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Summary  

Given our expectations for rangebound borrowing costs and a muted 

economic growth recovery in the second half of 2026, we think real 

estate investment trust (REIT) outperformance should hinge largely 

on exposure to secular growth drivers. We are making a number of 

sub-sector guidance changes in an effort to distinguish those sectors 

where we see significant tailwinds (favorable guidance) or significant 

headwinds (unfavorable guidance) from those where we anticipate 

mixed performance or a lack of meaningful near-term fundamental 

drivers (neutral guidance). We also see several shifts that merit 

revisiting our guidance, including an uptick in inflation expectations 

linked to recent geopolitical conflict, which should forestall stronger 

housing-market activity, and the aging of the baby boomer 

generation. 

Real Estate sub-sector guidance  

Favorable sub-sectors Unfavorable sub-sectors 

Data Center REITs, Health Care REITs, Industrial REITs Timberland REITs 

Source: Wells Fargo Investment Institute. Sub-sector guidance from Global Securities Research. Current as of May 28, 2026. Guidance changes announced in this report in bold text.   
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Favorable sub-sectors 

Health Care REITs — Upgrading to favorable 

We are upgrading the Health Care REITs sub-sector from neutral to favorable with a focus on senior-housing exposure, 
which has grown to represent a significant portion of the group’s composition. While the sub-sector contains 20 
companies, it is dominated by the two largest names, which account for nearly 70% of the total on a market-capitalization 
basis and generate the vast majority of their revenue (over 70% each) from their senior housing operating portfolios.1 More 
broadly, senior housing accounts for approximately 50% of all assets within the sub-sector. 

Our favorable view of senior housing is driven by an emerging demographic shift as the first baby boomers begin turning 80 
this year. Growth of the 80+ population has accelerated and is estimated at a nearly 28% rate between 2025 and 2030, 
culminating in a supportive supply-demand backdrop. This potential supply shortage is further amplified by the fact that 
the younger generations are projected to account for a shrinking portion of the total population — while the 80+ cohort is 
expected to expand by 55% between 2025 and 2035, all other population groups are expected to grow by just under 6%. 
This divergence is shown in the chart below, with the vast majority of population growth arising from the 80+ group.  

The demographic shift underlying expected growth in senior-housing demand  

Sources: U.S. Census Bureau and Wells Fargo Investment Institute. Data as of May 21, 2026. Projections represent 2023 projections from the U.S. Census Bureau. 

Meanwhile, senior-housing development slowed meaningfully following the pandemic amid an extremely difficult 
environment marked by staffing shortages, elevated labor costs, and challenges admitting new residents. Subsequently, 
supply growth averaged less than 1% per year from 2023 through 2025 as elevated construction costs as well as higher 
interest rates have been incremental headwinds. Though investor interest in the area has grown, development activity at 
the national level remains sluggish, and the development cycle from planning to completion often spans two or more years. 
Data tracked by NIC MAP (National Investment Center Market Analysis and Performance) through the first quarter of 
2026 indicates downtrends across all phases of development, including new inventory growth, active construction volume, 
and construction starts. This is occurring even as average stabilized occupancy has increased to roughly 90%; absorption 
(the net increase in occupied units) has remained strong; and average rents have increased steadily.  

 
1. Based on FactSet data and Health Care sub-sector as defined by the FTSE Nareit All REITs Index, as of May 19, 2026. 
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One distinguishing factor of senior housing is its payor mix, which is almost entirely private pay. In contrast, some other 
areas within health care depend primarily on either the government or private insurance for payment, adding a layer of 
policy-related uncertainty. Further, senior-housing affordability has improved notably in recent years (as represented by 
the percent of 75+ households that can cover the cost of senior housing from their income), and nearly half of seniors 
would be able to afford senior housing without using their savings according to Green Street.2   

