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News of a more aggressive COVID-19 variant emerging is spooking markets, reminding the world that the
pandemic is not over. And yet economies abilities to adapt even as new restrictions are being imposed means there
is little risk of a big downgrade to the outlook. That of course assumes no worsening on the supply side. To be
sure rising inflation and interest rates are risks but they still look like the result of a strong demand-side recovery —
and one that is becoming more broad based. Given what we still see as a demand-driven recovery this quarter the
teams turn to finding value amongst emerging investment themes.

This quarter, we aim to answer the following questions around the world:

02 | ASIA PACIFIC

e Can rental leases defend against rising inflation?

o s the next market boom in China Rental Housing?

04 | EUROPE

e Why has retail remained a significant part of the investment landscape?
e How close is retail vacancy to a turning point?

e How has retail adjusted in different ways across Europe?

07 | UNITED STATES

e How bright is the outlook for retail, senior housing and, dare we ask, office?

e Do supply-constrained markets now offer good relative value?
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Key Questions

e Can rental leases defend against rising inflation?

e Is the next market boom in China Rental Housing?

Can rental leases defend against rising inflation?

Despite the economic recovery’s gaining traction, investors
remain cautious about the macro outlook, with all eyes on
the inflation trajectory. Concerns rose in recent months after
economic data began showing surges in price readings, which
implied certain risks that higher raw material prices and
global supply chain disruptions could lead to sustained —
rather than transitional — inflation.

A market with expectations of high inflation can be
detrimental to investment across asset classes. But for real
estate investors, leases can help partially absorb rising costs to
protect income if inflation risks materialize.

Exhibit I: Office Rents and Inflation

Grade A Office Rental Growth and Inflation (%, p.a.)

40% Office rents responded 10%
30% to inflation with strong | 8%
and positive correlation | gy,
20% in the past two decades. 2%
0
10% / %
0% 0%

-10% 2%

-4%
-20%

6%
-30% 8%
-40% 0%

02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21

—— Office Rental Growth —— |nflation - RHS

Note: Data is average of major markets in Australia, China, Hong Kong, Singapore
and South Korea.

Sources: Oxford Economics, JLL, PGIM Real Estate. As of December 2021.

In the long term, the balance of space supply and occupier
demand, which includes cyclical factors like macroeconomic
environment and structural drivers like demographics, will
play a critical role in determinations of leasing fundamentals
and rental growth. However, in the short term, the ability to
push through inflated cost at rent renewals can serve as an
effective defense against rising inflation.

Our analysis shows a positive relationship between rental
growth and inflation in major Asian office markets

(Exhibit 1). For the two decades before the pandemic, office
rents had generally outpaced inflation, with most markets
reporting real rental growth — that is, rental growth net of
inflation.
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In markets such as Australia, the linkages between rents and
inflation are captured in standard lease terms — for instance,
an annual rental uplift linked directly to inflation, which
contractually provides inflation protection for rental income
over time. A look across markets shows that the positive link
between rents and inflation is holding up, but it does vary
(Exhibit 1, right-side graphs). Rea/ rental growth has been
especially strong in high-growth markets like Singapore,
Hong Kong and China.

For the future, with office supply remaining subdued and
office demand expected to recover, office rents are forecast to
grow again. Historical evidence suggests that rising inflation
will be a significant factor — and that it is often successfully
reflected — in rental negotiations.

Is the next market boom in China Rental Housing?

For years, strong economic growth, rapid urbanization and
expansive demographics have been key drivers of the Chinese
housing market. House prices in China’s largest 70 cities
have increased by an average of 8% per annum in the past
two decades. However, with house prices increasing at much
faster paces than household incomes are, China’s housing
market is now among the most unaffordable in the world,
with a ratio of median house price to median household
income ranging from 40 to 50 times in the top tier 1 cities

(Exhibit 2).

Exhibit 2: Rental Housing Markets In China
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Declining affordability has been a major factor in driving
rapid growth in the rental housing market during the past
decade. Annual housing rental expenditure in China’s tier 1
cities grew by 2.5 times from 2010 to 2020, which is more
than double the growth rate in other major Asian cities

(Exhibit 2).

In the near term, a shortage of public housing and a lack

of interest from the private sector in the affordable housing
segment — largely because of high residential land prices —
together suggest further growth in demand for rental housing
in the coming years.

With recent housing policies providing investors more
supports and incentives from the Chinese government by
offers of rental housing and affordable housing solutions,
the residential-for-rent market is pointing toward growing
rapidly; and housing rental expenditure in major cities is
forecast to double again in the next decade (Exhibit 2, right-
side graphs).

