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In most years, the fourth quarter has seen a significantly higher volume of global real estate
transactions than the prior three quarters. We head into Q4 2024 expecting values to start to
recover after 24 months of correction. Unlike most years, the recent increase in interest rates
in many markets will keep the pace of transaction subdued through year-end, in our view. We
have growing confidence that transaction activity is likely to re-accelerate in early 2025, and
that the start of a new real estate value cycle is close at hand.

With slowing inflation, and the initial easing of interest rates in some European markets
expected to be followed elsewhere, we believe that we're at the start of a new real estate
value cycle. Looking ahead for the next couple of years, the macro environment will likely be
one of ongoing short-term volatility in interest rates, in our view. We expect interest rates to
fall from current levels but settle/normalize at higher levels than seen over the prior decade.
Global gross domestic product (GDP)! growth is likely to be lower than the prior decade and
also we expect greater divergence between markets.

The new real estate value cycle is expected to experience less benefit from cap rate
compression compared to previous recoveries. As a result, achieving the best real estate
returns, relative to the respective local market, will require a focus on property income
growth and reliance on secular demand drivers that can mitigate an easing of the economic
cycle. It also elevates the need to seek differentiated performance through market selection,
because of the large historical gap between top- and bottom-performing markets.

1. Macro environment: Focus on income growth
We expect three macro factors to be key in shaping returns:

Capital markets: Limited cap rate2 compression to support return growth.

Over the past couple of decades, declining interest rates have led to declining commercial
real estate (CRE) cap rates and helped drive value growth. Going forward, we expect declining
interest rates to exert less influence on CRE cap rates.

Monetary policy loosening and global interest rate declines were essential to boosting liquidity
during the past two decades. This resulted in real estate cap rates in almost all of the key
global real estate markets maintaining a significant spread above the local 10-year government
rate (see chart below). Equally important is that, for most markets, current cap rate spreads
are either within one standard deviation?® of the long-term range, or very close to that range,
indicating that current pricing is not out of line with the historical levels.

Real estate cap rates: Significant spread above government rates
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Note: current spread is calculated as the spread between the Q12024 cap rate and the August 13, 2024.10-yr government
bond rate. Countries are ordered from left to right by current spread value after sorting by relative distance from LTA.

LTA is the average since Q12007. Spreads at LTA are within +/-25 basis points of LTA.

Source: Invesco Real Estate using data from Real Capital Analytics and Macrobond as of August 2024. Past performance is
not a guarantee of future results.
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While current real estate pricing is in line with historic ranges in most markets, it’s at the tighter end of that range.
As a result, we expect cap rate compression will likely play a lesser role for real estate value growth, certainly until
spreads move closer to the long-term average. Long-term government bond yields have moved out significantly
over the past two years, but real estate cap rates have been slower to react because transaction evidence takes
time to come through. The result is that the spread between real estate cap rates and interest rates has either
been thin relative to history or inverted, driving CRE cap rates higher to restore an appropriate risk premium.
Globally, it seems unlikely that longer term interest rates would return to the low levels that once prevailed in post-
Global Financial Crisis years. As a result, we believe real estate cap rate compression will likely play a muted role in
the recovery of CRE values over the next few years.

Economic conditions: Limited market-level real estate returns.

With cap rates likely to contribute little to real estate value growth, investors need to turn attention to income to
drive returns. With the global GDP growth expected to be lower in the coming years than in the past couple of
decades, real estate income growth is likely to be relatively lower. This means that property income will need more
than cyclical drivers to accelerate growth. Stronger growth will likely either need to come from secular demand
drivers, such as shifting demographics and advancing technologies, or from active management of individual
properties to drive improvements and operating efficiencies in order to increase income.

Sector pricing: Differences have rarely been wider.

Over longer periods of time we see fluctuations in the relative risk premia between real estate sectors, both globally
and within individual markets. A key driver of these variations is changes in the outlook for income growth between
the sectors. Those with a more positive growth outlook will likely trade more tightly than other sectors, all else being
equal. The relative spread between sectors, however, varies significantly by market. The chart shows the current cap
rate spread of the highest priced sector over both the market average and the tightest priced sector. It also compares
these metrics to the long-run averages for each of these spreads. The key driver in these sentiment changes is the
sector differences in expected growth and liquidity. A large element of this may be priced into the market already
(more so than the past two decades), making the search for property income growth more challenging.