The Health Care REITs sub-sector also includes names focused on skilled-nursing facilities, outpatient medical properties, 
hospitals, and life-science properties. We have a less positive view of these areas for various reasons. At a high level, we do 
not see significant tailwinds for any of these areas in the near term. More specifically, skilled-nursing facilities are funded 
mainly by Medicare and Medicaid, which introduces policy-related risk through reimbursement rates and limits upside by 
constraining revenue and margin growth. Outpatient-medical properties tend to support relatively stable performance and 
operate under long-term (7 – 15 year) leases, but they have a limited growth opportunity in our view. Hospitals typically 
have even longer-term (15 – 20 year) triple-net leases with escalators, though we would note a risk of closure among lower-
quality hospitals. Finally, demand for life-science properties tends to fluctuate with biotech funding cycles, and these highly 
specialized properties carry releasing risk.  

Data Center REITs — Maintaining favorable guidance  

We are maintaining favorable guidance on the Data Center REITs sub-sector. As artificial-intelligence (AI) investment and 
implementation have accelerated, the Data Center REITs sub-sector has experienced unprecedented demand. Offerings 
from these companies vary to include single-tenant and colocation data centers as well as data-center shells. Single-tenant 
data centers typically have long-term leases with hyperscalers or neocloud providers as tenants. Colocation data centers 
have multiple tenants and shorter-term leases, and this group includes a subset of network-dense data centers in which 
tenants can connect directly with cloud providers, carriers, and other enterprises through recurring, fee‑based services 
offered by the REIT. Finally, shells are buildings that offer connections to power, cooling, and connectivity while the tenant 
installs and maintains their own data-center infrastructure. 

Development economics for hyperscale versus colocation data centers in the U.S.  

Sources: Green Street and Wells Fargo Investment Institute. Current as of February 28, 2026. Chart represents U.S. colocation and hyperscale estimates by Green Street. NOI = net operating income. 
Estimates can vary greatly based on market, operator, interconnection density (colocation only), and development budget. Stabilized NOI yields and development profit margins for powered-shell 
and triple-net leases would be lower. 

 
2. “Senior Housing Outlook,” Green Street, January 20, 2026. 
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Larger data-center REITs’ income sources are often diversified by this range of offerings, and we see colocation and 
interconnection as particularly notable features of the businesses. Colocation allows multiple tenants — ranging from 
hyperscalers to smaller enterprises — to operate within the same facility. On average, colocation data centers generate 
higher stabilized net operating income yields and represent higher average development profit margins compared to 
hyperscale data centers (as shown in the chart above). Meanwhile, interconnection enables lower-latency connections and 
translates to higher tenant retention. This stickiness, high switching costs, and shorter-term leases have together 
supported rent growth, and recurring fees for connections represent another source of revenue for the REIT. We view this 
sub-sector as an attractive route for gaining exposure to the AI theme within the Real Estate sector, particularly as AI use 
cases continue to expand and support sustained demand and pricing power. 

Industrial REITs — Maintaining favorable guidance  

We are maintaining favorable guidance on the Industrial REITs sub-sector. We expect supply chain reconfiguration and 
sustained e-commerce demand to support higher inventory levels, which should translate to greater demand among 
Industrial REITs.  

E-commerce represents a notable demand driver for the sub-sector as it requires approximately three times the amount of 
warehouse space compared to brick-and-mortar locations. The coronavirus pandemic led to a sharp upswing in e-
commerce retail sales as a percent of total sales, moderated somewhat in the intervening years, and has recently stabilized 
around 16% with a modest pace of growth. Retail inventories, on the other hand, declined during this period of pandemic-
related recalibration before stabilizing at higher levels. In our view, the recent directional realignment between retail 
inventories and e-commerce’s share of total sales (as shown in the chart below) suggests that retailers have adapted to 
structurally higher e-commerce sales, even as improved supply chain management technologies have enabled more 
efficient inventory management.  

