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IIE TA REALTY

The recovery in the U.S. real estate market that began early in 2024 broadened throughout the year supported by tailwinds
from a healthy economy, the start of the long-awaited Federal Reserve (the “Fed”) easing cycle and the resolution of the
U.S. Presidential election with the re-election of Donald Trump. Borrowing costs and real estate values in most markets
stabilized and transaction activity ticked up in the second half of the year. But high interest rates, structural changes in office
demand and a cyclical peak in new supply in industrial and multifamily properties, led to uneven market fundamentals across
sectors and submarkets.

ECONOMIC OVERVIEW?

The U.S. economy ended 2024 with positive momentum. Recession forecasts from the start of the year unwound as
consumer spending consistently surprised to the upside and propelled real Gross Domestic Product (“GDP”) growth to an
above-trend pace. For the full-year, U.S. GDP grew by 2.8%, a modest slowdown from 2.9% in 2023, but well above the
2.2% annual average since 2000. Consumer spending, which accounts for more than two-thirds of the economy, was a key
driver of economic growth. U.S. households picked up spending in the fourth quarter at an aggressive 4.2% inflation adjusted
annualized rate, the strongest quarter since early 2023. The U.S. trade deficit was a mild drag on growth in the fourth quarter
reflecting fewer exports due to weakness in the global economy and higher imports driven by the prospect of tariffs on
certain foreign products. Corporate profits remain healthy - growing in the high single-digits year-over-year throughout 2024.

U.S. consumers benefitted from robust gains in household balance sheets in 2024 and the wealth effect should in turn drive
consumer spending growth in 2025. However, there are signs of weakness for U.S. households. Year-end data showed
that consumers dipped further into savings. The personal saving rate ticked down 20 basis points (“bps”) to 4.1%, the lowest
level in two years.

The labor market showed signs of softening in 2024 but ended with a surge of over 250,000 jobs added in December - the
best month since March. Overall, U.S. payrolls increased by 2.2 million jobs in 2024, averaging 186,000 jobs per month.
While down from the 3.0 million jobs added in 2023, it still reflects strong growth and a return to pre-pandemic (2015-2019)
norms. The unemployment rate held near 4.1% in the second half of the year - near generational lows. Average hourly
earnings rose 3.9% in 2024, above the past cycle's peak of 3.6% reflecting some of the strongest labor market conditions
since the late 1960s. The job market is expected to cool modestly in 2025.

The resilience of the U.S. economy allowed the Fed to start its long-awaited easing cycle in the third quarter. The Federal
Open Market Committee (“FOMC”) reduced its target range for the federal funds rate by 100 bps from its peak of 5.25%-
5.50% through moves of 50 bps in September, 25 bps in November and 25 bps in December.

The rate of inflation fell from its cyclical peak in 2022, but progress slowed toward the end of the year. The Fed’s preferred
inflation gauge, the Core Personal Consumption Expenditures Price Index (which excludes food and energy), gradually
accelerated in the second half of the year, ending 2024 at 2.8%, well above the Fed's 2% target. As a result, at its December
meeting, the FOMC revised its outlook for monetary policy to expect only 50 bps of rate cuts in 2025, half of the September
projection.

While short-term policy rates eased in 2024, the FOMC’s revised outlook for interest rates to stay higher for a longer period
combined with higher inflation expectations in response to the policy mix proposed by the new Trump Administration,
contributed to a rapid rise in bond yields. The U.S. 10-year Treasury rate fluctuated from 3.8% at the start of the quarter to
4.5% at year-end. Consensus forecasts expect that the 10-year Treasury yield will remain well above 4.0% throughout
2025.

The U.S. economy is poised for growth in 2025, driven by strong consumer spending, easing financial conditions and
productivity gains. Although risks to growth persist, such as potentially problematic trade policies under the second Trump
Administration or ongoing geopolitical conflicts, the U.S. economy is better equipped to weather unexpected headwinds
than it was a year ago. Furthermore, President’s Trump focus on less restrictive monetary policy, a more favorable regulatory
environment and prospects for lower taxes may give the economy a boost in the years ahead. A higher long-term interest
rate environment could hinder positive momentum for real estate activity through 2025. However, the outlook for the U.S.
real estate market is positive. Sustained economic growth combined with stable credit conditions will likely serve as a
foundation for strong fundamentals performance, increased investment activity and property values in 2025.
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REAL ESTATE FUNDAMENTALS?

