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While there is consensus that we are past peak inflation and the broader U.S. economy is showing some major
cracks, the labor market continues to exhibit signs of strength. Ironically, this steadfastness has been the primary
driver of the Federal Reserve’s monetary tightening policy, which has been a painful condition for the markets
over the last year. However, the labor market is showing signs of loosening, which, if continued, would add to
the easing of inflationary pressures across the economy. While employment supply and demand factors may not
immediately come to mind when considering real estate investment, the current labor situation can shed a light
on areas of opportunity for investors in the asset class.

Employment in the services industry has been the slowest to recover post-COVID (Figure 1). To address the
difficulty in hiring and retaining workers, companies have increased pay levels, contributing meaningfully to
services-related wage inflation over the last year. Yet, this dynamic has changed recently. Based on the latest
set of labor reports, the quit rate for the services industry has receded closer to 2019 levels (Figure 2), leading to
lower job openings in these sectors.

Figure 1: Current Employment vs. Pre-COVID by Sector
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Source: Bureau of Labor Statistics, February 1,2023, Pre-COVID time period is February 2020.

Figure 2: Services Industries” Weighted Average Quit Rate
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Source: Bureau of Labor Statistics, National Bureau of Economic Research, Empirical Research
Partners Analysis, February 1, 2023.

* Information, financial activities, professional and business services, education and health
services, leisure and hospitality and other services.
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We're seeing this scenario in real estate as well with the labor market cooling across operationally intensive
sectors (i.e., cold storage, healthcare). These businesses are having an easier time finding workers without being
held hostage to the same aggressive wage inflation that occurred in 2022. Their numbers suggest the market is
returning to a more normalized 3% annual increase. Yet, despite this easing and ongoing layoff announcements
across sectors, the market is still the victim of a meaningful labor supply shortage and above-average wage
inflation (Figure 3).

Figure 3: YoY Wage Growth and Job Openings
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Source: Bureau of Labor Statistics, February 1,2023.

How canthisbe?It's becomingincreasingly evident that the shortage of labor we have in this country — which today
sits at 4.9 million workers - is a structural issue. The labor supply has been impacted by restrictive immigration
policies (up to 2 million workers are missing from our labor markets as a function’) and accelerated retirements
from the labor force (2.5 million workers retired during the pandemic with 1.5 million being early retirements?). For
companies to increase their productivity in the face of these labor shortages, necessity-based innovation will be
key. This thesis is particularly interesting because it highlights investible opportunities.

In the commercial real estate space, it is worth paying attention to management teams that are focused on
innovation and have already made strides to reduce dependencies on labor for productivity. A prime example
of this shift in the REIT space is rental residential. The best apartment REITs have already spent considerable
resources to develop technologies that allow them to operate apartment buildings in a very low-touch yet high-
service way. To wit, contactless leasing and self-touring create tremendous efficiencies. Leasing associates no
longer have to spend hours walking potential residents through the apartment building. This innovation either
eliminates the need for a full-time employee or allows the said employee to spend time on more productive work.
It also allows for multiple tours to occur at once. We can surmise that such advances have helped keep labor
inflation in check for apartment REITs throughout these challenging times. We can expect future modernizations
to contribute to strong margin control in the face of a slowing growth environment.

It's also worth paying attention to other real estate sectors where similar innovations are poised to occur,
presenting a massive opportunity for efficiency gains. Healthcare is a prime example, especially areas like senior
housing or skilled nursing facilities, where labor constraints have only been exacerbated by COVID. To date, we
haven't seen the innovation desperately needed in this space, but by necessity it is coming. Even more obvious
opportunities like digitizing records or electronically tracking nurses as they move through the facility are
innovations that could lead to major operating efficiencies. For labor-intensive sectors whose margins have been
under pressure and will remain so in the low-growth environment that we're now entering, the time to innovate
has never been more opportunistic. It is here we are watching and waiting with considerable interest.

T https:/www.businessinsider.com/immigration-could-solve-labor-shortage-3-million-missing-workers-trump-2021-11
2 https://www.businessinsider.com/labor-shortage-millions-retired-early-pandemic-not-going-back-2021-11
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Disclosures

Any statement of opinion constitutes only the current opinion of
CenterSquare and its employees, which are subject to change and
which CenterSquare does not undertake to update.

