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U.S. Investment Outlook Summary

– In September 2024, the Federal Reserve kicked off an easing cycle with a 50-basis-point rate cut and very accommodative forward guidance. But in the weeks 
that followed capital markets grew skeptical that lower economic growth, inflation and base rates would materialize. After all, business investment remains sturdy, 
consumption is resilient, and the labor market is slowing, not slumping. During the final weeks of Q3 and into Q4 2024 the term premium surged, and Treasury 
yields are currently in the low-4% range. A higher term premium has also been stoked by recent U.S. political shifts that could stimulate greater nominal growth 
but also inflation via tariffs, tighter labor markets, and deficit spending. The persistence of higher yield levels combined with a change in the consensus view has 
encouraged CBRE EA to elevate our Treasury outlook. We now believe 10-year bond yields will have a 4 handle through year-end 2025, up from 3.7% in our 
October 2024 print. 

– The good news for real estate capital markets is that although space market fundamentals are improving—even within the beleaguered office market—the worst 
of cap rate decompression is over. The bad news is the near-term recovery is being muted by interest rate volatility and heightened levels. Cap rates are only 
expected to decline marginally in coming quarters. The retail and industrial sectors are expected to perform the best, with cap rate compression of 25 and 30 
basis points from their 2024 peak through year-end 2025, respectively. This outlook was driven by CBRE EA’s recently refreshed U.S. 10-Year outlook, which is 
highlighted on page 9. This outlook differs from the macro assumptions published in late October.

– With the Federal Reserve now focused on what the coming easing cycle should look like CBRE EA believes most devaluations are in the rear-view mirror. Also, 
more risk-adjusted opportunities are emerging. CBRE EA’s hurdle rate framework shows there is a noticeable uptick in the number of markets wherein future 
return expectations exceed their risk-adjusted hurdle rates. Specifically, the return profile is competitive within the retail and multifamily sectors. 

http://image.cbrecommunications.com/lib/fe8213727c6d0d7475/m/1/eedd4945-5117-481a-bcf8-09161fc1ba1b.pdf
http://image.cbrecommunications.com/lib/fe8213727c6d0d7475/m/1/eedd4945-5117-481a-bcf8-09161fc1ba1b.pdf
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Consumer resilience continues to exceed our expectations
– During 2023, CBRE Econometric 

Advisors underestimated how resilient 
the business and consumer sectors 
would be in the face of significantly 
higher interest rates. This resilience 
continued in Q3 2023. GDP increased by 
2.8% SAR, supported by sturdy personal 
consumption, public spending, and 
private non-residential investment. Our 
Baseline outlook expects growth to 
continue, albeit at a more moderate pace 
in 2025 due to more prudent U.S. 
consumption and a weaker global 
economy, particularly in China and 
Germany. 

– CBRE EA expects annualized quarterly 
GDP growth to oscillate in the 1% - 1.5% 
range from Q4 2024 through 2025. 

– Economic data prints and political 
events, Stateside and abroad, remain 
volatile and CBRE EA’s macro scenarios 
deserve consideration. 

 

Annualized Quarterly GDP Growth (%) by Forecast Vintage

Source: CBRE Econometric Advisors
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Consumer trends suggest a ‘soft landing’

– Consumer confidence has been trending up in recent quarters. An important driver could be continued real income growth after stinging declines two years ago. 

– The pace of Y-o-Y revolving credit growth has been halved from its peak in early 2023. This degree of change is a weight on overall retail spending but when paired with real 
income growth and improved confidence it reinforces the likelihood for a consumer ‘soft landing’. 

Source: U.S. Census BureauSource: U.S. Census Bureau

Real Disposable Income Growth, Y-o-Y (%) Revolving Credit Growth, Y-o-Y (%)
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Normalized employment levels will temper job growth

– Healthcare employment levels have recently regained their pre-COVID trend levels. This normalization capacity suggests there will be less room for outsized job growth within the healthcare 
sector, which averaged 1.6% per annum since mid-2020. The healthcare sector accounted for 38% of new jobs during the past 12 months ending in September. 

