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KEY INSIGHTS

• The ongoing trade war has added volatility to financial markets.

• Private markets like the commercial real estate sector are less transparent, so monitoring price 

movements is a challenge.

• Public market data, specifically Baa bonds and short-term Treasuries, can reliably explain spot-

market transaction cap rates (and thus real estate prices), and could be an early indicator that 

real estate is entering a new pricing regime.

• As of May 21st, bond markets are pricing a minor 30-basis-point (bp) increase in private real 

estate cap rates relative to April 1, before sweeping tariffs were announced. 



Introduction

In today’s volatile financial markets, private commercial real estate investors face a fundamental 

challenge: market opacity makes real-time pricing hard to gauge. This report argues that investors 

should pay closer attention to public market signals — such as corporate bond yields and short-

term Treasury rates — as timely indicators of real estate pricing, even though bridging public and 

private markets is difficult in practice. Recent episodes of extreme market volatility (for example, 

sudden swings in equity markets following surprise tariff announcements) highlight how quickly 

public markets react to new information, whereas private property value changes are observable 

only after months of closed transactions. We will show that movements in public financial metrics 

often precede changes in private-market real estate pricing, offering institutional investors a leading 

indicator of where valuations are heading.

Cap Rates and Their Limitations in Opaque Markets

Commercial real estate investors often rely on the capitalization rate (cap rate) as a key valuation 

metric. Like the P/E ratio for public equities, the cap rate is calculated by dividing next year’s 

expected income by the property’s current value. Real estate prices can therefore be derived by 

applying prevailing market cap rates to property incomes. Cap rates are easy to understand, but 

have some key limitations, namely:

• Stale or Missing Data: Valuations based on cap rates depend on comparable property sales. In 

rapidly changing conditions, recent sale comps may be unavailable or not reflective of current 

sentiment, causing reported cap rates to lag true market pricing.

• Incomplete Information: A cap rate captures only the first-year income return and ignores 

prospects for future income growth or decline. It doesn’t fully reflect investors’ forward-looking 

expectations for income growth or price appreciation. Thus, during times of market stress or 

shifting outlooks, the cap rate alone provides an incomplete picture of value.

These limitations often lead investors to ask, “What should market cap rates be today?” when the 

usual reference points are unclear or unavailable. One common shortcut is to compare cap rates to 

the 10-year Treasury yield plus a typical risk premium (the extra “spread” real estate is expected to 

earn over Treasuries). However, this approach is not truly apples-to-apples — it matches a risk-free 

interest rate with a property’s income yield, ignoring potential appreciation. In theory, we’d prefer 

to compare Treasury yields to a property’s total yield (income plus expected value growth via an 

unlevered IRR), but unlevered IRRs require forward-looking projections and judgment. As a result, 

they vary widely depending on underwriting assumptions. Data availability is a secondary challenge.
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For example, if investors see rising vacancy and a large construction pipeline in a market, they may 

expect slower rent growth ahead. In that case, they could demand higher current income yields, 

pushing cap rates up even if Treasury yields remain low. Simply put, “10-year Treasury is X, so cap 

rates should be Y” is an oversimplification.

Public Market Signals as Real-Time Indicators

Given the shortcomings of cap rates, public market signals offer a valuable real-time supplement for 

pricing insight. Public markets benefit from continuous trading and broad information flow — prices 

of bonds, REITs and other securities adjust within minutes to new economic data or policy changes, 

providing instant feedback from a large number of market participants. In contrast, private real 

estate valuations emerge slowly from infrequent transactions and appraisals, and a shallower pool of 

market participants. By monitoring certain financial indicators, private-market investors can infer the 

direction of property values ahead of traditional metrics.

Corporate bond yields and short-term Treasury yields are two such critical signals. Our analysis 

shows that a simple model with just two variables — the Baa corporate bond yield and the two-year 

U.S. Treasury rate — can explain a significant portion of movements in transaction cap rates. 

These two public rates encapsulate important forces: the Baa yield reflects the risk-free rate and 

credit risk premium facing investors’ opportunity cost of capital, while the two-year Treasury is 

closely tied to the near-term inflation outlook and associated Federal Reserve policy. As expected, 

the model indicates that, all else equal, higher corporate bond yields translate to higher cap rates 

(and thus lower property values), as higher debt costs and risk premiums push up required returns. 

Counterintuitively, a rising two-year Treasury yield — often a signal of rising inflation expectations 

— is associated with lower cap rates (higher property values) once credit spreads are accounted for. 

