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History tells us
Housing markets do offer inflation protection

We showed in March that, in Germany, house prices have kept up with 
inflation during periods with high inflation and that, over decades, house 
prices have increased even faster than consumer prices. Here, we extend the 
analysis to other countries.
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Low interest rates during the 2010s led to a search for yield. This boosted real 
estate investments, which were seen as a substitute for ever lower yielding 
bond investments. Many investors increased their real estate quotas over the 
last decade and during the pandemic. The interest rate shock which kicked in 
at the end of 2021 hit many stock and bond markets harder than the property 
markets. As a result, real estate quotas moved even higher. Regulatory 
requirements may force institutional investors to reduce them again. Other 
investors may also consider realigning their portfolios as the interest rate 
shock has made bond investments much more attractive again, as yields 
might soon approach their peaks. So, there are two important factors which 
could weigh on demand for real estate investments.

Despite these headwinds, real estate remains attractive if inflation rates 
remain high as, in our view, real estate investments offer inflation protection. 
We think, that only under exceptional circumstances prices in the real estate 
market would stagnate or fall while prices in the overall economy rise sharply. 
Real estate is closely interwoven with the economy, representing a large 
share of wealth and shelter is a basic human need for any society. Finally, 
from a psychological perspective, material values such as real estate become 
more attractive if the purchasing power of money declines. It is therefore 
hardly surprising that in the past real estate prices very often exceeded CPI 
inflation by a wide margin.

The OECD provides data for housing markets, typically the largest real estate 
market in every country. For 16 countries, we can analyze price indices back 
to 1970. From 1970 to 2022 house price increases surpassed inflation in all 
16 countries, quite often substantially. The range of ratios was between 1.3 in 
Germany (minimum) and 5.1 in the UK (maximum). Germany, Italy, Japan, and 
South Africa were the only countries with ratios of house price increases to 
inflation below 2.

We also performed the analysis for the five decades from 1970 to 2020 and 
for all 41 countries in the OECD data base. The result is that in 87 of 118 
observations house prices increased more strongly than consumer prices. 
The histogram and table below provide the details. Moreover, in the 1970s, 
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the last decade with high inflation rates, in 14 of 16 countries house prices 
outperformed consumer prices.

We think this broad evidence clearly shows housing markets in general do 
provide inflation protection for investors. The same should hold for 
commercial property as in nearly all countries the commercial market is 
generally less regulated than the residential market, allowing for stronger 
price increases in times of high overall inflation.
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