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In addition to potentially
offering inflation protection
and lower return volatility,
real estate may also help
bring about tangible positive
change and help solve some
critical problems.

When it comes to generating
attractive risk-adjusted returns,
real estate has demonstrated its
worth over the long run. It can
deliver relatively stable income,
some inflation  protection,
and generally lower volatility
and diversification benefits—
even through and beyond the
pandemic—real  estate  also
offers something that other asset
classes can’t easily replicate: the
opportunity to invest in tangible
positive change.

The buildings in which we live,
work, heal, learn, and play
in all have an environmental
and social footprint. Through
action on the ground, this
footprint can be minimized
and, in some cases, turned
into a positive. Whether it is
constructing affordable and
sustainable housing, deploying
solar panels on roofs to generate
energy, assist with supply chain
blockages or ensuring the
energy efficiency of new and
existing stock, real estate can
help solve some of the world’s
most pressing issues.

And investing in problem-
solving real estate can make
financial sense, too. Buildings
with  strong  sustainability
credentials can be more
likely to be sought after by
occupiers and less likely to be
left vacant. They also have the
potential to generate enhanced

returns thanks to having
been constructed to higher
specifications.  And  because

investments can be channeled
into areas that are truly in
demand, they are potentially
more cycle-resistant.

When it comes to real estate,
generating attractive returns
and solving problems are not
mutually exclusive.
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REAL ESTATE: INVESTMENT THESIS

Investors seeking high, sustainable income, inflation protection,
low correlation to other asset classes, and attractive returns at
relatively low volatility—for those investors seeking any of these
attributes, real estate may provide a solution.

EXHIBIT 1: EUROPEAN INCOME RETURNS (2001-21) EXHIBIT 3: GLOBAL CORRELATION OF NOI
Sources: MSCI Europe; INREV Annual Core Index; Bank of America Merril Lynch Euro GROWTH AND RETURN WITH INFLATION
Corporate; Bank of America Merrill Lynch Pan Europe Government; FTESE/EPRA/ (ANNUAL FIGURES; 1981-2021)

NAREIT Developed Europe; FTSE World Europe
Sources: MSCI; NCREIF; Oxford Economics Financing; CBRE Investment Management
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EXHIBIT 2: INCOME GENERATED BY US REAL ESTATE
FUNDS (2000-21)
Source: ODCE. As of March 2022.
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EXHIBIT 4: LOW CORRELATION

Sources: CBRE Investment Management, based on MSCI World (equities), Bank of
America Merrill Lynch Global government index (gov bonds), FTSE EPRA/NAREIT
Developed index (listed real estate), MSCI Global Property Index (private real estate)

CORRELATION GLOBAL GOVERNMENT PUBLIC PRIVATE
RETURNS 2007-21 STOCKS BONDS REAL ESTATE REAL ESTATE
Stocks 1.00
15 YEARS Gov Bonds -0.55 1.00
Public Real Estate 0.85 -0.45 1.00
Private Real Estate 0.27 -0.26 0.22 1.00
CORRELATION GLOBAL PUBLIC PRIVATE
RETURNS 2007-2021 STOCKS GOV. BONDS REAL ESTATE REAL ESTATE
Stocks 1.00
20 YEARS 64y Bonds -0.63 1.00
Public Real Estate 0.74 -0.42 1.00
Private Real Estate 0.28 -0.26 0.35 1.00
EXHIBIT 5: ATTRACTIVE RETURNS WITH RELATIVELY
LOW VOLATILITY
Source: NFI PDCE Gross of Fees. As of December 2021.
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In addition to generating attractive risk-adjusted returns to meet
investors’ traditional fiduciary requirements, real estate may also
help mitigate economic and societal problems.
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SUPPLY CHAINS

Problem: Stretched and Vulnerable Supply Chains

The vulnerabilities of supply chains based around just-in-time
strategies have been bubbling up in the background for some time:
bottlenecks, lack of security of supplies, environmental footprint.
The onset of the COVID-19 pandemic, heightened geopolitical
tensions, and the cost of energy crises have all brought these to
the foreground, triggering a re-evaluation of supply chain models.
This rethink is increasingly involving a switch away from “just-in-
time” to “just-in-case” strategies centered around holding higher
levels of stock and inventory.

