
The Federal Reserve recently published the Senior Loan Officer Opinion Survey on 
Bank Lending Practices for 1Q 2025. The survey captures responses collected 
between March 31st to April 11th, a period of pronounced market volatility given the 
announcement of Tariffs. Commercial real estate (CRE) lending standards were largely 
unchanged even as banks tightened standards for corporate and consumer loans.  
Large banks loosened standards while small banks tightened. A greater percentage of 
large banks reported that they were originating loans at the same or at tighter spreads 
(90%), higher Loan-to-Values (LTVs) (85%), and lower Debt Service Coverage Ratio 
(DSCR) (85%) compared to last year. 
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OUR TAKE
We aren’t surprised that lending standards are unchanged and view it as a positive development:

1. The CBRE Lending Momentum index surged in 1Q24 to 259, well exceeding the 5-year pre-
pandemic average of 229. Some mean reversion was likely in the coming quarters.

2. The Commercial Real Estate Finance Council Sentiment Index declined 30.5% to 87.9 from 
126.6 in 4Q24. It's now in-line with year-over-year changes in CRE valuations of ~5%.

We believe this reinforces our view that real estate is a relative winner in the current market 
environment. Indeed, listed REITs, which are a leading indicator in both downturns and recoveries, 
are outperforming the broader markets in 2025. In our opinion, CRE total returns can “muddle 
along” in 2025 as income returns mitigate potential headwinds to capital returns, but history 
shows that 7% to 8% annual returns over the longer term are reasonable. 

Author:

https://www.federalreserve.gov/data/documents/sloos-202504.pdf
https://www.federalreserve.gov/data/documents/sloos-202504.pdf
https://www.cbre.com/press-releases/commercial-real-estate-lending-momentum-accelerates-wall-of-capital-meets-market-fundamentals
https://www.crefc.org/cre/content/News/Items/advocacy-items/CREFCs_1Q_2025_Sentiment_Index_Shows_Steep_Decline_Amid_Rising_Tariff_and_Market_Uncertainty.aspx
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What happened?

A nearly unchanged percentage of banks (7.9% vs 6.9% previously) reported tighter CRE lending standards 
in 1Q25. This is the first time since 3Q23 that lending hasn't shown sequential improvement, but it's still 
substantially better than 29.7% reading a year ago and a peak of +68%. Meanwhile, loan demand 
continued to improve to -3.2% vs -4.8% previously‒in other words, loan demand is on the cusp of turning 
positive. This represents the 8th consecutive quarter of sequential improvement.

EXHIBIT 1: Senior Loan Officer Opinion Survey

Source: RCA, NCREIF, Principal Real Estate, as of 31 March 2025. (RHS – right hand side axis)

The devil is in the details

Lending standards tightened for construction & land development (11.1% vs 9.5% previously), as well 
as core commercial (10.9% vs 8.1% previously), while multifamily loans were less tight (1.6% vs 3.2% 
previously). Among large banks, significant and moderate net shares reported having eased standards for 
multifamily and construction & land development loans, respectively, while leaving standards for core 
commercial unchanged. In contrast, significant or moderate net shares of other banks reported having 
tightened standards for all CRE loan categories. Lastly, modest net shares of foreign banks reported 
having tightened standards for CRE loans.

Loan demand for construction & land development was unchanged at -6.3%, while demand improved 
for core commercial (-1.6% vs -3.2% previously), and multifamily loans (-1.6% vs -4.8% previously). A 
significant or moderate net shares of large banks reported stronger demand, while moderate net shares 
of other banks reported weaker demand for all CRE loan categories over the first quarter. In addition, a 
significant net share of foreign banks reported stronger demand for CRE loans.
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Risk Considerations
Investing involves risk, including possible loss of Principal. Past Performance does not guarantee future return. All financial investments involve 
an element of risk. Therefore, the value of the investment and the income from it will vary and the initial investment amount cannot be 
guaranteed. Potential investors should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital 
market pricing volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. All these risks can lead to a decline in the value of the 
real estate, a decline in the income produced by the real estate and declines in the value or total loss in value of securities derived from 
investments in real estate. Commercial real estate lending involves several risks, including market volatility, credit risk, operational challenges, 
and legal/regulatory compliance. Additionally, rising interest rates, refinancing pressures, and potential defaults can exacerbate these risks. 

Important Information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and 
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or 
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change 
without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently 
verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, 
sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security for 
any client account.

Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, 
disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) 
for errors or omissions in the information or data provided. All figures shown in this document are in U.S. dollars unless otherwise noted.

This material may contain ‘forward looking’ information that is not purely historical in nature. Such information may include, among other 
things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is 
at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would 
be contrary to local law or regulation.

This document is issued in:
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors 

(Ireland) Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) 
Limited (“PGIE”) or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and 
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients 
do contract with PGIE or PGII, PGIE or PGII may delegate management authority to affiliates that are not authorised and regulated within 
Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations of the Financial Conduct 
Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties 
and should not be relied upon by Retail Clients (all as defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 
03819986, which is authorized and regulated by the Financial Conduct Authority (“FCA”).

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and 

authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and 
services of Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or 
otherwise distributed by the recipient to any other person or organisation.

• Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore.

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the 
Australian Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

• Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures 
Commission. This document has not been reviewed by the Securities and Futures Commission.

• Other APAC Countries/Jurisdictions, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, 
as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any 
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor 
(CTA), a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons 
(QEPs) under CFTC Regulation 4.7.
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design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various 
countries around the world and may be used only with the permission of Principal Financial Services, Inc. Principal Asset Management℠ is a 
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