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HEADLINES FROM THIS ARTICLE:

» The RCLCO Current Real Estate Market Sentiment Index (RMI), which measures sentiment on a 100-point scale, has
increased 57.5 points over the past six months, from 31.6 at YE 2020 to 89.1 at Mid-2021, returning to a high not seen
since Mid-2015.

»  Respondents predict that real estate market conditions will remain largely consistent in the near future, with the RMI
anticipated to drop only 7.8 points to 81.3 over the next 12 months. This is still will above the long term (since 2011) average
of 68.8.

»  Approximately three quarters of survey respondents (75%) believe real estate conditions will be moderately or significantly
better in the next 12 months.

» 7 outof 10 respondents indicate that rising construction costs are having a significant impact on the real estate
market. Going forward, higher costs are likely to temper somewhat, though still remain a factor in 12 months.

»  Respondents indicate that most product types have moved from contractionary phases to expansionary phases in the real
estate cycle since the YE 2020 survey. Retail and office remain at the bottom of the cycle, and hospitality has reached early
expansion. However, all three sectors are expected to return to Early Recovery within the next 12 months.

» Looking ahead a year, a majority of respondents expect interest rates to rise, capital flows to increase to real
estate, and homeownership rates to rise. However, there was less consensus over the expected performance of cap
rates over the next 12 months.

RCLCO's Real Estate Market Sentiment Survey has tracked confidence in U.S. real estate market conditions for the past 10 years. The
overall index took a dramatic dive in Mid-2020 due to the speed and intensity of the economic downturn sparked by COVID-19, hitting its
lowest level in the history of the series (9.2). The prior survey at YE 2020 showed the beginning signs of recovery but overall sentiment
was still below the long term average. The Mid-2021 result reflects strong optimism as vaccination rates approach herd immunity
levels, business restrictions have been lifted, and a drop in cases nationally spurs the economy and real estate markets toward recovery.

OVERALL SENTIMENT HAS QUICKLY REBOUNDED FROM HISTORIC LOWS IN MID-2020 TO AN
OPTIMISTIC LEVEL ON-PAR WITH 2015 SENTIMENT LEVELS

Sentiment about the health of the economy and real estate markets was overwhelmingly positive in Mid-2021, increasing dramatically
from COVID-19 downturn lows recorded in 2020. The precipitous drop in 2020 reflected the disarray of the markets and economy in
reaction to the global pandemic. Since the end of 2020, the RMI index increased to 89.1, consistent with sentiment levels in 2015, and
close to the highest levels ever seen. The strong and quick rebound is partially the result of the robust housing market over the past year;
as households spent more time at home and therefore prioritized spending on their place of residence. The downturn’s uneven impact
left many middle-income and affluent households relatively unscathed, while those in lower paying service-sector industries bore the
brunt of the financial hardship. This left many higher income households (who are often the target of new real estate developments) in
a position to purchase, rent, or invest.
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The high current index level portrays a sense of optimism that surpasses the also-strong YE 2020 predicted RMI of 81.3, which is typically
indicative of strong market conditions. The forward outlook indicates that the market index is likely to stay at a high level, though
dropping slightly over the next 12 months, perhaps a reflection of fading stimulus spending.
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The high current index level portrays a sense of optimism that surpasses the also-strong YE 2020 predicted RMI of 81.3, which is typically
indicative of strong market conditions. The forward outlook indicates that the market index is likely to stay at a high level, though
dropping slightly over the next 12 months, perhaps a reflection of fading stimulus spending.

How Would You Rate National Real Estate Market Conditions Today Compared with One Year Ago?

Current U.S. Market Sentiment Over Time

100%

90%

80%
é 70% = Significantly Better
g 60% H Moderately Better
é:; e = Unchanged
§ gg:jo = Moderately Worse
+ 2[)"/: m Significantly Worse

10%

0% . b
Mid-2018 YE 2018 Mid-2019 YE 2019 Mid-2020 YE 2020 Mid-2021

Source: RCLCO

The majority (88%) of respondents indicated that national real estate conditions were moderately or significantly better when compared
with one year ago. A meaningful 50% of respondents predicted that real estate market conditions are significantly better than last year.
This is a marked improvement from the nearly two-thirds of respondents who claimed worsened conditions at YE 2020, and signals that
the market is well on the way to recovery.
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The outlook for the upcoming year is also bullish. Approximately 75% of respondents predicted that national real estate market conditions
would be “moderately” or “significantly” better in the next year. The remainder of the survey respondents were equally split between
unchanged or worse conditions.