US retailers have been struggling to rebuild inventory back to long
term average levels let alone build the excess inventory or safety
stock they would like to have as part of this new just-in-case supply
chain model. Yet they have also been contending with a global
supply chain pressures index well above (1 to 4 standard deviations
above the long-term average) normal. The confluence of these
two factors help to explain why recent years have seen such fierce
competition among occupiers for quality, well-located space.

EXHIBIT 6: US RETAILER INVENTORY-TO-SALES
RATIO REMAINS LOW WHILE GLOBAL SUPPLY
CHAIN PRESSURES INDEX REMAINS HIGH

Sources: Inventory to Sales Ratio from the St. Louis Federal Reserve as of June 2022 and
the GSPCI from the New York Fed as of August 2022 and Bengino, G. et. Al “A New
Barometer of Global Supply Chain Pressures,” Jan 2022, Federal Reserve of New York.
The Index is scaled by its standard deviation.

INVENTORY TO SALES RATIO (LHS)
GLOBAL SUPPLY CHAIN PRESSURE INDEX (RHS)

This rethink is
increasingly involving a
switch away from “just-
in-time” to “just-in-case”
strategies centered around
holding higher levels of
stock and inventory.

Holding more inventory mitigates the risk of running short on
stock. It also helps to retain customer loyalty and can act as a
hedge against future price rises and higher transportation costs.
For example, according to Drewry Supply Chain Advisors and
the Cass Freight Index, the cost to ship goods via ocean freight
jumped by more than 200% in 2021, while the cost for domestic
freight rose over 40%.!

Solution: Modern Logistics Facilities

The modern logistics sector is central to reconfiguring supply
chains and weathering today’s high inflation environment.
Transportation costs make up 40-70% of a company’s total
logistics spend. By contrast, fixed facility costs (including rent)
account for only 3-6%.2 Modern logistics facilities therefore offer
a cost-effective route to reducing transportation costs as well as
protection against future supply chain disruption.
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Financial Sense Check: Investing in Modern Logistics Facilities

Thanks to favorable supply/demand dynamics, specifically
supply struggling to keep pace with demand that is being
driven by long-term structural trends, such as e-commerce and
supply chain reconfiguration, availability rates are at record-
lows across most major US markets (Exhibit 7) and warehouse
size segments (Exhibit 8). And thanks to long-term structural
drivers, further rental growth is expected.

EXHIBIT 7: AVAILABILITY RATES OF LOGISTICS FACILITIES
Source: CBRE EA; CBRE Investment Management as of September 2022
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AFFORDABLE HOUSING

Problem: Lack of Affordable and Sustainable Housing

Today’s cost of living crisis and rising interest rates are
exacerbating a pre-existing problem: a chronic lack of affordable
and sustainable homes.

The problem is threefold: a lack of housing stock given the
populations it is to serve; this drives up rents and has created
an affordability challenge; meanwhile, much housing stock is in
need of refurbishment and upgrade, especially given temperature
volatility and climate change.

Harvard University’s “The State of the Nation’s Housing 2022”
report quotes the Federal Home Loan Mortgage Corporation’s
(Freddie Mac) estimate of a 3.8 million shortfall in market-rate
housing both for sale and for rent in the US.> In the UK, the
House of Commons’ February 2022 Research Briefing “Tackling
the Under-Supply of Housing in England” estimates “around
340,000 new homes need to be supplied in England each year, of
which 145,000 should be affordable.”™

The US and UK may be among the largest investable housing
markets globally but in fact are fact from the least affordable.
Demographia’s 2022 report finds Hong Kong, China, and several
cities in Australia, New Zealand, and Canada among the least
affordable globally. The Harvard Report found that in the US in
2020, the nationwide share of cost-burdened households (that is,
those paying more than 30 percent of their incomes for housing)
stood at 30 percent. Moreover, 14 percent of all households were
severely burdened (spending more than half their incomes on
housing). Renter households were particularly hard-pressed, with
46 percent at least moderately burdened and 24 percent severely
burdened. In the UK, the Hamptons Monthly Lettings Index
estimates that, following record rental growth in 2021, tenants
spent an average of 42% of their post-tax income on rent. The
figure rises to 48% for those renting in London.’

