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The Impact of Rising Rates for Equities, 

Bonds and Real Estate Investments  
 

As we enter a new era of rising interest rates in the US, it is important to reflect on some other notable events that have 

occurred this month. We will also analyze the implications that rising interest rates may have for our traditional investment 

portfolio, in addition to real estate solutions.  

 

US BULL MARKET: Since March 9th, 2009, the S&P 

500 has hit its eighth-year in òbull marketó territory, 

meaning the index has gone up 250% since the global 

financial crisis.  Many economists suggest that because 

the markets have been experiencing such a long run, the 

next logical step is likely a correction, which would be 

defined by a drop of over 20% or more from the peak. 

However, logic and rational decision-making do not 

necessarily drive the stock market. Fast forward a few 

weeks later, the Fed raised interest rates on March 17th, 

2017 by 25 basis points. 

 

RISING RATES: The Fedõs decision to raise interest 

rates was largely due to moderate growth in economic activity, solid job gains, and higher inflation (all good things that seem 

to indicate the US economy can handle higher interest rates). As an investor with capital invested in stocks and bonds, it is 

important to understand how rising interest rates may impact your globally-diversified portfolio. Note ð as a Canadian, we 

face a much different interest rate policy dilemma right now, with minimal signs of the Bank of Canada considering raising 

interest rates due to an over-heated housing market in Vancouver and Toronto, in addition to a highly-levered consumer 

and a volatile commodity market. We will reference the US though, because when they sneeze ð we often feel it as 

Canadians!  

 

BONDS & RATES: As a fixed-income 

investor, many automatically assume 

that rising rates are bad for bond 

performance because a rate increase 

equates to a drop in bond prices. To 

clarify, there are various factors that can 

impact a bondsõ òtotal returnó. First, the 

implication of a rate increase by the Fed 

typically impacts shorter-term bonds 

(not necessarily long-term bonds of 10+ 

years or more).  
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Second, yields on a 10-year bond will have less of an impact on Fed policy and more on things like the general economy, 

inflation and investor demand for long-term debt.  As the chart below shows, the 10 Year Treasury Yield moved up a bit 

during this time, but the correlation to the Fed Rate is low. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Today, the 10-year US Treasury yield is 2.4% which is still very low but it offers capital preservation should the stock market 

experience a big correction. In other words, US bonds are relatively expensive as they donõt offer a very good return for 

what an investor must pay right now.  At Alitis, we understand that the primary use of bonds is to provide income, stability 

and capital preservation and if we can find this through a more attractive investment vehicle ð we will.  
 

 

STOCKS & RATES: From a very high level perspective, an interest rate increase will impact the consumer and business 

by various borrowing methods in an economy. With a focus on businesses, one can logically see that as the Fed raises 

interest rates, it becomes more expensive to pay interest payments and companies may not borrow as much as they like. 

Less business spending / investment can be a negative as that can fuel a decrease in earnings growth, which ultimately 

impacts the stock price of a public company. If a company is perceived to be cutting back or reducing their profits, then the 

expected future cash flows will also drop. Again ð this will lower the value of the stock.  Collectively, if enough companies in 

the US experience the same thing, that will drive the whole market lower. Of course, such an assumption is just an 

òassumptionó and we cannot predict what will happen. As an investor, these types of unknown outcomes typically lead to 

more volatility, meaning that the risk one holds by investing in stocks may not be justified by the return you are receiving. As 

mentioned above, the US stock market is also at all-time highs, meaning it is relatively expensive if one is considering jumping 

in right now as well.  
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REAL ESTATE & RATES: Many investors fear 

that a rise in interest rates will negatively impact real 

estate investments, or trigger a òcorrectionó. 

Research from Morgan Stanley Real Estate Investing1 

suggest that it is logical to think that, but in reality 

there are many other important factors in play. The 

article states that there is òvery little correlation 

historically between cap rates and changes in the 10-

year US Treasury rateó.  To clarify, the cap rate is a 

measure used to describe the rate of return on a 

real estate investment based on the income that 

property will deliver.  Overall, it would be an unfair 

claim to state that rising rates will also equate to 

rising cap rates (or an immediate drop in the value of 

real estate prices).  Key variables that do impact cap 

rates are the availability of credit in the market, 

supply-demand dynamics, spreads and inflation. 

Equally as important, rising rates typically mean a 

strengthening economy, which typically has a higher 

correlation to strong real estate fundamentals. At 

Alitis, our real estate exposure is carefully selected 

to benefit from these variables and we continue to see demand outpacing supply in markets across Canada. Unlike fixed-

income, rising inflation can be offset via real estate investments as the cash flow we receive from rents/income may offset a 

rise in cap rates. Our exposure to multi-family real estate developments are amongst the most stable types of real estate 

investments, offering investors a trifecta of income, inflation protection and diversification paired with a traditional stock and 

bond portfolio.  
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Disclaimers and Disclosures  

This report is provided, for informational purposes only, to customers of Alitis Investment Counsel Inc. (òAlitisó) and does not 

constitute an offer or solicitation to buy or sell any securities discussed herein to anyone in any jurisdiction where such offer or 

solicitation would be prohibited. Opinions expressed in this report should not be relied upon as investment advice.   This report does 

not take into account the investment objectives, risk tolerance, financial situation or specific needs of any particular customer of Alitis. 

Each individualõs investment objectives, risk tolerance, financial situation and specific needs should be evaluated before making any 

investment decision. 

 

The information contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or 

complete. This report may contain economic analysis and opinions, including about future economic and financial markets performance. 

These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may 

be materially different. All opinions expressed herein constitute judgements as of the date of this report and are subject to change 

without notice. Alitis assumes no duty to update any information or opinion contained in this report. This report may contain links to 

third-party websites. Alitis is not responsible for the content of any third-party website or any linked content contained in a third-party 

website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. 

Unless otherwise noted, the indicated rates of return are the historical annual compounded returns for the period indicated, including 

changes in security value and the reinvestment of all distributions and do not take into account income taxes payable by any security 

holder that would have reduced returns. The investments are not guaranteed; their values change frequently and past performance may 

not be repeated. 

 

Neither Alitis nor any director, officer or employee of Alitis accepts any liability whatsoever for any errors or omissions in the 

information, analysis or opinions contained in this report, nor for any direct, indirect or consequential damages or losses arising from any 

use of this report or its contents. 
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