12-Month U.S. Real Estate Market Predictions over Time
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CONSTRUCTION COSTS COULD CAUSE MARKET HEADWINDS

There is a clear consensus that increased construction costs is having an impact on the real estate industry, presumably a negative one.
7 out of 10 respondents (70%) indicated that rising construction costs are having a significant impact on the real estate market where
they are active, with another 24% indicating a moderate impact, and 4% indicating a slight impact. It should be noted that the survey was
conducted close to the recent high point of lumber prices, which have traded down in recent weeks. Still, construction cost pressures are
widespread, and this is an important issue to watch over the rest of the year.

Construction Cost Impact on Real Estate Markets Today
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Encouragingly, when asked to look 12 months out, the concerns over construction costs are less significant, with only 36% believing
construction costs will continue to have a significant impact, with 61% predicting that the impact would be moderate or slight.

Construction Cost Impact on Real Estate Markets in 12 Months
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FEWER PRODUCT TYPES IN DOWNTURN OVER THE PAST SIX MONTHS
Property Type % Downturn Comparison

Mid-2020 2020 YE Mid-2021 Mid-2020 2020 YE Mid-2021 Mid-2020 2020 YE Mid-2021 Mid-2020 2020 YE Mid-2021
Early Early Early Early Early Early
Downturn Downturn Downturn Bottom Bottom Bottom Recovery Recovery Recovery Recovery Recovery Recovery

Today Today Today Today Today Today Today Today Today In 12 Months In 12 Months In 12 Months
% One Year % One Year % One Year
From Now From Now From Now

% Early % Early % Early in Early in Early in Early
% Downturn % Downturn % Downturn % Bottom % Bottom % Bottom Recovery Recovery Recovery Recovery Recovery Recovery
Retail 57% 44% 15% + 16% 26% 10% + 5% 8% 1% + 17% 22% 10%
Hospitality 55% 38% 5% + 26% 35% 12% + 7% 14% 21% + 31% 41% 16%
Office 51% 45% 1% + 10% 16% 1% + 6% 10% 1% + 14% 20% 13%
For-Rent Residential 40% 25% 4% + 9% 12% 4% + 7% 15% 1% = 2% 20% 6%
For-Sale Residential 40% 12% 2% + 10% 6% 1% + 9% 14% 8% = 21% 12% 3%
Industrial 1% 4% 2% + 5% 3% 1% + 1% 10% 5% > 12% 7% 2%
Grand Total 43% 21% 6% 12% 15% 6% 8% 12% 1% 20% 20% 8%

Source: RCLCO

RCLCO's Real Estate Market Sentiment Survey captures a snapshot of where respondents thought each major real estate sector was
on the real estate cycle, the downturn-related stages are detailed in the chart above and the full cycle is shown below. Consistent with
the broad recovery of the overall market, respondents told us that only 6% of the overall real estate market was in a downturn by Mid-
2021. This is a sharp improvement from 43% and 27% that was registered in Mid-Year 2020 and Year End 2020, respectively. Retail
and office remain towards the bottom of the market cycle, and a consistent share of respondents expect each of these sectors to move
to early recovery a year from now compared to the survey six months ago. Since December, retail switched with hospitality yet again
to become the sector with the worst conditions (downturn + bottom), likely due to the continuing long-term impacts of online shopping
outpacing gains seen in experiential retail as the nation reopens. The industrial sector continues to be a bright spot in real estate and
for-sale housing emerges as another strong performer, with only 3% of respondents for each use stating that it was in a downturn or at
the bottom of the cycle.
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Cycle Stage Movement over Past Six Months
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Survey respondents believed that most of the major real estate sectors moved from bottom or early recovery to expansion in mid-2021.

»  The industrial sector continued its exceptionally strong performance due to increasing e-commerce penetration and home delivery
surges throughout the year.

» Retail and office improved over the past six months but remain in the bottom part of the cycle, while hospitality moves into early
recovery.

» All of these sectors were the hardest hit by COVID-19 shutdowns, stay-at-home orders, travel restrictions, and increased
teleworking.

»  Within these sectors, there were occasional bright spots — for example, more than 70% of respondents categorizing Medical
Office and Grocery-Anchored Community/Neighborhood Centers in the healthy expansionary phase of the cycle, consistent with
EY 2020 Sentiment.

»  Hospitality was bolstered in the past 6 months by strong sentiment in the Home Sharing/Airbnb/VRBO and in Extended Stay
product, though there are indications of other sectors recovering as travel resumes.
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EXPANSION OF MOST PRODUCT TYPES IN THE UPCOMING YEAR
RCLCO Real Estate Cycle Chart
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Looking forward, all sectors are predicted to improve, with many moving to a more favorable stage. Retail is expected to attain Early
Recovery in the next 12 months, while hospitality and office are expected to move further into Early Recovery as office workers partially
return and consumer confidence returns, enabling the economy to become more fully engaged. For-sale residential (including resort/
second home) and land outperformed significantly in the downturn as buyers took advantage of historically low mortgage interest rates
and were looking for more space; and not surprisingly, a significant share of respondents pegged these sectors to be in the Early Stable
stage, indicative of healthy market conditions.

