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The following is an excerpt from the Winter 2019-2020 
edition of The Linneman Letter.

10-Year vs. 3-Year Returns
In several issues over the past year, we have dis-

cussed the outcomes and determinants of 10-year 
returns for commercial real estate. The bottom line is 
that for all major property food groups, both NAREIT 
and NCREIF data indicate solid unlevered returns over 
a 10-year hold. Not only are typical annual 10-year 
returns 7-10%, but periods 
of negative returns are 
virtually nonexistent. This is 
true even if you invested at 
a cyclical peak or exited at 
a cyclical low. The upshot 
of this research is that 
unless excessive leverage 
causes you to lose your 
property, you can expect solid returns, which can be 
modestly enhanced with low leverage, if you have 
a long investment horizon. It also makes clear that 
debt coverage (the ability to service your debt) rather 
than LTV (the amount of debt) is the relevant lever- 
age metric.

Our new analysis examines 3-year hold returns (also 
based on historical NAREIT and NCREIF indices) and 
compares them to the 10-year analysis. The following 
charts plot the histograms of compounded annualized 
unlevered returns for both 3 and 10-year hold periods. 
We found that despite generating higher average re-
turns in most property sectors, 3-year hold periods 
have far greater volatility and downside relative to 10-
year hold periods. 

Figure 1 shows the standard deviations, mini-
mums, maximums, and percent of sample periods 
with negative returns for both 3 and 10-year unlevered 
returns for various property categories. Beginning with 
the NAREIT indices (1971-2018), most sectors generate 
modestly higher average unlevered returns over 3-year 
investment horizons. However, the standard deviations 
of 3-year CAGRs were 2-3 times higher than those of  
10-year holds. And not surprisingly, 3-year hold periods
have much greater probability of negative returns than
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10-year hold periods. For example, office REITs out-
perform on a 3-year hold basis with an average CAGR
of 11.2% (versus 9.3% for 10-year holds) and registered
a peak return of 39.6% (highest of all categories). In
addition, office REITS have a below-average 3-year
hold standard deviation, relative to other sectors.
Similarly, Apartment REITs on a 3-year hold have an
above-average CAGR of 12.4%, a relatively low standard
deviation of 9.7% (vs. other sectors), and a well below-
average incidence (9%) of negative return periods.
Industrial REITs average10.8% CAGRs over three years
but only 7.3% over 10 years, but both periods have
the same percentage share of negative return periods
(both 13%).
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Interestingly, some NAREIT categories yield lower 
returns over the shorter investment horizon. For 
example, the “All REITs” index generated an average 
10-year CAGR average of 10.9% with no periods of
negative return and a 3-year CAGR average of 10.6%
with negative returns 18% of the time. Similarly, Equity
REITs have a 10-year CAGR average of 12.7% with no
periods of negative return and a 12.5% 3-year CAGR
average with negative return periods 13% of the
time. The most significant instance of 10-year returns
outperforming 3-year returns is seen with Healthcare
REITs, which have respective average CAGRs of 13.6%

(no periods of negative returns) and 12.2% (negative 
returns 13% of the time). 

Turning to NCREIF indices (1978-2018), which track 
returns of institutional-grade investment properties, 
the average 3-year CAGR is modestly higher than the 
comparable 10-year CAGR for all categories. Notably, 
the NCREIF 10-year indices had no instances of nega-
tive return periods, but the 3-year hold periods saw 
negative returns ranging from 3% (retail) to 15% (office 
and industrial). The office sector saw the lowest average  
3-year (8.3%) and 10-year (7.1%) returns, while apart-
ments (10.1% for 3-year holds) and retail and apartments

figure 1

Avg SD Min Max
% Pds. of 

Neg. Return Avg SD Min Max
% Pds. of 

Neg. Return
NAREIT INDICES

All REITS 10.9 4.0 4.7 23.4 0% 10.6 12.1 -22.4 34.2 18%
Equity 12.7 4.2 5.1 23.4 0% 12.5 10.6 -12.4 29.2 13%
Office 9.3 4.5 2.7 18.0 0% 11.2 12.0 -13.5 39.6 13%
Industrial 7.3 7.2 -0.7 17.5 13% 10.8 16.0 -28.4 27.9 13%
Retail 11.4 4.8 3.7 19.0 0% 11.7 14.8 -17.9 35.6 26%
Apartment 11.8 2.3 7.9 15.6 0% 12.4 9.7 -9.8 30.1 9%
Healthcare 13.6 3.4 8.2 19.9 0% 12.2 10.8 -10.4 34.7 13%
Lodging 4.8 3.4 -1.6 13.0 13% 6.6 16.3 -26.2 36.4 26%
Self-Storage 16.2 1.7 12.8 19.1 0% 16.3 11.5 -5.1 32.3 17%
Diversified 8.7 2.9 3.1 13.5 0% 9.0 11.4 -13.3 26.8 22%

NCREIF INDICES
All 8.2 2.6 4.1 13.1 0% 9.1 5.7 -4.5 18.5 13%
Office 7.1 3.6 0.6 13.3 0% 8.3 7.4 -7.7 23.0 15%
Industrial 8.7 2.6 4.9 13.1 0% 9.8 5.9 -5.4 17.4 15%
Retail 9.3 2.5 5.2 13.6 0% 9.7 5.2 -1.7 19.8 3%
Apartment 9.3 2.3 6.2 14.9 0% 10.1 5.3 -4.9 21.4 8%

Source: NAREIT, NCREIF, Linneman Associates
CAGR = Compounded Annual Growth Rate; SD = Standard Deviation 
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(each 9.3% for 10-year holds) turned in the highest cat-
egory returns based on NCREIF data. As with NAREIT 
returns, the 10-year NCREIF standard deviations are 
significantly lower than the 3-year stan-
dard deviations. And leverage would only  
accentuate this pattern.

Comparing the two data sets, the  
NCREIF standard deviations are nota-
bly lower than the NAREIT standard de-
viations. This is driven by appraisal bias, 
which creates a tighter range of NCREIF 
CAGRs than those of NAREIT. That is, the worst 3-year 
NCREIF average CAGR was -7.7% (office), while the 
worst NAREIT 3-year return was -28.4% (industrial). At 
the other end of the range, the best 3-year NAREIT 
return of 39.9% (office) compares to the best 3-year  

NCREIF return of 23% (also office). The same is true for 
the 10-year analysis, with NAREIT returns ranging from 
a low of -1.6% (Lodging) and a high of 23.4% (All and 

Equity REITS) versus a NCREIF low of 0.6% 
(office) and high of 6.2% (apartments). 
Interestingly, for the 3-year hold, the per-
cent of periods with negative returns is 
comparable between NAREIT and NCREIF, 
except for retail, which had a significantly 
higher share of negative returns (26%) 
than the NCREIF retail index (3%). 

The key lesson is that shorter investment horizons 
bring significantly more risk in the form of volatility and 
negative returns. However, the additional risk of a 3-year 
hold only delivers marginally better returns than a 10-
year hold. Thus, the better bet is to buy and hold long. 
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