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Through the rest of this
year, investors forecast
challenges for global capital,
but thoughtful investors are
forging ahead.

Does anyone really look forward to investing when it appears
that the proverbial “Four Horsemen” might be over the horizon?
With global political tensions high, environmental crises becoming
more recurrent, and the worldwide economy combatting inflation,
recession, and other challenges, it can sometimes feel as if the
Horsemen have already arrived.

But some investors are looking beyond the horizon—and marching
forward with confidence.

THE AFIRE MID-YEAR PULSE SURVEY

Despite the notes of optimism covered in our mid-year report from
the AFIRE members (which represent nearly 200 organizations
from 25 countries, with $3 trillion AUM in the US)—all are well
aware of the current market challenges. They know, for example,
that since January 2022, US inflation rose by more than 9%; the
Fed hiked interest rates by more than they have in almost thirty
years; we crossed a global threshold of more than six million
people dead from COVID since the start of the pandemic; supply
chains remain in disarray; July 2022 was the 451st consecutive
month with temperatures above the twentieth-century average;
wildfires have punished countries around the world; water supplies
are dwindling to perilous levels in some parts while others are
underwater with historic floods. And of course, Russia started a
war in Ukraine.

For many real estate investors, packing up and going home would
seem like an appealing option in this sort of landscape. But it is
not an option if “going home” means going into the middle of any
of the above crises. Instead, governments, investors, and ordinary
people must acknowledge what is going on, accept that there are
no resets, and adapt to our new and continuously evolving reality.

Institutional investors are particularly good at adaptation,
especially those that invest globally. In this report, conducted in
July 2022 with support from PwC Research, AFIRE gained some
insight about the investment landscape and how capital markets
are changing—especially in comparison to any predictions and
sentiments forecasted in our early AFIRE 2022 Annual Investor
Survey, released in April 2022.

Not surprisingly, this group of 111 global respondents—each
representing the point of view of their respective organizations—
listed inflation, geopolitics, war, and interest rates as their
greatest investment threats. But at the same time, they are
also able to extract opportunity from these seemingly
unprecedented challenges.
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FUTURE THINKING/OVERVIEW

The future is a critical topic for AFIRE members, the majority
of which focus on long-term, multi-generational investments.
Much of their thinking about the future informs the decisions
they make right now, which is why it’s important to understand
the sentiments expressed deeper in this survey through the lens of
investor prognostication.

As seen in Exhibit 1, economic uncertainty is also front-of-mind,

with both US-based and non-US-based investors forecasting US-based lnveStorS

challenges to dealmaking in both the US and Europe—the latter . . .
to a greater degree. In both regions, non-US-based investors are are 1morce p€SSImISth

more pessimistic, but still more optimistic about US real estate

prospects compared to European prospects. Alternately, US- abOut the lneVItablllty

based investors are more pessimistic about the inevitability of a .
US recession (92%) compared to investors from elsewhere (67%). Of a US recession (92%)

Outside of these agree/disagree responses, respondents also

identified several other critical threats and opportunities, including Comp arc d tO lnve Stor S
war, market volatility, and energy independence.
oy Brinder from elsewhere (67%).

With energy poised to be one of the greatest challenges in the
coming decade for real estate investment, nearly two-thirds of
respondents are already engaged in actively improving their energy
efficiency (Exhibit 2), and 59% are prioritizing investments that
already meet specific sustainability certifications standards (e.g.,
LEED, BREEAM, Living Building Challenge, etc.). Non-US-
based investors are more likely to focus on capital expenditure
for sustainability improvements (43%) compared to US-based
investors (31%), though the latter group has more of a priority to
dispose of outmoded or inefficient assets.

EXHIBIT 1: TO WHAT EXTENT DO YOU STRONGLY STRONGLY DISAGREE,
DISAGREE, AGREE, OR STRONGLY AGREE WITH THE FOLLOWING STATEMENTS?

B STRONGLY DISAGREE B DISAGREE B AGREE M STRONGLY AGREE

The global energy crisis will accelerate

efforts to address the ESG agenda. 15% 58% 24%

Global economic uncertainty will severely
impact real estate deal-making in Europe. 20% 65% 15%

Geopolitical conflicts in Europe and
Asia will have increasing negative impact 21% 69% (A
on global real estate investing.

