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Q12025 U.S. MACRO OUTLOOK

Q12025 CBRE Econometric Advisors’ Economic Forecast Brief

- Expectations for the world’s economy whipsawed in the wake of ‘Liberation Day’ when the U.S. effective tariff rate jumped from the low single digits to 28% as of
mid-April. Although the Trump Administration put a 90-day pause on its initial country-specific tariffs—settling for a more general 10% levy on most imports—the
uncertainty remains regarding what happens in July. Such policy confusion has depressed expectations for future growth, and we have lowered our growth outlook
for 2025 to 0.6%, down from 1.6% in March. Should trade policies become more restrictive, then we would expect a pronounced recession this year (-1.4%)
accompanied by reinvigorated inflation (+5.1%).

— Although most of the hard economic data today is backward-looking and does not reflect the actions of April 2, all the real time ‘soft’ sentiment surveys have taken
a dive. Sentiment surveys must be interpreted very critically but with so many of these indicators all pointing sharply downward, it is plausible that the ‘soft data’
will soon become ‘hard data’. Signals from financial markets show similar concerns. Public equities saw historic volatility in April. Concern is also building around
foreign buyers reportedly eschewing U.S. Treasuries. We believe 10-Year yields will remain above 4% for the foreseeable future.

- Our Baseline Scenario shows some darker clouds on the horizon for commercial real estate (CRE). Slower growth and weaker investor sentiment could translate
into scaled-back expansion plans and leasing activity for most property types. CRE credit spreads have widened at the start of Q2, complicating stronger
expectations for real estate capital markets. At the time of writing, long-term Treasury yields have moved in, suggesting that some of this volatility is subsiding.
But a concern for stronger activity is that chronic uncertainty simply puts the market into a risk-off, wait-and-see mode. Should signs of our ‘Stagflation’ Scenario
emerge, the impact on real estate would mirror that of past recessions.
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Our Baseline outlook expects growth to stall this year

Quarterly GDP Growth at Annualized Rates, CBRE EA vs. Bloomberg

Annualized Quarterly GDP Growth by Forecast Vintage (%)
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Source: Bureau of Economic Analysis, CBRE Econometric Advisors Source: Bloomberg, CBRE Econometric Advisors

— Previous forecast vintages underestimated the vitality of the U.S. consumer and private investment. Recent volatility around imports caused the first BEA Q12025 estimate of
GDP to decline by 0.3%. It is worth mentioning that more timely inventory figures suggest future revisions will be tilted to the upside. Longer-term, we expect growth to remain
below 1% for much of 2025.

— The graphic on the right includes individual forecasts that were locked in late April and incorporate the ‘Liberation Day’ tariffs and their walk-back. The CBRE EA forecast was
locked before the de-escalation of the trade conflict and is weaker than consensus during Q2 25 but aligned with the group during the remainder of 2025.
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Different policy paths have a varying economic impact

‘Baseline’ Scenario, GDP, Trillions (USD)
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Source: Oxford Economics, CBRE Econometric Advisors

— The Baseline Scenario assumes that growth stalls during H1
2025 due to chronic policy uncertainty. CPIl and Treasury
yields hold higher than previously expected.

— The Baseline expects that the most troubling policy threats
are softened and stronger growth resumes during 2026.
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Source: Oxford Economics, CBRE Econometric Advisors

— Our upside, or ‘“Trade War De-Escalation’ Scenario, is only
slightly stronger than our Baseline given that the U.S.
economy is currently operating near full potential.

— This scenario assumes that more of the tariffs are scaled back.
The Fed can ease policy ahead of the pathway within our
Baseline outlook.

‘Stagflation’ Scenario, GDP, Trillions (USD)
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Source: Oxford Economics, CBRE Econometric Advisors

— Both Wall Street and Main Street are materially harmed by the

tariffs implemented on April 2. Chronic uncertainty causes
weak business investment and firms to cut headcount in 2025.

