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Introduction

The global financial crisis was followed by a shift in U.S. housing demand that favored
urban housing, particulatly in rentals. Declining incomes, rising foreclosures and restrained
bank lending forced many homeowners to rent and delayed the home-buying plans of many
potential owners. The accompanying surge in demand for urban-housing was also driven by
millennials — a large cohort of younger workers born between 1981 and 1996 — entering
the workforce, who preferred an urban live—work—play environment.

Fast-forward to today, and the drivers of housing demand no longer overwhelmingly favor
urban locations. For one, the COVID-19 pandemic has diminished the relative benefits of
urban housing and increased the adoption of work-from-home arrangements. Second, and
most important, the underlying demographic profile of the United States has shifted. The
large, millennial cohort that bolstered demand for urban housing post-global financial crisis
are now entering their 30s, and if history is a guide, is expected to increasingly prioritize
such features as space and proximity to schools.

For those reasons, housing demand is set to favor suburban locations in the near term and
during the next decade. Both multifamily and single-family rental properties should benefit
from that suburban demand shift, which supports investment strategies focused on the
acquisition, development and redevelopment of suburban rental housing.

Demographic Shifts Provide Suburban Tailwind

Given the size of the cohort, the millennials’ changing lifestyle preferences will have a
pronounced impact on demand for certain locations and types of housing. The aging of
the millennial population into their mid-30s is set to provide a tailwind for suburban
demand as more and more young couples move out of urban areas in search of larger
accommodations and better school districts in which to start and grow their families.

In 2019, the most common age in the United States was 28, close to the median age for first
marriage for men (29.8) and women (28.0). As shown in Exhibit 1, by 2025, the most-
populous age range will be in their mid-30s, many of whom will have had children or be
close to starting a family.
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Exhibit 1 Exhibit 2
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The desire for the additional living space found in the suburbs will coincide with what may
be an increased acceptance of flexible working arrangements in the post-pandemic world.
As seen in Exhibit 2, many employees’ forced adoption of work-from-home arrangements
during the current pandemic is expected to result in remote working becoming a more
common and accepted practice. The office environment is not anticipated to become
obsolete, nor is full-time remote working expected to become adopted en masse, but being
able to work from home more regularly may make a longer commute from the suburbs
more palatable.

Urban Fundamentals Affected More During This Downturn

Entering 2020, suburban-apartment-income growth had already been outpacing urban

for six years. Rents in urban submarkets had been growing more slowly than in suburban
submarkets since 2014 (Exhibit 3). Demand remained high, but it was counterbalanced by
elevated construction activity, as shown in Exhibit 4.
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Utrban locations have also been faring worse in 2020 because the attributes that renters
find most appealing — such as proximity to workplaces, restaurants, entertainment and,
ultimately, other people —lose considerable luster during a pandemic. In the major metros
we track, rents for units located in urban submarkets fell 2.4% during the second quatter,
and vacancies spiked to their highest level since 2009 (Exhibit 5). Suburban submarkets
have also been affected, but less severely so far.
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Supply Growth Lower in the Suburbs

Supply growth in suburban submarkets continues to be more contained than in urban
locations. As seen in Exhibit 6, urban supply pipelines remain full, which should continue
to weigh on rents. Although land may be scatcer in urban areas, barriers to development are
often lower. There is actually a slightly negative correlation between population density and
measutes of land regulation.!

Exhibit 6
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1Josethyourko, AlbertSaizandAnitaA. Summers. “ANew Measure of the Local Regulatory Environment for Housing
Markets: The Wharton Residential Land Use Regulatory Index.” Wharton, University of Pennsylvania, working paper #558.
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In contrast, many suburban locations with highly rated public school systems have high
supply barriers in the forms of zoning restrictions and local homeowners’” opposition to
densification. Moreover, local wealth is positively correlated with land-use regulation
measures. Given that public school systems rely heavily on local property taxes, many
attractive suburban locations with well-funded public schools also have the highest barriers
to development.