Significant cap rate variations (%) within markets
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Source: Invesco Real Estate, utilizing data from MSCI RCA as of August 2024. Sectors represented are office, industrial, retail, and residential, plus MSCI
RCA's calculated market average cap rate for the period. Long run averages calculated from Q1 2008 when available for all markets.
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2. Property income: Attractive growth available by differentiating

Differences between the characteristics of individual property sectors and geographic markets are key to finding
stronger relative income growth opportunities.

By property sector
Our outlook for property sector income growth is based on each sector’s exposure to long-term secular demand
drivers, sensitivity to the economic cycle, and exposure to new supply within its local market. The chart below

summarizes the key trends and how they vary by region.

Theme Trend Sectors affected Regional/market variations
Long-term Growth of population share of  Sectors for seniors: Medical office, life  Significant variations between markets
secular seniors science, senior housing in evolution of local demographic profile
drivers Changes in population share in ~ Sectors for transitional households: « Variations in evolution of
the mid-30s and 40s Single-family rentals, manufactured demographic profile
housing * Nuances in underlying product demand
+ National economic development
Changes in populations share Sectors for early-stage households: * Broadly similar demand patterns
in the mid-20s to mid-30s Apartments, particularly in urban across key markets
markets * Supply varies considerably
Advances in technology « Drives growth for industrial, life * Generally global trends
science, and data centers * Speed of influence varies tech
* Hinders growth for senior housing; adoption level and infrastructure
tech allows seniors to age in place quality
« Presents a challenge for office;
enables remote working
Economic Acyclical sectors Medical office, student housing Similar global patterns
cycle  qraditional cyclical sectors + US: Single-family rentals,
sensitivity -, rrently benefiting from low manufactured housing, strip retail
vacancy and supply « Europe: Residential, urban logistics
« AsiaPac: Residential, Australia
logistics, Korean office
* Globally: Data centers
Traditional cyclical sectors + US: Industrial, life science,
currently impaired by high » AsiaPac: China/HK office and Korea
vacancy and supply logistics
Traditional cyclical sectors + US: Traditional office
currently impaired by high * Europe: Non-CBD office
vacancy and secular headwinds
New Sectors with high current + US: Industrial, apartments, self-
supply supply deliveries storage, life science
exposure » AsiaPac: Korea and Japan logistics,

Outlook after 2024

* Recent global interest rate increases
sharply curbed new construction
starts in most markets

« Deliveries of new supply in most
sectors set to be reduced through
2025 and 2026.

China office
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These drivers are playing through differently in each market. Some local sectors may deliver stronger property
income growth over the next one-to-two years, while others over a longer time horizon. The key differentiating
factors between these shorter- versus longer-term outlooks is the relative near-term picture of supply relative to
demand, and the strength of the structural factors that will drive ongoing demand.
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By geography

Income growth within local real estate markets reflects a number of specific factors, such as political and
geopolitical considerations. Also, tenant demand for each property type is driven by unique factors, which can
vary considerably by location. For example:

« Proximity to the nearest port and local consumer density for industrial demand

+ Relative mix between home and in-office working for office demand

- Student-age population growth for student housing demand

It's also influenced by common factors, demographic growth being the most dominant.

The investment implications of demographic shifts reflect both macro and localized trends. We see considerable
variation between different countries, and also within countries. These are key drivers of income growth and real
estate returns, which highlights the need for local knowledge and analysis for specific real estate assets and
investment decisions.

Shifting price momentum across markets as valuations trough

Change in momentum of price appreciation latest quarter compared to prior year - (Q2 2023 - Q1 2024) (%)
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Source: Invesco Real Estate based on data from Real Capital Analytics as of March 2024. Note: Change in Real Capital Analytics Commercial Property

Price Index (based on industrial, office and retail properties valued at USD$10 million or more). Size of bubble determined by the volume of transactions
Q2 2023-Q12024).

A Invesco Global commercial real estate update: State of play heading into Q42024 | 4



3. Why differentiation matters

Relative performance across real estate portfolios is driven by thematic differences in portfolio concentrations.
Key themes include sector, market, and location exposures, and asset characteristics.

