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Introduction

A confluence of positives has driven markets for the past decade: decreasing interest 
rates, lower volatility, increasing liquidity, growing equity prices, and tightening credit 
markets. These good times have populated an investment landscape of portfolios priced 
to perfection. Investors learned to buy on dips, increase leverage to offset lower returns, 
and take comfort that the Federal Reserve would keep rates low and federal funds 
accessible. Our longest-serving Chairman of the Fed, William McChesney Martin, would 
be wary of just how long the “punch bowl” has been left out for the markets.  

In our present environment, we believe successful investing is tantamount to naive risk-
taking. Wiser investment managers have remained mindful of rising inflation because of its 
immediate detrimental effect on real returns and the inevitable rise in borrowing rates that 
follow. This wisdom has yet to pay off throughout this past decade’s bull run. However, 
the 10-year Treasury rate returns 1.6% per year, and the expected earning return on equity 
is at a near dot-com bubble low of 2.4% (i.e., PE ratio of the S&P 500 is 42.1). Even a small 
shock above the Fed’s inflation expectation for 2021 of 2.4% may result in negative real 
returns across these two staple markets. This is what it means for a market to be priced 
to perfection. The economy has to grow at record levels to support current price levels of 
corporate equity and Treasuries.

To access pure protection against inflation, investors have to suffer a negative yield 
of the Treasury Inflation-Protected Securities (TIPS). A better solution which provides 
inflation protection, high yield, and a relatively low correlation to corporate equity and 
Treasuries may be real assets, notably, owner-occupied residential real estate equity 
(OOR).

Priced to Perfection



The Specter of Inflation

A decade of highly accommodative US fiscal and monetary policy, coupled with historically 
unprecedented per-capita public sector debt and near zero interest rates, has reawakened the 
specter of inflation. Investment managers currently tasked with protecting their portfolios in 
a rising inflation environment must operate without any real experience in such environments.  
Assets which perform well in a falling inflation environment (e.g., fixed income, equities, etc.) 
have performed spectacularly well. Such sustained performance has fostered an environment 
devoid of investable assets which may be expected to perform well when inflation rises. While 
one might expect ten-year TIPS to perform well in a rising inflation environment, priced-in inflation 
expectations have caused this security to yield a negative 66 basis points. Once inflation rises, the 
trades which performed well for the past decade will no longer work, and managers who might 
have provided personal experience about navigating such a reality will have long since retired.

Putting the house in order

In preparation for rising inflation, investors may seek out new investment classes which generate 
sustainable returns and positive correlation to inflation. Owner-occupied residential real estate, 
which is considered a homeowners’ primary residence, provides double-digit returns and positive 
correlation to inflation. This trillion dollar market consists of 100 million distinct, geographically, 
and economically diversified, owner-occupied investments. Unlike other asset classes whose 
positive correlation to inflation is incidental or academic, OOR correlates positively with inflation 
as it represents nearly half of the basket from which the Bureau of Labor Statistics calculates the 
Consumer Price Index (CPI).  



Housing Represents 43% of CPI

While OOR’s positive correlation with inflation appears obvious, one immediately encounters two 
problems in attempts to measure that correlation mathematically. First, institutional quality access, 
was only made available less than 10 years ago - signifying a new market with short historical data. 
In addition, inflation has not risen appreciably during the period in which access to OOR has been 
possible. In fact, inflation has not risen appreciably for the past four decades. In order to appreciate 
how OOR might perform when inflation rises, one must substitute a proxy with a more mature and 
reliable historical data set. Reliable, institutional-quality, nationally-recognized, same-house sale 
price indices (e.g. the Case-Shiller National House Price Index) have published results going back 
at least to 1970, and such indices can be reliably substituted as a proxy for OOR.   

Over the past 40 years, inflation’s consistent downward bias obscures standard correlation 
mathematics. Assets which can be expected to have a positive response to rising inflation  (e.g., 
TIPS, commodities, apartments, commercial real estate, etc.) demonstrate little meaningful 
correlation. Despite their supposed correlation to inflation, these asset classes are currently 
priced to perfection. TIPS, for example, are custom engineered to be correlated with inflation, yet 
have a correlation coefficient no greater than 30% as measured over the past 30 years. Despite 
the persistence of low inflation, US house prices demonstrate a correlation coefficient of 60% or 
almost twice as high as TIPS.

CPI addresses a wide range of consumer goods. These goods can be summarized in a few 
overall expenditure “buckets” (See Figure 1 below). One can expect that OOR should closely 
track CPI given that housing is inflation’s biggest component across all expenditure buckets. 
Housing, in fact, represents 43% of the total index with the so-called Shelter Bucket alone - 
representing more than a third of the total index. 



