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U.S. REITS during a Fed tightening cycle 
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_ Late in the first quarter of 2022, the Federal Open Market Committee (FOMC) began raising the federal 

funds target rate to combat the rapid rise of inflation in the U.S. This quarter-point hike represented the first 

such rate increase since 2018 and the start of a new Fed tightening cycle. 

_ Over the last three U.S. Federal Reserve (Fed) tightening cycles, REITs outperformed both U.S. equity and 

U.S. bond markets, on average, over multiple time frames from the first rate increase. 

_ Within the U.S. REIT universe, performance by property type (as defined by FTSE sector/subsector 

categories) has varied widely in each tightening cycle, likely owing to other factors at play. 

Summary 

On March 16th, 2022, the FOMC voted to increase the federal funds target rate by 25 bps, kicking off a new tightening cycle. 

This paper examines how U.S. REITs have performed versus traditional asset classes (U.S. stocks and U.S. bonds) once 

a tightening cycle has begun. To this end, we analyzed the three most recent tightening cycles, which started in June 1999, 

June 2004, and December 2015, respectively, and compared the total returns from the date of the first rate hike for U.S. 

REITs (FTSE Nareit All Equity REITs Index), U.S. equities (S&P 500 Index), and U.S. bonds (Bloomberg U.S. Aggregate 

Bond Index) over two-year periods. While each tightening cycle had unique characteristics, we found that, on average, U.S. 

REITs outperformed U.S. equities and U.S. bonds over the subsequent six-month, one-year, and two-year periods following 

the cycle’s initial rate hike. In this report, we examine each of these previous Fed tightening cycles in further detail. 

AVERAGE CUMULATIVE TOTAL RETURN BY ASSET CLASS  

 
 
Source: DWS Group, Bloomberg. As of 3/31/22. 
U.S. Equities = S&P 500 Index; U.S. Bonds = Bloomberg US Aggregate Bond Index; U.S. REITs = FTSE Nareit All Equity REITs Index. 
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Fed Tightening Cycle – 1999 

At its June meeting in 1999, the FOMC raised the federal funds rates for the first time since March of 1997 following three 

rate cuts in 1998. The economy was healthy, as measured by 4.8% GDP growth in 1999 following 4.4% growth in 1998, 

and the job market was picking up steam, with the unemployment rate in 1999 falling to 4.0% from 4.4% in 1998. Inflation 

was tame by today’s standards but starting to increase with a rate of 2.2% for the full year 1999, up from just 1.6% in 1998. 

During the course of this cycle, the Fed hiked rates a total of six times, with the last hike in May of 2000 representing an 

increase of 50 bps, bringing the federal funds rate to 6.5% from 4.75% at the start of the cycle.  

During this cycle, U.S. REITs underperformed both U.S. bonds and U.S. equities the first year following the initial hike in 

June of 1999, but in July of 2000, U.S. REITs put up a strong rally of 8.7% for the month and overtook both U.S. bonds and 

U.S. equities in cumulative total return. It was around this time that broader U.S. equity markets (and U.S. technology stocks 

in particular) began suffering from the fallout of the dotcom bubble1 bursting. While yields on the 10-year U.S. Treasury fell 

from around 6.5% in May 2000 to almost 4.75% in March of 2001, giving way to a rally in the fixed income market, it was 

U.S. REIT performance that dominated returns in the second year following the first rate hike of the cycle in 1999. 

Within the U.S. REIT universe, Apartments posted the best returns over the two-year period ending 6/30/01, followed by 

Regional Malls and Office. While not shown in the table below, Healthcare and Lodging/Resorts were close followers, each 

generating greater than 35% total returns. It should be noted that even the worst performing U.S. REIT property type, 

Diversified, with an 18.0% total return, bested U.S. bonds and U.S. equities over this same time window.  

 
ASSET CLASS TOTAL RETURNS SINCE 6/30/99                                                            2-YEAR CUMULATIVE TOTAL RETURNS 
 

 
 

 

Top 3 U.S. REIT Sectors 

1. Apartments 39.2% 

2. Regional Malls 36.7% 

3. Office 35.2% 

  

Bottom 3 U.S. REIT Sectors 

1. Diversified 18.0% 

2. Shopping Centers 19.0% 

3. Manufactured Homes 19.0% 

Source: DWS Group, Bloomberg, Nareit. As of 3/31/22. 
U.S. Equities = S&P 500 Index; U.S. Bonds = Bloomberg US Aggregate Bond Index; U.S. REITs = FTSE Nareit All Equity REITs Index. 
Property type returns as reflected by FTSE Nareit sector/subsector categories. 

