U.S. REITs

Rising Rents Matter More to REITs
Than Rising Rates
Rate hikes get a lot of attention, but for REITs, they're often not the big story. The big
stories today are 77 consecutive months of job growth, a 9-year low in unemployment and a
strengthening economy, giving landlords greater ability to raise rents. When rents are rising,
history shows that REITs can deliver strong returns—despite higher interest rates.

The perception that REITs always underperform when interest rates are rising is simply not supported
by historical data. Higher rates may unsettle markets in the short term, but what tends to matter more
for REITs in the long run is the direction of the economy and job growth. Historically, REITs have had
strong returns in periods of monetary tightening and rising bond yields, as this is usually a reflection of
accelerating inflation and economic growth.
Rising yields with growth have been a positive
combination for REITs: The chart below shows annualized
returns of the U.S. REIT market since 1981, grouped
according to changes in the 10-year Treasury yield and U.S.
Leading Economic Indicators over one-month periods. In
months when growth was improving and bond yields were
rising, REITs outperformed the S&P 500, averaging 12.7%—
consistent with their long-term buy-and-hold return.

Exhibit 1: Annualized U.S. REIT Returns in Different Growth/Bond
Yield Environments
FTSE NAREIT Equity REIT Index, Since March 1981(a)

What happened in the last rate-hike cycle? In March 2004,
a strong jobs report caused a spike in Treasury yields, causing
REITs to sell off and lag the S&P 500 over the next month.
As markets digested the data and volatility subsided, REITs
recovered. Over the next two years, the Federal Reserve raised
interest rates 17 times, from 1.0% to 5.25%. From the 10-year
Treasury yield low in March 2004 through the end of 2006,
REITs had a cumulative return of 78%, widely outperforming
U.S. stocks and bonds.
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Exhibit 2: U.S. REITs During the
2004–2006 Interest-Rate Hike
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Data quoted represents past performance, which is no guarantee of future results. The information presented above does not reflect the performance of any fund or account

managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type of performance reflected above. See back page for index associations and definitions
and additional disclosures.
(a) The period since March 1981 selected based on the common period of available index and economic data. Bond yields based on the 10-year Treasury. Growth measured by
Cohen & Steers’ U.S. Leading Economic Indicator (LEI), comprised of six cyclical macro factors that have historically signaled turning points in broad economic growth. Annualized
performance based on monthly data, grouped according to positive/negative change in bond yields and rising/falling U.S. LEI. Percent of monthly observations out of 424 total, by
quadrant: growth rising/yields down: 22%; growth rising/yields up: 26%; growth falling/yields down: 31%; growth falling, yields up: 21%.

REITs: 57.9%
Stocks: 15.5%
Bonds: 5.9%

Opportunity Amid Rate-Driven Volatility

Investing With Cohen & Steers

Too often, we see investors focusing on short-term changes
in interest rates, yet losing sight of the bigger picture. As
investors adjust asset allocations for the shifting market
environment, we believe REITs offer attractive characteristics:

Cohen & Steers is one of the world’s leading investors in
real estate securities, with the largest team of dedicated
real estate portfolio managers, analysts and traders in the
industry. With 30 years of REIT investing expertise, we have
helped investors navigate many market cycles, capitalizing
on opportunities through a disciplined investment process.
To learn more, visit cohenandsteers.com.

•

Attractive yields with growth potential: As of year-end
2016, real estate was the third-highest-yielding sector in
the S&P 500 at 3.5%, compared with the S&P average
of 2.1%. The broad U.S. REIT market, represented by
the FTSE NAREIT Equity REIT Index, had a dividend
yield of 3.9%. REITs have historically provided steady
dividend growth along with capital-appreciation potential.

•

Inflation protection: REITs have historically exhibited
a positive association with inflation surprises due to the
impact of higher replacement costs on property values,
as well as the ability of landlords to raise rents.

•

Potential diversification benefits: Since 1990, REITs
have had a 0.55 correlation with broad equities and a
0.19 correlation with bonds. Combining assets with
different performance drivers has the potential to
improve risk-adjusted returns.

Index Definitions. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. Bonds: The Barclays Capital U.S.
Aggregate Bond Index is a broad-market measure of the U.S. dollar-denominated investment-grade fixed-rate taxable bond market. The index includes Treasuries, government-related and
corporate securities, mortgage-backed securities, asset-backed securities, and commercial mortgage-backed securities. REITs: FTSE NAREIT Equity REIT Index contains all tax-qualified
REITs except timber and infrastructure REITs with more than 50% of total assets in qualifying real estate assets other than mortgages secured by real property that also meet minimum size
and liquidity criteria. Stocks: S&P 500 Index is an unmanaged index of 500 large-capitalization, publicly traded U.S. stocks representing a variety of industries.
Please consider the investment objectives, risks, charges and expenses of any Cohen & Steers U.S.-registered open-end fund carefully before investing. A summary prospectus and
prospectus containing this and other information may be obtained from your financial advisor, by calling 800 330 7348 or by visiting cohenandsteers.com. Please read the summary
prospectus or prospectus carefully before investing.
Data quoted represents past performance, which is no guarantee of future results. This material is for informational purposes and reflects prevailing conditions and our judgment as
of this date, which are subject to change without notice. The information presented above does not reflect the performance of any fund or account managed or serviced by Cohen & Steers,
and there is no guarantee that investors will experience the type of performance reflected above. There is no guarantee that any historical trend illustrated herein will be repeated in the future,
and there is no way to predict precisely when such a trend will begin. There is no guarantee that any market forecast made in this commentary will be realized. This material represents an
assessment of the market environment at a specific point in time, should not be relied upon as investment advice, is not intended to predict or depict performance of any investment and does
not constitute a recommendation or an offer for a particular security. We consider the information in this presentation to be accurate, but we do not represent that it is complete or should be
relied upon as the sole source of suitability for investment. Investors should consult their own advisors with respect to their individual circumstances. No representation or warranty is made as
to the efficacy of any particular strategy or the actual returns that may be achieved.
Risks of Investing in Real Estate Securities. The risks of investing in real estate securities are similar to those associated with direct investments in real estate, including falling property
values due to increasing vacancies or declining rents resulting from economic, legal, political or technological developments, lack of liquidity, limited diversification and sensitivity to certain
economic factors such as interest-rate changes and market recessions. Foreign securities involve special risks, including currency fluctuations, lower liquidity, political and economic
uncertainties, and differences in accounting standards. Some international securities may represent small- and medium-sized companies, which may be more susceptible to price volatility and
less liquidity than larger companies.
This commentary must be accompanied by the most recent Cohen & Steers fund fact sheet(s) and summary prospectus if used in connection with the sale of mutual fund shares.
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Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority (FRN 458459). Cohen & Steers Japan, LLC is a registered financial instruments operator
(investment advisory and agency business with the Financial Services Agency of Japan and the Kanto Local Finance Bureau No. 2857) and is a member of the Japan Investment
Advisers Association.

Publication Date: March 2017. Copyright © 2017 Cohen & Steers, Inc. All rights reserved.

cohenandsteers.com
U.S. Advisors & Investors: 800 330 7348
U.S. Institutions & Consultants: 212 822 1620

Hong Kong: +852 3667 0080
Tokyo: +81 3 4530 4710

London: +44 0 20 7460 6350
MP838 INST 0317