— Higher tariffs reignite inflation, which will hit 5% by year-end

2025. This scenario would be the first bout of stagflation in the
U.S. since the 1970s.
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Financial markets have been on a wild ride since the start of Q2

Gold Price per Ounce (USD) S&P 500 Volatility Index CRE Credit Spreads Over Treasury Yield (Basis Points)
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- Most high-frequency datapoints suggest sentiment is changing quickly. Both the expectations and realization of a broader trade war have vaulted gold prices to fresh highs in April
‘25. Meanwhile, stock market volatility has risen to levels only rivaled by COVID and the GFC. The S&P 500 fell 12% after April 2 and has since recovered most of this loss.

- Oddly, Treasury yields have trended upward in April as part of a general re-balancing of dollar-denominated assets. This is pushing up the cost of capital for commercial real estate.
Like equities, Treasury yields have declined to pre-April 2 levels by the end of April.
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Major sentiment survey are aligned in their downward turn

Confidence Indices (Reindexed to January 2024) New Manufacturing Orders and Future Capex, Diffusion Index
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— Confidence has declined markedly across several different indices. Confidence in economic conditions has fallen for consumers, CEOs, and small business owners.
The U.S. CEO Confidence Index saw the sharpest decline from February to March 2025.

— The Philly Fed Survey shows a significant contraction in new manufacturing orders in recent months. Expectations for future Capex have stalled.
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Weaker business sentiment to weigh on hiring

— The pace of U.S. labor force growth U.S. Employment Change by Scenario, Y-0-Y (%)
peaked in the late 1970s, at over 3%, and
has generally trended downward since. 6
The longer-term trajectory of U.S. labor 5

force growth is sub-0.5% according to

Oxford Economics. Limited labor supply 4
will put a ceiling on headline job growth. 3
2

— In the near-term, weakened sentiment

and delayed investment will weigh on 1
hiring plans during 2025. Our Baseline 0
shows a slight Y-o-Y decline in ~—

employment levels. Should the trade war -1
escalate and cause full-blown

stagflation, severe job losses would 2
occur, boosting the unemployment rate 3
by 150 basis points to 5.6%. 2022 2023 2024 2025 2026 2027
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Source: U.S. Bureau of Labor Statistics, CBRE Econometric Advisors
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Consumer inflation expectations spiked in April

Y-o0-Y Change in CPI and Its Components (%)
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— The pace of disinflation was already slowing prior to the Trump Administration’s trade war. But now with a geometric increase in the effective tariff rate the pass through to
consumers will be material. CBRE EA’s Baseline outlook expects inflation to end this year slightly above 3%. This outlook is well above our previous macro forecast.

— A concerning trend is that many consumers expect inflation to increase significantly in the near-term, per the University of Michigan Consumer Sentiment Survey.

CBRE ECONOMETRIC ADVISORS

© 2025 CBRE, INC.



Q12025 U.S. MACRO OUTLOOK

A steepening yield curve highlights economic complexities

How the Yield Curve Has Evolved In Recent Weeks (%) 10-Year Treasury Yield Less 2-Year and 3-Month Yields, (%)
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— Since March 2-Year Treasury yields have declined, while yields on the long-end of the curve have climbed. The decline in the middle of the curve suggests the
Federal Reserve could begin to cut rates soon.

— Further, the yield curve is steepening with longer-term Treasuries remaining stubbornly high, due to wider term premiums. This extra yield is attributed to an array of
factors ranging from higher U.S. debt expectations to softer foreign demand for Treasuries.
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Leveraged fund managers continue to bet on yields climbing further

— The Commodity Futures Trading Net Notional Value of Treasury Futures by Contracts, Billions (USD)
Commission (CFTC) reports the net
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exposed to Treasury futures contracts.
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Source: CFTC, Office of Financial Research
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Did foreign purchases of U.S. Treasuries decline after February?

Monthly Net Dollar-Denominated Portfolio Foreign Inflows, Billions (USD) U.S. Dollar Index
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— In February, the sum of all net foreign acquisitions of 1) Long-term U.S. securities; 2) Short-term U.S. securities, and; 3) Banking flows was $284.7 billion. The April
sell-off in U.S. treasuries have led some to speculate foreign sellers are at least partially responsible. It will remain to be seen if this was the case.