Sector

Sector-level themes tend to reflect long-term secular drivers that boost demand over-and-above normal cyclical
growth. For example, relative performance over the past decade has been largely defined by whether a portfolio
held an overweight or underweight exposure to the burgeoning industrial sector. Secular trends go through
roughly four performance stages.

1. Emergence: Tenant demand undergoes outsized growth and returns surge.
2. Recognition: Investors pay up to gain exposure to the growth trend and developers accelerate
construction activity to meet higher levels of demand.

3. Deceleration: The tenant demand trend starts to moderate, but market pricing hasn’t adjusted to
moderated growth.

4. Normalization: The secular driver has run its course and related real estate demand reverts to a normalized
long-term growth rate.
When we assess where the secular demand drivers are for industrial (or any other sector) along these four stages,
we can’t assume that the coming decade will be like the last one. These trends are dynamic, and we will update
our views as we anticipate shifts.

Market

There can be marked differences in market-level performance within single sectors within individual countries.
Consider US apartment markets. The difference between five-year rolling returns for top-quartile performing
markets versus bottom-quartile has consistently ranged from 5% to more than 8%. (See chart below) Individual
markets move in and out of the top-quartile and bottom-quartile positions due to the ebb and flow of market
prices, changes in supply levels, operating expenses, or capital expenditures, as well macro-economic drivers and
local migration patterns. While the market composition in the top and bottom positions can change over time, the
consistent performance gap between the best and worst markets within a property type is a big reason why
market differentiation matters.

Market selection matters — US apartment example

Annual five-year rolling total return for apartments (%)

Top quartile markets versus bottom quartile markets Difference between top quartile average and
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Sources: Invesco Real Estate, utilizing data from NCREIF as of July 2024. Past performance is not a guarantee of future results.
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4. Investment strategy: Where to find better relative value

Relative performance across different profiles of real estate opportunity and risk can change over the value cycle.
Let’s look at current relative value prospects for a couple of these profiles.

Buy versus build

Commercial real estate prices and construction costs have moved in opposite directions since the start of COVID-
19. Using US data from Q1-2020 to Q1-2024, average prices fell by 9%° while average construction costs rose by
33%.7 This trend holds in most global real estate markets. Real estate valuations declined as a result of the higher
interest rate environment, while construction costs suffered from inflation globally. In many markets the price of
recently delivered product can provide better relative value than building from scratch.

Equity versus debt

Global real estate equity values have largely corrected, albeit with some further adjustments still coming through
in the US. The recent increase in global interest rates, resulted in the cost of borrowing debt against real estate
assets also increasing considerably. In most key global real estate markets, cap rates are now back above the cost
of borrowing, but with a tighter spread than in recent years. The result is much tighter difference in returns
between real estate equity and real estate debt versus recent history, despite their inherent risk differences. That's
why we believe CRE real estate debt, based on current market conditions, offers an attractive risk-adjusted relative
value in many markets. Once base interest rates and CRE debt rates start to fall, however, we expect the equity-
versus-debt comparison will move along a spectrum. We believe that should improve the attractiveness of CRE
equity opportunities while still offering higher debt yields than the 2010s’ cycle, but lower than recent peaks.

5. Public policy: Local policies impact CRE more directly than national ones

While political events, particularly national elections, create considerable interest, the longer-term nature of real
estate typically insulates its returns from shorter-term election cycles. Instead, real estate is impacted more by
changes at a local level of factors such as property taxes, insurance, landlord and/or tenant protections, and the
zoning/permitting of land.

As we head into Q4 2024, global attention will be on the US election. We're also watching for any policy shifts
following the European Union and French elections earlier in 2024, though we expect relatively limited changes in
the UK following the change of government there.

4> Invesco

Conclusion: Need for property income growth

Strong property income growth will be needed to drive better relative returns into the new real estate value cycle,
resulting from less cap rate compression than experienced in previous recoveries. Income growth faces near-term
challenges because global economic growth is expected be lower than in prior decades.

We also expect to see greater de-synchronization than in recent years. In most key global markets, current real
estate pricing largely reflects different sector expectations for income growth and liquidity. This accentuates the
need for reliance on secular drivers that can mitigate an easing economic cycle. It also elevates the need to seek
differentiated performance through market selection, because of the historical gap between top- and bottom-
performing markets. We expect that the current risk-adjusted advantage of CRE debt over equity (where CRE debt
is available) should eventually even-out as interest rates reduce from peak levels.

