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IN A NUTSHELL  
 

 

—  Higher interest rates, if sustained, are a near -term headwind for U.S. real estate equity and a tailwind for floating -rate 

real estate debt, in our view.  

—  We believe that over the long term, real estate equity will also benefit, as robust fundamentals drive stronger rent growth.  

—  In our view, higher interest rates also provide downside protection, reinforcing real estate’s diversifying role in a balance d 

investment portfolio.  
 

Rising Interest Rates  

Ten -year Treasury yields, an often -cited benchmark for finan-

cial valuation, have increased approximately 100 basis points 

since the beginning of 2026  to more than 5% .1  Various tech-

nical explanations for the move have been proposed, includ-

ing war -driven inflation and concerns around fiscal sustaina-

bility. Yet inflation expectations (imputed from inflation -pro-

tected bonds) and term premiums (measured by the Federal 

Reser ve) have barely flinched. 2  Instead, markets may be re-

sponding to the voracious demand for capital created by 

capex -fueled economic growth, lifting expectations for real 

Federal Funds rates (see Exhibit 1).  

 

Economic conditions change, and markets can miscalculate 

expectations for inflation, investment demand, and fiscal and 

monetary policy. Real interest rates could recede if the AI 

frenzy subsides, or an ageing population reduces investment 

demand. Inflation  expectations could drop if conflicts in 

Ukraine and the Middle East abate, or AI -driven productivity 

filters down to consumer prices. For now, however, it may be 

 

 
1 Federal Reserve. As of September 30, 2026.  

prudent to assume that interest rates remain elevated for an 

extended period.  

 

Exhibit 1: Components of 10 -year Treasury Yields  

 
Sources: Federal Reserve (Treasury, TIPS, Term Premium); DWS 

calculations.  As of September  2026.  

 

 

2 Federal Reserve (Treasury, TIPS, term premium); DWS calculations. A 

of September 30, 2026.  
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Near -Term Impact on Real Estate  

Textbook theory suggests that higher interest rates should 

raise discount rates and, all else equal, push cap rates up and 

real estate values down. But all else is not equal. To the 

extent that they reflect stronger economic growth, physical 

demand for rea l estate should increase. Higher expected  

cash flows, in turn, could help to offset increased discount 

rates and mitigate any adverse shift in cap rates and values. 

Real estate fundamentals were already on a healthy course, 

with vacancy rates either below historical norms (industrial, 

residential,  and retail) or falling from peaks (office), and 

development slowing sharply. 3  Stronger economic growth 

could reinforce this momentum.  

Listed equity REITs, which we estimate have historically led 

private markets by about one year, broadly support this view. 

Implied cap rates across core sectors have widened over the 

past two months, but they remain in line with levels at the 

beginning of the year and well below 2023 peaks  (see Exhibit 

2). Total returns for listed equity REITs (all sectors) were 7.9%  

year-to-date through September , in the face of rising rates. 4 

 

Exhibit 2: REIT Implied Cap Rates  

  

Note: Weighted across Industrial (35%), Apartment (30%), Office 

(20%), Mall (7.5%), and Strip Center (7.5%).  

Sources: GSA; DWS calculations As of September 25, 2026.  

 

Meanwhile, we believe that this environment is a boon for 

real estate credit. Rising interest rates are not always positive 

 

 
3 NCREIF (vacancy rates); Costar (construction). As of June 2026.  
4 NAREIT (equity REITs). As of September 2026.  

for debt investors, namely if they are coupled with 

heightened macroeconomic or real estate risks. Yet credit 

spreads remain docile in both the corporate bond and real 

estate lending markets, suggesting that markets view these 

risks to be contained. 5 Provided that fundamentals remain 

healthy (supporting debt service coverage) and values do not 

drop materially (impairing collateral), rising yields should 

translate into higher floating -rate debt returns.   

 

Long -Term Impact on Real Estate  
 

In our view, interest -rate fluctuations shape the path of real 

estate values, but not their destination. Over time, values 

converge toward replacement costs, which are determined 

by the prices of land, labor and materials, rather than interest 

rates (see E xhibit 3). The intuition is straightforward: If prices 

are below replacement costs, it is unprofitable to build; the 

resulting supply shortages drive rents and prices higher, until 

development feasibility is restored.  

 

If values stall or decline modestly in the near term, construc-

tion — already constrained following the 2022 –24 price cor-

rection — will be delayed further, in our view. The resulting 

supply constraints should strengthen fundamentals, support 

rent growth, an d ultimately boost income and capital returns.  

 

Exhibit 3: US Real Estate Values and Construction Costs  

 

 

Note: Real estate prices reflect NCREIF Property Index (NPI) prop-

erties held by ODCE funds.  

Sources: Engineering News -Record (construction costs); NCREIF 

(prices); DWS calculations. As of June 2026.  

 

5 Moody’s (corporate bond yields); Cushman & Wakefield (real estate 

lending). As of September 2026.  
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Higher interest rates also provide a margin of safety against 

economic risks, in our view. In a recession — for example, if 

the AI boom turned to bust — rates would have more room to 

fall, cushioning real estate values. The 2001 dot -com bust 

may be instruc tive: The stock market dropped 50% and prop-

erty fundamentals softened, yet falling interest rates kept 

real estate returns positive throughout. 6 In our view, this ex-

perience underscores the important diversification role that 

real estate can play in a balanced investment portfolio.  

 

 

 

 

 

 

 
6 S&P 500 (stock market); CBRE -EA (fundamentals); NCREIF (returns). 

As of June 2026.  

Concluding Thoughts  
 

We believe that investors should take this year’s interest rate 

moves in stride. If sustained, higher rates could curb equity 

performance over the near term as valuations adjust. 

Conversely, floating -rate debt should benefit from higher 

yields. Over the lo ng term, we believe that real estate values  

will  likely  remain largely unaffected, while equity investors 

will benefit from stronger income and capital returns fueled 

by robust fundamentals. Meanwhile, higher rates may 

provide a margin of safety against economic risks, reinforcing 

real estate’s role in a diversified portfolio.  
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