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Personal and corporate balance sheets in the U.S. are unprecedentedly 

strong, providing a buffer against a potential economic slowdown or a mild 

recession.  

Benchmark CRE public and private indices have improved in recent quarters, 

suggesting that property values have troughed and are primed to continue to 

rise. 

Liquidity should improve based on still-elevated dry powder levels, improving 

fundraising environment and declining open-end fund redemptions.  

Debt markets are liquid with historically tight spreads – and are even 

improving for offices. This trend should help to reinvigorate CRE investment 

activity when capital markets volatilities subside.

For the first time in a generation, commercial real estate 
(“CRE”) values have declined absent a recession due to rising 
interest rates. The prospects of improving fundamentals due 
to stabilizing capital markets and the resilient economy 
underpin our conviction that now is an opportune time to 
invest in CRE. The CRE recovery timeline would be 
prolonged, however, if economic growth slows.

CRE historically serves as a hedge against inflation, which is widely expected 

to rise soon.

Rapidly dwindling construction starts, triggered by high—and rising— 

construction costs and elevated costs of capital, should result in accelerated 

rent growth in 2026 and 2027. 
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Household Net Worth2

Strong footing of the U.S. economy positions it to remain resilient despite recent turbulence  

Lost in the recent financial market volatility and newsreels is the historically strong underlying health of 
the U.S. economy. Record levels of total jobs, sustained wage growth, significant accrued wealth and 
limited liabilities demonstrate that U.S. consumers and corporations should be able to withstand weaker 
or slightly negative growth. 

The labor market has tightened considerably in 

recent years, highlighted by record-setting 

employment that increased 4.9% since the 

pandemic, healthy annual wage growth of 

4.0% in the past year that was 90 bps above 

the long-term average and a low 
unemployment rate of 4.2% that was 148 bps 

below equilibrium. Private industry jobs would 

need to contract by 5.7%—or more acutely than 

the average job losses of the Global Financial 

Crisis and the Dot-Com Recession—to match 

pre-COVID levels when the economy was 

perceived to be healthy. 

Private Employment, Unemployment and 
Wage Growth1 
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Assets Liabilities Net Worth

Consumers are sufficiently capitalized to 

withstand a correction, as indicated by record-

setting household net worth reported in the 

past five quarters. Since Q4-19, assets increased 

by 42.7% whereas liabilities increased by just 

25.6%, allowing net worth to rise by 45.1%. 

Recent financial market volatility may 

negatively affect accrued wealth; however, the 

comparatively modest rise in liabilities in recent 

years should provide buffers against significant 

changes to consumption habits. 
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Construction Materials Cost Index3 
1982 = 100

New developments should capitalize on dwindling pipelines and robust demand for new product

Rapidly diminishing construction pipelines and continued absorption of new product should yield 
compelling development opportunities and rising rent growth in the coming quarters. Costs of capital and 
materials costs spiked from 2021 to 2022 due to COVID-related supply chain issues – and additional 
upward pressure is expected after the implementations of tariffs and more stringent immigration 
policies. 

4Why Commercial Real Estate, Why Now

Construction Starts as a Share of Existing SF/Units4 
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Shopping Centers

-80.8% vs. 
prior 25-year 

average

Lowest construction 
starts in 10 years 

and -77.2% vs. peak

-46.9% vs. preceding 10-
year average and -70.4% 

vs. peak in Q1-22
Construction starts have not 

exceeded 0.1% of existing 
inventory since Q3-17
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Key benchmarks indicate that CRE values are recovering

CRE values were negatively impacted by heightened interest rates despite strong economic conditions 
after the pandemic. Slowed inflation and improved operating fundamentals promoted stronger returns 
since mid-2024 – and public and private indices suggest that CRE values troughed in 2024 and are primed 
to improve, absent a recession. 
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REIT Index5 
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Cyclical Peak-to-Trough CRE Property Values7 

Three of the four sectors 
posted rising values since 
the COVID market bottom

Office values are stabilizing 
after significant 

deterioration 

Value declines comparable 
with the Global Financial 

Crisis but absent a recession
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CRE is a cyclical business and timing matters. Investors that deploy capital at the market bottom have 
historically reaped superior returns relative to investors that deployed capital when markets improved. 
This can be measured through cumulative value-weighted returns since the Global Financial Crisis trough 
and internal rates of return (IRRs) of funds with first closings during different economic cycles. 
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Cumulative Expanded NPI Total Returns From Global Financial Crisis Trough to Q4-248 
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Liquidity should improve due to heightened dry powder levels, lower redemption queues and 
tightened bid/ask spreads

CRE investment sales activity is poised to rebound in the coming quarters, especially when financial 
market volatility moderates, partly due to elevated levels of dry powder and lower Open End Diversified 
Core Equity (ODCE) redemption queues. ODCE redemption queues diminished since the beginning of 2024 
as interest rates stabilized and investment returns recovered, declining from the peak of 19.3% of NAV in 
Q1-24 to 15.0% of NAV in Q4-24, indicating that core funds could become more active.10 Spot values have 
approximated valuations in recent quarters, so rising prices should lead to stronger investment demand.
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Dry Powder (L) and Fundraising (R) for U.S. CRE Core, Core-Plus, Value-Add, Opportunistic, 
Distressed and Debt Funds11 

