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The Relationship Between Rising Interest Rates
And Equity REITs

Source: Bloomberg. Past performance is no guarantee of future results. 

10-Yr. Treasury Yields & FTSE NAREIT All 
Equity REITs Index (FNER) Total Returns 
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2017

5.11%
5.05%
3.82%
4.25%
4.22%
4.39%
4.70%
4.03%
2.21%
3.84%
3.30%
1.88%
1.76%
3.03%
2.17%
2.27%
2.45%
2.41%

-133
-6

-123
43
-3
17
31

-67
-182
163
-54

-142
-12
127
-86
10
18
-4

26.37%
13.93%

3.82%
37.13%
31.58%
12.16%
35.06%

-15.69%
-37.73%
27.99%
27.95%

8.28%
19.70%

2.86%
28.03%

2.83%
8.63%
8.67%

This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions and other expenses incurred when investing. Investors cannot invest directly
in an index. The FTSE NAREIT All Equity REITs Index is a free float adjusted market capitalization-weighted index that includes all tax qualified REITs listed on the major U.S. exchanges.
The information presented is not intended to constitute an investment recommendation for, or advice to, any specific person. By providing this information, First Trust is not undertaking to give advice in any fiduciary capacity within the
meaning of ERISA and the Internal Revenue Code. First Trust has no knowledge of and has not been provided any information regarding any investor. Financial advisors must determine whether particular investments are appropriate
for their clients. First Trust believes the financial advisor is a fiduciary, is capable of evaluating investment risks independently and is responsible for exercising independent judgment with respect to its retirement plan clients.

View from the Observation Deck 
1. With the exception of 2007 and 2008 (financial crisis), the annual total returns posted by the FTSE NAREIT All Equity REITs Index (index) have

been positive, even in those years in which interest rates have risen (highlighted in red). 

2. From 12/31/99-12/29/17, the index generated an average annual total return of 11.65% (not shown in table), according to Bloomberg. Year-
to-date through 2/7/18, however, the index is down 8.86% on a total return basis. 

3. The primary catalyst for the sell-off in equity REITs this year has been rising interest rates. The yield on the benchmark 10-year Treasury note
(T-note) has increased 43 basis points, from 2.41% on 12/29/17 to 2.84% on 2/7/18 (not shown in table). That is a notable move in a relatively
short period of time.

4. Historically, REIT prices have tended to decline as interest rates begin their ascent, but then recover over time provided the cause of the
increase in rates is stronger economic activity. We believe that is the case underway early in 2018.

5. Since 1994, there have been seven instances, including 5/21/13-8/19/13, where fears of rising interest rates caused REITs to decline by an
average of around 12%, according to Jonathan Litt, founder and CEO of LandandBuildings, a registered investment advisor specializing in
publically traded real estate and real estate related securities. The sell-off from 5/21/13 through 8/19/13 reached 18.65%, as measured by the
FTSE NAREIT All Equity REITs Index. In the six occurrences prior to 2013, average index returns subsequent to the declines over the next 30
days, 90 days and 12 months were 6.8%, 9.2%, and 28.7%, respectively. The rationale for the strong rebound in returns is linked to the inflation
hedge characteristics real estate has traditionally offered.

6. Investors should note that one of the drivers of tax reform, passed into law on 12/22/17, was to cut the federal corporate tax rate from 35%
to 21%. The hope is that the lower tax rate might translate into higher U.S. economic growth. For those  investors potentially considering
equity REITs now that they are cheaper relative to the start of 2018, the premise for owning them is that REIT landlords could be in a position
to increase their rents when leases come up for renewal. If so, that could potentially lead to higher dividend payments to REIT investors.