In contrast to the more established rental housing

markets in the United States and Japan, the majority of
rental housing in China is under private and individual
ownership (Exhibit 2). And rental housing represents a huge
opportunity for investors to fill in the void of institutional
share in the booming rental housing market.

Annual Housing Rental Expenditure Index - APAC Cities (2020 = 100)
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Key Questions

o Why has retail remained a significant part of the investment landscape?

e How close is retail vacancy to a turning point?

o How has retail adjusted in different ways across Europe?

Why has retail remained a significant part of the
investment landscape?

The European economy is now back to growth mode after
successful vaccination rollouts, resulting in a bounce back

of shop-based retail sales of goods and services, as shown in
Exhibit 1. This is expected to support retail tenants’ profit
generation potential, which in turn backs their ability to

pay rents and generate cash flows for landlords. Retailers are
still under pressure, but expectations are that investment
performance in the retail sector is starting to turn the corner.

Exhibit |: Retail Still a Big Part of the Market

Shop-Based Retail Goods and Services Growth' (%)
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'Retail sales figures here are headline retail sales adjusted for online activity and
additional leisure and services spending carried out in store settings.

Against that backdrop, investor interest in retail properties
is expected to pick up. In contrast to recent sentiment, retail
has remained a significant part of the real estate investment
universe throughout the COVID-19 pandemic in many
European markets, particularly as retailers made more use of
multichannel models through well-located high street retail
assets. And although investors have shifted their investment
focus toward industrial properties, in absolute terms retail
transaction volume continued to outweigh industrial volume
in a number of key European markets such as Manchester,
Berlin and Frankfurt, as shown in Exhibit 1.

Investment Volume in the Past 12 Months (€ hillion)
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Sources: Economist Intelligence Unit, Oxford Economics, Real Capital Analytics, PGIM Real Estate. As of December 2021.
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Beyond the headline investment figures, the number of retail
transactions was lower in most markets, but the average retail
deal size was bigger than the average industrial deal size.

The large relative deal size of retail transactions is appealing
to investors that are under pressure to deploy capital quickly,
given elevated liquidity and growing fund sizes. And
combining that with an improving retail environment, there
are reasons for fund managers to put retail opportunities
selectively back on the agenda.

How close is retail vacancy to a turning point?

In-store retail sales are bouncing back across nearly all
European countries this year, but of great concern for

retail is the quick and sustained rise in vacancy rates across
Europe. As more stores closed than opened in the past three
years, vacancy has shot up to levels above 12%, thereby
undermining landlords’ rent negotiation power.

However, there are signs of a turning point because the rise
in the vacancy rate is slowing and retail rents have started to

fall less quickly than during the heights of the pandemic. The

Exhibit 2: Vacancy and Rental Growth Momentum Turning

Quarterly Retail Rental Growth Versus Change in Vacancy Rate (%)
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Sources: Cushman & Wakefield, PMA, PGIM Real Estate. As of December 2021.

combination of a better picture for consumer spending and
weak or even negative supply growth means retail vacancy is
set to stop rising in 2022. Historically, that would be enough
to bring an end to retail rent declines.

There’s more positive news too. The value-offering retail
warehouse sector is showing relatively stable performance in
rental levels this time around, as its large out-of-town format
has proved more adaptable and shown resilience versus pure-
play online retail. No doubt that this reflects it being less
affected by COVID-19 restrictions as well, given car parking
and easy access to necessities and household goods.

But the retail warehouse sector is also of interest when it
comes to the outlook for high street and shopping centers.
The right-side chart in Exhibit 2 plots the hit to retail
warehouse rents during the global financial crisis and
compares that with the ongoing hit to rents across high street
and shopping centers. The correlations are striking. With
retail warehouse as a leading indicator, as a group both high
street and shopping center rents should start to rise in the
next 12 months.

Retail Rent Index During a Downturn
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How has retail adjusted in different ways across
Europe?

Store-based spending is showing signs of improvement,

but it nevertheless follows a period of correction driven

by e-commerce adoption, which has led to a new retail
environment and the need of a structural adjustment across
European cities.

Exhibit 3 looks at the connection between how many goods
are sold per square meter of store floor space (in-store sales
intensity) and high street real rents across European city
center retail markets.

What this chart tells us is that if sales volumes are too low,
retailers can’t make rent payments, and market rents fall.
Since 2016, most markets have fallen to the left of the chart,
signaling a decline in spending intensity. At the same time
real rents have fallen as well, and nearly all markets are now
in the bottom half. In most markets, real rents are down by

5% to 20%.

