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The global commercial real estate (CRE) market is emerging from 
a two-year, capital market-driven correction. Nowhere has this 
been felt more acutely than in the U.S., where high inflation and 
aggressive interest rate normalization have disrupted clarity around 
pricing and investment flows in private markets.

The good news is that pricing has largely reset, and private equity 
commercial real estate returns have turned the corner—from a 
corrective phase into recovery. If history is any guide, this transition 
offers an attractive entry point into U.S. real estate and positions the 
market for a sustained period of growth.

In this short paper, we highlight the dynamics that continue  
to make U.S. commercial real estate an attractive investment 
landscape, including:

•	 Large and liquid investment universe

•	 Diverse economic demand drivers that support a wide array  
of property types

•	 A sustained track record of solid, risk-adjusted returns across 
market cycles

•	 An expanding private real estate universe that includes  
high-growth alternative sectors
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A large and diverse investable universe 

Based on our analysis of the investable 
commercial real estate universe, the 
U.S. market remains the largest market 
globally. We estimate that the current 
size is approximately $19 trillion, which 
accounts for 16.2% of all U.S. risk assets 
available to investors.  The size of the U.S. 
market is the largest of any single country 
and similar to that of other developed 
economic regions.  Moreover, those assets 
span all four quadrants of the real estate 
market, which include private equity, real 
estate investment trusts (REITs), private 
debt, and commercial mortgage-backed 
securities (CBMS). 

EXHIBIT 1: The U.S. CRE opportunity set is large and varied, tn. of USD

Source: NAIREIT, NCREIF, CoStar, Federal Reserve, Principal Real Estate, Jan 2025

The U.S. CRE market is also incredibly liquid.  Over the past 20 years, the market has averaged approximately $400 
billion in transactions on an annual basis.  While the past two years have been challenging, sales over the past 12 
months have accelerated and promise to exceed their trend level over the next several years. Such a liquid market is 
a testament to the maturity and desirability of the U.S. market. It also speaks to the dynamics of the market, which 
attracts both domestic and foreign investors who place a high premium on liquidity and the ability to alter portfolios 
to achieve optimal returns. 

EXHIBIT 2: U.S. transaction volume highlights the market’s liquidity, bil. of USD

Source: Real Capital Analytics, Principal Real Estate, Q2 2025
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Economic strength and diversity

The U.S. economy remains the largest and most dynamic in the world, with a gross domestic product (GDP) of 
$27.7 trillion and deep, liquid capital markets that support investment across the risk spectrum. Its economic 
engine is fueled by a broad array of industries and regional clusters—from financial services in global gateway cities 
to advanced manufacturing, technology, life sciences, and health care. This diversity fosters resilience throughout 
business cycles. While long-term growth is underpinned by population gains and productivity, the scale and variety of 
the U.S. labor market provide a strong foundation for sustained demand across commercial real estate sectors.

Private equity real estate investors typically focus on approximately 50 primary metro areas, each characterized by 
distinct demand drivers that support a range of property types. In the Northeast, for example, high income levels drive 
robust retail spending and demand for upscale residential rentals. In contrast, the South and West benefit from strong 
household formation, fueling demand across apartments, retail, and health care sectors. The map below highlights 
key metro areas, their primary demand drivers, and the dominant property sectors supported by demographic trends.

EXHIBIT 3: U.S. market diversity

Source: Real Capital Analytics, Principal Real Estate, Q3 2025
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U.S. real estate has an outstanding track record

Perhaps as important as its diversity and liquidity is U.S. commercial real estate’s resilience among risk assets.  Since 
its inception in 1978, the National Property Index (NPI) has shown a full negative calendar year return only six times, 
with the average length of a recovery spanning roughly 10 years, with an average return of nearly 11% during each 
recovery.  In fact, since inception, the index has exhibited a total return of 8.4% on an average annual basis, with a 
standard deviation of 4.3% well below that of other risk assets.(1)  
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EXHIBIT 4: Long-term private commercial real estate investors have benefited from stable income returns

Source: NCREIF NPI, Principal Real Estate, Q2 2025

The resilience of U.S. commercial real estate can be traced to its consistent and stable income return, which accounts 
for approximately 80% of total returns historically.  Real estate income is generated by long-term leases, which are 
negotiated between tenants and landlords, often accounting for changes in prices, which allows real estate to act as a 
hedge against most types of inflation.

An evolving and expanding investable universe

While we have discussed the ample liquidity in the U.S. commercial real estate market, we feel that it is poised to 
expand further. Over the past two decades, private equity investors have rapidly expanded their portfolios to include 
alternative property sectors such as health care/medical office, data centers, student housing and senior housing.  
These changes reflect a maturing demographic and its expanded needs, which presents interesting and unique 
opportunities for real estate investors.  

While these sectors account for just 12.9% of the overall NPI today in the U.S., they will continue to expand as these 
emerging sectors become more sought after.  Listed REITs are often a reliable predictor of private real estate—today 
public real estate portfolios are comprised of 64% of what were once considered alternative sectors, up from 21% in 
2000.  If history is any guide, we should anticipate private real estate to follow a similar path.

EXHIBIT 5: U.S. alternative property sectors are rapidly blending into core, bil. of USD

Source: NCREIF, Principal Real Estate, Q2 2025. Chart reflects increasing allocations to the core segment of the CRE investable universe.
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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.

© 2025 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark 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 trade name of Principal Global Investors, 
LLC. Principal Real Estate is a trade name of Principal Real Estate Investors, LLC, an affiliate of Principal Global Investors.
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