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As we revisit our initial 2023 REIT outlook, the conditions we cited for REIT outperformance intensified in the first
half of the year. Relative REIT valuations (versus equities and private real estate) have become stretched further,
making an even stronger case for listed real estate investment once the Federal Reserve stops raising interest
rates. Patience will be key, but as public and private real estate markets continue to move as we have predicted,

a significant amount of energy is being stored, creating a spring-loaded dynamic and positioning REITs for a
powerful trajectory in the coming months.



The End of Interest Rate Hikes

Inflation has been the key driver of the Federal Reserve’s dramatic actions over the last year. Yet, the conversation
dominating investor sentiment has recently shifted to the rolling recession occurring throughout the economy as
the lagged effect of Fed policy is realized. The technology sector was among the first to experience an earnings
recession in late 2022, with the housing market following soon after as a function of rapidly accelerating
mortgage rates. Meanwhile, banking industry turmoil in the first half of 2023 resulted in a meaningful tightening

of lending standards, restricting
access to capital across the board. Figure 1: Leading Economic Indicators vs. Real GDP Growth
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seems to be on the horizon. Source: Bloomberg, July 7, 2023.

The Valuation Case for REITs

Despite the rate hiking cycle seemingly coming to an end, we should note some level of capitulation from the
market about the interest rate environment over the long term. We believe the era of ultra low interest rates that
investors had grown accustomed to following the GFC is over, and the 10-year treasury rate is likely to remain in
the 3.5%-4.0% range for the foreseeable future. Such a scenariois already priced into REIT valuations, especially
in comparison to private real estate.

In the private real estate market, we have finally started to see a more meaningful correction in valuations as a
function of rising interest rates. While the REIT market reacted to rising debt costs in 2022, the private market
lagged meaningfully, a trend supported by our historical data, which shows a repeating phenomenon whereby
private markets peak at the same time public markets bottom. Our earlier prediction that this public/private
inverse relationship would continue has already played out once again since the second half of 2022. Our follow
up, data-based forecast would suggest further good news for
REITs. Based on patterns we have tracked since 1978, REITs
outperform the private market by an average of 42.8% in the year
: Yif following a REIT market bottom. Even excluding the outsized
Our earlier prediction impact seen during the GFC, the outperformance of REITs versus
that this public/private ODCE funds in the following year after a REIT market bottom has

inverse relationship would been 26.2% (Figure 2 on the following page).

continue has already played As of 2Q23, we have seen trailing 12-month total returns
out once again since the supporting our expectation that while history may not
repeat itself, it does tend to rhyme. As of June 30, 2023, REITs

second half of 2022. outperformed private real estate by approximately 6.3% in the
trailing 12 months. While we have seen private market valuations
beginning to correct given the new reality of debt costs, we
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believe there is still more pain to come here as most private valuation cap rates remain below borrowing costs. As
REITs continue to trade at a meaningful discount to private market valuations, they provide investors with access
to real estate at a much more attractive price.

Figure 2: Public vs. Private Trailing 12-Month Returns
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Source: Bloomberg, CenterSquare as of June 30, 2023. Private Real Estate represented by NFI-ODCE Index; REITs represented by FTSE
Nareit All Equity REITs (FNER) Index.
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In anticipation of the Fed halting interest rate hikes, we examined history and found that REITs outperform
equities and private real estate following the end of rate hiking cycles. Furthermore, we found the degree of REIT
outperformance versus equities and private real estate was directly correlated with the relative discount at which
REITs were priced against those respective asset classes. Since we conducted our analysis, REITs have become
even cheaper when compared to broader equities and are still trading at a meaningful discount to private real
estate, setting up for a favorable outlook for REITs in the second half of the year.
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https://www.centersquare.com/documents/20182/32181/Insights+Brief+%E2%80%93+REITs+Private+Real+Estate+and+Equities+Performance+Post-Fed+Tightening+%E2%80%93+May+2023.pdf

In reviewing Figure 4, private markets have repriced real estate values lower by approximately 10% compared to
the peak, while REITs have priced real estate values down closer to 17%, creating an 8% differential. Given our
expectation for continued net income growth across the real estate asset class coupled with cap rates stabilizing
in the 5.5% range, we anticipate a 15% upside to REITs from here through the end of 2024.

Figure 4: Real Estate Value Index Comparison and Forecast
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Source: CenterSquare and Green Street, June 30, 2023. The above data includes forward looking information; actual results may vary.
Note: NOI growth assumed to be 5.2% in 2023 and 4.2% in 2024, repriced valuation at applied 5.4% cap rate.

