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({4 Washington is not a place to live in. The rents are high, the food
is bad, the dust is disgusting and the morals are deplorable.
Go West, young man, go West and grow up with the country. 99

Attributed to Horace Greeley, New York Daily Times (1865)

The U.S. is a country famously built by immigrants but
perhaps equally, has seen its diverse shape and economy
impacted by the flow of people over centuries.

Indeed, the notion of widespread migration through exploration and expansion
are nearly as old as America itself and people historically moved thousands of
miles seeking new opportunities. Regional migration trends have created new
opportunities for individuals seeking new careers or business opportunities for
investors seeking to capitalize on changing growth patterns. Within the developed
world, the experience is uniquely American, and has garnered attention in the
shadow of COVID-19 as the U.S. may be entering a new period of mobility. The
interplay of technology and labor force skillsets are also leading analysts and
investors to question whether historical trends are undergoing a cyclical shift
or permanent change. For real estate investors, this is a profound question with
potentially significant implications on investment performance.

The COVID-19 pandemic has uniquely affected workers as it forced millions into
remote roles for the first time. This “new normal” prompted uncertainty for many
workers and employers as they pushed the frontier of where they could work. As
a result, some workers—particularly in high cost of living metro areas—began

to relocate to more affordable or better-weather regions while working remote.
Interestingly however, despite the rise of telecommuting and advancements in
digital communication over the past two decades, migration trends across the
nation have actually been in decline after peaking in the 1980’s. This raises the
question of whether the COVID-19 pandemic would reverse this secular trend or
be a temporary black swan event.

In this special report we trace the history of post-World War Il migration and
examine the disruption of the COVID-19 pandemic that is intersecting with
dramatic technology changes in the workspace. We analyze the factors which have
allowed some cities to benefit from migration but also their wherewithal to retain
their new growth trajectories—are there enough “sticky” factors to retain and
continue to attract new households once the pandemic has fully ebbed? Topics of
affordability, education, taxes, climate, and city budgets (i.e., fiscal sustainability)
are of increasing importance when viewing the attractiveness of a market for new
migrants. Therefore, it is crucial that we also equally assess which markets are
supportive of in-migration and will likely remain attractive. This will be critical for
the success of these markets as they expand to support a growing population and
for real estate investors to fine tune their target markets.
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Migration has been in secular decline since the 1980s

The pattern of migration post-World War Il can be seen in two distinct patterns. Until the late 1970s,
households exhibited high mobility as millions moved toward faster growing metro areas in the
south and west. Since the 1980s, migration rates have eased considerably with inter-state movement
declining as markets matured (Exhibit 1). While there is no single factor that can explain this
slowdown in mobility, vast improvements in technology, lower travel costs and growing equalization
of amenities across cities have combined to keep households less mobile since the 1980s. These
large secular trends are often difficult to distill down to a single root cause. Below we discuss several
demographic and economic factors that have caused the significant slowdown in the movement of
the U.S. population over the past several decades.

EXHIBIT 1: Migration patterns show two distinct periods in the post-World War Il era
Migration as percentage of total population
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Source: U.S. Census, July 2021

The 1980s marked the beginning of several meaningful shifts in demographics and technology that
dramatically slowed down the pace of regional migration. Perhaps most notable was an increasing
number of women joining the workforce, raising the number of dual income households. Between
1950 and 2000 the labor force participation rate of women increased from just under 35% to 60%
(Exhibit 2). Over roughly the same period dual earner households increased from 25% to 60% of

all households.! As a result, it became financially and progressively more difficult for households
now relying on two incomes to relocate. This was further exacerbated as workers became more
specialized and job availability in industries became more heterogenous across cities.

1 Pew Research, “The Rise of Dual Income Households” (2015)
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EXHIBIT 2: The rise in women'’s labor force participation likely contributed to slower U.S. migration.
Labor force participation rate: Female, (%, SA)
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Source: Bureau of Labor Statistics; Moody’s Analytics, June 2021

Concurrently, home ownership rates increased rapidly from 55% in 1950 to nearly 65% in the
1980s—in line with where it is today. The high transaction costs associated with buying and selling a
home is yet another factor which limits longer-haul migration. The declining prevalence of relocation
packages compared with just a few decades prior plays no small role here either. As a result, the

transactional cost of moving is often higher and necessitates a cost-benefit analysis to gauge the
long-term financial impact.

