAG and other popular big dividend REITs, soon (and that would be a 

better time to buy). 

Simon Property Group (SPG), Yield: 4.5% 

In addition to Omega Healthcare, Simon Property Group is a big dividend REIT that we 

actually consider attractive (depending on your need/tolerance for risk/volatility). And 

SPG is considerably safer than Omega, in our view. SPG own attractively located 

shopping malls, it has a very strong credit rating (it’s rated “A” by S&P), and its dividend 

is very strong. 
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As you can see in the following table, SPG’s valuation metrics are attractive. 

 

The negative market narrative that we believe is 

contributing to SPG’s low (attractive) valuation is 

that the internet is going to kill off all shopping 

malls. Not true in our view. And for perspective, the 

22 Wall Street analysts covering SPG like it too. 

 

For some perspective, here is what a Morningstar analyst recently had to say about 

SPG: 

“Simon's access to capital, scale, and validated record position the firm to 

execute on any attractive and available investment opportunities… Simon's high-

quality portfolio will continue to present attractive locations for tenants to place 

stores even as retail companies look to reduce store counts and present the most 

desirable locations for e-tailers looking to establish a physical presence… Simon’s 

mall and outlet portfolio contains a high percentage of the best malls in the 

country where redevelopment capital can be deployed at the most promising 

yields.” 

In aggregate, the analysts covering SPG recommend it as a “buy,” and believe the 

shares have more than 10% upside, which is a lot for a safe blue chip REIT like SPG. From 

our perspective, and because we often like to buy things on weakness, we are keeping 

SPG on our “watch list” for now. But it’s high on the list, and we’d consider buying on 

any share price weakness. 
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Conclusion: 

All of the REITs described in this report are likely to keep paying their big dividends. And 

if you are a very long-term investor then perhaps that’s all that really matters to you. For 

us, we’ve recently lightened our REIT exposure by selling our shares of Omega at $38. 

We still believe Omega is attractive in the long-term, but we also believe now is NOT the 

right time to be dramatically overweight REITs. 

We are also considering adding a little exposure to SPG, especially on any pullbacks 

(there could be one coming soon, based on valuations and interest rates). Further still, 

we like the idea of selling out-of-the money income-generating put options on SPG so if 

the price does fall then we get to add the shares at a lower price, and if the price 

doesn’t fall we still get to keep the premium income generated for selling the puts, no 

matter what. 

Our bottom line is that if you’re a long-term income-focused investor, the dividends on 

these popular REITs are likely safe, however from a valuation standpoint the prices are 

high, and now may not be the best time to add or to be dramatically overweight REITs. 

Be selective. 

 

 


