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With widespread in f lat ion pers ist ing in many western economies, the 
United States, United Kingdom and to a lesser degree, the Eurozone 
are moving up the curve of hawkish monetary pol icy. 1 Emerging from 
the pandemic- induced lockdowns, the in it ia l  burst of in f lat ion was 
largely dr iven by so-cal led base effects as pr ices were being 
compared to art i f ic ia l ly low pr ices in 2020 due to the dramat ic 
d isrupt ion of aggregate demand. However, pers istent  r ises in the 
pr ice of energy and cont inued supply shortages in many industr ies 
have made in f lat ion st ick ier than ini t ia l ly expected. In addit ion, in  
many economies, part icu lar ly in Europe, in f lat ion wi l l  be further 
exacerbated by the cr is is in  Ukraine. As a result ,  the Federal  
Reserve is widely expected to begin a rate t ightening cycle start ing 
upon the conclusion of their  two-day meeting on March 16th. 

Lessons Learned 
With h ikes on the hor izon, we looked back at  past  per iods of t ightening cycles by the Federal  
Reserve ("The Fed")  and European Centra l  Bank (“ECB”) to better understand what these 
potent ia l  rate moves may mean for commercial  real estate fundamentals and capita l markets.  In 
addit ion to examin ing real  estate performance dur ing t ightening cycles, we also compared this 
performance to per iods when the centra l  banks were cutt ing rates as wel l  as to per iods when 
they were hold ing rates steady. One of the f i rst th ings that became apparent  is that  both the Fed 
and the ECB tend to monkey with interest  rates more often than not.  Since 1990, the Fed has 
been cutt ing rates 25% of the t ime and ra ising them just  a b it  more frequently at  27% of the 
t ime. There were t imes with in each of those per iods where the Fed paused with its cuts or h ikes, 
but those t imes were just that:  pauses, rather than changes in pol icy.  Only 48% of the t ime has 
the Fed t ru ly held rates steady. And in Europe, the ECB has held rates steady just  51% of the 
t ime s ince they started sett ing rates in 1999. Whether the Fed or the ECB are ra is ing or h ik ing, 
not  to ment ion other f inancia l  market maneuvers such as quant i tat ive easing, act ive monetary 
pol icy v ia rate adjustments have been fa ir ly par for the course.  

Given that  rate h ikes typical ly occur dur ing periods of economic st rength, it ’s not  surpr is ing that  
average h istor ical  rent growth has been much stronger when the two centra l  banks have been 
ra is ing rates. Exhibit  1  summarizes average rent  growth in U.S. and European real estate 
markets across more than 40,000 market observat ions dur ing per iods when pol icy rates have 
been cut , ra ised, or held steady. 

 
1 The trajectory in Asia does not appear to be so aggressive in that regard. While smaller export-driven economies with open capital 

accounts will necessarily tighten in response to US rate hikes (e.g. Singapore and South Korea), both Japan and China, who together 
make up almost 70% of nominal GDP for the region, are maintaining easy monetary policy. Japan has seen slight increases in inflation, 
but not anywhere high enough to result in a shift to a more hawkish monetary stance; quite the opposite as the central bank is keeping 
rates steady, and the government announced a new fiscal stimulus package near the end of 2021. To counter the impact to its own 
domestic weakness, China is cutting loan rates, and encouraging local governments to issue more special bonds in a concerted effort 
to spur credit growth, prop up home-buying, and expand infrastructure investment. So, while rates may rise in other smaller 
economies, rate hikes should be moderate in most, and pose relatively lower risk to economic growth. 
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 Exhibit  1 
 Average Rent Growth Dur ing Var ious Centra l Bank Pol icy Environments 

 
Sources: Federal Reserve; European Central Bank; Hines Research; as of 1990-2021Q4 for  
U.S. markets; as of 1999-2021Q4 for European Markets; CoStar; Property Market Analysis (PMA) 

