INTRODUCTION

Over the past decade, U.S. multifamily has been among the
most sought-after sectors by institutional investors due to its
necessity characteristic, the underlying strength of property-
level fundamentals, and high historic risk-adjusted total
returns. It has remained an integral part of commercial real
estate (CRE) investment portfolios with a portfolio weighting
of 29.1% in the NCREIF Fund Index-Open End Diversified
Core Equity (NFI-ODCE).! Clarion Partners believes that
well-located, high-quality rental housing will continue to be
a strong performer over the long term due to a variety of
macro, demographic, and financial factors.

MACRO DRIVERS SUSTAINING RENTAL
HOUSING DEMAND

Clarion Partners is optimistic about the outlook for U.S.
multifamily from 2024 to 2028 and beyond primarily due to
two macroeconomic factors:

The National Housing Shortage

Following a decade of underbuilding, there continues to be

a national housing shortage. Both the U.S. for-sale housing
inventory and the rental housing vacancy rate have remained
very low in many markets in recent years (Figure 1). Clarion
Partners estimates a total current shortfall of 2.8 million
housing units. Broken down by tenure, a shortfall of 1.3
million for-sale units and 1.5 million for-rent units.? This view
is consistent with other industry estimates of the U.S. housing
shortage that generally range between 2 and 5 million units
depending on the methodology.®

This shortfall is expected to grow as disruptions in the

capital markets are leading to fewer multifamily starts, and
demographic trends support continued demand. The deficit is
even more pronounced in the low and middle price point market,
as much of the new construction targets the high-end segment.

Over the next decade, John Burns Research & Consulting
estimates total new U.S. housing demand will be 18.6 million
new homes, 1.9 million per year, inclusive of for-sale and for
rent housing.*

FIGURE 1: LOW VACANCY IN ALL FORMS OF HOUSING
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Source: U.S. Census Bureau, Moody’s Analytics, Clarion Partners Investment
Research, Q2 2024. Note: Rental housing includes non-institutional and
institutional-quality multifamily and single-family rental houses.
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Favorable Demographics: Robust Renter Base in All Generations

The increasingly onerous cost of owning a home has led to
many in all age groups remaining in the renter cohort. While
the overall U.S. homeownership rate is now near its long-term
average, the rate amongst first-time buyers is still historically
low.b It is also well below the U.S. average in the Northeast and
West regions, especially in the major markets where the cost
of living is very high.

While more Millennials (~72 million) are buying homes, Gen Z
(~70 million) has started to enter the workforce and will remain
in the renter cohort for the next decade or so. Furthermore,
more Gen X-ers and Baby Boomers (~133 million combined) are
choosing to rent for lifestyle reasons.”

Additional key factors likely to sustain future rental housing
fundamentals include strong ongoing job and wage growth,
elevated construction and replacement costs, and tighter
lending conditions for new construction, which will likely
suppress future new supply.

FINANCIAL HEADWINDS: ACUTE FOR-SALE
HOUSING AFFORDABILITY CHALLENGE
PERSISTS

Cheaper to Rent than to Own in Most Metros. U.S. for-sale
housing affordability is now at a record low (Figure 2). It is
now cheaper to rent than to buy in most of the largest U.S.
metros.® Since Q4 2019, monthly rents have risen by 28%,
while mortgage payments have climbed by 92%.8

FIGURE 2: U.S. FOR-SALE HOUSING AFFORDABILITY WORSENS
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Source: Moody’s Analytics, Clarion Partners Investment Research, Q2 2024.
Note: For-sale housing affordability index based on Moody’s Analytics model
that factors in three variables: 30-Year Fixed Rate Mortgage Commitment Rate
- National, FHFA Purchase-Only Home Price Index, and Median Household
Income. LTA = long-term average.

U.S. For-Sale Housing Price Has Continued to Climb. Over the
past decade, the U.S. median home price has risen swiftly, up
by almost 100% from $207,000 to $403,730.° During this time,
the national average income grew by 42%0.'° Housing prices

in many secondary markets in the South and West regions
approached new highs, with prices in a few rivaling the levels of
some high-cost major markets. However, overall home prices
are still significantly lower in much of the Sun Belt.
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Many U.S. Counties Report a Home Price above the National Median.

Many of the most populous U.S. counties report home prices
above the U.S. median level (Figure 3). Of the 50 largest
metropolitan statistical areas, 32 now have median home
prices above that of the nation, which has climbed from 24
in 2013." This has led to a greater demand for high-quality
Class A and B rental housing in more metros.

