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How will property sector incomes perform through the current evolution of the US
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interest rates and slowing economic growth will no doubt evolve when eventually

rates moderate and growth picks up.
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This note highlights which US sectors we believe to be best positioned for current
economic conditions from a property income perspective, and which may be best
positioned for what may come next in the economic cycle. But we won't keep you in
suspense - here’s how that analysis plays out:

Figure 1: US real estate, high-probability sectors for income stability versus growth

Short-term outlook
Through at least mid-2024

Current market conditions of higher
interest rates and slowing economic
growth elevate the need for property
income stability.

Higher probability stable income
sectors:

e Sectors with low correlations
between property income growth
versus economic indicators (e.g.,
medical office, student housing, and
senior housing)

e Sectors with growing demand and
limited supply availability (e.g.,
single-family rentals, non-mall retail)

Intermediate outlook
Sometime after mid-2024

Expected future conditions of eased
financing terms and improved tenant
demand following a moderation of
interest rates should drive a need for
property income growth.

Higher probability income growth
sectors:

Sectors with high correlations between
property income growth versus
economic indicators, and reduced levels
of new supply in combination with either:

¢ High embedded revenue growth
through lease expirations (e.g.,
industrial), or

e Short-termleases to allow income
growth to be realized quickly (e.g.,
single-family rentals, manufactured
housing, self-storage)

Source: Invesco Real Estate based on consensus data as of September 2023.



Let's acknowledge up front that property sector income growth is only one piece of a complex real
estate performance puzzle. Other factors merit their own attention including the price/growth
relationship, property value movement within existing portfolios, comparative expense drag across
sectors, types and terms of leverage, etc. And the interaction of macro and non-macro factors also
influence performance. But to keep things manageable, this note will focus on the macro drivers of
property sector income growth potential for near-term and intermediate-term forward time periods.

Let’s also acknowledge that our near-term and intermediate-term US economic scenarios do not cover
the full range of plausible outcomes being debated by investors today. For example, a scenario of
continued interest rates increases amid stronger-than-expected growth poses risk for flatter income
streams, especially those priced at comparatively lower cap rates. However, simplifying the exercise
provides the benefit of stripping away the endless list of what-ifs and caveats.

Analyzing property income growth means jumping into data. And for readers who enjoy a nice dive into
the data pool, you won't be surprised that the waters are sometimes murky - different sets of data tell
different stories, not all of which seem consistent with each other. This challenge requires an integrated
data approach that involves the build-up of sector growth convictions based on three C’s:

« Correlations historically of property sector income growth with economic indicators
* Current fundamentals across property sectors

- Combine the above, along with long-term demand trends, to form a forward view for both the
short term and intermediate term.

Correlations of property income growth with economic indicators

Over the past couple of years, no single economic indicator has influenced investors and policy makers
more than inflation. And no wonder with year-over-year growth of the US Consumer Price Index having
approached 9% in the summer of 2022, the highest rate in 40 years. Historical real estate performance
has been highly correlated with high rates of inflation, and real estate performance surged in 2021 and
2022 amid a sharp recovery from the brief COVID recession.

But the recent abatement of inflation means that real estate investors are now more concerned with the
asset class’s correlation with other economic indicators, namely growth of the economy and interest
rates. These relationships are summarized below for the 2005-2019 period. While we examined these
correlations through 2022, the pre-COVID correlations through 2019 seem to be more indicative of the
sectors’ enduring characteristics.

« Correlations with economic growth: Historical property income growth for several sectors has
tended to be acyclical, that is, they have demonstrated a low correlation (0.4 and lower) with
annual growth of gross domestic product (Figure 2). These sectors include:

— Manufactured homes: necessity-driven demand base

— Life science: driven by aging demographics and medical research advances

— Student housing: demand can rise when workers seek to boost skills in a recession
— Senior housing and medical office: driven medical needs and aging demographics

— Office: income stream is stabilized through the prevalence of long-term leases
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Figure 2: Correlations between US property sector net operating income and real GDP growth,
2005-2019

Manufactured Homes 0.01 0.29
Life Science 0.07 0.29

Concurrent 1-Year Lag

Student Housing 0.16
Senior Housing -0.21
Medical Office 0.03 0.39
Self-Storage 0.47
Industrial 0.53 0.68
Apartment 0.58 0.68
Single-Family Rental 0.58 0.68
Strip Centers 0.53
Lodging 0.40

Note: Shaded cells are the period with the higher correlation per sector. The higher correlations of each sector are ranked from lowest to
highest. Sources: Invesco Real Estate, utilizing data from Green Street and Moody’s Analytics as of August 2023
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Some of these sectors are well-positioned to provide stability amid our current environment of
higher interest rates and slowing economic growth. The obvious exception on this list is office,
which particularly in the US is contending with historically high vacancy and the further evolving
needs of hybrid work environments. Two other exceptions include manufactured housing and life
science as we’ll see when we address interest rate correlations.