Post-pandemic stabilization indicates structurally higher e-commerce share and retail inventories  

Sources: Federal Reserve Economic Data and Wells Fargo Investment Institute. Data through the first quarter of 2026.  
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Meanwhile, we see elevated goods inflation as well as higher-for-longer inflation expectations as potential tailwinds for the 
Industrial REITs sub-sector. The most recent Producer Price Index (PPI) inflation readings saw a notable year-over-year 
uptick, with a headline print of 6.0% and a core print of 4.4% for the month of April. As the chart below indicates, there has 
been a relationship between retail inventories and goods inflation in the past, with shifts in PPI inflation often preceding 
similar shifts in inventories during the time frame shown.3 While we would acknowledge that numerous factors drive retail 
inventories, we do see accelerating PPI inflation as a sign of rising input-cost pressures that could, if tied to supply 
constraints or expected price increases, incentivize inventory building and support tenant demand for industrial space.  

Accelerating input inflation may support retail inventories and demand for industrial space 

Sources: Federal Reserve Economic Data, FactSet, and Wells Fargo Investment Institute. Data through April 2026. Producer Price Index (PPI) inflation reflects the Producer Price Index for all 
commodities. Producer Price Index (PPI) is a family of indexes that measures the average change in selling prices received by domestic producers of goods and services over time. An index is 
unmanaged and not available for direct investment.  *Industrial REITs sub-sector represented by the S&P 1500 Industrial REITs Total Return Index; indexed to 100 as of April 2016. 

Neutral sub-sectors 

Diversified REITs — Upgrading to neutral  

We are upgrading the Diversified REITs sub-sector from unfavorable to neutral. Companies in the sub-sector have 
exposure to various property types. For example, a company’s portfolio may contain both office and industrial properties, 
resulting in potentially significant differences among the constituents of the sub-sector. We are not particularly 
constructive on the group as it is composed of a number of very small companies, some of which have experienced wide 
performance swings in recent years. However, we are not categorically averse to the sub-sector, would emphasize the 
importance of understanding a company’s portfolio composition, and think a neutral rating is appropriate. We do not 
currently recommend any companies within the sub-sector. 

Lodging/Resort REITs — Upgrading to neutral  

We are upgrading the Lodging/Resort REITs sub-sector from unfavorable to neutral. This guidance change is driven by a 
reevaluation of our relative ranking system rather than any fundamental shifts in the market. We believe the sub-sector 
will continue to be pressured by muted economic growth, weaker consumer sentiment, and a decline in foreign travel to the 

 
3. The chart shows PPI inflation for all commodities, which we view as a better proxy for input cost inflation than the more commonly monitored final demand PPI, which we view 
as a cleaner inflation measure.   
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U.S. We also remain cautious given structurally high levels of capital expenditures and the level of variability in revenues. 
However, REITs in this sub-sector mostly own assets on the upper end of the quality spectrum, and this tilt toward upper-
income consumers represents a degree of relative resilience within a K-shaped economy. Limited new development is also 
a support for companies in the sub-sector. Ultimately, we believe neutral guidance is appropriate. We would caution 
investors on the sector’s historical volatility relative to the broader Real Estate sector, its vulnerability to economic 
downturns, and the wide dispersion in performance among its constituents, but we do not anticipate sustained 
outperformance or underperformance over a tactical horizon at this time. We do not currently recommend any companies 
within the sub-sector. 

Office REITs — Upgrading to neutral  

We are upgrading the Office REITs sub-sector from unfavorable to neutral. The rationale here is similar to that of Lodging & 
Resort REITs, with the guidance change driven by a reevaluation of our relative ranking system rather than any 
fundamental shifts in the market. The sub-sector continues to face meaningful headwinds, including high capital 
expenditures, the growth of work-from-home optionality, and concerns about AI-related labor-market disruption. 
Fundamentals deteriorated meaningfully in recent years but have begun to show early signs of stabilization in 2026, 
supported in part by improved leasing activity and limited new supply on the horizon. Clarity around post-pandemic needs 
for office space has improved among tenants, supporting demand and contributing to expectations that occupancy has 
passed its nadir, though it does remain well below its pre-pandemic average. We would caution investors on possible 
volatility and emphasize the wide divergence in operating environments across different markets. However, at this time, 
we do not anticipate sustained outperformance or underperformance over a tactical horizon and believe a neutral rating to 
be appropriate. We do not currently recommend any companies within the sub-sector. 

