
Source: Bloomberg. Weekly data points. 7/8/16-5/21/19. 

Equity REIT Prices vs. Rising Bond Yields
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How Equity REITs Have Fared Since 7/8/16

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 S&P 500 Real Estate Index is comprised of stocks included in the S&P 500 Index that are classified as members of the real estate sector. The ICE BofAML 7-10 Year U.S. Treasury Index tracks the performance of U.S. dollar
denominated sovereign debt publicly issued by the U.S. government with a remaining term to maturity between 7 to 10 years. 
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, the Internal Revenue Code or any other regulatory framework.  Financial advisors are responsible for evaluating investment risks independently and for exercising independent judgment in determining whether
investments are appropriate for their clients.  

View from the Observation Deck 
1. The yield on the benchmark 10-year Treasury note (T-note) closed at an all-time low of 1.36% on 7/8/16, according to data from

Bloomberg.

2. From 7/8/16-5/21/19, the yield on the 10-year T-note rose from 1.36% to 2.43%, or an increase of 107 basis points. In the period,
however, the highest closing yield was 3.24% on 11/8/18, or 188 basis points off the all-time low.

3. When bond yields rise, income-oriented investors may seek opportunities that will not only generate current income, but also have
the potential to better preserve capital. Equity REITs have historically been one of those options.

4. The basic premise is that while REIT prices have tended to decline as yields begin their ascent, they often recover over time
provided the cause of the increase in rates is stronger economic activity.

5. That is exactly what transpired in the period depicted in the chart. Click here for some additional perspective on the relationship
between Equity REITs and rising rates.  

6. From 7/8/16-5/21/19, the S&P 500 Real Estate Index posted a cumulative total return of 18.47%, compared to -0.66% for the ICE
BofAML 7-10 Year U.S. Treasury Index, according to Bloomberg. Equity REITs delivered as advertised.

7. Investors funneled an estimated net $2.71 billion into U.S.-based Real Estate mutual funds and exchange-traded funds over the
first four months of 2019, according to Morningstar.  

8. Moving forward, the combination of a strong U.S. economy and the Federal Reserve signaling it does not foresee the need for any
further rate hikes in 2019 suggests that the climate for Equity REITs should remain attractive for investors, in our opinion. 

https://www.ftportfolios.com/Blogs/MarketBlog/2018/2/8/the-relationship-between-rising-interest-rates-and-equity-reits

