
CHICAGO    BALTIMORE   PHILADELPHIA    ST. LOUIS

August 24,  2018

Will Rising Rates Damage Real Estate Returns?
JEREMY ZIRIN, CAIA, SENIOR RESEARCH ANALYST, REAL ASSETS

Our chart this week examines the historical1 total returns of the NCREIF Property Index (“NPI”) during times of rising 
interest rates.  As illustrated in the chart, real estate has historically showed little correlation with interest rates 
indicating changes in interest rates do not immediately translate to asset prices. In fact, the average annual total 
return during periods of rising rates is 12.3%; typically rising rates are accompanied by stronger economic growth 
and/or inflation, both which inevitably draw investors to real assets. It is important to keep in mind, however, that 
private real estate is valued less frequently than its publicly traded (daily valued) counterparts. This is important 
because changes in private real estate prices will typically lag changes in interest rates as a result of less frequent 
valuations. 

With interest rates expected to rise further, the spread between the 10-Year Treasury and real estate cap rates will 
continue to shrink, but strong fundamentals – such as rent growth and economic growth – are much more important 
than movements in the 10-year Treasury. There is no magic number for the 10-year that would trigger a re-pricing of 
real estate, but some property types are more susceptible to higher rates such as those with longer-term bond-like 
leases. Going forward, we believe that a mix of strong fundamentals mixed with stable rising rates will translate into 
moderate, income-driven returns to core real estate in the mid to high single-digit range.

1 Since inception

Chart of the Week

Sources: NCREIF, Federal Reserve via DWS

Commercial real estate has historically showed little correlation with interest rates
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Rising Interest Rates Total Returns

Correlation with 10-YearTreasury = 0.2

Average Annual Total Return (1979-2017) = 9.5%

Average Annual Total Return (Rising Interest Rates) = 12.3%
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently 

verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on 

financial market trends constitute our judgment and are subject to change without notice. This material is not financial advice 

nor an offer to purchase or sell any product. References to specific securities are for illustrative purposes only and do not 

constitute recommendations. Past performance does not guarantee future results. 

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a 

focused client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions 

to become more effective investment stewards. Marquette is a completely independent and 100% employee-owned 

consultancy founded with the sole purpose of advising institutions. 

For more information, please visit www.marquetteassociates.com.