Geopolitical considerations remain key risks to the outlook, but overall we believe that the recent correction in
values offers attractive entry points into the sector. Also, recent reductions in development pipelines are expected
to shift the supply/demand balance more into the favor of the asset owner landlord. While global and macro
factors are continuing to drive real estate returns, we believe that over the next couple of years local knowledge
will be particularly important for driving relative outperformance.
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Defined Terms and Notes

1. Gross domestic product (GDP) is a broad indicator of a region’s economic activity, measuring the monetary value of all the finished
goods and services produced in that region over a specified period of time.

2. Capitalization rates (cap rates) is the quotient of a property’s net operating income divided by the property’s estimate value.

3. Standard deviation is a statistic that measures the dispersion of a dataset relative to its mean.

4. Basis point (bps) is a unit that is equal to one one-hundredth of a percent.

5. Correlation indicates the degree to which two investments have historically moved in the same direction and magnitude.

6. Based on the percent value change of the Green Street Commercial Property Price Index, equal-weighted, from March 1, 2020 to
April 1, 2024.

7. Based on the percent value change of the Engineering News Record (ENR) Building Cost Index published by McGraw-Hill, from Q1-
2020 to Q1-2024. The Engineering News Record (ENR) Building Cost Index is calculated from wage rates and materials prices for the
U.S. and each of the 20 metro areas reported. It applies to general construction cost. The dataset includes 20 metro areas in the
United States.
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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

The marketing material is intended only for Professional Clients in Continental Europe (as defined in the important information at the
end), Dubai, Guernsey, Jersey, Ireland, Isle of Man and the UK; for Sophisticated or Professional Investors in Australia; for Institutional
Investors in the United States; for Institutional Investors and/or Accredited Investors in Singapore; for Qualified Clients/Sophisticated
Investors in Israel; for Professional Investors in Hong Kong; for Qualified Institutional Investors in Japan; for Qualified
Institutions/Sophisticated Investors in Taiwan; for Wholesale Investors (as defined in the Financial Markets Conduct Act) in New
Zealand. In Canada this document is for use by investors who are (i) Accredited Investors and (ii) Permitted Clients, as defined under
National Instrument 45 106 and National Instrument 31103, respectively. It is not intended for and should not be distributed to, or
relied upon, by the public or retail investors.

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.

This document contains general information only and does not take into account individual objectives, taxation position or financial
needs. Nor does this constitute a recommendation of the suitability of any investment strategy for a particular investor. Investors
should consult a financial professional before making any investment decisions if they are uncertain whether an investment is suitable
for them. Neither Invesco Ltd. nor any of its member companies guarantee the return of capital, distribution of income or the
performance of any fund or strategy. This document is not an invitation to subscribe for shares in a fund nor is it to be construed as an
offer to buy or sell any financial instruments. As with all investments, there are associated inherent risks. This document is by way of
information only. This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied
upon by anyone else and you may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco. Asset
management services are provided by Invesco in accordance with appropriate local legislation and regulations.

Further information on our products is available using the contact details shown.

Data as of June 2024, unless otherwise stated.

Where individuals or the business have expressed opinions, they are based on current market conditions, they may differ from those of
other investment professionals and are subject to change without notice.

Australia

This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else.
Information contained in this document may not have been prepared or tailored for an Australian audience and does not constitute an
offer of a financial product in Australia.

You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

The information in this document has been prepared without taking into account any investor’s investment objectives, financial
situation or particular needs. Before acting on the information the investor should consider its appropriateness having regard to their
investment objectives, financial situation and needs.

You should note that this information:

« may contain references to dollar amounts which are not Australian dollars;

* may contain financial information which is not prepared in accordance with Australian law or practices;

* may not address risks associated with investment in foreign currency denominated investments; and

* does not address Australian tax issues.

Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, Victoria, 3000, Australia
which holds an Australian Financial Services Licence number 239916.

New Zealand

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in New Zealand to whom
disclosure is not required under Part 3 of the Financial Markets Conduct Act. This document has been prepared only for those persons
to whom it has been provided by Invesco. It should not be relied upon by anyone else and must not be distributed to members of the
publicin New Zealand. Information contained in this document may not have been prepared or tailored for a New Zealand audience.
You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco. This document does not
constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for, an
opinion or guidance on Interests to members of the public in New Zealand. Applications or any requests for information from persons
who are members of the public in New Zealand will not be accepted.

