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Background
Investors have witnessed interest rates climb higher, driven by factors such as 
inflation concerns and the size of the U.S. debt. In the near- to intermediate-
term, assuming the conflict with Iran concludes and energy prices stabilize, it 
is reasonable to project a vigilant Fed winning its second bout against inflation 
of this decade. However, the path back to the Fed’s stated inflation target may 
prove uneven. Factors such as trade policy could complicate and lengthen the 
time required to achieve sustained price stability.  

Even if one accepts the premise outlined above, the longer-term trajectory of 
U.S. government debt remains a significant concern for investors. As illustrated 
in Exhibit 1, the United States has run persistent budget deficits for most of 
the period since 2000. As a result, the federal debt-to-GDP ratio has climbed 
to 122.6% in 2026 from 57.7% in 2000.*1 Looking ahead, the prospects for 
meaningful political action to curb spending or reduce deficits appear limited. 
The experience of the past 25 years demonstrates just how difficult it is for 
elected officials to achieve and sustain balanced budgets, particularly when 
competing economic and political priorities are at play.

Whether long-term interest rates will remain above 
their post pandemic high is an open question. The 10-
year Treasury rate hit highs of 4.98% in October 2023 
and 4.77% in January 2025. For those concerned about 
duration exposures and the valuation impact of higher 
rates on financial assets in general, real estate credit may 
offer a useful tool for managing this exposure.      
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EXHIBIT 1:  U.S. federal deficits have remained structurally elevated   

With U.S. debt levels likely to worsen before they improve, there is a reasonable probability that longer-term interest rates trend higher over time. 
While periods of declining yields are inevitable as economic, geopolitical, and market conditions evolve, the fundamental drivers for structurally 
higher rates remain in place. Persistent fiscal deficits, growing Treasury issuance, and increasing capital requirements associated with large-scale 
investments in areas such as artificial intelligence infrastructure could all contribute to sustained upward pressure on long-term borrowing costs.
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Real estate credit provides the following 
benefits in a rising rate environment:
•	 Real estate credit loans are usually floating-rate, limiting sensitivity 

to interest rates. Should long-term rates increase, longer duration 
assets will be the most impacted.         

•	 Short loan terms (2–5-year tenors) and the nature of the sponsor’s 
business plans often lead to early repayments, enabling greater 
portfolio flexibility and adaptability to changing market conditions.   

•	 The equity cushion afforded to real estate credit also resets as 
money is reinvested.  This offsets the risk of the underlying collateral 
values declining should cap rates increase along with interest rates.  

•	 Real estate credit loans produce income. Appreciation of the 
underlying collateral provides better metrics for refinance but is not 
required for the investment to perform as projected.  

In general, real estate credit’s investment profile has characteristics 
that have the potential to help a portfolio in the event long-term rates 
continue to grind higher over the years ahead.
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Risk Considerations 

Investing involves risk, including possible loss of principal. Past Performance does not guarantee 
future return. All financial investments involve an element of risk. Therefore, the value of the 
investment and the income from it will vary and the initial investment amount cannot be guaranteed. 
Potential investors should be aware of the risks inherent to owning and investing in real estate, 
including value fluctuations, capital market pricing volatility, liquidity risks, leverage, credit risk, 
occupancy risk and legal risk. All these risks can lead to a decline in the value of the real estate, a 
decline in the income produced by the real estate and declines in the value or total loss in value of 
securities derived from investments in real estate. Floating rate debt instruments are subject to 
credit risk, interest rate risk, and impaired collateral risk, which means that the value of the collateral 
used to secure a loan held by the fund could decline over the course of the loan. An equity cushion 
can disappear quickly in times of market stress, if property values decline, cash flow weakens, or the 
original valuation proves overly optimistic. Inflation and other economic cycles and conditions are 
difficult to predict and there Is no guarantee that any inflation mitigation/protection strategy will  
be successful.

Important information 

This material covers general information only and does not take account of any investor’s investment 
objectives or financial situation and should not be construed as specific investment advice, a 
recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future 
events regarding an investment or the markets in general. The opinions and predictions expressed 
are subject to change without prior notice. The information presented has been derived from sources 
believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. 
Any reference to a specific investment or security does not constitute a recommendation to buy, sell, 
or hold such investment or security, nor an indication that the investment manager or its affiliates 
has recommended a specific security for any client account. 

Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and 
their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or 
accuracy and any responsibility arising in any way (including by reason of negligence) for errors or 
omissions in the information or data provided. All figures shown in this document are in U.S. dollars 
unless otherwise noted. 

This material may contain ‘forward looking’ information that is not purely historical in nature. Such 
information may include, among other things, projections, and forecasts. There is no guarantee 
that any forecasts made will come to pass. Reliance upon information in this material is at the sole 
discretion of the reader. 

This material is not intended for distribution to or use by any person or entity in any jurisdiction or 
country where such distribution or use would be contrary to local law or regulation. 

This document is issued in: 

•	 The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and 
Exchange Commission. 

•	 Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, 
D02 R296, Ireland. Principal Global Investors (Ireland) Limited is regulated by the Central Bank 
of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited 
(“PGIE”) or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections 
offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of 
Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or 

PGII, PGIE or PGII may delegate management authority to affiliates that are not authorised and 
regulated within Europe and in any such case, the client may not benefit from all protections 
offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank 
of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible 
Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID). 

•	 This document is marketing material and is issued in Switzerland by Principal Global Investors 
(Switzerland) GmbH. 

•	 United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, 
EC2V 7 JB, registered in England, No. 03819986, which is authorized and regulated by the Financial 
Conduct Authority (“FCA”). 

•	 United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in 
the Dubai International Financial Centre and authorized by the Dubai Financial Services Authority 
as an Authorised Firm, in its capacity as distributor / promoter of the products and services of 
Principal Asset Management. This document is delivered on an individual basis to the recipient 
and should not be passed on or otherwise distributed by the recipient to any other person or 
organisation. 

•	 Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which 
is regulated by the Monetary Authority of Singapore and is directed exclusively at institutional 
investors as defined by the Securities and Futures Act 2001. This advertisement or publication has 
not been reviewed by the Monetary Authority of Singapore. 

•	 Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 
225385), which is regulated by the Australian Securities and Investments Commission and is only 
directed at wholesale clients as defined under Corporations Act 2001. 

•	 Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by 
the Securities and Futures Commission. This document has not been reviewed by the Securities 
and Futures Commission. This document may only be distributed, circulated or issued to persons 
who are Professional Investors under the Securities and Futures Ordinance and any rules made 
under that Ordinance or as otherwise permitted by that Ordinance. 

•	 Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or 
professional/sophisticated/qualified investors, as such term may apply in local jurisdictions) and is 
delivered on an individual basis to the recipient and should not be passed on, used by any person or 
entity in any jurisdiction or country where such distribution or use would be contrary to local law 
or regulation. 

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading 
Commission (CFTC) as a commodity trading advisor (CTA), a commodity pool operator (CPO) and is 
a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) 
under CFTC Regulation 4.7. 
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