Conclusion

Good things come to those who wait, and it feels as if the REIT market has waited long enough. The fight against
inflation is progressing in the right direction and the Fed is finally seeing data to support incremental policy
tightening. These factors suggest the tension formed in the REIT market is poised for a release that will catalyze
performance into 2024.
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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
risksof investinginreal estatedirectly. Realestateisacyclical
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.



Definition of Indices

FTSE Nareit All Equity REITs Index (FNER)

The FTSE Nareit All Equity REITs Index is a free-float
adjusted,market capitalization-weighted index of U.S.equity
REITs. Constituents of the index include all tax-qualified
REITs with more than 50 percent of total assets in qualifying
real estate assets other than mortgages secured by real
property.

FTSE Data disclosure: Source: FTSE International Limited
(FTSE) © FTSE 2023.

FTSE® is a trade mark of the London Stock Exchange Group
companies and is used by FTSE under licence. All rights in
the FTSE indices and / or FTSE ratings vest in FTSE and/or its
licensors. Neither FTSE nor its licensors accept any liability
for any errors or omissions in the FTSE indices and / or FTSE
ratings or underlying data. No further distribution of FTSE
Data is permitted without FTSE’s express written consent.
Any statement of opinion constitutes only current opinions
of CenterSquare and its employees, which are subject to
change and which CenterSquare does not undertake to
update.

NCREIF Open End Diversified Core Equity Index

The ODCE, short for NCREIF Fund Index-0pen End Diversified
Core Equity (NFI-ODCE), is the first of the NFI-ODCE Fund
Database products and is an index of investment returns
reporting on both a historical and current basis the results of
36 open-end commingled funds pursuing a core investment
strategy, some of which have performance histories dating
back to the 1970s.

S&P 500® Index (S&P 500)

An unmanaged, market capitalization-weighted index of
500 stocks of leading large-cap U.S. companies in leading
industries; gives a broad look at the U.S. equities market
and those companies stock price performance. Market
index performance is provided by a third-party source
CenterSquare deems to be reliable (Bloomberg). Indexes
are unmanaged and have been provided for comparison
purposes only. No fees or expenses have been reflected.

These benchmarks are broad-based indices which are used
for illustrative purposes only. The investment activities and
performance of an actual portfolio may be considerably
more volatile than these indices and may have material
differences from the performance of any of this index.

Adirect investment in an index is not possible.

The CenterSquare Cap Rate Methodology

CenterSquare REIT Implied Cap Rates are based on a
proprietary calculation that divides a company’s reporting
net operating income (“NOI”) adjusted for non-recurring
items by the value of its equity and debt less the value of
non-income producing assets. The figures above are based
on 2Q23 earnings reported in June 2023.

The universe of stocks used to aggregate the data
presented is based on CenterSquare’s coverage universe of
approximately 200 U.S. listed real estate companies. Sector
cap rates are market cap weighted. Sectors and market
classifications are defined by the following:

Apartment: REITs that own and manage multifamily
residential rental properties; Industrial: RE[Ts that
own and manage industrial facilities (i.e. warehouses,
distribution centers); Office — REITs that own and manage
commercial office properties; Retail — REITs that own and
manage retail properties (i.e. malls, shopping centers); Hotel
- REITs thatown and manage lodging properties; Healthcare
- REITs that own properties used by healthcare service
tenants (i.e. hospitals, medical office buildings); Gateway —
REITs with portfolios primarily in the Boston, Chicago, LA,
NYC, SF, and DC markets; Non-Gateway — REITs without a
presence in the gateway markets.

The REIT ODCE Proxy is a universe of REIT stocks built to
resemble the NCREIF Fund Index — Open End Diversified
Core Equity (NFI-ODCE). The NFI-ODCE, short for NCREIF
Fund Index - Open End Diversified Core Equity, is the first
of the NCREIF Fund Database products and is an index of
investment returns reporting on both a historical and current
basis the results of 36 open-end commingled funds pursuing
acore investment strategy, some of which have performance
histories dating back to the 1970s. The REIT ODCE Proxy is
proprietary to CenterSquare and uses gateway/infill names
in apartments, retail, industrial and office, and then weights
them according to the ODCE index to create a proxy.

Private Market Cap Rates represent the cap rate achievable
in the private market for the property portfolio owned by
each company, and are based on estimates produced by
CenterSquare’s investment team informed by various market
sources including broker estimates.



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 (June 30, 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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