Much affordable housing stock is in need of upgrading and
retrofitting. The Harvard report called for urgent upgrades to
existing stock as too much of it is simply “not equipped to meet
the accessibility needs of an aging population or to withstand the
impacts of climate change.” The report goes on to quantify the
climate change issue in terms of household numbers: “The [...]
immediate, large-scale challenge is to improve the resiliency of
the existing stock and to mitigate the risks of future damage from
extreme weather-related events. Some 51.5 million households
now live in areas under at least moderate threat of annual losses
from natural disasters, including 11.6 million lower-income
households with limited resources to recover or relocate.”

Some 51.5 million households now live
in areas under at least moderate threat
of annual losses from natural disasters,
including 11.6 million lower-income
households with limited resources to
recover or relocate.
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The cost of living crisis
problem is threefold:

1. Lack of Housing Stock
2. Affordability

3. Sustainability

WHY THE LACK OF SUPPLY?

Labor shortages, restrictive local land use regulations have long
been factors which have challenged the production of new and
affordable housing stock in many markets. During and since
the pandemic, labor shortages became even more acute and
additionally supply chain delays for many construction materials
and spiraling costs added to these challenges.

In the UK, the House of Commons Report similarly found that
the planning system is central to the failure to build enough
homes, particularly where housing need is at its most severe.
Other barriers include policies that enable affordable homes to be
purchased by private individuals (right to buy).

Solution: Affordable Housing Funds

Real estate funds focused on affordable housing offer a solution
that not only increases the level of affordable stock, but also
improves quality of life for people either by updating properties or
by building sustainable homes. By channeling institutional client
capital, funds can help plug the funding gap. Importantly, these
funds continue to target the attractive returns investors expect
from real estate. They also help satisfy the growing need for
institutions to demonstrate the impact their respective investment
strategies are having on society.

Financial Sense Check: Investing in Affordable Housing Funds

By providing fit-for-purpose accommodation that has been
designed or upgraded with the environment and quality of life
in mind, tenants are less likely to leave, more likely to look after
their homes, and more inclined to recommend the development to
others. These can all lead to lower maintenance costs, lower bad
debts, lower void costs, and lower vacancy rates—all of which, in
turn, can positively impact exit yields.

CLIMATE CHANGE

Problem: Climate Change

The World Green Building Council (WGBC) Global Status
Report 2017 states that buildings and construction together
account for 36% of global final energy use (and a higher 39% of
energy-related CO? emissions when upstream power generation
is included). Additionally the WGBC found that energy intensity
per square meter needs to improve on average by 30% by 2030
(compared to 2015) to be on track to meet global climate
ambitions set out in the Paris Agreement.®

Solution: Investing in Net Zero-Aligned Real Estate

By addressing climate-related risks and opportunities and
by focusing on delivering resiliency and net zero carbon
performance, it is possible for real estate to switch from being a
part of the problem to being a part of the solution.
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EXHIBIT 10: THE ALGEBRA OF GETTING TO NET ZERO CARBON
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Real estate has many levers that it can pull to help attain net
zero carbon:

¢ Undertaking retrofits on existing buildings to make them
energy efficient

¢ Deploying onsite renewable energy to generate power for the
site and wider community

e Carrying out the electrification of sites including the
installation of battery storage and electric-vehicle charging
systems

e Increasing the use of more environmentally friendly materials

¢ Implementing green financing programs to fund projects
targeting a reduction in the carbon footprint of buildings

Financial Sense Check: Investing in Net Zero-Aligned Real Estate

(e

Properties that do not have strong sustainability credentials are
at risk of becoming stranded assets. According to the Carbon
Risk Real Estate Monitor, “properties that will be exposed to
the risk of early economic obsolescence due to climate change
because they will not meet future regulatory efficiency standards
or market expectations.”’