The U.S. real estate market ended 2024 with steady fundamentals across property sectors although segments of the office
sector remain weak. There were pockets of weakness in some multifamily and industrial submarkets experiencing elevated
levels of new supply, but a significant drop in new construction starts should pave the way for a reacceleration in
fundamentals by 2025. The U.S. real estate market is poised for steady growth in 2025 with even the beleaguered office
sector benefiting from improved leasing activity.

Industrial

The U.S. industrial market shifted to a slower, more deliberate pace of activity in 2024 as occupiers focused on improving
efficiency and consolidated operations to cut costs. Net absorption for the year fell to the lowest level since 2014, but leasing
activity began to improve near year-end with the resolution of both the International Longshoremen’s Association strike and
the U.S. presidential election. Many major markets, including Chicago, Dallas and the Inland Empire, recorded fourth quarter
gains in leasing activity. Vacancy rates trended upward but the rate of increase slowed notably by mid-year, rising by only
30 bps in the second half to end the year at 7%, suggesting the market may be approaching stabilization. Vacancy rates
continued to be nuanced by size segment with smaller industrial product (under 100,000 sf) remaining tight at 4%, while
big-box product (300,000+ sf) recorded a 7% vacancy rate, driven by speculative deliveries in this segment. Notably, the
rate at which vacant sublease space entered the market slowed in the fourth quarter. Consumer goods spending, which
has been rising for over a year, coupled with growing warehousing employment are further evidence of a strengthening in
demand for industrial space.

A rapid slowdown in new deliveries signaled that the industrial market has moved past the historic development wave. After
a record-setting 535 million square feet (“msf’) delivered in 2023, just 360 msf delivered in 2024 — a 33% decline.
Additionally, new construction starts declined throughout the year with just 224 msf breaking ground, 53% less space than
was initiated in 2023. Rent growth, which decelerated over the past two years, finished the year slightly below 3%. As the
improving supply-demand balance takes hold, rents should see renewed upward pressure, particularly in the smaller sized
segment of the market, positioning the sector for an incremental recovery in 2025.

After a year of hesitancy, the U.S. industrial market is poised for improvement as leasing activity normalizes and the market
enters a new, sustained growth phase as tenants deployed capital to optimize supply chains and diversify networks to
minimize potential risks. Long-term, the decline in speculative development and healthy demand drivers are expected to
continue to drive demand for warehouse space, particularly in prime markets with large consumption bases and near integral
ports of entry.

Multifamily

The U.S. multifamily market saw a rebalancing of supply and demand dynamics in 2024, indicating a healthier and more
stable market. Net absorption over the last 12 months reached 551,000 units in 2024, a record level excluding the unique
post-pandemic period in 2021. The market reached a cyclical peak in deliveries in the second quarter, but strong occupancy
gains held the national vacancy rate steady at 8% through year-end. Sun Belt markets were the biggest beneficiary of the
demand wave, accounting for more than half of the 2024 units absorbed nationwide. Despite 2024’s robust demand, supply
additions still narrowly outpaced demand by 130,000 units but the gap narrowed during each quarter of the year. The supply-
demand imbalance should reverse early in 2025 as construction starts in 2024 were down nearly 48% when compared to
2023.

After the rapid increases of 2021 and 2022, multifamily rent growth has held steady near 1% year-over-year since mid-
2023, reflecting the market's transition from overheated to more sustainable conditions. Gateway markets and smaller
Midwestern cities, which have seen limited new supply, have led rent growth, while some Sun Belt markets with elevated
levels of new construction have faced near-term rent deceleration.

The multifamily market is poised for growth in 2025. As deliveries are forecasted to continue their sharp decline and demand
is projected to stay strong — supported by high single-family housing costs and demographic trends — the stage is set for
a reacceleration in rent growth. Long-term fundamentals are forecasted to remain strong, underpinned by the chronic
housing undersupply that has persisted since the Global Financial Crisis.
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Office

The U.S. office market was characterized by bifurcated performance throughout 2024 which continued in the fourth quarter,
reflecting both a move toward stabilization and ongoing challenges. Positive absorption of just under 3 msf marked a rare
bright spot, though the market remained absorption-negative for the year, with a cumulative loss of 21 msf. Despite almost
8 msf of new deliveries in the fourth quarter — bringing the annual total to 24 msf — the national vacancy rate held steady
at just under 14%, unchanged for three consecutive quarters. The availability rate shrank by 30 bps in the second half of
the year to 16% as sublease availability declined from a peak of 208 msf in 2023 to 184 msf by Q4 2024.