Concurrently, the rapid transformation of the airline industry, both technologically and from a
regulatory perspective, created a new dynamic for the U.S. From both perspectives, travel became
more expedient and ingrained in everyday life and business. As a result, it has become possible for
many employees to stay in a certain geography and travel periodically for business rather than
relocate entirely. Gateway cities also saw an erosion in their competitive advantage whether be
itin infrastructure, human capital or cultural amenities, as waves of migration began to level the
playing field in high growth markets in the south, west and mountain west. Increasingly, cities in
these regions began to offer comparative amenities like those offered by larger gateway cities thus
narrowing the gap in perceived quality of life.

Finally, slower population growth and aging offer another explanation as to why migration patterns
have slowed across the U.S. People aged 30 and under account for two thirds of all inter-state
migration according to the U.S. Census Bureau.? While the population of individuals in that age
group has continued to grow, they make up a much smaller portion of the population today than 40
years prior. In 1980, for example, the median age in the U.S. was 30, whereas today it is 38 and will

likely rise further over the next decade. An aging population is typically less mobile which indicates a
structural headwind to more robust migration patterns.

2 U.S. Census Bureau, “Geographic Mobility: 2017 to 2018”, November 2018.
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Patterns post the “Great Migration”

Despite declines in migration since the 1980s, the
pattern of long-haul movement has increasingly

been dictated by two factors—new jobs and housing
affordability (Exhibit 3). Moving for a new job could

play less of a role in the future since rapid changes in
technology were already making remote work for certain
occupations and industries much more feasible. In fact,
even before the pandemic workers in all occupations
spent 11.4% of their time working from home (WFH),
while office workers spent 18.2% of their work day

at home, perhaps lessening the growing impact of
working from home on office assets.® A higher WFH
ratio for office workers reflects the nature of white collar
employment spiking during the pandemic as most office
workers were effectively forced to work from home.

Yet there is still considerable uncertainty around the
proportion of workers that will continue in a remote
environment rather than return to their old workplaces.

Had this pandemic unfolded just a decade prior we may
not have had the available technology to support such

a monumental shift in the workforce, and the resulting
fallout to the economy and commercial real estate
would have been far worse. Yet as many discovered, the
transition was surprisingly effortless for most white-
collar workers and companies, in part due to the rise

of remote work prior to the crisis. In this sense, the
pandemic likely accelerated trends that had already
been observed through slower office demand over the
past three decades. What remains to be seen, however,
is if this accelerated trend can be sustained or if the
reopening of offices brings about a return to normalcy in
migration trends, i.e. the recent acceleration may well be
cyclical to some extent.

EXHIBIT 3: Housing and employment
account for most moves—will the pandemic

alter this trend?
2000-2009 | 2010-2020

Family-related reasons

Change in marital status 6.1% 5.6%
To establish own household 8.2% 11.3%
Other family reason 12.9% 12.2%
Total 27.2% 29.1%

Employment-related reasons

New job or job transfer 9.6% 10.0%
To look for work or lost job 2.0% 1.8%

To be closer to work/easier 3.9% 56%

commute

Retired 0.4% 0.8%

Other job-related reason 2.1% 1.5%

Total 18.1% 19.8%

Housing-related reasons

Wanted to own home, not rent 8.7% 6.0%
Wanted newer/better/larger 17.6% 16.2%
house or apartment

Wanted t?etter neighborhood 2.5% 3.3%

or less crime

| Wanted cheaper housing 7.0% 8.7% |

Other housing reason 9.7% 10.0%
Total 47.5% 44.2%

Other reasons

To attend or leave college 2.7% 2.0%
Change of climate 0.5% 0.4%
Health reasons 1.3% 1.3%
Other reasons 2.7% 3.3%
Total 7.2% 7.0%

Source: U.S. Census Bureau, Current Population Survey,
Annual Social and Economic Supplement, 2020.

Housing affordability is more of an ingrained issue and one observed prior to the pandemic, however,
and has been the kryptonite for large cities with land limitations. The emergence of remote work
during the pandemic exacerbated the issue and caused many workers to reevaluate their own
living spaces, particularly regarding space and cost. Remote work even gave workers newfound
flexibility regarding where they could live. Younger renters were apt to let leases expire and move
back in with their parents, transition to the suburbs, or even relocate to a new city entirely. Longer-
haul relocations were even possible as a handful of employers provided guidance that they would
not be in the office for at least a year—adequate time to run the course on a new lease. Yet data

on changes-to-address filings from the USPS suggests that most of these moves are temporary,
though it is not difficult to imagine movers would begin with a temporary change of address before
reevaluating their situation.* This has the workings of a watershed moment for some workers
though, as remote possibilities allow them more geographic freedom.