The US will enter recession within

the next year. 22% 64% 13%

Any future US recession will be less
severe than that experienced in the 1970s. 23% 60% 16%

Global economic uncertainty will severely
impact real estate deal-making in the US. 4% 48% 5%)

Global carbon neutrality will ultimately
be reached primarily because of economic 10% 43% 42% 5%
pressure rather than regulatory pressure.
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EXHIBIT 2: WHICH OF THE FOLLOWING STRATEGIES IS YOUR
ORGANIZATION IMPLEMENTING (OR PLANNING TO IMPLEMENT)
TO DEAL WITH RISING ENERGY COSTS?

NET US-BASED NON-US-BASED
IMPLEMENTATION  INVESTORS INVESTORS ~ US VS NON-US
Actively improving energy efficiency. 65% 61% 70% -9%

Prioritizing investments that meet sustainability
certification standards (i.e., LEED, BREEAM, 59% 64% 67% -3%
Living Building Challenge, etc.).

Implementing standards and tracking technologies 49U 50% 1% +9%,
to quantify and reduce energy consumption. ¢ ° ‘ ¢

Increasing capital expenditure for strategies
that reduce energy reliance (i.e., high-efficiency 35% 3% 43% -12%
glazing, landscape design, etc.).

Increasing priority or mandate to dispose of 279 339, 229, %
outmoded, inefficient real assets. 0 ¢ ¢ 0

Investing in on-site renewable energy solutions 23% 289 20% +8%
(i.e., solar panels, geothermal technology, etc.). ° ’ °

Investing in markets less susceptible to energy 13% 290, 99 +13%
shocks and price volatility. ° ° ¢ °

CROSS-BORDER STRESSES EXHIBIT 3: DO YOU BELIEVE THE FOLLOWING FACTORS IMPACTING REAL
ESTATE ACTIVITY WORSE THAN EXPECTED, AS EXPECTED, OR BETTER
especially as rosier views of
inflation earlier in the year,
including a popularly held
opinion that it was transitory, INFLATION 86% 14%
have since given way to the
reality that it’s here to stay (in

INTEREST RATE
some sectors more than others). FLUCTUATION
As such, questions asked
about inflation six months
ago generate different answers COST OF ENERGY 79% 19%
when asked in July.

B WORSE THAN EXPECTED B AS EXPECTED B BETTER THAN EXPECTED

85% 14%

As seen in. Exhibit 3, to COST OF MATERIALS 68% 31%
underscore this change, around

86% of respondents indicated
that inflation in 2022 has SUPPLY CHAIN ISSUES 579% 40%
actually been worse than
expected, compared to where
we were at the beginning of the COST OF ASSET-

year. That change is echoed by LEVEL LABOR 53% 44%
similar sentiment for changes in

interest rates (85% worse than HOUSING SUPPLY

expected) and the cost of energy AND AFFORDABILITY 27% 70%

(79%) and materials (68%).

CLIMATE-RELATED ISSUES 19% 76% 59

SN

~0
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Alternately, since the beginning of the year, concerns about
housing supply and affordability and climate-related issues have
generally unfolded as expected for investors—or even better, in
some cases.

When asked about the extent to which investors are seeing an
increase in cap rates (Exhibit 4), or a flattening of institutional
demand, six in ten respondents are observing both to be the case.
US-based investors appear more likely to currently see flattening
of institutional demand (33%) compared to non-US-based
investors (26%).

Asked to rank a set of eleven factors for their role in perceived
increases in current cross-border investment activity (Exhibit §),
respondents indicated that the cost of capital, inflation, and interest
rate fluctuation are the most impactful.

Nearly half of respondents (45%) cite the cost of capital as the most
critical factor, with US-based and non-US-based investors ranking
this factor similarly. However, half of non-US-based investors
rank interest rate fluctuations in their top three, compared to only
17% of US-based investors. US-based investors rated the cost of
energy higher (25%) compared to non-US-based investors, and
differences in regulation across jurisdictions is ranked higher for
increasing investment activity among US-based investors (28%)
compared to 19% for non-US-based investors.