— Year to date, a broad U.S. dollar index has fallen nearly 6.5% as of April 24, 2025. This coincided with a sharp rise in long-term government yields and decline in U.S.
equities in April.
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The outlook for 10-year Treasury yields has shifted up

— Treasury yields face countervailing CBRE EA Treasury Forecast Relative to Consensus
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Source: Bloomberg, CBRE Econometric Advisors
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Government debt could put upward pressure on rates

— U.S. government debt is over $36
trillion. Because this debt is growing
faster than GDP, interest payments will
become a larger portion of federal
outlays and GDP over time. In 2024, net
interest outlays were 3.1% of GDP. The
CBO is projecting this to reach 5.4% by
2055 with debt levels greater than
169% of GDP.

— At any given time, there is a fixed pie of
savings available for investment.
Federal borrowing crowds out private
investment by reducing the availability
of savings. The large demand for
savings from the government can also
push up the price of debt (interest
rates) for the wider economy.

CBRE ECONOMETRIC ADVISORS
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‘Baseline’ Scenario

— Higher-than-expected import levies announced by President Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields

Trump on April 2 increased the effective tariff rate from the GDP Employment CPI US 10-Year

low single digits to 28% as of mid-April. A key feature of the 2023 Q1
Baseline is that some of these tariffs will be walked back, 2023 Q2
allowing for GDP growth to return closer to potential by 2023 Q3

2023 Q4

2026. But much damage has already been done to business

and consumer sentiment. Tariff-induced inflation readings 2024 Q1
‘ ' ] 2024 Q2

would keep interest rates heightened for longer despite 2024 Q3
softer GDP growth. 2024 Q4
— The Baseline Scenario equates to a material slowdown in 2025 Q1
GDP growth and an outright decline in employment levels. 2025 Q2
Thus, less occupancy gains should be expected in coming ;8;: gz
quarters. The silver lining for space market fundamentals is 2026 Q1
that tariffs will increase construction costs and put some 2026 Q2
projects on hold. 2026 Q3
2026 Q4

2027 Q1

2027 Q2

2027 Q3

2027 Q4

Source: Oxford Economics, CBRE Econometric Advisors
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‘Stagflation’ Scenario

— Our Downside Scenario expects that President Trump’s trade

war escalates and shakes the economy more than expected,
causing GDP to contract by 1.4% this year. Meanwhile, very
high levies on consumer goods vault inflation to 5% by year-
end. This results in stagflation, which the U.S. has not
experienced in over four decades.

— The ‘Stagflation’ Scenario would be devastating to
commercial real estate performance. A weaker economy

would erode occupier market fundamentals and NOI growth.

This would be accompanied by higher-than-normal interest
rates resulting in greater devaluations relative to a more
conventional recession.
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Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields

GDP Employment CPI US 10-Year
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Source: Oxford Economics, CBRE Econometric Advisors
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“Trade War De-Escalation’ Scenario

— The ‘Trade War De-Escalation’ Scenario assumes that the
White House quickly reverses much of its trade war. This
‘walk back’ would be more substantial than what is baked into
our Baseline Scenario. Although some damage to business
and consumer confidence has already been done, the
relaxation of tariffs would allow the U.S. economy to eke out
marginally more growth. Less restrictive tariffs would also
equate to slightly less inflation in coming quarters relative to
the Baseline. Because the economy is already operating near
full capacity there is less room for a powerful upside.

— Stronger economic growth is a tailwind for commercial real
estate occupier and capital markets. Should this scenario
come to fruition the U.S. CRE market would likely see
stronger deal flow than in 2024, especially as opportunistic
capital is deployed.
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GDP Employment CPI US 10-Year
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‘Severe Downside’ Scenario

— In this scenario the U.S. economy is shocked by a major Y-o0-Y Change (%); 10-Year Treasury Displays Quarterly Yields
exogenous event. There could potentially be an unknown GDP CPI
financial threat triggered by the continued uptick in interest 2023 Q1
rates. 2023 Q2

2023 Q3
— Such an event would trigger a severe recession in coming 2023 Q4

quarters analogous to the Global Financial Crisis. A key 2024 Q1
feature of this scenario would be lasting economic scarring 2024 Q2
as households, firms and the financial system struggle to 2024 Q3
regain their footing. 2024 Q4
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Source: Oxford Economics, CBRE Econometric Advisors
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