Issued in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, Victoria, 3000,
Australia which holds an Australian Financial Services Licence number 239916.
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Singapore

This document may not be circulated or distributed, whether directly or indirectly, to persons in Singapore other than (i) to an
institutional investor under Section 304 of the Securities and Futures Act (the “SFA”), (ii) to a relevant person pursuant to Section
305(1), or any person pursuant to Section 305(2), and in accordance with the conditions specified in Section 305 of the SFA, or (iii)
otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA.

This document is for the sole use of the recipient on an institutional offer basis and/ or accredited investors and cannot be distributed
within Singapore by way of a public offer, public advertisement or in any other means of public marketing.

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

Hong Kong

This document is only intended for use with Professional Investors in Hong Kong.

Issued in Hong Kong by Invesco Hong Kong Limited = IE#% & SR A R 22 7, 45/F, Jardine House, 1 Connaught Place, Central, Hong
Kong.

Japan

This document is only intended for use with Qualified Institutional Investors in Japan. Itis not intended for and should not be
distributed to, or relied upon, by members of the public or retail investors.

Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo 106-
6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 306; Member of the Investment Trusts
Association, Japan and the Japan Investment Advisers Association, and/or 2) Invesco Global Real Estate Asia Pacific, Inc., Roppongi
Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo 106-6114. Registration Number: The Director-General of Kanto Local Finance
Bureau (Kin-sho) 583; Member of the Investment Trusts Association, Japan and Type Il Financial Instruments Firms Association.
Taiwan

This material is distributed to you in your capacity as Qualified Institutions/Sophisticated Investors. It is not intended for and should not
be distributed to, or relied upon, by members of the public or retail investors.

Issued 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.

United States
Issued in the US by Invesco Advisers, Inc., 1331 Spring Street NW, Suite 2500, Atlanta, GA 30309 USA.
Canada

In Canada this document is for use by investors who are (i) Accredited Investors and (ii) Permitted Clients, as defined under National
Instrument 45 106 and National Instrument 31103, respectively. Itis not intended for and should not be distributed to, or relied upon,
by the public or retail investors. All material presented is compiled from sources believed to be reliable and current, but accuracy
cannot be guaranteed. Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.
Continental Europe, Dubai, Ireland and the UK

The document is intended only for Professional clients in Switzerland and Professional Clients in Continental Europe, Dubai, Ireland,
and the UK and is not for consumer use. Marketing materials may only be distributed without public solicitation and in compliance with
any private placement rules or equivalent set forth in the laws, rules and regulations of the jurisdiction concerned. This document is not
intended to provide specific investment advice including, without limitation, investment, financial, legal, accounting or tax advice, or
to make any recommendations about the suitability of any product for the circumstances of any particular investor. You should take
appropriate advice as to any securities, taxation or other legislation affecting you personally prior to investment. No part of this
material may be copied, photocopied or duplicated in any form by any means or redistributed without Invesco’s prior written consent.
Israel

The document is for Qualified Clients/Sophisticated Investors only in Israel.

This document may not be reproduced or used for any other purpose, nor be furnished to any other person other than those to whom
copies have been sent. Nothing in this document should be considered investment advice or investment marketing as defined in the
Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”). Investors
are encouraged to seek competent investment advice from a locally licensed investment advisor prior to making any investment.
Neither Invesco Ltd. Nor its subsidiaries are licensed under the Investment Advice Law, nor does it carry the insurance as required of a
licensee thereunder.

Further information is available using the contact details shown. Issued in:

Andorra, Austria, Belgium, Croatia, Czech Republic, Denmark, Dubai, Finland, France, Germany, Guernsey, Italy, Ireland, Isle of
Man, Israel, Jersey, Luxembourg, Netherlands, Norway, Spain, Sweden, Switzerland and The United Kingdom by Invesco Asset
Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt am Main, Germany; Invesco Management S.A., President Building,
37A Avenue JF Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg;
Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK. Authorised
and regulated by the Financial Conduct Authority; Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.
Invesco Asset Management Limited, PO Box 506599, DIFC Precinct Building No 4, Level 3, Office 305, Dubai, United Arab Emirates.
Regulated by the Dubai Financial Services Authority.
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