Asked to rank the same set of eleven factors for their role in
perceived challenges to reducing cross-border investment activity,
respondents indicated that the interest rate fluctuation, cost of
capital, and inflation at the top of the list. This closely mirrors
the same factors that are increasing cross-border activity—which
suggests that a challenge for one is an opportunity for another.

Importantly, interest rate fluctuation is the greatest impediment
for investors. US-based investors are more likely to rank interest
rate fluctuation in their top three (69%) compared to non-US-
based investors. Alternately, a higher proportion of non-US-
based investors rank supply chain issues in their top three factors
impeding cross-border activity (26%) compared to US-based
investors (19%).

EXHIBIT 4: TO WHAT EXTENT ARE YOU
CURRENTLY SEEING...

..A FLATTENING OF
INSTITUTIONAL DEMAND
FOR REAL ESTATE?

..AN INCREASE IN CAP
RATES IN THE MARKET?

B NONE
B LARGE
B SOMEWHAT

EXHIBIT 5: RANK THE FOLLOWING FACTORS, FROM MOST TO LEAST
IMPORTANT, FOR THEIR CURRENT PERCEIVED IMPACT ON INCREASING

CROSS-BORDER INVESTMENT ACTIVITY:

|MP0':eETI\NCE |Lr31?/_EBsA'\rsoERDs N?H%E}%AR‘C’SED US VS NON-US

COST OF CAPITAL 45% 50% 46% +4%
INFLATION L% 4L4% L4L% -

INTEREST RATE FLUCTUATION 38% 17% 50% -33%
WAR IN UKRAINE 32% 33% 28% +5%
QSBSA!EFGOSRLIJJZPBLIYLITY 26% 25% 2% 1%
SUPPLY CHAIN ISSUES 15% 17% 13% +4%
COST OF ENERGY 14% 25% 1% +14%
HYBRID WORKING PATTERNS 10% 1% 6% +5%
COST OF MATERIALS 8% 3% 1% -8%
COST OF ASSET-LEVEL LABOR 5% 6% 6% -
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Non-US-based investors
appear more pessimistic,
with a higher proportion
forecasting a decrease in
availability of all types
of capital this year.

CAPITAL, LENDING, AND DEBT

Given the sundry economic challenges facing capital markets,
the availability of capital for development, refinancing, and
acquisitions is expected to decline across the board for the rest
of 2022, with debt for development expected to decrease by the
greatest amount.

Non-US-based investors appear more pessimistic (Exhibit 6),
with a higher proportion forecasting a decrease in availability of
all types of capital this year. This is most notable for equity for
refinancing or new acquisitions (70% decrease among non-US-
based investors compared to 58% for US-based investors) and
equity for development (87% compared to 75%).

EXHIBIT 6: DO YOU EXPECT THE FOLLOWING TYPES OF AVAILABLE CAPITAL TO
DECREASE SIGNIFICANTLY, DECREASE SOMEWHAT, STAY THE SAME, INCREASE
SOMEWHAT, OR INCREASE SIGNIFICANTLY BY THE END OF 2022?

B DECREASE SIGNIFICANTLY M DECREASE SOMEWHAT

B STAYTHESAME W INCREASE SOMEWHAT

DEBT FOR DEVELOPMENT

EQUITY FOR DEVELOPMENT

DEBT FOR REFINANCING
OR NEW AQUISITIONS

EQUITY FOR REFINANCING
OR NEW AQUISITIONS

B INCREASE SIGNIFICANTLY

0, 0,
(R | REPONSES

US-BASED INVESTORS
NON US-BASED INVESTORS

16% 8%

20% 8%

1"
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Most types of lending are also expected to decline through the rest
of 2022 (Exhibit 7). Four in ten respondents foresee a decrease
in lending among alternative platforms rising, and seven in ten
expect a reduction in commercial mortgage-backed securities
(CMBS). US-based investors are more likely to suspect this CMBS
decrease (83%) compared to non-US-based investors (69%).
However, more than half of respondents foresee an increase in
lending from non-bank institutions, such as pension funds and
insurance companies.