3 Bureau of Labor Statistics, Monthly Labor Review, “Where did workers perform their jobs in the early 21st century?”, July 2019

4 MyMove Coronavirus Moving Study, June 2021
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Yet despite the massive shift to remote work, workers have already begun to slowly return to the
office (remote working has declined from nearly 50m to around 25m over the past 12 months) and
many employers who previously noted a willingness to allow permanent WFH arrangements may
be rethinking that strategy (Exhibit 4). This suggests that we are beginning to see at least a partial
return to pre-COVID-19 normalcy although the transition is still underway as (1) it will take time
for workers to continue to vaccinate and cities to relax lockdowns; (2) companies may also exhibit
some flexibility in the near term to evaluate whether a more distributed workforce can still create
the needed corporate synergies creating an additional level of variability in the return to office
trajectory. Over the longer-term, many industries are likely to retain a balance of flexibility for their
workforce in a nod to work-life balance as well as the closing of the productivity gap by tectonic
improvements in technology.

EXHIBIT 4: Millions of office workers are beginning to return to the workplace
Full-and part-time remote workers
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Source: U.S. Census Bureau - Household Pulse Survey (COVID-19), July 2021; Bureau of Labor Statistics, May 2021

The importance of market selection

Although national migration trends have been declining, the data indicates some regions have
pulled ahead of the pack and attracted migrants in overwhelming numbers. Exhibit 5 identifies
some key markets that have pulled ahead in creating new households due to above average
demographic gains and those that have lost. Prominent losers include gateway powerhouses such
as New York and Los Angeles, two markets known for their extremely high cost of living, particularly
for housing. Winners include smaller cities with significantly lower cost of living and a perceived
higher quality of life that have been steadily attracting migrants over the past two decades.
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EXHIBIT 5: People have overwhelmingly favored the southern and mountain/western regions recently
Domestic net migration, ths.
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Viewing the markets and regions that have seen recent success helps us to establish the factors

which are ultimately driving migration trends. Yet, regardless of the success that some metro areas
have had in attracting new migrants during the pandemic, retention will be a key factor for future
growth. We identify and quantitively rank factors which we believe aid markets in attracting and

retaining new migrants. These factors are:

1. Cost of doing business—a huge determinant for
new businesses looking to relocate or start up while also
affecting some key affordability metrics for workers.

2. Cost of living—is straight-forward as we have seen
the outsized importance of housing/affordability
historically. An important consideration here is the
ability to keep a market affordable amid booming
population growth. Austin is a good example of a
market that is struggling from its own success as huge
surges of new migrants have dampened the former
lure of affordability. However, the ability to manage
growth largely depends on city finances and planning.

3. Quality of post-secondary education—acts to
support the growth of an educated workforce while
also stimulating R&D and consumption. Top research
universities in metro areas also generate a synergy
with local businesses and help to attract funding for
start-ups, which fosters innovation and job creation.

4. Climate—is an increasing consideration particularly
as it relates to climate change and impacts on quality
of life. This will also play a role as older households
continue to age and transition to retirement.

5. Employment opportunities— This has historically
been a primary driver of positive in-migration for the
fastest growing metro areas. Though it is possible that
the marginal effect could be diminished if permanent
remote working becomes more prevalent following
the return to the office.

6. City budgets and planning—The ability of a city

to expand to support new migrants is perhaps one of
the most critical in our list, particularly for retention.
Here we have used city credit ratings as a proxy for
fiscal budgets—a key determinant for city expansion
and growth. Markets with poor fiscal budgets may see
higher taxes or inadequate infrastructure, which acts
as a disincentive for citizens to stay.
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When we consider these six factors, we can identify cities most likely to remain demographically
advantaged through the attraction and retention of migrants and those which will struggle. The
framework for our “sticky table” also incorporates many elements of our “DIGITAL” strategy and
acts as a narrower viewpoint of that long-term strategy. Not all aspects of our long-term strategy
are present in the below table, however, refining this analysis towards the demographic aptitude of
markets. As such, cost of living or secondary education carry significant weight due to their direct
involvement in the demographics portion of our strategy. Markets that rank low on these metrics
can see lower results long-term, though other pillars of our DIGITAL strategy can still drive growth in
markets. This continues to highlight the absence of a silver bullet in a long-term strategy, rather the
cooperative effort of numerous structural drivers.