This result occurs because expectations of rising inflation can drive higher future NOI growth, which 

supports property values even as interest rates climb. For example, even in a stagflation scenario, 

rising construction costs might constrain new supply, bolstering rent growth for existing assets.
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Chart 1  |  NCREIF Transaction Cap Rate vs. 10yr Treasury

Source: MIM, NCREIF, Oxford Economics. May 2025.
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To illustrate, the below regression model uses historical data on closed transactions from NCREIF 

and shows the following relationships:

NCREIF Transaction Cap Rate ≈ 1.0% + .92 × (Baa Corporate Yield) – 0.17 × (2-yr Treasury Yield)

In other words, a 100-bp increase in Baa yields would lead to a 92-bp increase in cap rates, and a 

100-bp increase in the two-year Treasury would lead to a 17-bp decrease in cap rates. Interestingly, 

we found the strongest relationship when using a two-quarter lag between cap rates and public 

market signals, which is an indication of how long real estate investors must wait to observe 

changes in pricing. While simple and imperfect, this framework highlights how credit spreads and 

inflation expectations can quantitatively inform cap rates and real estate price movements.

A review of recent history emphasizes the importance of this more nuanced view. Between 2021 and 

the end of 2023, the 10-year Treasury rate rose from about 0.5% to 5.0%. If investors had assumed 

that cap rates would move in lockstep with the 10-year Treasury (a common industry assumption), 

they would have expected cap rates to rise by 4.5 percentage points. 

In reality, cap rates increased by only 1.5 to 2.0 percentage points. This could mean the difference 

between making overly negative disposition decisions or missing new investment opportunities.

Despite financial market volatility, public market indicators are not pricing a significant change in real 

estate prices today. Baa yields have moved up slightly — on the order of 30 bps from pre-tariff lows 

as of this writing, and the two-year Treasury (and longer-term inflation expectations) have been flat. A 

more than 50-bp increase in cap rates as measured by this approach could cause us to adopt a more 

risk-off posture when pricing new investments.

Private real estate investors looking for additional public markets data points to cross reference this 

analysis can consider the REIT market. A broad index of U.S. REITS shows a modest 2.3% decline 

in prices between April 1 and May 21st, which is within a reasonable margin of error to suggest no 

change in private market values thus far resulting from tariff announcements.
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Conclusion

Perhaps the most interesting takeaway from this analysis is evidence of the real estate sector’s 

response to and resilience against various macroeconomic factors. On one hand, it shows that real 

estate is sensitive and highly reactive to changes in global capital markets, and that it is maybe not 

as opaque of a sector as its reputation suggests. But the analysis also shows how the sector’s 

income returns and positive response to inflation offer beneficial portfolio diversification versus other 

institutional investment sectors.

Private real estate markets will never have the immediacy of public markets, but that doesn’t mean 

private investors should ignore the information pouring out of public exchanges each day. Volatile 

public market indicators — from bond yields to REIT prices — provide timely insight into the 

cost of capital and sentiment shifts that eventually filter into property values. 

By supplementing traditional private market analytical methods with public market indicators, 

institutional real estate investors can anticipate market inflection points and adjust strategies 

more proactively. Although practical implementation is constrained by the illiquidity of real estate, 

these signals provide timely input for adjusting underwriting assumptions and portfolio strategy. In 

summary, by incorporating public market data into their analysis, institutional investors can better 

anticipate market shifts and make more informed investment decisions. While private real estate 

markets will always lag public markets in pricing transparency, using these public signals can help 

investors adjust their strategies proactively and manage risk more effectively.

JACOB KUROSAKI

Associate 

Real Estate Research

KIEL DEITRICH

Associate 

Real Estate Research

Authors

WILLIAM PATTISON

Head of Research 

& Strategy, Real Estate

MICHAEL STEINBERG

Senior Director 

Real Estate Research

CARSTEN RAAUM

Director 

Real Estate Research



© 2025 MetLife Services and Solutions, LLC

Disclaimer

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for distribution with Retail Investors. 

This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute a recommendation 
regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer for sale or subscription of, solicitation or 
invitation of any offer or recommendation to purchase or subscribe for any securities or investment advisory services. The views expressed herein are solely those of 
MIM and do not necessarily reflect, nor are they necessarily consistent with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise 
that provide insurance products, annuities and employee benefit programs. The information and opinions presented or contained in this document are provided as of 
the date it was written. It should be understood that subsequent developments may materially affect the information contained in this document, which none of MIM, 
its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not rely on this document 
as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may perform services for, solicit business from, 
hold long or short positions in, or otherwise be interested in the investments (including derivatives) of any company mentioned herein. This document may contain 
forward-looking statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which are not necessarily indicative 
of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, may turn out to be wrong.  