Material in this publication is for general information only and is not
intended to provide specific investment advice or recommendations
for any purchase or sale of any specific security or commodity.
Due to, among other things, the volatile nature of the markets and
the investment areas discussed herein, investments may only
be suitable for certain investors. Parties should independently
investigate any investment area or manager,and should consult with
qualified investment, legal, and tax professionals before making any
investment. Some information contained herein has been obtained
from third party sources and has not been independently verified
by CenterSquare Investment Management LLC (“CenterSquare”).
CenterSquare makes no representations as to the accuracy or the
completeness of any of the information herein. Accordingly, this
material is not to be reproduced in whole or in part or used for any
other purpose. Investment products (other than deposit products)
referenced in this material are not insured by the FDIC (or any
other state or federal agency), are not deposits of or guaranteed by
CenterSquare, and are subject to investment risk, including the loss
of principal amount invested.

For marketing purposes only. Any statements and opinions
expressed are as at the date of publication, are subject to change
as economic and market conditions dictate, and do not necessarily
represent the views of CenterSquare or any of its affiliates. The
information has been provided as a general market commentary
only and does not constitute legal, tax, accounting, other
professional counsel or investment advice, is not predictive of future
performance, and should not be construed as an offer to sell or a
solicitation to buy any security or make an offer where otherwise
unlawful. The information has been provided without taking into
account the investment objective, financial situation or needs of any
particular person.

Any indication of past performance is not a guide to future
performance. The value of investments can fall as well as rise, so
investors may get back less than originally invested. Because the
investment strategies concentrate their assets in the real estate
industry, an investment is closely linked to the performance of the
real estate markets. Investing in the equity securities of real estate
companies entails certain risks and uncertainties. These companies
experience the risks of investing in real estate directly. Real estate is

a cyclical business, highly sensitive to general and local economic
developments and characterized by intense competition and
periodic overbuilding. Real estate income and values may also be
greatly affected by demographic trends, such as population shifts
or changing tastes and values. Companies in the real estate industry
may be adversely affected by environmental conditions. Government
actions, such as tax increases, zoning law changes or environmental
regulations, may also have a major impact on real estate. Changing
interest rates and credit quality requirements will also affect the
cash flow of real estate companies and their ability to meet capital
needs.

This communication is not an offer of securities for sale in the United
States, Australia, Canada, Japan or any other jurisdiction where to
do so would be unlawful. CenterSquare has not registered, and
does not intend to register, any portion of the securities referred to
herein in any of these jurisdictions and does not intend to conduct
a public offering of securities in any of these jurisdictions. This
communication is being distributed to, and is directed only at,
personsin the United Kingdom in circumstances where section 21(1)
of the Financial Services and Markets Act 2000 does not apply (such
persons being referred to as “relevant persons”). Any person who is
not a relevant person should not act or rely on this communication
or any of its contents. Any investment activity (including, but not
limited to, any invitation, offer or agreement to subscribe, purchase
or otherwise acquire securities) to which this communication
relates will only be available to, and will only be engaged with,
persons who fall within the target market. This communication is an
advertisement and is not a prospectus for the purposes of Directive
2003/71/EC, as amended (such directive, the “Prospectus Directive”)
and/or Part IV of the Financial Services and Markets Act 2000.

Canada Specific Disclosures

This document has been prepared solely for information purposes
and is not an offering memorandum nor any other kind of an
offer to buy or sell or a solicitation of an offer to buy or sell any
security, instrument or investment product or to participate in any
particular trading strategy. It is not intended and should not be
taken as any form of advertising, recommendation, investment
advice or invitation to trade. This information is confidential and
for the use of the intended recipients only. The distribution of this
document in Canada is restricted to recipients who are qualified
“permitted clients” for purposes of NI31-103. This document may
not be reproduced, redistributed or copied in whole or in part for any
purpose without prior written consent.

About CenterSquare

Founded in 1987, CenterSquare Investment Management is an independent, employee-owned real asset manager focused on listed real
estate, private real estate equity and private real estate debt investments. As a trusted fiduciary, our success is firmly rooted in aligning our
interests with those of our clients, partners and employees. CenterSquare is headquartered in suburban Philadelphia, with offices in New
York, Los Angeles, London and Singapore. With approximately $13 billion in assets under management (February 28, 2023), our firm and
subsidiaries are proud to manage investments on behalf of some of the world’s most well-known institutional and private investors.
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For more information, please contact:
CenterSquare Investment Management
630 West Germantown Pike

Suite 300

Plymouth Meeting, PA 19462
contactus@centersquare.com

www.centersquare.com
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