ECONOMIC INDICATOR PREDICTIONS FOR THE NEXT YEAR

While interest rates have increased from lows earlier in the year, over 70% of respondents predict that interest rates will continue to
increase moderately for the next year. A majority (68%) of respondents also felt that capital flows to real estate would increase over the
coming year, echoing the positive real estate sentiment described in this article. Because interest rates still remain low and the for-sale
residential market remains strong, nearly 60% of respondents predict that the homeownership rate will rise as first-time homebuyers
purchase homes in increasing amounts. While there was relative agreement around increasing interest rates, increasing flows of capital
to real estate, and a rising homeownership rate, there was less consensus around future cap rate levels. Of the respondents to this
survey, 18% believe they will decrease moderately, 38% predict no change, and 34% predict a moderate increase.
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Economic Indicators
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WHO TOOK THE SURVEY?

RCLCO's Real Estate Market Sentiment Survey tracks the sentiments of a highly experienced pool of real estate professionals from
across the country and across the industry. Approximately two-thirds (72%) of respondents have worked in the real estate industry for
20 years or more, and 83% of respondents are C-suite or senior executives in their organizations.

Years of Experience in Real Estate Position in Organization

Associate
Analyst

Manager

3.12% "C-Suite"
37.41%

20+ Years

68% Senior

Executive/
Manager
45.44%

Source: RCLCO Source: RCLCO

Developers and builders comprise the largest share of respondents, at 43% of the sample. Another 21% are investors or capital allocators,
followed by 5% in design or architecture firms. The remaining 37% of respondents come from a variety of other types of organizations
within the real estate industry and public sector.

As the Nation Reopens: Mid-Year Sentiment Soars in the Real Estate Industry RCLCO.COM




THE ADVISORY

Type of Organization

Design/Architecture Firm
4.74%

Other
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The respondent mix is representative of the U.S. as a whole; however, it is weighted towards those who report working primarily in
coastal and Sunbelt markets. This respondent mix reflects markets where there has been significant development activity in this cycle.

Primary Region/Market
Texas/South Central Florida
10.0% 7.7% DC/Northern

Virginia/Baltimore
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Reasonable efforts have been made to ensure that the data contained in this Advisory reflect accurate and timely information, and the data is believed to be reliable
and comprehensive. The Advisory is based on estimates, assumptions, and other information developed by RCLCO from its independent research effort and general
knowledge of the industry. This Advisory contains opinions that represent our view of reasonable expectations at this particular time, but our opinions are not offered
as predictions or assurances that particular events will occur.

Copyright © 2019 RCLCO. All rights reserved. RCLCO and The Best Minds in Real Estate are trademarks of Robert Charles Lesser & Co. All other company and product
names may be trademarks of the respective companies with which they are associated.

RCLCO.COM
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‘I have engaged RCLCO many times over the past 20 years. Each

assignment resulted in community lot sales pace and lot prices above my

pro forma values. RCLCO is the GOLD standard for real estate consulting."
-- Jimmie Jenkins, Vice President, Toll Brothers, Inc.

Since 1967, RCLCO has been the “first call” for real estate
developers, investors, the public sector, and non-real estate
companies and organizations seeking strategic and tactical advice
regarding property investment, planning, and development.

RCLCO leverages quantitative analytics and a strategic planning
framework to provide end-to-end business planning and
implementation solutions at an entity, portfolio, or project level.
With the insights and experience gained over 50 years and
thousands of projects—touching over $5B of real estate activity
each year—RCLCO brings success to all product types across the
United States and around the world.

RCLCO has expertise in three major areas: real estate analytics,
investment advisory, and enterprise strategy. Our multidisciplinary
team combines real-world experience with the analytical
underpinnings of thousands of consulting engagements.

We develop and implement strategic plans that strengthen our
clients’ positions in a market or sector, add value to a property or
portfolio, and mitigate price erosion.

Since we first opened our doors, RCLCO has been governed by
our core values. We believe that excellence, integrity, honesty,
respect, exceeding expectations, and quality are great goals that
all firms must possess. These goals and values shape the culture
and define the character of our firm. They guide how we behave
and make decisions. Our extensive network provides us with a
unique and comprehensive outlook on the industry, not to mention
unmatched access to the best minds in real estate.

CONTACT US TODAY!

Joshua Boren, Managing Director, Strategic Initiatives
P: (310) 984-1757 | E: JBOREN@RCLCO0.COM
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