FIGURE 3: 2024: MEDIAN HOME PRICE BY COUNTY
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|
W 5510507 s5e705

W 557455+ 51416207
W - saez0

\ 3

Source: StratoDem, Clarion Partners Investment Research, Q2 2024.
Data as of Q2 2024.

Explosion in Renter Households. The widening gap between the
cost to rent and own has led to a rapid rise in renter households.
In Q2 2024, the number of renter households in the U.S. grew
three times faster than the number of owner households."™

Rise in Cost-Burdened Households. Furthermore, over recent
years, there has been arise in total cost- burdened households,
which pay more than 30% of their monthly income on housing
costs. Of ~130 million U.S. households, over 30% are now cost-
burdened, representing the highest rate on record.” The share of
severely cost-burdened households (those paying over 50% of
monthly income on housing costs) is significant for both renter and
owner households.™

ONGOING SHIFT: SUN BELT LURE &
SUBURBAN BOOM

Higher for-sale housing costs have shifted residential mobility
patterns and the geography of housing demand. Recent
domestic migration and population growth trends have
continued to heavily favor the Sun Belt and suburbs, which have
had a significant impact on CRE demand overall in these areas.

Sun Belt Lure

During the pandemic, Sun Belt markets saw a surge in
in-migration, often at the expense of major markets. Looking
ahead, Clarion Partners anticipates that the Sun Belt boom will
continue given the relative cost of living, quality of life, and job
opportunities. Overall, the Sun Belt markets’ rental housing
costs still offer a sizable discount relative to the six major
markets at about 45% (Figure 4). Over the next five years, the
top markets for population and employment growth are largely
forecast to be in Texas, Florida, North Carolina, Nevada, Utah,
Arizona, and Tennessee (Figure 5).

FIGURE 4: SUN BELT APARTMENT RENT DISCOUNT RELATIVE
TO SIX MAJOR MARKETS
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Source: CBRE-EA, Q2 2024. Note: Six major markets include New York, Boston,
San Francisco, Los Angeles, Washington D.C., & Chicago. Sun Belt markets include
Miami, West Palm Beach, Nashville, Dallas, Austin, Charlotte, Raleigh, Tampa,
Jacksonville, Phoenix, Orlando, Fort Worth, Houston, Salt Lake City, & Las Vegas.
Data labels as of Q2 2019 and Q2 2024.
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FIGURE 5: SUN BELT MARKETS’ OUTLOOK STRONGEST:
TOP 20 MARKETS FOR TOTAL POPULATION & JOB GROWTH
(2024F-2028F)
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Source: Moody’s Analytics, Clarion Partners Investment Research, Q2 2024.
Note: Blue bar = Sun Belt and red bar = non-Sun Belt. Calculation used forecast
cumulative data from Q2 2022 to Q4 2027.

Suburban Boom

At the same time, with a robust inflow of Gen Z and
Millennials into the central business districts (CBDs) of major
markets, we expect steady demand there as well in the
years ahead. However, as Millennials reach middle age, cost
pressures mount, and growth industries are more diversified
by region, we expect strong rent growth performance in

the urban fringe and suburbs to persist. More young adults
are choosing to live in suburbs to have families, more living
space, and access to better public schools.

MULTIFAMILY INVESTMENT
PERFORMANCE STRONG, ESPECIALLY IN

SELECT SEGMENTS

Over the past decade, the NCREIF Property Index multifamily
subindex (stabilized and unlevered) has performed very well
(Figure 6). The short- and long-term total returns have also
indicated strong outperformance in the Mountain, Southeast,
and Southwest regions, along with the two lower-density
multifamily formats - garden-style and low-rise apartments.
Given the recent population, migration, and job growth trends,
Clarion Partners believes that CRE investors should align
investment strategies accordingly in the future.

FIGURE 6: NCREIF MULTIFAMILY INVESTMENT PERFORMANCE:
10-YEAR TOTAL RETURNS BY SEGMENT
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Source: NCREIF Property Index, Clarion Partners Investment Research,
Q2 2024. Note: Past performance is not indicative of future results.
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Going forward, we believe there are several other considerations
to bear in mind as a multifamily investor:

- Political risks (i.e., rent control and environmental
mandates/policies);

- High-growth industry clusters (i.e., tech, life sciences, &
health care);

- Climate change risks;

- The high cost of living, including food, electricity,
transportation, & caregiving; and

The potential endurance of remote and hybrid work;
physical office occupancy now averages about 50%
of pre-COVID levels, which may influence future living
arrangements.'®

Elevated new supply levels from 2022 to 2024 have caused
an uptick in the historically low rental housing vacancy rate;
however, we expect rental demand to remain strong given the
acute housing shortage theme.”

