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The expected increase is not predicted to affect pricing but could sour 
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Commercial real estate lenders are expecting to see the Federal Reserve raise interest 
rates by 25 basis points tomorrow, pointing to concerns over inflation expressed by 
chairman Kevin Warsh at last month’s Jackson Hole Economic Policy Symposium. 

A key factor in this prediction is a September 11 report from the Bureau of Labor 
Statistics, which found a 0.4 percent month-on-month increase in the Consumer Price 
Index in August, or a 3.4 percent year-on-year rise, noted Noel Liston, a managing 
broker at Core Industrial Realty. 

“The increase was all but guaranteed after Friday’s Core CPI reading came in above 
projections,” Liston said. “The Fed made clear at their recent Jackson Hole conference 
that current borrowing costs were not restricting the economy’s growth. Inflation remains 
a challenge and it appears we continue to live in a higher-for-longer cost of capital 
environment. 

Ryan Severino, chief economist of Miami-based BGO, is also of the opinion that a 
25-basis-point increase seems likely. 

“Inflation has re-accelerated, and underlying inflation remains firm enough that the Fed 
can point to more than a temporary headline shock,” Severino said. “The labor market 
and broader economy have remained resilient, and financial conditions have not proved 
broadly restrictive. Those facts give policymakers room to reinforce their inflation 
credibility.” 
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Severino notes that a meaningful share of the renewed inflation pressures continues to 
reflect energy and other supply forces. “Monetary policy cannot produce more oil or 
resolve geopolitical disruptions. I expect the Fed to avoid pre-committing to an extended 
hiking cycle. One increase followed by a pause would address the recent data while 
preserving flexibility.” 

For commercial real estate, a change would have a bigger impact on expectations than 
arithmetic, Severino added. “Essentially, the signaling mechanism would matter most. It 
would let the market know that the narrative of an extended period of elevated 
borrowing costs remains intact. And it would reinforce the need to underwrite deals on 
current financing terms.” 

Commercial real estate has already repriced significantly, construction has slowed and 
property income is stabilizing across many markets. “A measured increase would likely 
slow the commercial real estate capital markets’ recovery at the margin. The broader 
market recovery will likely continue because of reset values, limited new supply and 
improving income can still produce an attractive investment vintage,” Severino said. 

Impact on borrowers 

Many borrowers are already managing elevated coupons, lower appraised values and 
approaching maturities. 

“A higher cost of capital would not help with any of that. For floating rate borrowers in 
particular, any increase could weaken debt-service coverage, reduce refinancing 
proceeds and raise the cost of extensions and new rate protection,” Severino added. 

The impact would vary materially by capital structure, Severino said, noting that strong 
assets with growing income, moderate leverage and well-capitalized sponsors could 
better absorb the increase. 

“Borrowers with thin coverage, floating-rate exposure or business plans that require 
near-term refinancing relief would face greater pressure. That could produce more loan 
modifications, preferred equity, mezzanine financing and rescue-capital opportunities,” 
Severino added. “Borrowers refinancing into fixed-rate debt could experience a different 
outcome because long-term yields do not move one-for-one with the federal funds rate.” 



 
Although investors have been risk-adjusting for volatility in the cost of capital for some 
time, the prospect of a rate increase leads to questions about broader economic 
impacts, the feasibility of investment mandates and the pace of doing business, said 
Harry Klaff, principal and president, US at Avison Young. 

“Cap rate movement is unlikely to be unilateral – market by market, sector by sector – 
but certainly a trend toward higher capital costs will impact transactional volume,” Klaff 
added. 

Despite ongoing global volatility, Klaff said he is encouraged by the continued strength 
of capital markets activity, especially in alternative assets – specifically, data centers, 
manufacturing and critical infrastructure activity. 

“Interest rates will always influence market sentiment, and occupiers at large are shifting 
toward strategic investments in the asset classes that can create value regardless of 
whether rates move higher or lower,” he said. 
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