In line with tempered forecasts around lending and available
capital, the cost of debt is expected to increase across the board in
the next year, with the greatest rise forecast for value-added real
estate (85%) and development finance (81%) (Exhibit 8). Debt for
core real estate is expected to rise as well (69%), but not as steeply
as debt for refinancing, new acquisitions, and niche sectors.

Indicatively, US-based investors are more likely to expect an
increase in the cost of refinancing in the coming year (86%)
compared to non-US-based investors (74%). A similar difference
appears for new acquisitions, with an 83% increase expected by
US-based investors compared to 78 % for non-US-based investors.

Four in ten respondents foresee a
decrease in lending among alternative
platforms rising, and seven in ten
expect a reduction in commercial
mortgage-backed securities.

EXHIBIT 7: DO YOU EXPECT CHANGES IN THE FOLLOWING TYPES OF LENDING
WILL DECREASE SIGNIFICANTLY, DECREASE SOMEWHAT, STAY THE SAME,
INCREASE SOMEWHAT, OR INCREASE SIGNIFICANTLY BY THE END OF 2022?

B DECREASE SIGNIFICANTLY M DECREASE SOMEWHAT

Bl STAY THESAME M INCREASE SOMEWHAT

COMMERCIAL MORTGAGE- :
BACKED SECURITIES 20% 53%

BANKS 49%

ALTERNATIVE LENDING
(E.G., CROWDFUNDING) AL 32%

OTHER NON-INSTITUTIONS
NON-BANK LENDERS ~ [IRAL 35%

NON-BANK INSTITUTIONS
(E.G., INSURERS, WA AR
PENSION FUNDS)

B INCREASE SIGNIFICANTLY

0, 0,
19% S ALL REPONSES

I US-BASEDINVESTORS

NON US-BASED INVESTORS

25% 8%

37% 17%
28% 25%
28% 20%
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EXHIBIT 8: DO YOU EXPECT THE COST OF DEBT IN THE FOLLOWING AREAS WILL
DECREASE SIGNIFICANTLY, DECREASE SOMEWHAT, STAY THE SAME, INCREASE
SOMEWHAT, OR INCREASE SIGNIFICANTLY BY THE END OF 20227

B DECREASE SIGNIFICANTLY M DECREASE SOMEWHAT
M STAYTHESAME M INCREASE SOMEWHAT M INCREASE SIGNIFICANTLY

VALUE-ADDED
REAL ESTATE [l S LNAL 53% KYA) ALL REPONSES

US-BASED INVESTORS
NON US-BASED INVESTORS

DEVELOPMENT FINANCE 10% 6%

NICHE SECTORS

NEW AQUISITIONS 10% 12%

REFINANCING 12% @ 10%

CORE REAL ESTATE W31/ 24% 60% 10%

The cost of debt is expected to
increase across the board in the
next year, with the greatest rise
forecast for value-added real

estate (85%) and development
finance (81%).
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PLANNING AHEAD

This past year has not shaped up to be a year for the faint of heart.
For example, 56% of respondents believed that the industry was
behind allocations for US real estate investments in 2022, while
more than 80% communicated that the impact of inflation and
rising interest rates was worse than expected.

Meanwhile, the availability of capital is expected to decline for
the rest of the year both in debt and equity, while the cost of both
expected to increase. Not surprisingly, more than three-quarters
(77%) of respondents believe that the US will enter a recession
within the next year.

But even if the rising cost of capital is affecting new cross-border
investments, it may also increase cross-border activity in new
areas and markets. Roughly 77% of respondents believe that the
recession—if it happens—will not be as severe as it was in the
1970’s. This will lead to unique opportunities in strategic and
niche markets, improvements in ESG practices, and a deepening
focus on multifamily, single-family, and affordable housing.

As expected, investors in Europe are a bit less positive than
their colleagues in the US, but collectively, there continues to be
belief and continued investment in the US property markets from
global institutions.

For now, the Horsemen have
not yet crossed the horizon.

The world is not ending,
it’s changing.
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NOTES

This research was conducted with the support of PwC Research
and has been graciously underwritten by CBRE and Holland
Partner Group.
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56% of respondents believed
that the industry was behind
allocations for US real estate
investments in 2022, while
more than 80% communicated
that the impact of inflation and
rising interest rates was worse
than expected.