Rent growth remained stagnant at 1% in the fourth quarter, as tenant demand stayed cautious. Consolidations continued,
with lease sizes typically 15-20% smaller than pre-pandemic norms. Landlords, especially in non-prime locations, continued
to rely on concessions like free rent and significant tenant improvement allowances to attract tenants. On the other hand,
premium office buildings in highly-amenitized areas remained relatively resilient, maintaining effective rent growth, low
vacancy and strong leasing activity.

Looking ahead, near-term vacancy pressures are expected to persist as new construction is delivered, but the sharply
diminished supply pipeline, at its lowest since 2012, offers long-term stabilization potential. Rent growth is likely to remain
muted, with sub-1% growth projected through 2026. However, the shrinking pipeline and improving attendance trends could
set the stage for gradual recovery as tenant demand and available space begin to realign especially in specific market
segments.

Retail

The U.S. retail market saw a strong finish to 2024 with demand outpacing new supply by more than 7 msf, although
momentum slowed. Total net absorption for 2024 reached 23 msf, less than half the 50 msf absorbed in 2023. Minimal
absorption was due in part to headwinds impacting home and office retailers and by the historic lack of available space.
Vacancy held near the historically low level of 4% throughout 2024.

Just 5 msf of new space was delivered in the fourth quarter, bringing the annual total to 31 msf in 2024. Construction starts
for 2024 hit a low of 32 msf, the lowest recorded since 2007. This constrained pipeline has kept competition for space
strong, especially in grocery-anchored and neighborhood centers. While national rent growth slowed to 2% annually, several
Sun Belt markets continued to outperform, supported by population growth and robust consumer spending.

Looking ahead to 2025, the retail market is poised for rent acceleration as tight supply conditions persist. With strong
household balance sheets and continued job growth, the retail market in 2025 should be well-supported by a resilient
consumer base. These economic factors are expected to drive steady demand, particularly in grocery-anchored centers.
However, while the economic backdrop remains mostly favorable, consumers are likely to remain discerning with their
shopping habits leading to a bifurcated market in which there is a larger gap between outperformers and struggling retailers.

CAPITAL MARKETS 3#

The U.S. real estate market showed signs of recovery, with transaction activity and pricing stabilizing in the second half of
2024. The start of the Fed'’s rate cutting cycle improved debt market conditions, increased liquidity and spurred the gradual
recovery investment activity in the fourth quarter. U.S. real estate sales volume totaled $131 billion for the quarter, reflecting
a 32% year-over-year increase. As the fourth quarter historically represents the strongest of the year, when compared to
fourth quarter averages from 2015 to 2019, the fourth quarter of 2024 still lagged historic averages by 19%. The relatively
strong end to the year still supports healthy growth in capital markets activity. However, the recovery is uneven, with some
segments of the market advancing while others lag due to structural factors and price declines.

Pricing trends continued to move toward stability. The MSCI Commercial Property Price Index (“CPPI”) ended the year just
under 1% lower than its December 2023 level, reinforcing that the steep price corrections of prior years had largely
moderated. Capitalization rates (“Cap rates”) across sectors exhibited minimal movement throughout 2024, with the
expansionary period of the past two years giving way to a phase of relative equilibrium. Coupled with stronger sales volume,
this signals that many markets may have found the bottom in terms of pricing.

The industrial sector remained near the top for pricing resilience and transaction activity. Industrial CPPI increased 3% year-
over-year, marking the second-largest gain among major property sectors. Transaction volume surged to $33 billion in the
fourth quarter, a 33% increase from a year prior and 19% above the 2015-2019 fourth-quarter average. The sector’s stable
income generation and the appeal of assets offering near-term lease rollovers, allowing for mark-to-market adjustments,
should continue to attract deep investor interest across markets.
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Multifamily remained the most active sector by transaction volume, totaling $45 billion in the fourth quarter, the highest
volume since the end of 2022. While pricing declined 4% year-over-year, the pace of depreciation continued to decelerate
and the fourth quarter marked the slowest decline of 2024, suggesting that the sector is approaching price stabilization.
Structural demand drivers — including high single-family housing costs, a persistent housing shortage and strong
demographic trends — are expected to underpin long-term investment appeal despite near-term supply-side pressures in
high-growth Sun Belt markets.

