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Q4 2024 US. Investment Performance Overview & Outlook

ULS. Investment Outlook Summary

- Interest rates have been on a wild ride since summer 2024. In retrospect, the Fed’s 50-basis-point easing cycle kick-off in September 2024 was premature as
growth and inflation appeared to accelerate thereafter. The Fed has since changed its tune on the pace of cuts and the dots now suggest the Fed Funds Rate will
settle just below 4% by year-end 2025. But to add another layer of uncertainty for financial markets to digest, a protectionist policy mix is brewing in Washington.
A trade war on multiple fronts would almost certainly curtail economic growth and even price stability for a period. CBRE has revised up its outlook for inflation,
which should remain in the upper 2% range and the yield on 10-year Treasuries should remain above 4% for the foreseeable future.

- Various countervailing factors are expected to keep rates mostly flat this year. Our Baseline expectation of stubbornly high interest rates is unwelcome news for
performance; however, it is checked by sturdy investment demand for CRE credit. The latter has contributed to narrower lending spreads and greater issuance in
recent quarters. We believe this mix equates to cap rates generally holding steady this year. Offices yield could see some very mild upward pressure as distress
lingers in this space. Retail yields have the greatest potential for compression driven by solid fundamentals and growth investment demand. Even when
expanding the forecast window out several years we still do not expect cap rates to come close to nadirs achieved during the previous cycle.

- Interest rates are holding higher than CRE deal makers would have hoped for, but at least most of the devaluations are behind us. Generally, annual total returns
are forecasted to be in the upper single digits during the next five years. The retail sector is expected to reach a 10% total return helped along by sturdy
fundamentals and a greater allocation to the sector.
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Our GDP outlook compared to past predictions and consensus
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— Previous forecast vintages underestimated the vitality of the U.S. consumer and private investment. Recent upgrades to the outlook have landed closer to target.
Annualized quarterly GDP growth in Q4 2024 was 2.3%. We expect growth to trend in the low-2% range during 2025.

— The graphic on the right compares CBRE EA’s GDP Y-o-Y growth outlook with some of the constituents of Bloomberg’s consensus forecast survey. CBRE EA is
marginally higher than the consensus view and particularly in the near term. Most macro forecasts expect the pace of growth to moderate in coming quarters.
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Scenarios matter during times of uncertainty

‘Baseline’ Scenario, GDP, Trillions (USD) ‘Growth Acceleration’ Scenario, GDP, Trillions (USD)  ‘Policy Error’ Scenario, GDP, Trillions (USD)
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— Our upside, or Growth Acceleration Scenario, is predicated — This scenario assumes a 60% tariff is levied on China along

— Many of the growth drivers from 2024 (e.g., sturdy

. . . S ivi ith a 10% universal tariff. The bite from reciprocal action
consumption, private investment) persist into 2025. upon st.ronger. producpwtygroyvth.that supports greater with a0 OL.I ve 'sa ta I, ¢ bite from reciprocal actio
expansion whilst keeping inflation in check. would not hit until 2026-27.
= The Baseline Scenario assumes the pro-growth aspects of a i i — Inflation escalates in 2027, and this will be paired with slower
Trump presidency outweigh more damaging aspects, namely Becausg the US economy 1 currer.1tly operating nea'r full . . i p .
tariffs potential there is less room for upside growth, especially growth. Higher interest rates would stress financial markets
' within the labor market. and investment performance.
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Policy error could escalate the U.S. inflation outlook

Y-o0-Y Change in CPI and Its Components (%) CPI Y-0-Y (%) at Year-End by Macro Scenario
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— The pace of disinflation is slowing and especially as the housing component has shown little movement. CBRE EA’s Baseline outlook expects inflation to remain near the mid-
2% range as the economy continues to operate near full capacity.

— The ‘Growth Acceleration” scenario anticipates stronger growth alongside greater productivity, which equates to CPI remaining very close to the Baseline outlook.

— Inflation within the ‘Policy Error’ scenario deviates considerably below the Baseline outlook. The impact will begin to bite in late 2026 as tariffs and reciprocal actions would
take time. A severe cut to immigration could also bolster inflation.
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The outlook for 10-year Treasury yields has shifted up

— CBRE EA has increased its outlook for
the 10-Year Treasury yield in recent
months. This change was driven by a
mosaic of datapoints with a key input
being the consistent upward shift in
market expectations for long-term yields
since September. The January
Bloomberg consensus survey shows an
average increase of 22 basis points
through early 2027 from the November
consensus.

— 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.
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Generally, fundamentals should not be a drag on investment performance
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Source: CBRE Econometric Advisors
*Multifamily vacancy is based upon a three-quarter moving average.

— 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.