What

about sectors with high historical correlations between property income growth and GDP

growth? The high correlation sectors should face weaker property income growth in the near term,
and then jump to the front of the performance line on the intermediate term outlook, right? Well,
not exactly. Let’s touch briefly on each of the high correlation sectors:

Industrial: Expect growth to slow in the near term and accelerate again in the intermediate
term. Also expect the long-term trend of ecommerce to support tenant demand in the near
term more than past correlations would suggest.

Single-family rentals (SFR): The lack of available for-sale units and moderate levels of new
construction mean that a dearth of supply will mitigate the expected moderation of near-term
demand, supporting income growth both near term and intermediate term.

Apartments: The current construction pipeline for apartments is at significantly high levels.
Thus, the downside impact of slower near-term economic growth will likely be more acute for
apartments, and the upside rebound will likely be muted initially.

Lodging: Historically, property income growth for US lodging has been six times greater than
the average volatility of other sectors. This could lead to an intermediate-term growth surge,
but that degree of volatility greatly impedes a highly tactical execution.

Malls: This sector continues to be impacted by a downward shift in long-term demand
conditions due to the consumer shift toward ecommerce.

Strip centers: While altered by ecommerce, strip centers are currently benefiting from several
years of industry restructuring that has pushed vacancy rates to record lows. But the sector’s
income growth faces constraints by anemic rent growth in the 2010’s, thus lease expirations
will drive only nominal rent increases from current contract rents.



« Correlations with interest rates: Property incomes of four sectors have demonstrated very low
historical correlations with corporate interest rates in the US (on a one-year lagged basis, see
Figure 3):

— Senior housing: needs-based demand
— Student housing: demand driven largely by demographics and life-stage timing
— Malls: historically, long-term leases of large anchor tenants stabilized income streams

— Lodging: daily contracts make income growth in lodging more dependent on economic
growth than interest rates

Figure 3: Correlations between property sector net operating income and Baa corporate bond yields,
one-year lag, 2005-2019

Student Housing 0.36 Office -0.52
Senior Housing 0.3 Medical Office -0.54
Lodging -0.33 Strip Center -0.61
Mall -0.39 Manufactured Homes -0.69
Self-Storage -0.49 Life Science -0.72
Apartment -0.50 Industrial -0.82
i;nngtgel Family 050

Note: Correlations per sector are ranked from lowest to highest.
Sources: Invesco Real Estate, utilizing data from Green Street and Moody’s Analytics as of August 2023

Senior housing and student housing may provide stability as interest rates remain elevated.

Three sectors have demonstrated high historical correlations between property income growth
and corporate interest rates, reflecting cost of capital sensitivities of tenants in these sectors:

— Industrial: particular sensitivity among logistics providers
— Life science: greatest impact on venture capital-funded tenants
— Manufactured housing: reflects weaker credit quality on average of unit owners

Interest rate sensitivity of these sectors could prove challenging in the near term as rates linger at
higher levels. Yet this sensitivity runs in both directions - these sectors could experience stronger
income growth as interest rates eventually moderate in the intermediate term.

One sector missing from the analysis above is data centers. The historical income growth series for
this sector does not stretch back far enough to include in this 2005-2019 analysis. But current
conditions warrant a further look, as we will see in the following section.
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Current fundamentals
Current vacancy rates compared to pre-COVID levels (Figure 4) clearly tell a couple of stories.

« Office vacancy, currently at a 30-year high and almost 600 basis points higher than pre-COVID
levels, constitute a separate discussion from other sectors.

« Current vacancy rates in most other sectors are near or below pre-COVID conditions, despite
recent upward movement amid the historic escalation of interest rates.

Current vacancy rates are especially low for SFR and data centers. As previously noted for SFR, steady
demand growth amid a dearth of home inventory availability is responsible for today’s tight vacancy
conditions. Data centers have been experiencing rapid demand growth amid constraints to delivering
sufficient power to existing locations, which has curtailed supply growth and compressed vacancy
rates. These conditions should lead to strong income growth for both sectors, though the income
growth attributes of data centers must be weighed against the sector’s heavy capital requirements that
can dilute the impact of property income growth.