In  addit ion to stronger average rent  growth, a lmost 90% of the U.S. market 
observat ions dur ing periods when the Fed was ra is ing rates exhib ited posit ive 
annual rent growth whi le 70% of European observat ions enjoyed posit ive rent  
growth dur ing t ightening cycles. In contrast , rents fel l  in  near ly one-th ird of the 
U.S. observat ions dur ing per iods when the Fed was cutt ing rates, whi le they fe l l  
in  45% of the European data points when the ECB was loosening pol icy.  Rent 
growth in the commercia l  sectors (of f ice, reta i l ,  and industr ia l )  has been 
part icu lar ly sensit ive to the rate cycles but  less than 9% of the observat ions in 
the apartment sector showed rent  decl ines when the fed was ra is ing rates. That 
compares to a lmost 16% of apartment observat ions when the Fed is cutt ing. 
Given a choice between operat ing real  estate dur ing a r is ing or fa l l ing pol icy 
rate environment, it  is clear that  fundamentals have h istor ical ly been much 
stronger when centra l  banks have enough conf idence in the economy to 
increase rates. 

Of course, hik ing or cutt ing cycles can be somewhat extended and there are 
d i f ferences in the shape of future rent  growth depending on whether you are 
look ing at  the data fo l lowing the f i rst  or last move of a change in monetary 
pol icy. In the U.S. data we examined, the average loosening cycle has lasted 16 
months whi le the average t ighten ing cycle has lasted 20 months. Exhibit  2  
i l lust rates the average U.S. rent growth over the fo l lowing f ive years after the 
f i rst or last  rate change in a Fed pol icy cycle.  The European data exhib ited 
s imi lar patterns.  
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Whether the Fed or the 
ECB are raising or 
hiking… active 
monetary policy via 
rate adjustments have 
been fairly par for 
the course. 



 

PROPRIETARY RESEARCH | MARCH 2022  4 

Exhibit  2   
The Shape of Future Rent at  the Start  or End of Act ive Fed 
Pol icy Environments 

 
Sources: Federal Reserve; Hines Research; as of 1990-2021Q4; CoStar 

Histor ical ly,  rent  growth has been strongest  in the ear ly years fo l lowing the 
in it ia l  rate h ike in a t ighten ing cycle, with a gradual slowing occurr ing in years 
three through f ive. Fol lowing the last  rate h ike in h istor ical  t ightening cycles, 
rent  growth has been strong in the fo l lowing year but it  has dropped off  qu ick ly 
in  year two and has remained under 2% through year f ive. Conversely,  fo l lowing 
the f i rst  rate cut  in  a loosening cycle,  rent growth has h istor ical ly weakened 
over the fo l lowing three years given the weaker economic environment before 
p ick ing up in year four and cont inu ing to improve in year f ive. Fol lowing the end 
of a loosening cycle, rent  growth has h istor ical ly been weak in the f irst  year but 
has steadi ly improved in years two through f ive.  
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early years following the 
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An analys is of pr ices y ie lds s imi lar conclus ions. Annual price growth in U.S. 
markets has averaged 5.8% dur ing per iods when the Fed is ra is ing rates versus 
just  1.1% when the Fed is cutt ing and 2.8% in steady rate environments. In 
European markets,  pr ice growth has been even more sensit ive, averaging more 
than 10% per year dur ing per iods when the ECB is ra is ing rates, 4.7% when 
rates are being held steady, and just  1.8% when the centra l  bank is easing 
monetary pol icy. 2  

Stronger rent  growth dur ing t ighten ing cycles as shown ear l ier  has contr ibuted 
to the more robust pr ice performance but as is shown in Exhibit 3 ,  cap rates 
have compressed more dur ing t ightening cycles than they have when rates are 
being cut  as the capita l markets take note of the improved prospects for NOI 
growth. I f  we use longer-dated bonds in the analys is, cap rates have also 
compressed more during per iods when 10-year sovereign bonds have been 
r is ing than when they have been fa l l ing. Decl ines in cap rates general ly 
dominate the real estate data over the past  30 years, but when 10-year 
t reasur ies have r isen in the pr ior year, U.S. cap rates have decl ined an average 
of 15 basis points versus a decl ine of just f ive basis points when treasur ies 
have fa l len. In Europe, cap rates have fal len an average of 18 basis points 
dur ing per iods when 10-year sovereign bonds have r isen versus 13 basis points 
when they have fa l len. 