Fed Tightening Cycle – 2004 

The next Fed tightening cycle started in June of 2004 and was largely a reversal of the easing that followed the dotcom bust. 

The FOMC raised the federal funds rate for the first time since May of 2000 following a series of rates cuts that occurred 

 
1 The dotcom bubble was a meteoric rise in the equity valuations of U.S. technology stocks, which took place in the late 1990s and is now widely understood 
to have been caused by excessive speculation in internet-related stocks. The “bursting” of this bubble took place between March 2000, when markets 
peaked, and 2002, when they troughed in the aftermath of several scandals which accelerated the erosion of investor confidence. 

3 Months 6 Months 1 Year 2 Years

U.S. Equities -6.2% 7.7% 7.2% -8.7%

U.S. Bonds 0.7% 0.6% 4.6% 16.3%

U.S. REITs -8.0% -9.0% 3.0% 28.2%
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predominantly in 2001, which brought the federal funds rate from 6.5% down to 1.0% with the final cut at the June 2003 

meeting. GDP growth was 3.9% for the full year 2004, accelerating from 2.8% in 2003, while unemployment was higher but 

falling, coming in at 5.4% in 2004 down from 5.7% the year prior. Inflation was also increasing, reflecting 2.7% as of 2004 

year-end, up from 2.3% in 2003. During this tightening cycle, the Fed hiked at seventeen consecutive meetings, all 25 bps, 

bringing the federal funds target rate up to 5.25%. 

In this cycle, U.S. REITs lagged bonds for about a month, but then took the lead and surpassed both U.S. bonds and broader 

U.S. equities in cumulative total return, leading across all periods through June of 2006. U.S. REIT returns were outstanding 

over this two-year period, up almost 58%, while U.S. equities returned 15.5% and U.S. bonds less than 6%. U.S. Bond 

returns were primarily limited to coupon clipping, as the yields on the 10-year U.S. Treasury, which started around 4.6% in 

June of 2004 and fell to around 3.9% by mid-2005, jumped to almost 5.25% by June of 2006. Performance of the S&P 500 

was relatively unremarkable during this period. While the index posted positive total returns in each full calendar year 

between 2004 and 2006, 10.9%, 4.9%, and 15.8% respectively, it was largely devoid of any major corrections or shocks. 

During this 2-year period, Apartments put up a remarkable 75.5% total return and were closely followed by Self Storage. 

Aside from the Manufactured Housing segment, which gained just 2.3%, all property types bested bonds and broader 

equities, with even the second worst performing property type, Free Standing, generating a 27.0% total return. In fact, 8 of 

the 11 named property types at the time posted total returns in greater than 50% over the two-year period ending 6/30/06. 

 
ASSET CLASS TOTAL RETURNS SINCE 6/30/04                                                           2-YEAR CUMULATIVE TOTAL RETURNS 
 

 

 

Top 3 U.S. REIT Sectors 

1. Apartments 75.5% 

2. Self Storage 71.2% 

3. Lodging/Resorts 64.1% 

  

Bottom 3 U.S. REIT Sectors 

1. Manufactured Homes 2.3% 

2. Free Standing 27.0% 

3. Healthcare 31.3% 

Source: DWS Group, Bloomberg, Nareit. As of 3/31/22. 
U.S. Equities = S&P 500 Index; U.S. Bonds = Bloomberg US Aggregate Bond Index; U.S. REITs = FTSE Nareit All Equity REITs Index. 
Property type returns as reflected by FTSE Nareit sector/subsector categories. 

Fed Tightening Cycle – 2015 

In December of 2015, the Fed began another tightening cycle, which was characterized by the unwinding of massive 

amounts of stimulus applied during the “Great Financial Recession2” that occurred between 2007 and 2009. The federal 

funds target rate, which had now become a range (and thus we will refer to the upper bound) was taken from 5.25% in the 

latter part of 2007 down to 0.25% by the final FOMC meeting in 2008. This range of 0% to 0.25% was held constant until 

 
2 The Great Financial Recession (GFR) refers to the general global economic downturn that occurred between 2007 and 2009. It is thought to have been at 
least partially triggered from excessive financial risk and the fall in housing prices that occurred in the U.S., and the subsequent foreclosure and subprime 
mortgage crises. The GFR was punctuated with several notable events such as the collapse of Lehman Brothers and the forced sale of Bear Stearns to J.P. 
Morgan Chase and Co.  