– Food & Beverage (F&B) employment was devastated by COVID but has since posted 17% annualized job growth. Nevertheless, F&B remains below its pre-COVID trend suggesting there could 
be room for further upside, but its trajectory will depend upon the resilience of the U.S. consumer.  

– With most sectors now back to pre-pandemic trend levels the pace of Y-o-Y job growth will likely slip below 1% in 2025.

Source:  U.S. Bureau of Labor Statistics, CBRE Econometric Advisors
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Something to watch—fewer private industries are creating jobs
– The U.S. Bureau of Labor Statistics 

generates a private payroll diffusion 
index to measure broad-based changes 
in the labor market. This index is 
comprised of more than 250 different 
private-sector industries. A score higher 
than 50 signifies that most industries are 
creating jobs.   

– Presently, the diffusion index has quickly 
declined to around 50, suggesting that 
the base of private-sector job creation 
has narrowed considerably. Traditionally, 
a dive in the private payroll diffusion 
index is a signal of further economic 
retrenchment. 

– One reason for weaker private sector 
growth is weaker corporate profits. 
Some of this could ease as lower interest 
rates help pad margins. 
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Volatile capital market trends are hitting cap rates
– The term premium, or excess yield 

required for holding longer-term 
bonds, has steadily increased since 
September. This uptick is attributed to 
a variety of factors including signs of 
reaccelerating economic growth.

– This metric also accelerated in early 
October when President Elect Donald 
Trump’s polling numbers began to 
improve suggesting financial markets 
were pricing in a Trump victory. This 
outcome could stimulate greater 
nominal economic growth but also 
inflation via tariffs, tighter labor 
markets, and deficit spending.

U.S. Treasury Term Premium, Percentage Points

Source: Federal Reserve, CBRE Econometric Advisors
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CBRE EA has shifted its outlook for interest rates upward
– CBRE Econometric Advisors increased 

its outlook for the 10-Year Treasury 
yield in November. This change was 
driven by a mosaic of datapoints with a 
key input being the consistent 
upwards shift in market expectations 
for long-term yields since September. 
The November Bloomberg consensus 
survey, reflecting data from Nov. 15th – 
20th, shows an average increase of 35 
basis points through early 2027. 

– The thesis that yields will remain 
higher for longer suggests that 
markets expect heightened inflation 
levels going forward and elevated 
government debt levels could maintain 
upward pressure on term premiums. 

10-Year Treasury Yield Forecast (%), CBRE EA and Bloomberg Consensus Forecast

Source:  Bloomberg, CBRE Econometric Advisors
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The impact from performance will vary by sector

– Fundamentals have deteriorated most dramatically within the office market, where the availability rate is more than five points above its long-term average. The 
good news is that office availabilities are peaking across markets helping valuations to firm for prime properties. 

– Multifamily and industrial fundamentals have softened and are hovering near their long-term historical mean. Although industrial availability is below its multi-
decade average, the space market today is much weaker than the heyday of the past 10 years. 

– Meanwhile, retail fundamentals are expected to remain extremely tight. The prospect for stronger rent growth combined with higher yields will contribute to 
stronger investment performance. 

Office Availability (%) *Multifamily Vacancy (%) Industrial Availability (%) Retail Availability (%)

Source: CBRE Econometric Advisors 

*Multifamily vacancy is based-upon a three-quarter moving average.
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Many sectors will see rents normalize
– The volatility of the pandemic years is 

beginning to fade, and the rental growth 
pattern could normalize for some 
sectors. 

– The five-year rent growth outlook for 
the multifamily and retail sectors should 
closely resemble the 2015-2019 trend. 
Retail is poised to see a mild 
acceleration given the tight 
fundamentals within that space.