Exhibit  3 
Average Cap Rate Changes in Var ious Centra l Bank Pol icy Environments 

 
Sources: Federal Reserve; European Central Bank; Hines Research; as of 1990-2021Q4 for  
U.S. markets; as of 1999-2021Q4 for European Markets 

 
2 Sources: Federal Reserve; Hines Research; as of 1990-2021Q4 
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…cap rates have also 
compressed more 
during periods when  
10-year sovereign 
bonds have been rising 
than when they have 
been falling. 
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Key Takeaways: Keep Calm  
Don’t f ight  the Fed is an old investment axiom but we shouldn’t  fear centra l 
bank t ightening either.  Centra l banks don’t  h ike rates in a vacuum and though 
h igher interest rates can slow the economy over the longer-term, the fact that 
the centra l  banks are gett ing more hawkish is general ly ind icat ive of a st rong 
economic environment. Today’s economy is quite robust  with low 
unemployment,  an abundance of job openings, st rong balance sheets, and 
r is ing incomes. In f lat ion is quite e levated but indicat ive of equal ly st rong 
demand amidst d isrupted supply chains. Geopol i t ica l  issues may keep the ECB 
on the s idel ines in the near term a potent ia l  Fed move would c lear ly s ignal  the 
economic strength that is  dr iv ing rents h igher in a growing number of 
U.S. markets.   

There are many th ings to worry about,  including the length and sever ity of 
Ukraine’s cr is is,  but r is ing short-term rates have h istor ical ly coincided with 
much stronger real estate performance, so don’t  put  the Fed’s nascent 
t ighten ing cycle h igh on your l ist  of worr ies. It ’s not  on mine. 
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Disclaimer  
Past performance is no guarantee of future results. Investing involves risks, including possible loss of principal. 
The opinions presented herein cannot be viewed as an indicator of future performance.  
 
Confidential Information  
This document is intended only for the recipient to whom it has been furnished by Hines. The reproduction of this 
document in whole or in part is prohibited. You are not permitted to make this document, or the information 
contained herein and/or the information provided to you, available to any third parties.  
 
Preliminary Selective Information  
This document is being provided to you on a confidential basis for the sole purpose of providing you with initial and 
general information at your own responsibility. This document is not suitable to inform you of the legal and factual 
circumstances necessary to make an informed judgment about any prospective investment. Prospective investors 
are requested to inform themselves comprehensively and, in particular, to verify the contractual documentation that 
will be provided in the future.  
 
Not An Offer  
This document does not constitute an offer to acquire or subscribe for securities, units or other participation rights. 
The distribution of this document is reserved to institutional investors and may be restricted in certain jurisdictions. 
It is the responsibility of the recipient of this document to comply with all relevant laws and regulations.  
 
Third-Party Information  
This material contains information in the form of charts, graphs and/or statements that we indicate were obtained by 
us from published sources or provided to us by independent third parties, some of whom we pay fees for such 
information. We consider such sources to be reliable. It is possible that data and assumptions underlying such third-
party information may have changed materially since the date referenced. You should not rely on such third-party 
information as predictions of future results. None of Hines Interests Limited Partnership (“Hines”), its affiliates or any 
third-party source undertakes to update any such information contained herein. Further, none of Hines, its affiliates or 
any third-party source purports that such information is comprehensive, and while it is believed to be accurate, it is 
not guaranteed to be free from error, omission or misstatement. Hines and its affiliates have not undertaken any 
independent verification of such information. Finally, you should not construe such third-party information as 
investment, tax, accounting or legal advice.  
 
Forward-Looking Statements  
This material contains projected results, forecasts, estimates, targets and other “forward-looking statements” 
concerning proposed and existing investment funds and other vehicles. Due to the numerous risks and uncertainties 
inherent in real estate investments, actual events or results or the actual performance of any of the funds or 
investment vehicles described may differ materially from those reflected or contemplated in such forward-looking 
statements. Accordingly, forward-looking statements cannot be viewed as statements of fact. The projections 
presented are illustrations of the types of results that could be achieved in the given circumstances if the assumptions 
underlying them are met but cannot be relied on as accurate predictions of the actual performance of any existing or 
proposed investment vehicle.  
 
Disclaimer 
The statements in this document are based on information that we consider to be reliable. This document does not, 
however, purport to be comprehensive or free from error, omission or misstatement. We reserve the right to alter any 
opinion or evaluation expressed herein without notice. Statements presented concerning investment opportunities 
may not be applicable to particular investors. Liability for all statements and information contained in this document 
is, to the extent permissible by law, excluded.  
 
©2022 Hines. All rights reserved. 



 

 

  