3 Months 6 Months 1 Year 2 Years

U.S. Equities -1.9% 7.2% 6.3% 15.5%

U.S. Bonds 3.2% 4.2% 6.8% 5.9%

U.S. REITs 8.2% 24.7% 32.7% 57.9%
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December of 2015 when it was increased by 25bps. The next increase did not come until a full year later when the FOMC 

voted to increase it by another 25 bps in December of 2016. Seven additional hikes occurred from 2017 to 2018 for a total 

of nine hikes across the cycle, bringing the upper bound of the federal funds target rate to 2.5%. 

This cycle, with its one-year hiatus between hikes, was somewhat different than the previous two. REIT performance 

outpaced U.S. bonds and U.S. equities at the 3- and 6-month mark, only to be overtaken by U.S. equities in month 11. 

Around this time, the 10-year U.S. Treasury bond sold off immensely, its yield reaching almost 2.6% in December of 2016 

from a low around 1.35% in early July of the same year. These higher rates wreaked havoc on both U.S. bond and U.S. 

REIT performance. U.S. REITs performed well in the second year of this cycle, but U.S. equity performance still dominated. 

It should be noted that by the 2-year anniversary of the first hike, the fed was only mid-way through this tightening cycle, 

while our previous two examples were essentially completed in two years or less. Thus, we also considered returns in years 

three and four. U.S. REITs led in year three with a 1.7% total return, while U.S. equities and U.S. bonds were both down 

about 1%. During year four, U.S. equities took the lead, gaining over 25%, while the U.S. REITs returned 16.7% and U.S. 

bonds posted a 9.6% total return. 

Two of the three best performing REIT property types in this review period did not exist as stand-alone property sectors or 

sub-sectors in the previous tightening cycles. Although Data Centers had their first REIT IPO in late 2004, they had 

previously been categorized in the Diversified property sector until 2015.  In addition, Single Family Rental REITs were born 

out of the “Great Financial Recession” after institutional capital flowed into bulk purchases of foreclosed homes and it too 

became its own sub-sector property type in 2015. These two property types, as well as Industrial, Manufactured Homes, 

and Infrastructure REITs (another new property type), all saw returns in excess of broader equities over this two-year 

window. At the other end of the spectrum, retail exposed REITs (as well as Self Storage) fared poorly. Overall, dispersion 

within the U.S. REIT universe was quite pronounced over this period, with a greater than 75% return difference between the 

top and bottom performing property types. 

 
ASSET CLASS TOTAL RETURNS SINCE 12/16/15                                                           2-YEAR CUMULATIVE TOTAL RETURNS 
 

 

 

Top 3 U.S. REIT Sectors 

1. Data Centers 66.3% 

2. Industrial 61.7% 

3. Single Family Homes 53.7% 

  

Bottom 3 U.S. REIT Sectors 

1. Regional Malls -8.9% 

2. Shopping Centers -8.4% 

3. Self-Storage -4.2% 

Source: DWS Group, Bloomberg, Nareit. As of 3/31/22. 
U.S. Equities = S&P 500 Index; U.S. Bonds = Bloomberg US Aggregate Bond Index; U.S. REITs = FTSE Nareit All Equity REITs Index. 
Property type returns as reflected by FTSE Nareit sector/subsector categories. 
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U.S. Equities -1.6% 1.4% 11.3% 34.6%

U.S. Bonds 2.1% 4.9% 1.6% 6.5%

U.S. REITs 3.1% 9.2% 7.4% 19.6%
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Conclusion 

Every Fed tightening cycle is unique, each with its own backstory and particular macro conditions. The current cycle is no 

different. In the U.S., real GDP growth registered 5.7% in 2021, but this followed a -3.4% print in 2020, the result of a COVID 

-19 induced recession. Unemployment is low by historical standards, measuring 3.8% in February 2022, while inflation is 

relatively high as evidenced by a March 2022 PCE deflator of 6.4% (year-over-year), the Fed’s preferred measure of inflation. 

As the world is still recovering from COVID-19, a war has just broken out in Eastern Europe between Russia and Ukraine. 