EXHIBIT 6: Markets need to attract and retain migrants: Top/bottom metro areas

Cost of doing | Cost of | Secondary Employment City
Climate
business llvmg education opportunities | budget
Dallas-Plano-Irving, TX
Atlanta-Sandy Springs-Roswell, GA
Tampa-St. Petersburg-Clearwater, FL
Raleigh, NC

Denver-Aurora-Lakewood, CO

Top 10

San Antonio-New Braunfels, TX

Austin-Round Rock, TX

San Francisco-Redwood City-South San Francisco, CA
Orlando-Kissimmee-Sanford, FL

Jacksonville, FL

New York-Jersey City-White Plains, NY-NJ
Los Angeles-Long Beach-Glendale, CA
Oakland-Hayward-Berkeley, CA

Kansas City, MO-KS
Chicago-Naperville-Arlington Heights, IL

Minneapolis-St. Paul-Bloomington, MN-WI

Bottom 10

Portland-Vancouver-Hillsboro, OR-WA
Las Vegas-Henderson-Paradise, NV

Miami-Miami Beach-Kendall, FL
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Source: Principal Real Estate Investors, July 2021

The information presented in the chart may contain projections or other forward-looking statements regarding future events, targets
or expectations and is only current as of the date indicated. There is no assurance that such events or projections will occur and may
be significantly different than that shown here. The information is based on current market conditions, which will fluctuate and may be
superseded by subsequent market events or for other reasons.

*DIGITAL refers to key long -term growth drivers centered around demographics, innovation, globalization, infrastructure, and technology
that Principal has identified as metrics of long-term market outperformance.
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Conclusion: COVID-19 is not a black swan
but a catalyst for ongoing trends

Data reveals that at a national level, U.S. migration patterns

have been slowing since the 1980s. That said, some metro areas,
particularly in the south, have certainly seen strong growth in

the past decade, largely benefiting from a lower cost of living and
business. Although the trend has been evident for some time,
COVID-19 has been a catalyst to modestly accelerate the move
away from high-priced gateway markets towards faster growing
secondary metro areas. Remote work, enabled by technology
advancements, has raised questions about the ability of global
gateway cities to continue to attract and retain talent and
households. Do investors need to shift their focus increasingly
toward faster growth markets that screen well on our “sticky table”?
As outlined in this special report, to some extent, that out-migration
from dense expensive cities has been an ongoing trend. Therefore,
metros that have the potential to attract and retain a high-quality
workforce are conducive to favorable investment performance.

As such, the “sticky table” provides a good starting point toward
monitoring relative strength. Yet the continued uncertainty
surrounding the long-term implications of the pandemic, along
with evolving office trends, suggest the recent acceleration in
outmigration from select markets is not conclusive. As such, we do
not yet suggest a material downgrade of such markets relative to
pre-COVID expectations.

For investors, an early takeaway is a continued focus on markets
that embed some of our long-term DIGITAL metrics that will
ultimately fuel growth and the retention of human capital. Gateway
markets still offer an abundance of human capital, allowing them
to remain reasonably attractive. Caution is warranted, however, as
the pandemic has likely created a more volatile demand function
for converting jobs into real estate demand and therefore should
be reviewed from the standpoint of risk-adjusted return potential.
On the other hand, markets that offer compelling attraction and
retention metrics could be candidates for delivering accretive
investment performance. While COVID-19 is clearly a black swan
health event of unprecedented magnitude for the world, it is
another reminder of the need for real estate investors to constantly
evaluate and stay ahead of material shifts in trends.
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Risk Considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Potential investors
should be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital market pricing
volatility, liquidity risks, leverage, credit risk, occupancy risk and legal risk. All these risks can lead to a decline in the value of the
real estate.

Important Information

This material covers general information only and does not take account of any investor’s investment objectives or financial
situation and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee,
promise, forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions
expressed are subject to change without prior notice. The information presented has been derived from sources believed to be
accurate; however, we do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment

or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that the
investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions
of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or
implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or
omissions in the information or data provided.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include,
among other things, projections, and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon
information in this material is at the sole discretion of the reader.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution
or use would be contrary to local law or regulation.
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