





—— The State of Real Estate

Industrial: E-commerce has been around for over a decade, but its acceleration during Covid has been
a boon for industrial warehouses. Unprecedented rental rate growth and occupancy also brought about a
wave of new supply that is being absorbed today. We remain bullish this sector as the e-commerce secular
trend continues.
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Communications - Cell Towers: Your cell phone only works because of the vast cell tower network in
the U.S. and globally. These high-margin towers are truly mission-critical, and the data traffic continues to
explode higher, which benefits these valuable networks of cell towers. In addition, 5G technology requires
new equipment to be attached to these towers resulting in higher revenues. Given the sector’s long-
duration lease structures, it has been negatively impacted by higher interest rates. However, this mission-
critical asset class remains a great source of yield and secular growth, which is unusual in REITs. As a

result, we remain optimistic.

Communications - Data Centers: The Al revolution will be housed within massive data centers funded
by the mega cap companies of our generation. Private equity firms and American Tower saw this trend
early and have taken all of the small cap data center REITs private in just the last five years. Only three
public players remain, Equinix, Digital Realty, and DigitalBridge. The outlook for the sector remains positive,

but valuations reflect a lot of Al enthusiasm today, making us cautious.

Retail: Shopping centers also received a post-Covid boost as consumer balance sheets have rarely
looked better. This has resulted in record low shopping center vacancy and robust rental rate growth. In
addition, given the oversupply of retail space coming to this decade, developers have shied away from
retail construction, opting for industrial and multifamily. As a result, fundamentals have rarely been better

for the sector, absent enclosed shopping malls which are in secular decline.
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Office: The pandemic’s biggest loser continues to be office real estate. Work-from-home trends and
cost cutting during and post-pandemic made reducing office space an easy decision for CEOs. Record
vacancies result in high concessions to get new tenants interested. This makes leasing economics very
punitive. In addition, foreclosure sales across the country continue, which further depresses valuation and

creates financing risks. Simply put, we fear a lost decade for this property type and are avoiding it.
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In summary, the state of real estate is a mixed picture today, with certain property types performing well and
others struggling. Supply/demand trends and interest rates are having disproportionate impacts on various
categories of real estate, and public market prices of REITs are well off their highs. We will seek to take
advantage of this where appropriate with the intention of gaining exposure to attractive total investment
returns and rising dividends.
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