That fall in rents shows the adjustments to the new retail
environment, but it also suggests two paths to the future:
either more rental declines will follow any further loss in sales
intensity, or sales intensity will recover, pointing to growing
store-based retail sales. So, for investment opportunities

to emerge, we're looking for signs of which of those two
structural-adjustment processes plays out.

Some cities have a head start. In the large German cities or in
Amsterdam, for example, retail sales intensity has increased
compared with 2016. Part of that has resulted from some
retail stock being removed from the market while rising
services spending counteracts some of the e-commerce threat
and leads to higher sales intensity. In those markets, rental
declines are already starting to slow.

Another example of the adjustment process playing out is in
the UK, where London, Manchester and Birmingham have
seen significant downward adjustments in rents that has gone
well beyond the drop in store-based spending. And even
though there are still downside risks, selective investment
opportunities for high street and retail warehouse assets are
set to emerge as cash flows transition to becoming more
sustainable.

Exhibit 3: Europe Retail Rent Level Versus Current In-Store Sales Intensity

Retail Rent Level Versus Current In-Store Sales Intensity
Real Rent Level City Center Retail Index (Index 2016 = 100)
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Sources: Oxford Economics, PMA, PGIM Real Estate. As of December 2021.

In-Store Retail Sales by Existing Stock (Index 2016 = 100)

REF: 002518

For professional investors only. All investments involve risk, including the possible loss of capital.



@ PGIM REAL ESTATE

QUARTERLY INSIGHTS | INVESTMENT RESEARCH

UNITED STATES

Key Questions

e How Bright is the Outlook for Retail, Senior Housing and, Dare We Ask, Office?

e Do Supply-Constrained Markets Now Offer Good Relative Value?

How Bright is the Outlook for Retail, Senior
Housing and, Dare We Ask, Office?

It may be time to retire the winners-and-losers narrative
when it comes to property types. Even though the
COVID-19 pandemic has taken a toll on the property types
most affected by stay-at-home orders and cautious tenants,
our outlook has turned from cautious optimism to just plain
optimism.

Retail was not really a pandemic loser, given that it was
already the worst-performing property type going into
2020. Store closures caused by bankruptcies were already at
post-2008 record levels prior to COVID-19, as shown in

Exhibit I: Retail and Senior Housing Are Healing Rapidly

Retailer Bankruptcy and Closures (#)
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Exhibit 1, and many retailers also folded in 2020; yet the
distress retailers faced last year has accelerated the creative
destruction process to the point that they, together with
the retail real estate sector, are the healthiest they have
been in years.

By contrast, senior housing demand, which had been high
and steadily rising throughout the 2010s, abruptly reversed
for a full year. But then came the vaccines in early 2021.
Since then, absorption has rebounded, including in the third
quarter, when net absorption was nearly as high as a typical
full year. Pent-up demand is high in this necessity-driven

property type.

Senior Housing Quarterly Absorption
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Sources: PNC Real Estate Research, ICSC, NIC, PGIM Real Estate. As of December 2021.
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The bull case for office is a little harder to make since many
office-based employees are still not showing up in offices on
a regular basis. But the bottom of the market appears to have
passed. As shown in Exhibit 2, suburban office rents have
been more resilient than those in central business districts
(CBDs), with the former now regaining their prepandemic
levels, albeit with considerable variation by building quality
and location.

We expect tenant demand to tilt toward centrally located,
accessible offices near restaurants and other cultural
amenities. The direction of pricing during the past year does
not line up with our view, with the gap between suburban
and CBD office cap rates declining to under 100 basis
points. With cap rates well above many other property types,
both may offer investment opportunities now. But the case

for CBDs is stronger.

Exhibit 2: CBD Offices Have Turned the Corner, but Aren’t Priced Like It

Quarterly Office Rent Growth by Location Type
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Sources: CoStar, Real Capital Analytics, PGIM Real Estate. As of December 2021.

Do Supply-Constrained Markets Now Offer Good
Relative Value?

After a very brief pause in industrial and apartment tenant
demand last year, resurgent leasing has pushed occupancies
above pre-2020 highs in markets large and small — and in
many of them, above record levels that had stood since at
least 1980. That has attracted a flood of capital into both
property types. In our view, supply-constrained markets,
which we expect to achieve superior rent growth over the
long term, are not attracting the premium they should.