Upgrading existing buildings/constructing new properties that
meet high sustainability thresholds is therefore an exercise
in risk management. It can also add value. Buildings with
their own energy source can generate savings and, in certain
instances, additional sources of income. The asset may also be
more attractive to occupiers looking to reduce their own carbon
footprints, thereby minimizing vacancies which, in turn, can
help with exit yields.

Research carried out on the relationship between certification
from GRESB, an independent organization providing validated
ESG performance data and peer benchmarks, and real estate
fund returns show that strong GRESB performance correlates to
enhanced returns for non-listed funds: overall, a 3% uplift was
observed between the lowest and highest GRESB scoring funds.®

It is possible for real estate to switch
from being a part of the problem to
being a part of the solution.
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Buildings with their
OwWn energy source
can generate savings
and, In certain
instances, additional
sources of income.

TALENT

Problem: Skills Shortage

According to the 2022 Global Talent Shortage Survey carried
out by Fortune 500 company, Manpower Group, “[Three in
four] employers report difficulty in finding the talent they need.”
The survey involved more than 40,000 employers from a broad
range of industries in 40 countries and territories.” The reasons
behind the skills shortage range from lack of adequate training
to more people leaving the workforce — the US Bureau of Labor
Statistics estimates that in December 2021, over 4.3 million
workers voluntarily left their jobs.'

Solution: Building Ecosystems around Developments

By linking developments to education and training, an ecosystem
can be fostered that benefits both the communities they serve
as well as prospective occupiers. This can be achieved via the
establishment of educational funds that invest in the teaching
and training of skills relevant to the development.

QUICK CASE: COMMUNITY SOLAR PROJECT IN
MARYLAND, US: A QUICK CASE STUDY

Partners: CBRE IM and Altus Power

Project: Build and operate a portfolio of rooftop community
solar projects to generate renewable energy for approximately
5,700 residential customers. This involves installing solar
systems of up to 20MW on the rooftops of logistics facilities
owned by CBRE IM funds.

Vision: The power generated from the solar project systems
is distributed to CBRE IM’s tenants and to residential
customers with 30% or more of the electricity to be
allocated to low- and moderate-income residential customers
in Maryland."




SUMMIT

ISSUE

Financial Sense Check: Building Ecosystems
Around Developments

Firstly, investing in the education and training of the local
community can help projects get through the planning and
funding stages.

It can also enhance the attractiveness of an asset. An educational
fund, as in the Science Square Technology Enterprise Park, can
establish a virtuous loop: people have the opportunity to train
up and raise their income potential; developers/landlords foster
an ecosystem centered around the asset; a local workforce skilled
in a specialist sector helps attract further investment into the
ecosystem; more employment opportunities are generated; and
people can continue to train up and raise their income potential,
beginning the loop again.

Rethinking Real Estate as an Asset Class

In summary, real estate is a unique asset class that not only
generates attractive risk-adjusted returns but also provides
investors with the opportunity to put their money to work
to help solve some of the world’s most pressing societal and
environmental issues.

Crucially, there doesn’t have to be a trade-off between investing
for positive change and generating attractive returns. The
opposite can be true. Investing for good can help future-proof
assets and increase sustainability of income. This, in turn, can
enhance returns for investors.

With real estate, it is possible to invest in assets that not only
benefit investors, but the actual people, places, and communities
where we live, work, and play.

QUICK CASE: SCIENCE SQUARE TECHNOLOGY
ENTERPRISE PARK AT GEORGIA TECH"™

Partners: Georgia Tech and developer Trammell
Crow Company (TCC)

Project: A purpose-built 18-acre mixed-use development
focused on establishing Atlanta as a biomedical research and
technology hub.

The first phase of the development will comprise:
e TCC’s Science Square Labs
® 364,740-square-foot Class A lab/office tower

e 280-unit residential building with shared parking and
ground-floor retail space

Vision: As part of the project, TCC is providing an initial
US$500,000 Community Educational Grant which will
go towards life sciences’ education and jobs training in the
local area.
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