Figure 4: US vacancy rates by sector, current vs. pre-COVID
Except for office, current sector vacancy is near or below pre-COVID levels

US property sector vacancy rates (%), first half 2023 vs. Q1-2020
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Based on CBRE-EA’s sum of markets series for primary sectors; data for industrial and retail strips represent availabilities; self-storage and
SFR data represents aggregation of REIT data; MOB data from Revista. “SFR" stands for single-family rentals.

~=2023 data is for first quarter; * = 2023 data is for second quarter vacancy; # = Pre-COVID data is for year-end 2019.

Source: Invesco Real Estate using data from CBRE-EA as of August 2023; Revista, and company financial reports as of June 2023
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The differentiating factor for vacancy movement over the next several months could come down to the
current construction pipeline (Figure 5). National pipelines for apartments and industrial are higher
than for other US sectors and materially exceed their respective long-term norms. This is also the case
for self-storage. Most other sectors currently exhibit construction pipelines either in line or substantially
lower than long-term norms.

Figure 5: US inventory growth by sector
Expect US short-term supply deliveries to be high for apartments and industrial

Annual average inventory growth (%) by sector, outlook vs long-term history

B Outlook: 2023-24 Average M History: 2000-22 Average
3

2
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0

Apartment Industrial Office Retail

Based on CBRE-EA’s sum of markets series for primary sectors. There can be no assurance that stated outlook will come to be.
Source: Invesco Real Estate using data from CBRE-EA as of August 2023

Getting beyond the immediate construction pipeline, the escalation of interest rates and lending
spreads, along with the tightening of underwriting standards have significantly curtailed the pace of
new construction. For this reason, expect new deliveries across property sectors to shrink considerably
at the onset of the intermediate term after space currently under construction is delivered through the
end of this year and the first half of next year.



Combine considerations from historical correlations with current conditions.

The table below summarizes the reconciling of past correlation patterns with current fundamentals
(Figure 6). This summary is presented in four sets of information.

* The first two columns of data provide descriptions of comparative historical correlations of
property sector income growth with real GDP growth and corporate bond yields.

* The next two columns show the implications of correlation strength on comparative property
income growth potential in the near-term versus the intermediate-term outlooks, all other factors
held constant.

« The following two columns account for two adjustments to the outlooks: The impact of current
vacancy and supply pipeline conditions on the near-term outlook, and the impact of secular
demand shifts on both the near-term and intermediate-term outlooks. Keep in mind that all sectors
will likely benefit in the intermediate term from reduced supply deliveries resulting from a dearth of
new starts in today’s environment of tighter financing conditions.

« The final two columns show our view of the net result of those adjustments on comparative
property income growth per sector for the two outlook timeframes.

Figure 6: Build-up rationale for relative US property sector income growth outlook

Property sectors Historical correlations Related NOI growth implications Adjustments for fundamentals Aggrega.te expectations for
relative NOI growth

Near-term Intermediate-
For current .
. . . . outlook: term outlook: Intermediate-
Correlation with Correlation with e e vacancy and For secular Near-term
. High interest Easing interest term
Real GDP growth Baa bond yields : : current supply demand trends outlook
rates, slower  rates, improving S outlook
pipeline
growth growth

Medical Office Low Moderate Higher Lower Higher Lower
Senior Housing Low Low Higher Lower Weaken Strengthen Higher Lower
Studgnt Low Low Higher Lower Higher Lower
Housing
g::ngt:-Famlly High Moderate Lower/Moderate Higher/Moderate Strengthen Higher Higher
Industrial High High Lower Higher Weaken Strengthen Moderate Higher
RalieaNies Low High Lower Higher Strengthen Moderate Higher
Homes
Self-Storage Moderate Moderate Moderate Moderate Weaken Strengthen Lower Higher
Strip Center High Moderate Lower Higher Strengthen Weaken Moderate Moderate
Apartment High Moderate Lower Moderate/Higher Weaken Lower Moderate
Life Science Low High Lower Higher Weaken Strengthen Lower Moderate
Lodging High Low Lower Moderate Lower Moderate
Mall High Low Lower Higher Weaken Lower Lower
Office Low Moderate Higher/Moderate Moderate Weaken Weaken Lower Lower

Sources: Invesco Real Estate, utilizing data from Green Street, Moody’s Analytics, and CBRE-EA as of August 2023, and Revista and REIT company reports as of
June 2023.
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Taken together, the impacts on near-term growth and intermediate-term growth show that some
sectors are positioned well for near-term income stability, others are positioned well for intermediate-
term income growth, and one sector (single-family rentals) appears well-positioned for favorable growth
characteristics in both outlook periods.

