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November Election: What Changes for Real Less migration would pressure labor costs up,
Estate in a Policy U-Turn? given today’s tight labor markets. This would be
felt unevenly across the U.S,, as shown in Exhibit
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changes might be the difference between a delayed
real estate recovery and an accelerated one. Exhibit 1: Rents Need Another Year to Catch Up
With Incomes
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Higher labor costs would also disproportionately hit
sectors with high operating expenses, as shown in
Exhibit 2. Retail, storage and industrial are best
positioned to weather another round of wage
increases.

More restrictive trade policies would also have
geographically disparate impacts. As shown in
Exhibit 3, an increase in tariffs would weigh most on
trade-dependent economies on the left-hand side of
the chart. The outlook is particularly uncertain for
smaller East Coast ports like Savannah, Chatleston
and Norfolk, which are major gateways for autos and
other goods manufactured in Europe.

By contrast, markets such as Laredo, El Paso and
Detroit on the Mexico and Canada borders would be
insulated from tariffs if those countries continue to be
exempt due to the free trade agreement in place at
least through 2026.

Exhibit 2: Low Opex Sectors Are Most Defensive

Expenses as a Percent of Revenue (20-year Average)
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Sources: NCREIF, PGIM Real Estate. As of August 2024.

Exhibit 3: Tariffs Will Weigh on East and West Coast Transit Hubs

Trade Activity by District (US$ Billions)
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Finally, lower taxes would be a boost to economic
growth, but unless offset by deep spending cuts (not
proposed by either party as patt of their 2024
platform) would cause the fiscal outlook to deteriorate
and long-term bond yields to stay high for longer.

We estimate the impact of a 100 basis point increase
in 10-year Treasury rates in Exhibit 4. The first order
effect, shown on the left-hand chart, would be
another leg down in property values, to re-establish
real estate’s risk premium. That impact would be
highest for property types with the lowest cap rates,
such as self storage and manufactured housing.

However, the second order effect would be positive
via higher income returns and, for most property
types, rent growth due to less construction as
financing becomes more expensive and slightly better
tenant demand growth. The scale of this chart is
deceptive: the positive effects compound, and would
eventually offset the initial property value decline.

Exhibit 4: If Interest Rates Rise, Another Round of Valuation Losses Counterbalanced by Higher Returns

Annual Return Difference vs. Base Case, 2025
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Sources: Federal Reserve Board, Oxford Economics, RealPage, Moody’s, American Community Survey, PGIM Real Estate. As of August 2024.
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Does Retail Still Offer Value if Consumers Pull
Back?

Retail has endured six years of bankruptcies, a
pandemic, and continued erosion of in-store sales
from e-commerce. Nevertheless, retail returns were
high than any other major sector over the past year.
We think retail is well positioned to weather its next

challenge: consumer fatigue.

The topline in-store shopping data, shown on the left
chart in Exhibit 5, are sobering. On a nominal basis
retail sales are positive. However, factoring in
inflation, annual retail sales are down by nearly as
much as they were in 2020. After cleaning out the
stores in 2022, it’s not surprising consumers are taking
a breather.

Some context is in order. First, in-store sales are not
the only metric retailers look at. Some retail stores
function as showrooms to drive online sales, with
branding as much or more important than in-store
sales.

Second, as shown in the right chart, consumers are
not done buying everyday items like groceries or
eating out. Retail sales are down because people aren’t
buying many houses, leading to weakness in the home
improvement and furniture categories. That will
persist at least as long as mortgage rates remain high,
and perhaps longer if economic growth slows.

Exhibit 5: In-Store Retail Sales Are Squeezed by Sluggish Homebuying

In-Store Retail Sales (Annual Change)
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Sources: Moody’s Analytics, PGIM Real Estate. As of August 2024.

Nominal Retail Sales (Annual Change, 1Q 2023 - 1Q 2024)*

Food & Beverage

Health & Personal Care
Department Stores
Grocery Stores

Clothing

Electronics & Appliances
Sport/Books/Music
Home Improvement
Furniture & Home

14% 9% 4% 1% 6%

Forecasts are not guaranteed and may not be a reliable indicator of future results.
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Credit and Credit and savings data also indicate that
consumers are cutting back because they want to, not
because they must. While nominal credit card debt is
growing at it pre-COVID pace, as shown on the left
chart in Exhibit 6, on a real (inflation-adjusted) basis
it has only recently surpassed its early-2020 peak.
More recently, real credit card debt has leveled off,
suggesting consumers are holding back.

Exhibit 6: Consumers Can Keep Spending...If They Want To
Credit Card Debt Levels
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Households also have ample savings, after pocketing
much of the stimulus payments in 2020 and 2021, as
show in the right chart. After peaking at an “excess”
savings (the difference between savings rates prior to
2020 and actual savings) of $2.5 trillion, consumers
have been spending down this excess savings since
mid-2022. However, we estimate consumers still have
more than half of this savings available to them, ready
for when they want to spend again.

Cumulative Excess Savings vs. Pre-Pandemic Trend ($ Trillions)
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Sources: Federal Reserve Board of St. Louis, U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, PGIM Real Estate. As of August 2024.
Forecasts are not guaranteed and may not be a reliable indicator of future results.

Exhibit 7: Strip Center Occupancies Are High
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Finally, necessity retail property markets have not
been in such good shape in decades. While malls
and street retail remain weak, as shown in Exhibit 7,
strip (neighborhood) center occupancies are now
above 93%. Even within that segment there is a
distinction. Centers without a grocer average 91%
occupancy, and those with one are now 95% full.

While the neat-term outlook for consumption is less
positive than it has been for the past few years, the
retail sector enters this environment in a position of
strength.
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Important information (continued)
GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) 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 such information, assure 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 or implied warranties or representations as to the 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, the recipient(s) of this report must make its 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 upon 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
than, the recommendations contained herein. PGIM Real Estate personnel other than the author(s), such as sales, marketing and
trading personnel, may provide oral or written market commentary or ideas to 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 2 of PGIM’s Form ADV.

INFORMATIONAL PURPOSES

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.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients
seeking information regarding their particular investment needs should contact their financial professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real Estate’s efforts to monitor and manage
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use
by any person in any jurisdiction where such distribution would be contrary to local law or regulation.
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