– Structural changes in office usage will 
result in much weaker rent growth. 
Industrial will also see a slowdown but 
for different reasons than office as the 
market has already digested the 
revolutionary shift in e-commerce-driven 
leasing and space scarcity.  

Rent CAGR, Pre-COVID vs. 5-Year Forecast (%)

Source: CBRE Econometric Advisors
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Industrial Cap Rate (%)
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Sector-by-sector…how our cap rate outlook has changed

– In November 2024, CBRE EA elevated its 10-year Treasury yield outlook across the duration of our forecast window.
– The elevated outlook for interest rates will slow the pace of all-property cap rate compression by roughly 10 basis points during 2025 compared to last quarter’s 

outlook. This slowdown in near-term yield compression is substantiated by softer-than-expected deal volume. Within the office space, elevated distress will keep 
valuations soft for the average building.

– The long-term upward revision to the 10-year yield outlook will equate to cap rates ending the forecast window (2029) slightly higher. For multifamily, industrial, 
and retail this means 10-20 basis points higher. Terminal office cap rates should be 30-40 basis points higher.

Office Cap Rate (%) Multifamily Cap Rate (%) Retail Cap Rate (%)

Source: CBRE Econometric Advisors 

Forecast Forecast
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What is driving the cap rate forecast? 

– Generally, cap rates are driven by 1) future income growth expectations; 2) changes to risk premia, and 3) interest rates. As highlighted on slides 11 and 12 the outlook for CRE 
fundamentals and rental growth appears balanced and is even improving. Also, CBRE EA’s outlook for risk premia is also slightly accretive to cap rate compression.

– Thus, the key driver of our more subdued cap rate forecast is changed outlook for long-term bond yields. 

Source:  CBRE EASource:  CBRE EA Source:  CBRE EA

All-Property Cap Rate Spread to Treasury (bps) 10-Year Treasury Yield Forecast Comparison (%)All-Property Rent Growth, Y-o-Y (%) 
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How our view on valuations has evolved

– It should be noted that the Q3 2023 forecast vintage was especially negative due to a more uncertain inflation outlook and a run-up in Treasury term premia. The 
bulk of the distress is clustered within the office sector. Sales comps for some troubled assets reflect value losses exceeding 50%. 

– Capital value changes are primarily influenced by income growth and capitalization rates. With rent (income) stabilizing, we expect that softer cap rate 
compression will equate to marginally less value growth.

Source:  CBRE EASource:  CBRE EA
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The outlook for all-property valuations

– On an all-property basis, valuations are down 23%. This is less severe than the 30% drop during the Global Financial Crisis (GFC). A key differentiator this cycle is 
that underlying fundamentals for some sectors remain tight enough to produce meaningful income growth. 

– CBRE EA’s Baseline forecast expects the CRE market to regain 2022 valuation levels by 2028, which represents a speedier recovery than the GFC. 
– A key risk to this outlook is that more-than-expected distress in coming quarters, particularly within the office space (and overstretched multifamily), crystalizes 

more severe devaluations. 

Source: CBRE Econometric AdvisorsSource: CBRE Econometric Advisors
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Different trajectories for capital markets

Source: NCREIF, CBRE Econometric Advisors
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A key feature of the Baseline Scenario is that the pace of 
GDP growth does not accelerate but rather eases to sub-2% 
by H2 2025. Continued economic growth amid fewer supply 
deliveries, especially for multifamily, will help the pace of 
rent growth in 2025 and 2026.

Higher interest rates continue to restrain deal flow and 
valuations. Thus, any signs of stronger real NOI growth and 
easing Treasury term premia would allow for an upside 
surprise in valuations in 2025. 

Our Baseline view is predicated upon the Fed’s tightening 
cycle being complete and the Fed gradually easing in 2025. 
Near-term yield compression will be limited by long-term 
yields remaining heightened and restraining a rally in 
trading volume. Stronger real GDP growth could allow for 
greater cap rate compression. 
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‘Baseline’ Scenario
– The Baseline Scenario assumes that economic growth will 

persist through the remainder of 2024 and into 2025. This 
expansion will ultimately be driven by continued business 
investment and a steady labor market, which will therein 
support healthy consumption—the largest component of the 
U.S. economy. A key feature of the Baseline Scenario is that 
the pace of growth does not accelerate but rather eases to 
sub-2% by H2 2025.