Unit-Type Preferences Also Set to Shift

A shift in unit type preferences will also likely coincide with the shift in demand to the
suburbs. As shown in Exhibit 7, over the course of the most recent cycle, the percentage of
studios and one-bedroom units in newly completed buildings rose significantly, from less
than 30% of all units completed in 2006 to 50% in 2019. With the bulk of the millennial
population in their mid- to late-20s for much of that span, the unit mix suited the demand.

Exhibit 7
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Nonetheless, a preponderance of studio apartments and one-bedroom units is unlikely

to meet the changing lifestyle needs of millennials in search of more space and
accommodations suitable for families. Instead, there will likely be a growing preference
for two- and three-bedroom units, which are usually built in suburban submarkets. As
such, there will be opportunities to either develop or redevelop rentals with larger units or
intentionally design properties that preserve the option to cost-efficiently shift unit mixes
over time.

Single-Family Rentals to Benefit From Suburban Shift

Single-family rentals, having held up relatively well so far in the current downturn, will
benefit from the same shifts in demand — perhaps to a greater extent. CoreLogic reported
year-over-year single-family-rental growth of 1.4% in June 2020, indicating a slowdown
from recent trends but better than the 1% rent decline for national apartment rents during
the same time frame.
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Supply conditions, too, should remain supportive of income growth. As shown in Exhibit 8,
single-family rental inventory fell 1.5% between 2013 and 2018, as many were converted to
owner-occupied units. This was in contrast to larger apartment buildings, whose inventories
increased 17% during the same span.

Exhibit 8
Rental Units (Mil), by Building Type
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Though home foreclosures typically rise during recessions — thereby opening up
opportunities for some conversions to rentals — inventory is unlikely to increase to the
same degree as observed in the years following the global financial crisis. This should keep
supply relatively tight, helping support strong occupancies and rental growth.

Rising Homeownership a Headwind, but Affordability Concerns Persist

A key risk to the outlook for suburban rental housing will be the extent to which
homeownership continues to rise during the next decade. The homeownership rate has
been steadily increasing over the past five years from a cyclical trough of 63.1% in 2016 to
65.3% in early 2020. Nonetheless, most renters still view affordability as a significant hurdle
to homeownership. A 2019 survey of renters from Freddie Mac found that 84% believed
renting to be a more affordable option than owning — a figure that has trended upward
during the past several years. Even for those who do eventually become homeowners,
suburban rentals may still serve as attractive transitional options.

PGIM Real Estate | October 2020 | REF: aOF4R00002TJBgLUAX



Investment Research

Concluding Remarks

Years from now, the COVID-19 pandemic and accompanying recession may be viewed

as sparks that ignited renewed demand for suburban living. However, the shift toward the
suburbs was already occurring, pandemic or not, because of the changing lifestyle demands
of an aging millennial cohort. Accelerated adoption of more flexible work-from-home
arrangements should give a boost to suburban living, but the demographics were already
pointing in that direction.
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Important Information

PGIM is the primary asset management business of Prudential Financial, Inc (PF1). PGIM Real Estate is PGIM’s real estate investment advisory business
and operates through PGIM, Inc., a registered investment advisor. Registration as a registered investment adviser does not imply a certain level or skill