The office sector experienced a notable improvement in liquidity, with transaction volume reaching $21 billion for the quarter
— a 36% increase from the prior year and the strongest performance in two years. Although pricing remained under
pressure, declining nearly 6% year-over-year, this represented the slowest annual decline since 2022. Suburban office
assets outperformed CBD properties, with suburban office pricing down just 2% year-over-year and accounting for the
majority of transaction volume. Cap rates for the sector expanded by 40 bps in the fourth quarter but remained relatively
stable in comparison to previous periods of volatility. While office investment remains constrained by limited credit
availability, the pricing reset may be creating strategic opportunities for select acquisitions.

The retail sector emerged as the strongest-performing sector in 2024 in terms of pricing appreciation, with an increase of
3% year-over-year. December alone saw a 1.1% monthly increase. Transaction volume saw an uneven year in 2024 but
ended with the fourth quarter total of $14 billion, still far below fourth quarter pre-pandemic averages, but an 8% increase
over 2023 and the third consecutive quarter of volume increases. The retail sector’'s supply and demand dynamics and
evolving rental profile position it well for long-term attractive returns and opportunities for growth. Although retailers will
further consolidate, demand will likely grow in suburban locations and Sun Belt cities. High-quality, well-located retail,
especially grocery-anchored shopping centers, are expected to outperform the rest of the sector.

The NCREIF Property Index ("NPI") posted its second consecutive positive quarterly return in the fourth quarter of 2024,
reflecting continued stability in operating fundamentals and a further moderation in negative appreciation. U.S. real estate
achieved a total return of 0.9%, slightly up from 0.8% in the third quarter, supported by a steady quarterly income return of
1.2% and a reduced appreciation decline of (0.3)%. Rolling twelve-month returns improved to 0.4%, indicating stabilizing
valuations and strengthening investor confidence.

For the third consecutive quarter, all property types but office posted a positive quarterly return. Retail returns remained the
highest with total returns of 1.9% made up of a 1.4% income return and a 0.5% appreciation return. Multifamily returns were
1.2% for the quarter with a 1.1% income return and 0.1% appreciation return. Industrial returns were also 1.2% made up of
a 1.0% income return and 0.2% appreciation return. Finally, office returns remained the industry laggard though continually
improved for each of the last four quarters to end 2024 with a (0.7)% total return supported by a 1.5% income return and
(2.2)% appreciation return. As a note, NCREIF released an expanded NPI for the fourth quarter which includes senior
housing and self-storage assets in addition to the classic NPI property types. The return for expanded NPI in the fourth
quarter of 2024 was 0.9%.

Outlook

The start of the Fed'’s easing cycle in 2024 marked a significant turning point for the U.S. real estate market. The recovery
is likely to broaden and 2025 should present attractive points of entry. Cap rates have risen and property values have
adjusted lower since the Fed began its aggressive monetary tightening in 2022. Overall, the cost of capital has decreased,
with borrowing spreads narrowing and debt capital becoming more accessible. At the same time, supply and demand are
coming back into balance particularly in the U.S. industrial and multifamily markets. However, risks remain. The extreme
highs and lows of the post-pandemic period have moderated but the market faces the prospect of further adjustment and
expectations of higher inflation and interest rates could hinder positive momentum for real estate activity.

Near-term success in the evolving U.S. real estate market may depend on the time-tested principles of strategic asset
selection, active asset management and adaptability. Significant differences in outlooks across property types highlight
the importance of disciplined market, submarket and asset selection for driving performance. Sectors with strong demand
or favorable leasing dynamics, such as data centers, multifamily or industrial, are expected to benefit from higher income
growth.

While the real estate recovery may progress more quickly in some markets than in others, less variation is expected as
the market gains clarity on the impacts of the second Trump administration’s policy changes. The steady income streams
from real estate are likely to lead to long-term value creation, and the outlook for U.S. real estate is positive.
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estate investment management firm. The Firm is headquartered in
Boston, Massachusetts, with additional offices in Newport Beach,
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