— Retail fundamentals are expected to remain extremely tight. The prospect for stronger rent growth combined with higher yields will contribute to stronger
investment performance for neighborhood and strip retail centers.
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We expect cap rates to have a flatter shape this year

Cap Rate by Sector (%)
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Treasury markets are putting upward pressure on cap rates

Change in 10-Year Yield After the First Rate Cut (Percentage Points) Public Debt / GDP With Congressional Budget Office Forecast (%)
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— Traditionally, the yield on 10-year Treasury bills has trended downward after the start of each Fed easing cycle. The present cycle is quite unique, albeit there are
some parallels to the ‘soft landing’ in 1995 when rates trended upward in subsequent weeks. A mild downturn in 2001 kept rates moving sideways during that period.

— There are numerous reasons for the updrift in long-term yields, including heightened inflation expectations and high levels of public debt. Presently debt levels are
near historic highs and have reportedly put upward pressure on term premiums.
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Credit markets are putting downward pressure on cap rates

Commercial & Multifamily Lending Spreads to 10-Year Treasury (bps) U.S. CMBS Issuance by Year, Billions (USD)
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Note: Reflects average spreads on 7-to-10 year, 55%-t0-65% LTV, permanent fixed-rate loans closed by CBRE Capital Markets.

— Tighter lending spreads are going to put downward pressure on cap rates. Both private and public CRE lending spreads have narrowed in recent quarters.

— Tighter lending spreads are likely contributing to greater credit issuance. 2024 U.S. CMBS issuance was $106.05 billion, more than double the $39.33 billion in 2023.
Appetite for SASB deals has been particularly strong this year with 67% of CMBS issuance in 2024 going to single-borrower deals.
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How our view on valuations has changed

— Capital value changes are primarily
influenced by income growth and
capitalization rates. With rents and
NOI stabilizing, we expect that
softer cap rate compression will
equate to marginally less value
growth in coming quarters and
years.
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The outlook for all-property valuations

Capital Value Index, All Sectors Current Cycle Relative to the GFC, Capital Value Index
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— 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.

— Key downside risks to this outlook include a Federal policy error that sparks a period of stagflation. A protracted trade war is a potential trigger. Also, more-than-
expected distress in coming quarters, particularly within the office space (and overstretched multifamily), would crystalize more severe devaluations.
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Different trajectories for capital markets

Rent Growth, Y-o0-Y (%)
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The Growth Acceleration scenario assumes the pace of
Y-o-Y GDP growth accelerates to over 3% this year, which
accelerates all-property rent growth in the near-term. The
Policy Error scenario is centered around the risk of a trade
war that would begin to erode economic vitality and rent
growth later in the forecast period.
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Should a material Policy Error usher in a period of
stagflation then inflation and cap rates would begin to
accelerate. This outlook would derail the marginal gains
made in CRE capital markets in recent quarters.
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Capital Value Return, Y-0-Y (%)
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Higher interest rates continue to restrain deal flow and
valuations. Conversely, any signs of stronger real NOI
growth and easing Treasury term premia would allow for an
upside surprise in valuations in 2025.
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‘Baseline’ Scenario

— The Baseline Scenario assumes that economic growth will
persist into 2025. This expansion will ultimately be driven by
continued business investment, consumption, and stimulative
policies. A key feature of the Baseline Scenario is that the
pace of Y-0-Y growth remains locked in the 2%+ range
through 2027.

— Stimulative economic policies, continued economic growth,
and tight labor markets will keep inflation elevated in
upcoming years. Consequently, the Fed will limit itself to
three rate cuts during the next four quarters. It should be
noted that only slightly stronger macro data could erase one
of these cuts. Treasury yields will remain above 4% for the
foreseeable future.

— The Baseline Scenario is accretive to stronger commercial
real estate fundamentals as a sturdy economy stimulates
leasing volume and NOI growth. However, overall investment
performance would be constrained by stubbornly high long-
term rates.
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Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields
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"Policy Error’ Scenario

— The election of President Donald J. Trump presents both Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields
upside and downside risks to the outlook. Should the
President’s policy mix skew towards aggressive trade tariffs,

GDP Employment CPI US 10-Year

then the outlook for growth takes a noticeable hit. The ‘Policy 22;2 2;
Error’ scenario assumes the Trump Administration levies a 2023 Q3
60% tariff on China and a universal 10% tariff. Because it 2023 Q4
would take time for trade counterparties to levy retaliatory 2024 Q1
strikes, we believe the bulk of the downside impact would be 2024.Q2
delayed until 2026-27, with GDP growth falling below 2%. zgiz gi

— Not only would a trade war hit aggregate demand in the 2025 QT
United States, but it would also stoke stronger inflation, 2025 Q2
pushing CPI back above 3% in 2026. Should stronger tariffs 202503
be placed on Canada and Mexico, then inflation could see 22222‘22:
even more energy. 2026 Q2

— The ‘Policy Error’ Scenario is a net negative on commercial 2026 Q3
real estate performance as a weaker economy weighs on 2026 Q4
occupier markets and higher interest rates strain capital jgg 2;
markets. 2027 Q3
2027 Q4

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 over 3% during 2025. This scenario would
require the White House to focus on pro-growth policies (e.g.,
deregulation, immigration reform, balanced budget) without
the baggage of a serious trade conflict.