Industrial construction has begun to pick up, with space
under construction as a percent of stock higher than it has
been in more than two decades. As shown in Exhibit 3, that

Office Top Quartile Cap Rates by Location Type (12-month average)
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supply is not evenly distributed. And although the median
market has a little over 2% under construction, some
markets have triple or more than that. Meanwhile, more
supply-constrained markets, such as those shown in purple
— in which we expect the strongest long-term rent
growth — are adding supply at more-measured rates.

Today’s pricing does not reflect our long-term rent growth
view. Cap rate spreads between our top-ranked markets
and other markets were stable through 2020, at about 100
basis points. This year, however, that cap rate premium has
shrunk, just as supply picks up in many less-constrained
markets. We view that as an opportunity to pivot into these
top ranked markets.
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Exhibit 3: Industrial Supply Is Up Nationwide, Even as Cap Rates Compress

Industrial Space Under Construction (% of stock)
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Sources: CoStar, Green Street Advisors, PGIM Real Estate. As of December 2021.

A similar trend is occurring in apartment markets. As shown
in Exhibit 4, supply in gateway' markets is following its
prepandemic trend, with about 3,500 permits issued every
month. Permits in Sunbelt markets, after a brief lull in the
middle of last year, are now headed straight up. And there

is a good reason for that right now: rents in many Sunbelt
markets are well above pre-2020 levels, and occupancies are
well above 95% even in markets that typically have plenty of
available apartments.

Industrial Cap Rates by Market Category
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But today’s pricing implies that incomes in less-constrained,
Sunbelt markets will grow at the same pace as the gateways.
And although there are exceptions, we disagree. We expect
supply in less-constrained markets will chip away at rent
growth more this decade than it did in the past decade,
leaving gateway markets as a compelling value now.

Exhibit 4: Gateway and Sunbelt Apartments Diverge in Supply, Converge in Pricing

Trailing 12-Month Permits
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Nashville, Orlando, Phoenix, Raleigh, Tampa.
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Important Information

This material is intended for Institutional and Professional Investors only. All investments involve risk, including the possible
loss of capital. Past performance is not a guarantee or a reliable indicator of future results.

PGIM is the primary asset management business of Prudential Financial, Inc (PFI). 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 PFI and its related entities, registered in many jurisdictions worldwide. PFI of 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, information is issued by PGIM Limited with registered office:
Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and regulated by the Financial
Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”),
information is issued by PGIM Real Estate Luxembourg S.A. with registered office: 2, boulevard de la Foire, L1528 Luxembourg,.
PGIM Real Estate Luxembourg S.A. is authorised and regulated by the Commission de Surveillance du Secteur Financier (the
“CSSF”) in Luxembourg (registration number A00001218) and operating on the basis of a European passport. In certain EEA
countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses available to
PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These
materials are issued by PGIM Limited and/or PGIM Real Estate Luxembourg S.A. to persons who are professional clients as defined
under the rules of the FCA and/or to persons who are professional clients as defined in the relevant local implementation of Directive

2014/65/EU (MiFID II).

PGIM Real Estate Germany AG is a German Capital Management Company with a respective license pursuant to sec. 20, 22 of the
German Capital Investment Act (Kapitalanlagegesetzbuch—-KAGB). In case PGIM Real Estate Germany AG markets or distributes
units or shares in external investment funds, i.e. investment funds for which PGIM Real Estate Germany AG does not provide

the collective portfolio management within the meaning of Directive 2011/61/EU or, respectively, the KAGB, such marketing or
distribution is performed in accordance with sec. 20 para. 3 no.6 KAGB. PGIM Real Estate Germany AG is not responsible for

the collective portfolio management (including portfolio and risk management) within the meaning of Directive 2011/61/EU or,
respectively, the KAGB, with regard to the respective investment funds in this case. It is also not responsible for the content of any
marketing material (including prospectus, Offering Memoranda etc.) provided by the fund manager or other third parties. PGIM Real
Estate Germany AG will not examine or assess the individual situation of any prospective investor and does not provide any personal
recommendations, including recommendations related to tax issues, to prospective investors relating to transactions in the respective
investment funds. Where relevant, prospective investors should seek advice from qualified third parties before they take an investment
decision.

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 as defined in Section 1
of Part 1 of Schedule 1 (paragraph (a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, information is issued 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 laws of the United Kingdom differ from Australian laws. In Japan, information is provided by PGIM Real Estate
(Japan) Ltd., a Japanese asset manager that is registered with the Kanto Local Finance Bureau of Japan.
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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
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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 such information, 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
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or implied 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 this report. 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 opinions and recommendations herein do not take into account individual client circumstances, objectives or needs and are
not intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No
determination has been made regarding the suitability of any securities, financial instruments 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 publish research 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 IT 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 remains uncertain.

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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