Now, with the Fed pivoting towards obtaining price stability, interest rate hikes are expected to be frequent and possibly 

larger than 25 bps (quite faster than the path traveled in the 2015 tightening cycle). While no one is yet calling for the total 

number of hikes to reach the seventeen hikes that we saw in 2004, we cannot rule it out. The path that U.S. equities, bonds, 

and REITs will take will undoubtedly be shaped by the various and dynamic macroeconomic forces at work. Across the U.S. 

REIT universe, new trends have already emerged. Some were born out the COVID-19 pandemic, such as supply chain 

reconfigurations and lower office space utilization due to the shift towards (and adoption of) remote working arrangements. 

Others are the product of longer-term secular changes that spawned new tendencies or new property types, such as data 

centers and infrastructure REITs. The dispersion in returns we have observed between property types is almost certain to 

continue, yielding future “winners” and “losers” (and therefore, opportunities). In any event, if the last three tightening cycles 

are any indicator, U.S. REITs as a group could see generous returns in the two-year period following the commencement 

of this Fed tightening cycle. 
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IMPORTANT INFORMATION 

For North America: 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or 
DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. 

This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for 
informational purposes only. It does not constitute investment advice, a recommendation, an offer, solicitation, the basis for any contract to purchase or sell 
any security or other instrument, or for DWS or its affiliates to enter into or arrange any type of transaction as a consequence of any information contained 
herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability or completeness of information which is contained in this document. 
Except insofar as liability under any statute cannot be excluded, no member of the DWS, the Issuer or any office, employee or associate of them accepts any 
liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether 
direct, indirect, consequential or otherwise suffered by the recipient of this document or any other person. 

The views expressed in this document constitute DWS Group’s judgment at the time of issue and are subject to change. This document is only for professional 
investors. This document was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. No 
further distribution is allowed without prior written consent of the Issuer. 

Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss of income and principal invested. The 
value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time. 

An investment in real assets involves a high degree of risk, including possible loss of principal amount invested, and is suitable only for sophisticated investors 
who can bear such losses. The value of shares/ units and their derived income may fall or rise. 

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led, and, in the future, may lead to 
significant disruptions in US and world economies and markets, which may lead to increased market volatility and may have significant adverse effects on the 
fund and its investments.  

For Investors in Canada.  No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the 
securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes only and does not create 
any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation to offer or a 
recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final documentation relating to the transaction 
you are considering, and not the document contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary capacity with respect 
to any transaction presented to you.  Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any 
transaction you should take steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness 
of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should 
also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group, you do so in reliance 
on your own judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is 
accurate, current, complete, or error free. Assumptions, estimates, and opinions contained in this document constitute our judgment as of the date of the 
document and are subject to change without notice. Any projections are based on a number of assumptions as to market conditions and there can be no 
guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and availability 
of these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express 
written permission. 

For EMEA, APAC & LATAM: 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or 
services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 

This document is for information/discussion purposes only and does not constitute an offer, recommendation, or solicitation to conclude a transaction and 
should not be treated as investment advice. 

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the 
impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 
models, and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward 
looking statements. Past performance is no guarantee of future results. 

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness, or fairness 
of such information. All third-party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or 
to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast, or estimate set forth herein, changes or 
subsequently becomes inaccurate. 

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which 
may not prove valid. 

DWS does not give taxation or legal advice.  

This document may not be reproduced or circulated without DWS’s written authority.  

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, 
country, or other jurisdiction, including the United States, where such distribution, publication, availability, or use would be contrary to law or regulation or which 
would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession 
this document may come are required to inform themselves of, and to observe, such restrictions. 

© 2022 DWS International GmbH 

Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 429806). 

© 2022 DWS Investments UK Limited 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by the Securities and 
Futures Commission. 

© 2022 DWS Investments Hong Kong Limited 
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In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the Monetary 
Authority of Singapore. 

© 2022 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this document has not 
been reviewed by the Australian Securities Investment Commission. 

© 2022 DWS Investments Australia Limited 

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance 
with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons 
(including companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so under applicable 
Bermuda legislation. 

For investors in Taiwan: This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the 
income from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a marketing 
communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security 
and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, which are subject to change 
without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from various sources believed to be 
reliable, but the accuracy or completeness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses arising from their 
use. The duplication, publication, extraction, or transmission of the contents, irrespective of the form, is not permitted. 
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