Self-Storage REITs — Downgrading to neutral  

We are downgrading the Self-Storage REITs sub-sector from favorable to neutral. Amid a potentially elevated rate of 
inflation, the sub-sector does have the benefit of short-term leases (typically month to month) and the ability to adjust 
rental rates quickly. However, it is also closely tied to activity in the housing market, meaning that higher inflation weighs 
on demand by contributing to elevated borrowing costs and lower housing-market velocity.  

The sub-sector started the year strong, with 16% total returns through April 304, and we see this as supportive of a 
downgrade to neutral as we expect further upside to be limited in the absence of meaningful near-term demand drivers 
along with tough year-over-year comps for move-in rents through the remainder of the year. High supply also remains a 
challenge in certain sub-markets; the sub-sector is trading at an elevated premium relative to other REITs; and the same-
store revenue guidance for each self-storage REIT implies a deceleration through year end.   

We do remain attracted to the sector’s low overhead costs and broad customer base, especially as many younger 
individuals became first-time users during the pandemic. Companies have recently reported a solid ability to raise rents for 
existing customers, which has helped offset weakness from lower move-in rates. However, we think a forestalled housing-
market recovery should represent a meaningful headwind to outperformance in the near term and believe a neutral rating is 
appropriate.  

Specialty REITs — Upgrading to neutral  

We are upgrading the Specialty REITs sub-sector from unfavorable to neutral. Companies in this sub-sector are focused on 
niche areas of the market that do not fit into existing sub-sectors, and according to Nareit5, it often functions as an 
incubator for new property sectors. At various points, gaming, telecommunications, data-center, and timberland REITs, for 

 
4. Self-Storage REITs sub-sector performance represented by FTSE Nareit Equity Self-Storage Index.  
5. Nareit = National Association of Real Estate Investment Trusts. 
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example, all belonged in the Specialty REITs sub-sector. Given the dynamic nature of this area of the market, we are not 
categorically averse to it and believe a neutral rating to be appropriate. At this time, the sub-sector contains companies 
specialized in experiential properties, farmland, information storage and management, outdoor advertising, and ground 
leases. We do not currently recommend any companies in the sub-sector and believe caution is warranted given the mix of 
business models, portfolio characteristics, and company sizes. 

Telecommunications REITs — Downgrading to neutral  

We are downgrading the Telecommunications REITs sub-sector from favorable to neutral. The sub-sector has been facing 
several recent headwinds, including the default of a large wireless service carrier and subsequent lawsuits; merger-related 
decommissioning; and potentially subdued spending plans among U.S. wireless carriers. On the other hand, expectations 
for ongoing growth of mobile data usage (driven in part by AI); wireless-subscription growth; and the potential expansion of 
more advanced networks (5G in the U.S. and 3G through 5G internationally) represent potential tailwinds. The group 
possesses some of the highest margins within the Real Estate sector, and adding additional tenants to existing towers 
represents high-margin incremental revenue. The sub-sector currently contains three companies, and the largest by a 
substantial margin has gained exposure to data-center properties. Given the balance of headwinds and tailwinds, which we 
see as priced in, we are neutral on the sub-sector for the time being. 

Equity recommendations 

Recommended companies in our favored Real Estate sub-sectors 

Ticker Company name 
Sub-sector/Sub-
industry 

Market cap 
(billions) 

Price Dividend 
Dividend 
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FFO/Share 
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DLR Digital Realty Trust, Inc. Data Center REITs $67.4 $191.71 $4.88 2.5% $8.34 23.0x   X       
EQIX Equinix, Inc. Data Center REITs $105.5 $1,070.22 $20.64 1.9% $44.44 24.1x       X   
PLD Prologis, Inc. Industrial REITs $136.6 $146.52 $4.28 2.9% $6.37 23.0x X   X     
STAG STAG Industrial, Inc. Industrial REITs $7.3 $38.29 $1.55 4.0% $2.69 14.2x       X X 
WELL Welltower Inc. Health Care REITs $151.2 $214.18 $2.96 1.4% $6.68 32.1x   X       

