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Can real estate hedge well against inflation? Read how this asset class 

has historically performed during such periods and which sub-sectors 

fared better than the others. 

 

Inflation has surged around the globe over the past year. In the US, consumer prices rose at an annual rate of 7% in 

January, the fastest pace in 40 years.1 Meanwhile, eurozone inflation broke records for the third month in a row, 

rising to an annual pace of 5.1%.2 

 

Having spent much of last year telling markets that inflation would prove temporary, some major central banks have 

started to accept they are facing a more persistent enemy. Federal Reserve chief Jerome Powell, for example, recently 

said that the central bank was likely to increase rates in March and end the extraordinary monetary support it has 

provided to the economy during the pandemic.3 

 

Two factors have combined to ignite this burst of inflation. Authorities around the world responded to the outbreak 

of the COVID-19 pandemic by imposing lockdowns that had a catastrophic impact on economic output as factories 

closed their doors. At the same time, huge injections of government aid and ultra-low borrowing costs helped spur 

demand for goods, particularly as economies emerged from pandemic-related controls. But supply chains remain 

squeezed by shortages of labor and raw materials, and the imbalance between supply and demand has inevitably 

resulted in rocketing prices. 
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Having enjoyed strong returns in 2021, global stock markets fell sharply in January as the prospect of higher interest 

rates took hold. The MSCI World Index fell by nearly 5% in dollar terms, while bond yields spiked. The yield on 

ten-year US Treasuries ended January at 1.78%, up from 1.51% at the end of last year, while the yield on Germany’s 

10-year benchmark government bond rose above zero for the first time in three years, and corporate-bond spreads 

widened. 

 

 

Over the longer term, inflation is likely to pose less of a threat to equities than to fixed income. That’s because 

company earnings—particularly the earnings of companies with strong pricing power—generally rise along with 

inflation. But inflation erodes the purchasing power of the fixed income offered by bonds, and prices will fall to 

compensate. The long bull run in fixed income over the past 40 years or so has coincided with a decline in inflation 

and interest rates. By contrast, during the high inflation of the 1970s, bond yields soared and bond investors suffered 

significant losses as prices moved against them. 

 

 

 

The relationship between inflation and real estate is complex, but in general, the asset class has provided a strong 

shield against inflation. Income is the key driver of total returns, and rental agreements tend to be indexed to 

inflation. As long as real wages keep pace with inflation, tenants in, for example, the multifamily or build-to-rent 

sectors can also absorb rent increases. 
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The type of inflation being generated will also affect returns. Cost-push inflation—caused, for example, by the supply 

bottlenecks created during the COVID-19 pandemic—can prove negative for returns. It can lead to higher vacancy 

rates and rising unemployment, depressing corporate profits and real incomes, thus making it harder for landlords 

to push through rent increases. However, an environment of strong economic growth should benefit returns by 

boosting profits, incomes, and employment. That appears to be the environment we are entering in 2022 as pandemic 

restrictions are lifted around the world. 

 

 

As with any asset class, it pays to take a selective approach to investing in real estate. Multifamily, for example, can 

prove a good hedge against inflation. That’s because the leases on individual rental units tend to be renewed annually 

(unlike some commercial properties, such as retail outlets, which usually have multi-year business leases), providing 

a more frequent opportunity to adjust the rent in line with inflation. 

 

Be cautious, too, of trends driving individual sectors. While rising economic activity should drive demand for real 

estate, the pandemic has had a dramatic impact on behavior, which could prove permanent. The prospects for office-

space rental income, for example, are now less certain, given that the shift to hybrid working could affect long-term 

demand. 

 

In addition, as more people work from home, they are staying away from urban centers and retail parks. A recent 

report by Retail Economics and the e-commerce tech firm Metapack estimates that US$650 billion of global non-

food spending will permanently shift online by 2025. It adds that 20% of consumers say they will continue to shop 

more online, long after the impact of the pandemic has subsided.4 
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Higher rates of inflation than many investors have seen in their lifetimes are likely to persist in 2022 and possibly 

next year. There is also a danger that, once entrenched, inflation may not subside for some time. Real estate can 

provide a useful shield, but, as with other investments, investors need to be discerning, as some sectors and markets 

are likely to provide a better hedge and long-term investment than others. It is also important to note that the long-

term, relatively illiquid nature of real-estate assets underlines the need for exposure to sectors where long-term 

secular growth drivers can be identified. 

 

Key Takeaways 

 

• Rental income is the key driver of returns in the real-estate sector, and rents have traditionally moved in line 

with or above inflation. 

 

• The current outlook of rising economic growth and demand-driven inflation augurs well for the real-estate 

sector. 

 

• Investors need to be aware of the long-term drivers of demand in particular sectors of the real-estate market. 
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This presentation was issued by Petiole Asset Management AG (“PAM”) on February 17, 2022 and is provided to you for informational purposes 

only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior written 

consent. 

 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation 

S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any 

other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United 

States of America to residents and citizens of the United States of America or to “US Persons”. 

 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may 

be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject 

to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and 

opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no representation or warranty, 

express or implied, is made as to their accuracy or completeness. The information contained herein is not a substitute for a thorough due 

diligence investigation. Past performance is not indicative of and does not guarantee future performance. The performance data do not take 

account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, prices and related projections are estimates 

only, and exits could happen sooner or later than expected, or at a higher or lower valuation than expected, and are conditional, among other 

things, on certain assumptions and future performance relating to the financial and operational health of each business and macroeconomic 

conditions. 

 
PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether 

created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made available 

by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the materiality of the 

information and the integrity of the quoted source and (b) the investor has no claim against PAM. 

 
To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking 

statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control 

and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future 

performance, results or achievements expressed or implied by such forward-looking statements. 

Investors should not place undue reliance on these forward-looking statements. PAM undertakes no obligation to update any forward-looking 

statements to conform to actual results or changes in PAM’s expectations, unless required by applicable law. 

 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such 

projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in 

attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties, 

(c) the investor takes full responsibility for making its own evaluation of the adequacy and accuracy of all such projections and forecasts so 

furnished to it and (d) the investor has no claim against PAM. 

 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that 

should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and 

should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial 

product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an 

offer in the future. 

 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is 

authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 
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