Last, but not least, multifamily housing landlords can
adjust rent more quickly than in other sectors. Therefore,
multifamily investments can potentially serve as a hedge
against rising inflation, a desirable characteristic in today’s
inflationary environment.

INVESTMENT FOCUS

Over the past decade, U.S. rental housing fundamentals have
remained very healthy overall. U.S. multifamily rents are at all-
time highs, and most top markets report vacancy rates under
5.5%."® Furthermore, most major markets reported positive
rent growth in 2023. Year-to-date in 2024, U.S. rent growth
has also remained positive.” Clarion Partners is focused on the
following acquisition and development investment strategies:

- Sun Belt metros with a concentration of high-growth
industries, strong population growth, and a low cost of living;

- High-quality Class A and B apartments in top suburban and
urban fringe submarkets of major and secondary markets;

- Large employment hubs with a high share of renters by
necessity; and

- Assets targeting renters by choice in top lifestyle
markets/submarkets.
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" NCREIF Property Index. Q4 2023. Note: The NFI-ODCE is a capitalization-weighted,
gross of fee, time-weighted low leverage return index with an inception date of
December 31, 1977.

2 Clarion Partners Investment Research. Q2 2024.

3 As of 1H 2024, there was a wide range of housing shortfall estimates based on
varying methodologies from various sources: Rosen Consulting Group for the National
Association of REALTORS®, Harvard’s Joint Center Housing Studies, Realtor.com, and
National Low Income Housing Coalition.
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6 Kastle Systems. August 2024. Note: Based on the 10-city back to work barometer
measuring physical office occupancy relative to pre-COVID levels.

7 CBRE-EA. Q2 2024.

8 CBRE-EA, Clarion Partners Investment Research. Q2 2024.
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Past performance is not indicative of future results. This material does not constitute investment advice, nor does it constitute an offer in any product or strategy offered by
Clarion Partners LLC or Clarion Partners Europe, and should not be viewed as a current or past recommendation to buy or sell any securities. Any specific investment referenced
may or may not be held in a Clarion Partners client account. It should not be assumed that any investment, in any property or other asset, was or will be profitable. Investment in
real estate involves significant risk, including the risk of loss. Investors should consider their investment objectives, and it is strongly suggested that the reader seek his or her
own independent advice in relation to any investment, financial, legal, tax, accounting or regulatory risks and evaluate their own risk tolerance before investing.
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal. Please note that an investor cannot invest directly in an index.
Unmanaged index returns do not reflect any fees, expenses or sales charges. Past performance is no guarantee of future results.

Equity securities are subject to price fluctuation and possible loss of principal.

International investments are subject to special risks including currency fluctuations, social, economic and political uncertainties, which could
increase volatility. These risks are magnified in emerging markets.

Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions and may not be suitable
for all investors.

Risks of investing in real estate investments include but are not limited to fluctuations in lease occupancy rates and operating expenses,
variations in rental schedules, which in turn may be adversely affected by local, state, national or international economic conditions. Such
conditions may be impacted by the supply and demand for real estate properties, zoning laws, rent control laws, real property taxes, the availability
and costs of financing, and environmental laws. Furthermore, investments in real estate are also impacted by market disruptions caused by
regional concerns, political upheaval, sovereign debt crises, and uninsured losses (generally from catastrophic events such as earthquakes,
floods and wars). Investments in real estate related securities, such as asset-backed or mortgage-backed securities are subject to prepayment
and extension risks.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held
by any portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any
particular security, strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ
from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every
material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock
market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go down as
well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future
performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material
and Franklin Templeton ("FT") has not independently verified, validated or audited such data. Although information has been obtained from
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any)
is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,2001. Canada:
Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas:

In the U.S,, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free),
and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured;
may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a rl. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg -

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A;; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,

Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal
investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the
Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UA.E. Tel: +9714-4284100, Fax:
+9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized
and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited.

Korea: Issued by Franklin Templeton Investment Trust Management Co,, Ltd., 3rd fl, CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 150-968. Malaysia: Issued by Franklin
Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission Malaysia. Singapore:
Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
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