« The near-term outlook is expected to experience a continuation of higher interest rates and
slowing economic growth. These conditions elevate the need for property income stability. Two
types of property sectors are poised to meet this need: Sectors with low performance correlations
to the economy (e.g., medical office, student housing, and senior housing) and sectors with
growing demand and limited supply availability (e.g., single-family rentals, non-mall retail).

» The intermediate-term outlook involves a transition to improved financing conditions and tenant
demand following a moderation of interest rates. Expect this transition to shift investor preferences
toward property income growth. Sectors anticipated to provide higher relative growth include
those with moderate to high performance correlations to the economy and reduced levels of
new supply in combination with either high embedded revenue growth through lease expirations
(e.g., industrial) or short-term leases that allow for income growth to be realized quickly (e.g.,
single-family rentals, manufactured housing, self-storage).

Where we are and where we are going

History shows that relative strength of sector income growth can and usually does change with the
evolution of macro conditions. Sectors in favorable positions to sustain income stability during an
economic slowdown may not be the same sectors that deliver stronger growth when the economy
strengthens. Furthermore, income growth of real estate sectors is influenced not only by the economic
cycle, but also structural shifts (e.g., e-commerce, hybrid work). Investors considering real estate
should weigh not only the current sector allocation of portfolios but also the vision for adapting that
allocation in anticipation of the next stage of the economic cycle and the next shifts in structural
utilization.
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Investment risks

The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors
may not get back the full amount invested. Property and land can be difficult to sell, so investors may not be able to sell such
investments when they want to. The value of property is generally a matter of an independent valuer’s opinion and may not be
realised.

These materials may contain statements that are not purely historical in nature but are “forward-looking statements.” These
include, among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These
forward-looking statements are based upon certain assumptions, some of which are described herein. Actual events are difficult
to predict and may substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly,
there can be no assurance that estimated returns or projections can be realized, that forward-looking statements will materialize
or that actual returns or results will not be materially lower than those presented. The opinions expressed are those of the author,
are based on current market conditions and are subject to change without notice. These opinions may differ from those of other
Invesco investment professionals.

Generally, real estate assets are illiquid in nature. Although certain kinds of investments are expected to generate current
income, the return of capital and the realization of gains, if any, from an investment will often occur upon the partial or complete
disposition of such investment.

Investing in real estate typically involves a moderate to high degree of risk. The possibility of partial or total loss of capital will
exist.

Important information

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or Accredited Investors in
Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors approved by local
regulators only in the People’s Republic of China, for certain specific Qualified Institutions and/or Sophisticated Investors only in
Taiwan, for Qualified Professional Investors in Korea, for certain specific institutional investors in Brunei, for Qualified Institutional
Investors and/or certain specific institutional investors in Thailand, for certain specific institutional investors in Malaysia upon
request, for certain specific institutional investors in Indonesia and for qualified buyers in Philippines for informational purposes
only. This document is not an offering of a financial product and should not be distributed to retail clients who are resident in
jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this
document to any unauthorized person is prohibited.

This document may contain statements that are not purely historical in nature but are “forward-looking statements,” which are
based on certain assumptions of future events. Forward-looking statements are based on information available on the date
hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual events may differ from those
assumed. There can be no assurance that forward-looking statements, including any projected returns, will materialize or that
actual market conditions and/or performance results will not be materially different or worse than those presented. All material
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves
risk. Please review all financial material carefully before investing. The opinions expressed are based on current market conditions
and are subject to change without notice. These opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession
this marketing material may come are required to inform themselves about and to comply with any relevant restrictions. This
does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person
to whom it is unlawful to make such an offer or solicitation.

This document is issued in the following countries:

+ in Hong Kong by Invesco Hong Kong Limited= B & EEHRA T, 45/F, Jardine House, 1 Connaught Place, Central, Hong
Kong.

« in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 048619.

« in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan(0800-045-066). Invesco Taiwan Limited
is operated and managed independently.
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