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. Property is a specialist 
sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. The value of capital and income will fluctuate 
as property values and rental income rise and fall. The valuation of property is generally a matter of the valuers’ opinion rather than fact. The amount raised when 
a property is sold may be less than the valuation. Furthermore, certain investments in mortgages, real estate or non-publicly traded securities and private debt 
instruments have a limited number of potential purchasers and sellers. This factor may have the effect of limiting the availability of these investments for purchase and 
may also limit the ability to sell such investments at their fair market value in response to changes in the economy or the financial markets.

For investors in the U.S.: This document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission 
registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the SEC does not imply a 
certain level of skill or that the SEC has endorsed the investment advisor.  

For investors in the UK: This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial 
Conduct Authority (FCA reference number 623761), registered address One Angel Lane 8th Floor London EC4R 3AB United Kingdom. This document is approved 
by MIML as a financial promotion for distribution in the UK. This document is only intended for, and may only be distributed to, investors in the UK who qualify as a 
“professional client” as defined under the Markets in Financial Instruments Directive (2014/65/EU), as per the retained EU law version of the same in the UK. 

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various jurisdictions) only. The 
recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation Council (“GCC”) or the Middle East has reviewed 
or approved this document or the substance contained within it, (2) this document is not for general circulation in the GCC or the Middle East and is provided on a 
confidential basis to the addressee only, (3) MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority in the Middle 
East or the GCC, and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle 
East or in any jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction (and this 
document is therefore not construed as such). 

For investors in Japan: This document is being distributed by MetLife Investment Management Japan, Ltd. (“MIM JAPAN”), a registered Financial Instruments 
Business Operator (“FIBO”) conducting Investment Advisory Business, Investment Management Business and Type II Financial Instruments Business under the 
registration entry “Director General of the Kanto Local Finance Bureau (Financial Instruments Business Operator) No. 2414” pursuant to the Financial Instruments 
and Exchange Act of Japan (“FIEA”), and a regular member of the Japan Investment Advisers Association and the Type II Financial Instruments Firms Association 
of Japan. In its capacity as a discretionary investment manager registered under the FIEA, MIM JAPAN provides investment management services and also sub-
delegates a part of its investment management authority to other foreign investment management entities within MIM in accordance with the FIEA. This document 
is only being provided to investors who are general employees’ pension fund based in Japan, business owners who implement defined benefit corporate pension, 
etc. and Qualified Institutional Investors domiciled in Japan. It is the responsibility of each prospective investor to satisfy themselves as to full compliance with 
the applicable laws and regulations of any relevant territory, including obtaining any requisite governmental or other consent and observing any other formality 
presented in such territory.  As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market 
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks including the potential for loss of principle 
and past performance does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of 
Financial Instruments and Exchange Act carefully before making the investments. 

For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been reviewed by 
the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 
(advising on securities) and Type 9 (asset management) regulated activities. 

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the Corporations Act 
2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of the financial services it 
provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law.  

For investors in the EEA: This document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and regulated by the 
Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This document is approved by MIMEL 
as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in financial instruments (“MiFID II”). Where MIMEL does not have an 
applicable cross-border licence, this document is only intended for, and may only be distributed on request to, investors in the EEA who qualify as a “professional 
client” as defined under MiFID II, as implemented in the relevant EEA jurisdiction. The investment strategies described herein are directly managed by delegate 
investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees or referenced individuals are directly contracted 
with MIMEL or are regulated in Ireland. Unless otherwise stated, any industry awards referenced herein relate to the awards of affiliates of MIMEL and not to 
awards of MIMEL. 

1  As of March 31, 2025, subsidiaries of MetLife, Inc. that provide investment management services to MetLife’s general account, separate accounts and/or 
unaffiliated/third party investors include Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management Limited, 
MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife Investment Management Japan, 
Ltd., MIM 1 As of July 22, 2024, subsidiaries of MetLife, Inc. that provide investment management services to MetLife’s general account, separate accounts and/or 
unaffiliated/third party investors include Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management Limited, 
MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife Investment Management Japan, 
Ltd., MIM I LLC, MetLife Investment Management Europe Limited and Affirmative Investment Management Partners Limited

05-27 4504330-[MIM Europe, MIAL (HK), MIM Japan, MIML (UK), MIM, LLC (US)]