– Disinflation will be driven by easing goods costs, softening 
wage growth, and moderating housing costs. This pathway 
will give the Federal Reserve the ‘green light’ to maintain its 
easing policy. Our Baseline view expects the Fed Funds Rate 
will decline to 3.1% by year-end 2025. 

– The Baseline Scenario is accretive to stronger commercial 
real estate performance. Continued economic growth should 
bolster NOI growth, while lower interest rates stimulates 
capital market liquidity. 

Y-o-Y Change (%)

Source: Oxford Economics, CBRE Econometric Advisors

GDP Employment CPI
2022 Q1 4.0 5.0 8.0 
2022 Q2 2.5 4.7 8.6 
2022 Q3 2.3 4.1 8.3 
2022 Q4 1.3 3.3 7.1 
2023 Q1 2.3 2.8 5.7 
2023 Q2 2.8 2.5 4.0 
2023 Q3 3.2 2.1 3.6 
2023 Q4 3.2 1.9 3.2 
2024 Q1 2.9 1.8 3.2 
2024 Q2 3.0 1.7 3.2 
2024 Q3 2.6 1.6 2.6 
2024 Q4 2.0 1.3 2.6 
2025 Q1 2.0 0.9 2.3 
2025 Q2 1.7 0.7 2.2 
2025 Q3 1.5 0.5 2.5 
2025 Q4 1.7 0.5 2.3 
2026 Q1 1.7 0.6 2.2 
2026 Q2 1.8 0.6 2.2 
2026 Q3 1.9 0.7 2.1 
2026 Q4 1.9 0.7 2.1 
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‘Business Cycle Recession’ Scenario
– Previous downside scenarios were all driven by a re-

acceleration of inflation that caused interest rates and 
consumer angst to hit a breaking point that pushed the 
economy into a recession. CBRE EA believes the prospect of 
reinflation—geopolitical risks aside—is less likely and the 
greatest macroeconomic threat is the business cycle running 
its course. A plausible pathway is the labor market rolling 
over and consumers turning more cautious. 

– The decline in aggregate demand has inflation falling slightly 
below target by mid-2025. This risk-off outlook would also 
cause U.S. Treasury yields to quickly decline but greater 
required CRE risk premia, due to deteriorating fundamentals, 
would weaken valuations. 

– The ‘Business Cycle Recession’ Scenario is a net negative on 
commercial real estate performance as a weaker economy 
weighs on occupier markets. A potential silver lining is that 
lower borrowing costs could ease the burden of well-
occupied properties struggling to refinance. 

Y-o-Y Change (%)

Source: Oxford Economics, CBRE Econometric Advisors
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‘Growth Acceleration’ Scenario
– Unlike the Baseline Scenario that sticks a ‘Soft Landing’ the 

‘Growth Acceleration’ scenario sees the pace of Y-o-Y GDP 
growth accelerate to the low-to-mid-2% range during H1 
2025. This uptick in growth will be driven by continued 
business investment and hiring that results in a more 
aggressive consumer.

– This scenario will put upward pressure on the job openings 
rate, but sluggish labor force growth will put a ceiling on 
headline job growth. Excess hiring will come from immigration 
and older adults being lured back into the labor market by 
higher wages. These dynamics will put some upward pressure 
on wages and inflation but not enough for the Fed to 
abandon its rate cutting program. 

– Stronger real economic growth is a substantial tailwind for 
commercial real estate occupier and capital markets. Should 
this scenario come to fruition ‘first movers’ would be 
rewarded by attractive equity and debt yields. 

Y-o-Y Change (%)

Source: Oxford Economics, CBRE Econometric Advisors
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