— Another condition of this scenario is stronger productivity
that will increase the growth capacity in the U.S. This will
allow the U.S. to absorb greater aggregate demand without
generating materially more inflation than the Baseline.
Similarly, the longer end of the yield curve will not materially
deviate from the Baseline.

— 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.

18 CBRE ECONOMETRIC ADVISORS

Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields

GDP Employment CPI US 10-Year

2023 Q1
2023 Q2
2023 Q3
2023 Q4
2024 Q1
2024 Q2
2024 Q3
2024 Q4

2025 Q1
2025 Q2
2025 Q3
2025 Q4
2026 Q1
2026 Q2
2026 Q3
2026 Q4
2027 Q1
2027 Q2
2027 Q3
2027 Q4

Source: Oxford Economics, CBRE Econometric Advisors

© 2025 CBRE, INC.



Thank you.

FOR MORE INFORMATION:

Jing Ren, Ph.D.

Sr. Economist
Econometric Advisors
jing.ren@cbre.com

Matt Mowell

Sr. Managing Economist
Econometric Advisors
matt.mowell@cbre.com

CBRE

ECONOMIST TEAM

Dennis Schoenmaker, Ph.D.

Principal Economist

dennis.schoenmaker@cbre.com

Stefan Weiss
Sr. Managing Economist
stefan.weiss@cbre.com

Christina Tong
Sr. Economist
christina.tong@cbre.com

Tyler Mangin, Ph.D.
Sr. Economist
tyler.mangin@cbre.com

Daniel Diebel
Economist
daniel.diebel@cbre.com

Michael Leahy
Economist

michael.leahyl@cbre.com

Eric Stephenson
Sr. Research Consultant

eric.stephenson@cbre.com

SALES/CLIENT CARE TEAM

Kasia Dziewulska
Executive Director
kasia.dziewulska@cbre.com

Stephanie Marthakis
Sr. Director
stephanie.marthakis@cbre.com

Alison Grimaldi
Principal Account Manager
alison.grimaldi@cbre.com

Meghan Phillips
Account Executive
meghan.phillips@cbre.com

CBRE ©2025 All Rights Reserved. All information included in this proposal pertaining to CBRE—including but not limited to its operations, employees, technology and clients—are proprietary and confidential, and are supplied with the understanding that they will be held in confidence and not
disclosed to third parties without the prior written consent of CBRE. This letter/proposal is intended solely as a preliminary expression of general intentions and is to be used for discussion purposes only. The parties intend that neither shall have any contractual obligations to the other with
respect to the matters referred herein unless and until a definitive agreement has been fully executed and delivered by the parties. The parties agree that this letter/proposal is not intended to create any agreement or obligation by either party to negotiate a definitive lease/purchase and sale
agreement and imposes no duty whatsoever on either party to continue negotiations, including without limitation any obligation to negotiate in good faith or in any way other than at arm’s length. Prior to delivery of a definitive executed agreement, and without any liability to the other party,
either party may (1) propose different terms from those summarized herein, (2) enter into negotiations with other parties and/or (3) unilaterally terminate all negotiations with the other party hereto. CBRE and the CBRE logo are service marks of CBRE, Inc. All other marks displayed on this
document are the property of their respective owners, and the use of such logos does not imply any affiliation with or endorsement of CBRE.



	Slide 1: Q4 2024 U.S. Investment Overview & Outlook
	Slide 2: U.S. Investment Outlook Summary
	Slide 3: The Macro and Capital Markets Backdrop
	Slide 4: Our GDP outlook compared to past predictions and consensus
	Slide 5: Scenarios matter during times of uncertainty
	Slide 6: Policy error could escalate the U.S. inflation outlook
	Slide 7: The outlook for 10-year Treasury yields has shifted up
	Slide 8: Investment  Outlook
	Slide 9: Generally, fundamentals should not be a drag on investment performance
	Slide 10: We expect cap rates to have a flatter shape this year
	Slide 11: Treasury markets are putting upward pressure on cap rates
	Slide 12: Credit markets are putting downward pressure on cap rates
	Slide 13: How our view on valuations has changed
	Slide 14: The outlook for all-property valuations
	Slide 15: Different trajectories for capital markets
	Slide 16: ‘Baseline’ Scenario
	Slide 17: ‘Policy Error’ Scenario
	Slide 18: ‘Growth Acceleration’ Scenario
	Slide 19