Sources: FactSet, Wells Fargo Investment Institute. Prices and data as of May 27, 2026. NTM = next twelve months. FFO = funds from operations. P/FFO = price to funds from operations. 
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Global Securities Research List Descriptions: 

The Core List includes a wide range of what we view as high-quality companies. In general, the list may have representation 
across all 11 sectors and exposure to stocks with varying levels of maturity, valuation, and cyclicality. The Core List 
assumes a long-term holding period and can be used to build or supplement a well-diversified equity portfolio.  

The Diversified Stock Income Plan List (DSIP List) focuses on companies that we believe will provide consistent annual 
dividend growth over a long-term investment horizon. Our objective is to provide a broad list of high-quality, industry-
leading, dividend-growth companies from which an investor can assemble a well-diversified portfolio. Through consistent 
dividend growth, our goal is to help investors stay ahead of the wealth-eroding effects of inflation.  

The Focus List is a concentrated list of stocks that represents a combination of the equity sector guidance from Global 
Investment Strategy and security selection from Global Securities Research. The objective is to exceed the total return of 
the S&P 500 Index over an approximate 12-month timeframe.  

The Growth List focuses on companies that we believe offer above-average growth potential. Our objective is to offer 
investors a list of stocks that they can use to help build a well-diversified portfolio or complement an existing portfolio. We 
intend to offer a mix of aggressive growth and established growth.  

The objective of the High Yield Equity Income List is to provide a list of high-yield stocks with stable dividend streams 
that investors can use to help build a well-diversified portfolio or complement an existing portfolio.  

The Small- and Mid-Cap List (SMID List) includes stocks representing companies with market capitalizations between 
$1.0 billion and $75.0 billion. Our objective is to offer investors a list of stocks they can use to help build a well-diversified 
portfolio or complement an existing portfolio. 

The Value List includes companies that we believe are trading at a discount to their underlying fundamentals or companies 
trading at a discounted multiple relative to the market and have the potential to reduce or eliminate this valuation 
discount. Our objective is to offer investors a list of stocks they can use to help build a well-diversified portfolio or 
complement an existing portfolio.  
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IMPORTANT DISCLOSURES 

Analyst Certification: The analyst who prepared this report hereby certifies that the views expressed in this report 
accurately reflect his/her personal views about the subject companies and their securities.  The analyst also certifies that 
he/she has not been, is not, and will not be receiving direct or indirect compensation for expressing the specific 
recommendation(s) or view(s) in this report.  

WFII analysts receive no compensation in connection with the firm’s investment banking, sales and trading, or principal 
trading revenues.  Analysts may be eligible for annual bonus compensation based on the overall profitability of the firm, 
which takes into account revenues derived from the firm’s business activities, including its investment banking business, 
sales and trading, and principal trading.  

Important Disclosures relating to Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC 
as broker-dealers distributing Wells Fargo Investment Institute prepared research reports: 

Wells Fargo Clearing Services, LLC (“WFCS”) and Wells Fargo Advisors Financial Network, LLC (“WFAFN”) provide their 
customers with access to third-party research, including this report, which is produced by Wells Fargo Investment 
Institute, Inc. 

To review important information about certain relationships and potential or actual conflicts of interest that may exist 
between WFCS, WFAFN, their affiliates, and any company     that may be the subject of or part of a list that is the subject of 
this report, please visit the Research Disclosure page of wellsfargoadvisors.com as provided below. 

https://www.wellsfargoadvisors.com/disclosures/research.htm 

WFCS and/or WFAFN trades or may trade as principal in fixed income and preferred securities (or in related derivatives). 

Disclaimers 

All prices and figures are as of May 27, 2026 unless indicated otherwise. 

All investments are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions, the prospects of individual companies, and industry sectors due to numerous factors some of which 
may be unpredictable. Be sure you understand and are able to bear the associated market, liquidity, credit, yield fluctuation 
and other risks involved in an investment in a particular strategy. 