In addition to the 1970s, US house prices closely tracked changes in inflation during the US Housing 
Crisis beginning in 2008. House prices, as measured nationally by the Case-Shiller Index, spiked 
sharply downward starting in 2007. As with the 1970-1980 experience, core inflation likewise spiked 
downward beginning one year later as the sudden revaluation of US housing fed into the CPI calculus.  
Likewise, when home prices began their sharp recovery in early 2010, core inflation spiked later in the 
year as reinflating house prices fed back in. It is reasonable, therefore, to expect that home prices will 
continue to track inflation when inflation rises.

Conclusion

Forty years of accommodative US fiscal and monetary policies have fostered an investment universe 
that has experienced an unprecedented historical run for the risk-on trade. The over-leveraged, 
undiversified portfolios which have eked out single-digit returns in the prevailing low inflation 
environment risk wholesale slaughter in an environment which is uniquely unprepared for rising 
inflation. Successful investment managers who continue on their current path risk underperforming 
at precisely the moment inflation erodes the buying power of the public they serve. In our view, this 
perfect storm calls for a solution such as OOR, which seeks to add positively-correlated inflation 
exposure to investor portfolios and aims to improve returns. OOR, as originated and offered by 
Unison, may achieve strong performance now and once inflation rises.

Perhaps, a more meaningful indicator of how OOR might perform versus inflation would be to 
examine more closely the decade between 1970 and 1980. In the 1970s,  year-over-year CPI spiked 
twice, punctuated by a steep trough, and then the start of a decades-long decline. The chart below 
illustrates the relationship between US house prices and inflation during that period. Notice how 
during the decade between 1970 and 1980, US house prices tracked inflation up and down across 
both peaks and through the start of the long decline. House prices through both peaks and declines 
were a leading indicator for future changes in CPI. This makes sense because housing is such a high 
component of the index, and changes in housing take a number of months to feed appreciably into 
the CPI basket-based calculus.
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NOTICE TO RECIPIENTS

THIS DOCUMENT IS FOR INFORMATIONAL PURPOSES ONLY AND SHOULD NOT BE RELIED UPON AS 
INVESTMENT ADVICE. This document has been prepared by Unison and is not intended to be (and may 
not be relied on in any manner as) legal, tax, investment, accounting or other advice or as an offer to sell or 
a solicitation of an offer to buy any securities of any investment product or any investment advisory service. 
The information contained in this document is superseded by, and is qualified in its entirety by, such offering 
materials. This document may contain proprietary, trade-secret, confidential and commercially sensitive 
information. U.S. federal securities laws prohibit you and your organization from trading in any public security 
or making investment decisions about any public security on the basis of information included in these 
materials. 

THIS DOCUMENT IS NOT A RECOMMENDATION FOR ANY SECURITY OR INVESTMENT. References to 
any portfolio investment are intended to illustrate the application of Unison’s investment process only and 
should not be used as the basis for making any decision about purchasing, holding or selling any securities. 
Nothing herein should be interpreted or used in any manner as investment advice. The information provided 
about these portfolio investments is intended to be illustrative and it is not intended to be used as an 
indication of the current or future performance of Unison’s portfolio investments.

AN INVESTMENT IN A FUND ENTAILS A HIGH DEGREE OF RISK, INCLUDING THE RISK OF LOSS. There 
is no assurance that a Fund’s investment objective will be achieved or that investors will receive a return on 
their capital. Investors must read and understand all the risks described in a Fund’s final confidential private 
placement memorandum and/or the related subscription documents before making a commitment. The 
recipient also must consult its own legal, accounting and tax advisors as to the legal, business, tax and related 
matters concerning the information contained in this document to make an independent determination 
and consequences of a potential investment in a Fund, including US federal, state, local and non-US tax 
consequences.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS OR A GUARANTEE OF FUTURE 
RETURNS. The performance of any portfolio investments discussed in this document is not necessarily 
indicative of future performance, and you should not assume that investments in the future will be profitable 
or will equal the performance of past portfolio investments. Investors should consider the content of this 
document in conjunction with investment fund quarterly reports, financial statements and other disclosures 
regarding the valuations and performance of the specific investments discussed herein.  

DO NOT RELY ON ANY OPINIONS, PREDICTIONS, PROJECTIONS OR FORWARD-LOOKING 
STATEMENTS CONTAINED HEREIN. Certain information contained in this document constitutes “forward-
looking statements” that are inherently unreliable and actual events or results may differ materially from 
those reflected or contemplated herein. Unison does not make any assurance as to the accuracy of those 
predictions or forward-looking statements. Unison expressly disclaims any obligation or undertaking to 
update or revise any such forward-looking statements. The views and opinions expressed herein are those of 
Unison as of the date hereof and are subject to change based on prevailing market and economic conditions 
and will not be updated or supplemented.

EXTERNAL SOURCES. Certain information contained herein has been obtained from third-party sources. 
Although Unison believes the information from such sources to be reliable, Unison makes no representation 
as to its accuracy or completeness.

THIS DOCUMENT IS NOT INTENDED FOR GENERAL DISTRIBUTION AND IT MAY NOT BE COPIED, 
QUOTED OR REFERENCED WITHOUT UNISON’S PRIOR WRITTEN CONSENT. 