or training. PGIM, their respective logos as well as the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions
worldwide. PFlof the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance
Company, a subsidiary of M&G plc, incorporated in the United Kingdom. In the United Kingdom and various other jurisdictions in Europe, certain investment
activities are carried out by representatives of PGIM Limited, which is authorised and regulated by the Financial Conduct Authority of the United Kingdom
(registrationnumber193418). PGIMReal Estate, whichis affiliatedtoPGIMLimited, isthereal estateinvestment management businessof PGIM, Inc.
the principal asset management business of Prudential Financial, Inc. (‘PFI’) of the United States. PGIM Limited is registered in England No. 3809476 VAT
no. 447183536, Registered Office, GrandBuildings, 1-3Strand, TrafalgarSquare, London WC2N5HR. Thismaterialisdistributed by PGIMReal Estate
Luxembourg S.A., aregulated entity by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, this material is distributed by PGIM Real
Estate Germany AG, aregulated entity by the Bundesanstalt fiir Finanzdienstleistungen (BaFin). The information provided in the document is presented by
PGIM (Singapore) Pte. Ltd.), a Singapore investment manager that is registered with, and licensed by the Monetary Authority of Singapore. In Hong Kong,
information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors
asdefinedinSection 1 of Part 1 of Schedule 1 (paragraph (a) to (i) of the Securitiesand Futures Ordinance (Cap.571). In Australia, informationisissued
by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM
Australia is a representative of PGIM Limited, which is exempt from the requirement to hold an Australian Financial Services License under the Australian
Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the Financial Conduct Authority under the laws
of the United Kingdom and the application of ASIC Class Order 03/1099. The lawsof the United Kingdom differ from Australian laws.

These materials represent the views, opinions and recommendations of the authors regarding the economic conditions, asset classes, securities, issuers
or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally delivered and
to such person’s advisers is unauthorized, and any reproduction of these materials in whole or in part or the divulgence of any of the contents hereof
without prior consent of PGIM Real Estate is prohibited. Certain information contained herein has been obtained from sources that PGIM Real Estate
believes to be reliable as of the date presented; however, PGIM Real Estate cannot guarantee the accuracy of suchinformation, ensure its completeness
or warrant such information will not be changed. The information contained herein is current as of the date of issuance or such earlier date as referenced
herein and is subject to change without notice. PGIM Real Estate has no obligation to update any or all of such information, nor do we make any express
orimplied warranties or representations as to its completeness or accuracy or accept responsibility for errors. These materials are not intended as an
offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management services and should
not be used as the basis for any investment decision. Past performance is no guarantee or reliable indicator of future results. No liability whatsoever is
accepted for any loss whether direct, indirect or consequential that may arise from any use of the information contained in or derived from thisreport.
PGIM Real Estate and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for
proprietary accounts of PGIM Real Estate or its affiliates.

The opinionsandrecommendations herein do not take intoaccountindividual client circumstances, objectives orneedsandarenotintendedas
recommendations of particular securities, financialinstruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financialinstruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned
herein, recipients of this report must make their own independent decisions.

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product investment committees
with respect to decisions made on underlying investments or transactions. In addition, research personnel may receive incentive compensation based on
the overall performance of the organization itself and certain investment funds or products. At the date of issue, PGIM Real Estate and/or affiliates may
be buying, selling or holding significant positions in real estate, including publicly traded real estate securities. PGIM Real Estate affiliates may develop
and publishresearch that is independent of and different from the recommendations contained herein. PGIM Real Estate personnel other than the authors,
such as sales, marketing and trading personnel, may provide oral or written market commentary or ideas for PGIM Real Estate’s clients or prospects or
proprietary investment ideas that differ from the views expressed herein. Additional information regarding actual and potential conflicts of interest is
available in Part Il of PGIM’s Form ADV.

Coronavirus: Occurrences of epidemics, depending on their scale, may cause different degrees of damage to national and local economies that could affect
the value of the Fund and the Fund’s underlying investments. Economic conditions may be disrupted by widespread outbreaks of infectious or contagious
diseases, and such disruption may adversely affect real estate valuations, the Fund’s investments, and the Fund and its potential returns. For example,
the continuing spread of COVID-19 (also known as novel coronavirus) may have an adverse effect on the value, operating results and financial condition of
some or all of the Fund’s investments, as well as the ability of the Fund to source and execute target investments. The progress and outcome of the current
COVID-19 outbreak remainsuncertain.

These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your
fiduciary and is not giving advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as
PGIM will receive compensation for its investment management services.
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