2024 dry powder
#7 in history,
comparable to 
2018 levels

Investment Sales, Office, Industrial, Multifamily and Strip Center, Trailing Four Quarters12 
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2024 fundraising
#8 in history,
comparable to 
2015-2017 levels

2024 investment volume
+30.5% from post-COVID 
trough in Q1-24

Superior 
investment 
returns 
reported for 
2010 vintage 
funds



Debt liquidity is expected to continue to improve—promoting greater CRE investment sales volumes— 
assuming volatilities subside and the economy continues to expand. CRE debt yields trended higher than 
alternative corporate debt yields for life companies and other capital sources13 and tightened relative to 
cap rates in recent months, bolstering stronger levered investment returns. 
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U.S. CRE CMBS Fixed Coupon Rates vs. Cap Rates14 

Loan spreads tightened more than 
cap rates from Q4-23 to Q1-25, lifting 
levered investment returns

CMBS Fixed-Rate Coupons -115 bps

Office Cap Rates 0 bps

Industrial Cap Rates +9 bps

Multifamily Cap Rates -44 bps

Strip Center Cap Rates -25 bps



Prices are expected to rise – and CRE historically serves as a hedge against inflation 

Trade wars, immigration restrictions and other protectionist policies that are being implemented by the 
Trump administration are widely expected to stoke higher inflation rates. CRE serves as a hedge against 
higher prices because landlords pass off higher costs to tenants in the form of rents and operating 
expenses. High historical correlations between CRE asset values and inflation rates reinforce this concept. 
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Consumers’ Expected Change in Prices, Next Five Years16 
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CRE value 
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Industrial 0.92 0.82 0.39

Multifamily 0.81 0.89 -0.43

Strip Center 0.78 0.69 0.42

Office -0.03 0.81 -0.94

Strong pre-COVID correlations between 
CRE values and inflation suggest that 
there should be reversions to 
historical trends when market 
conditions normalize, especially for 
the industrial, multifamily and 
office sectors



ABOUT WAFRA

Wafra is an SEC-registered global alternative investment manager overseeing $28 billion in assets under 
management across various alternative asset classes, including Real Estate, Real Assets, Strategic 
Partnerships, and Portfolio Solutions. Wafra’s Real Estate Team targets domestic core, core-plus and 
value-add opportunities in the multifamily, logistics, office, retail and hotel sectors. Wafra’s Alternative 
Investments Department targets opportunities in asset classes that are operationally intensive in 
fragmented sectors. 

Headquartered in New York, Wafra has additional offices in San Francisco, London and Bermuda. For 
more information, please visit www.wafra.com. 
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NOTES & DISCLOSURES

This presentation is being provided to you by Wafra Inc. (“Wafra”) and is not to be reproduced or generally distributed in any 
form. These materials have been prepared for presentation on a confidential basis and solely for your use. You agree to (i) not 
copy, reproduce or distribute this presentation, in whole or in part, to any person or party without the prior written consent of 
Wafra, (ii) keep permanently confidential all information, contained herein and not already in the public domain, and (iii) use 
this presentation solely for internal purposes. Acceptance of this presentation constitutes an agreement to be bound by the 
foregoing terms.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RETURNS. Actual results may vary.

GENERAL DISCLAIMERS

Certain information contained herein in this presentation constitutes “forward-looking statements,” which can be identified by 
the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” 
“continue” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Due to various risks 
and uncertainties, actual events or results or the actual performance of the asset or investment vehicle may differ materially 
from those reflected or contemplated in such forward-looking statements.

This is not an offer to sell any securities or a solicitation to buy any securities. An offer can only be made by the offering 
materials and other documentation of securities and only in jurisdictions in which an offer would be lawful. The offering 
materials and other documentation of securities will contain important information concerning risk factors, conflicts of 
interest, and other material aspects of the securities and should be read carefully before a decision to invest is made. As 
investments in securities are subject to a variety of risks, there can be no assurance that any security or particular investment 
strategy will be successful and its objective met, or that the securities will not incur losses.

These materials should only be considered current as of the date of publication without regard to the date on which you may 
receive or access the information. Wafra maintains the right to delete or modify information without prior notice. Charts, 
tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities 
to buy or sell or when to buy or sell securities. The past performance of Wafra, its principals, shareholders, affiliates or 
employees is not indicative of future returns.

Any terms and the investment strategy and focus presented herein are indicative and non-binding and do not constitute a 
commitment by Wafra to offer any private investment fund on these or similar terms or in accordance with the strategy 
presented herein. Such obligation would exist only upon execution and delivery of final, written definitive documentation and 
then only in accordance with the terms and conditions thereof, which may differ in certain respects from those described 
herein. 

THIRD PARTY INFORMATION

To the extent that any information presented herein is sourced from or otherwise provided by any third party (including any 
underlying third party fund in which a Wafra-sponsored fund or other product has invested or may invest) (such information, 
individually and collectively, “Third Party Information”), Wafra does not make any representation or warranty as to the 
accuracy or completeness of such Third Party Information. Moreover, Wafra’s use of Third Party Information shall not be 
construed as an endorsement by or affiliation with the Third Party Information providers and Wafra’s products or services. 
Third Party Information may rely on self-reporting by investment managers and other market participants. As a result, such 
data may be vulnerable to self-selection bias (e.g., poorly-performing investment managers may be less likely to report their 
performance data, resulting in the overstatement of performance returns for a class of investment managers).
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