Equity securities are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions and the perception of individual issuers. Investments in equity securities are generally more volatile 
than other types of securities. Growth stocks tend to fluctuate more than the overall market and growth may not be 
realized. The growth style of investing tends to shift in and out of favor. The prices of small and mid-company stocks are 
generally more volatile than large company stocks.  They often involve higher risks because smaller companies may lack 
the management expertise, financial resources, product diversification and competitive strengths to endure adverse 
economic conditions. 

There are special risks associated with an investment in real estate, including the possible illiquidity of the underlying 
properties, credit risk, interest rate fluctuations, and the impact of varied economic conditions.   Other risks associated 
with investing in listed real estate investment trusts (REITs) include the use of leverage, unexpected reductions in 
common dividends, increases in property taxes, and the impact to listed REITs from new property development.   

Dividends paid by REITS are considered non-qualified and generally taxed at ordinary income tax rates.  However, all or a 
portion of a distribution may consist of a return of capital.  There is no guarantee that dividend payments will be made in 
the future.  

https://www.wellsfargoadvisors.com/disclosures/research.htm
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Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy 
and will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector. 
This can result in greater price volatility.  

An index is unmanaged and not available for direct investment. 

FTSE NAREIT All REITs Index includes all REITs that are listed on NYSE, American Stock Exchange or NASDAQ. This 
includes mortgage REITs, Timber REITs, Infrastructure REITs, and Manufactured Housing REITs. It is the most expansive of 
all the FTSE REIT indices.           

S&P 1500 Industrial REITs Total Return Index measures the performance of U.S. industrial real estate investment trusts 
(REITs) within the S&P Composite 1500 Index. It tracks the combined effect of stock price changes (capital gains) and the 
reinvestment of cash dividends.  

S&P Composite 1500 Index represents the large cap, mid-cap and small cap segments of the U.S. equity market.  

Global Securities Research (GSR) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered 
investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Securities Research (GSR). Opinions represent GSR’s opinion as of 
the date of this report and are for general information purposes only and are not intended to predict or guarantee the 
future performance of any individual security, market sector or the markets generally. GSR does not undertake to advise 
you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue 
reports or have opinions that are inconsistent with, and reach different conclusions from, this report. Past performance is 
no guarantee of future results.  

The information contained herein constitutes general information and is not directed to, designed for, or individually 
tailored to, any particular investor or potential investor. This report is not intended to be a client-specific suitability or best 
interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment 
product based on performance alone. Consider all relevant information, including your existing portfolio, investment 
objectives, risk tolerance, liquidity needs and investment time horizon.  The material contained herein has been prepared 
from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Global Securities Research works with information received from various resources including, but not limited to, research 
from affiliated and unaffiliated research correspondents as well as other sources. Global Securities Research does not 
assign ratings to or project target prices for any of the securities mentioned in this report. 

Global Securities Research receives research from affiliated and unaffiliated correspondent research providers with which 
Wells Fargo Investment Institute has an agreement to obtain research reports. Each correspondent research report 
reflects the different assumptions, opinions, and the methods of the analysts who prepare them.  Any opinions, prices or 
estimates contained in this report is as of the date of this publication and is subject to change without notice. 

Global Securities Research publishes several theme-based lists of recommended equity securities. Each list is based on a 
specific investment objective and time horizon which may be different from the other lists. This may cause Global 
Securities Research to recommend an equity security to be added to one list and removed from another list. Thus, one list 
may contain different recommendations or conclusions that could result in short-term price movements contrary to the 
recommendations in another list. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory 
Authority, but is not licensed or registered with any financial services regulatory authority outside of the U.S. Non-U.S. 



Sector Alert — Leveraging secular growth drivers in Real Estate | May 28, 2026  

Page 11 of 11 

residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial 
Network, LLC, Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company. 

©2026 Wells Fargo Investment Institute and subject to the CC BY-NC-ND 4.0 DEED. All rights reserved. v12.26.25 
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