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We believe that the US real estate market is poised to start its price recovery 
sometime in the second half of 2024. This paper looks at two drivers for this 
recovery, the capital markets and real estate fundamentals. 

1. In capital markets, we expect projected reductions of the fed funds rate1 to flow
to real estate debt costs. We believe lower borrowing costs should in turn
reduce upward pressure on cap rates2, and an eventual lift in cap rates should
drive higher real estate prices.

2. In real estate leasing markets, we anticipate that a strengthening of tenant
confidence, supported by lower borrowing costs and ongoing economic
growth, will eventually coincide with a sharp reduction of new supply deliveries,
caused by the recently sharp pullback of construction financing. We expect the
timing of these trends to eventually converge and drive rent growth.

This paper summarizes the historic relationships between these factors, and why we 
remain confident that similar patterns will apply in the near term. 

A drop in policy interest rates should start a chain reaction to benefit real estate. 
The December meeting of the Federal Open Market Committee (FOMC) sent the 
message that real estate investors have been waiting for: Confidence in inflation 
reduction is solidifying, monetary tightening is nearing an end, and the fed funds 
rate is guided to be cut three times in 2024 and several more times into 2027 (see 
Figure 1). The recent January meeting reinforced that sentiment. 

Figure 1: A drop in policy interest rates should start a chain reaction 
We believe a lower fed funds rate should lead to lower real estate debt costs and cap rates 
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Sources: Invesco Real Estate, utilizing data from the Federal Open Market Committee's (FOMC) December 13, 2023 median 
projection of the fed funds rate. Past performance is not a guarantee of future results. Forward-looking statements are not 
guarantees of future results. They involve risks, uncertainties and assumptions, there can be no assurance that actual 
results will not differ materially from expectations. 
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