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Private real estate:
A dynamic investment opportunity

Compelling conditions in the private real estate market present an attractive
entry point for investors. Real Assets Adviser recently sat down with PGIM Real
Estate executive director and portfolio manager Brandon Short to talk about
the current real estate landscape, discuss recent investment opportunities driv-
ing demand, and explore why now is an opportune time for advisers to take
notice. Below is an excerpt from that conversation.

Let’s talk about real estate market dynamics. What is the
appeal of private real estate in particular?

Commercial real estate is the third-largest asset class after
equities and fixed income." More than 90 percent of the $22
trillion U.S. commercial real estate is privately owned?, mak-
ing the private opportunity set the primary avenue for real
estate investing.

Real estate offers stable income, capital appreciation,
inflation protection and diversification from traditional asset
classes. Private real estate focuses on income-generating
commercial properties such as multifamily housing, indus-
trial facilities and necessity-based retailers. It is generally less
volatile over the long term due to limited exposure to capital
market fluctuations. Private real estate remains underallocated
in many investor portfolios, presenting attractive opportuni-
ties for investors to tap into this essential market segment.

What is the current outlook for the private real estate market?

Historically, real estate downturns have been followed by
extended periods of strong growth, which is why the cur-
rent market presents a compelling entry point for investors.
Following COVID, the Federal Reserve began aggressive
rate hikes to fight inflation, which caused real estate values
to decline. The Fed began to lower rates in the third quarter
of 2024 to boost the economy. This led to positive perfor-
mance and the current real estate recovery. After losing
approximately 20 percent of its value during the past two
years, real estate has already recouped its losses, making
it an attractive complement to public equity amid elevated
stock valuations.

The current market offers investors a
prime opportunity to explore private real estate
investments, driven by strong fundamentals,
declining capital costs and the potential for
stable income and diversification.

Core real estate yields now compare favorably to many
fixed-income alternatives, offering investors attractive risk-
adjusted return potential.

Real estate market at an inflection point with a rebound under way
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What insights do current valuations reveal?

Valuations in residential, industrial, and select office sectors
align with long-term return expectations, while retail and
senior housing show potential for cap rate compression
and income growth, with potential for rising values through
income growth.

How does rate policy impact the market?

Real estate values are closely tied to the cost of debt. The
real estate market has been in a recovery since the Federal
Reserve's easing cycle began in September 2024. Both
transaction volumes and property values have increased.
The Federal Reserve is anticipated to continue gradually
lowering rates, which will cause transaction activity to accel-
erate and support ongoing growth in property values. Lower
interest rates make borrowing more affordable, encouraging
more buyers and sellers to participate in the market, which
enhances property values.

What are some of the structural investment opportunities
that are driving demand and unlocking access to high-value
opportunities? Which sectors show the most promise for
investment?

Based on today's market dynamics, we see several sectors
that are positioned for strong performance:

e Residential: The U.S. faces a significant housing shortage
of 3.3 million units annually over the next decade amid
persistent demand. Rental demand remains strong as
high interest rates are limiting construction and home-
ownership. Additionally, millennials and baby boomers
boost demographic demand for suburban housing and
senior living, respectively.

e Industrial: Technological advancements are fueling ecom-
merce growth, but rapid expansion has caused oversupply
in low-barrier industrial markets. Smaller infill properties in
high-barrier areas are positioned for strong performance.
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* Necessity-based retail: While discretionary brick-and- Strong historical returns with relatively low volatility
mortar retailers face challenges due to ecommerce, 12 - Sharpe Ratio
necessity-based storefronts see strong traffic and higher O eime
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occupancy. Grocery-anchored and essential properties
maintain premium valuations, supported by growing sub-
urban demand for staple goods.
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e Alternative sectors: Student housing and senior living,
driven by demographic trends rather than economic
cycles, offer stable investment opportunities as demand
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for student housing and senior care remains consistent
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What are the key benefits of investing in private real estate? 20-Year Annualized Standard Deviation pea RETs
Private real estate has historically delivered strong risk- Past performance is not a guarantee or reliable indicator of future performance. No investment

adjusted returns with lower volatility compared with public strategy or risk management technique can quarantee returns or eliminate risk in any market

; i ; environment.
REITs and StO.CkS' It Sew?s as .a powgrful diversifier, Sho_wmg Sources: NCREIF, FTSE/NAREIT, Bloomberg, PGIM Real Estate as of August 2025. Annualized
low to negative correlation with traditional assets. Addition-

retumns and standard deviation for risk/return are based on indexes. Private Real Estate: NCREIF
ally, it offers an attractive, inflation-hedged income stream Property Index; REITs: FTSE NAREIT All Equity REITs; Stocks: S&P 500 Index; Bonds: Bloomberg US

and potential tax advantages, as a significant portion of dis- Aggregate Bond. All indexes are unmanaged. Investors cannot invest directly in an index.

tributions may be classified as return of capital. ) .
How should asset managers strategically approach private

e Strong risk-adjusted returns: Historically, private real estate real estate investing?
has delivered higher Sharpe ratios and lower volatility ver-

‘ For asset managers, success requires a disciplined, research-
sus stocks, bonds and public REITs.

driven approach to identify the most attractive opportunities
* Diversification: Private real estate demonstrates  and deliver stable risk-adjusted returns to clients. Locating

low-to-negative correlations with traditional assets like  resjlient sectors, understanding shifting demand, and lever-
stocks and bonds, making it a valuable addition to diversi- aging local and global expertise are essential.
fied portfolios. Scale matters. The ability to source and structure deals,
* Inflation-hedged income: Private real estate income con-  drive operational improvement, and unlock value sets lead-
sistently outpaced inflation by 4 percent annually during  ing managers apart. With shifting capital flows and evolving
the past 20 years. investor needs, private real estate offers portfolio stability,
e Tax advantages: Significant portions of distributions may  inflation protection, and potential for long-term growth —
qualify as return of capital (ROC), reducing tax exposure. hallmarks of a well-constructed alternatives allocation.
Important Information: 1. Cerulli Associates, U.S. Alternative Investments 2024 2. Federal Reserve, as of June 30, 2024
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CONTRIBUTOR CORPORATE OVERVIEW

At PGIM, we are committed to our clients' success. We provide access to active investment strategies across global markets in the
pursuit of consistent outperformance. PGIM is the global investment management business of Prudential Financial, Inc. (PFI) - a
global leader with more than $1.4 trillion in assets under management and a company that individuals and businesses have trusted
for more than 150 years. Our global scale and specialized expertise in both public and private markets allow us to offer a diversified
suite of investment solutions across a broad spectrum of asset classes and investment styles.

Brandon Short To learn more about PGIM's capabilities, please visit PGIM Alternatives: (www.pgim.com/alts).
Executive Director If you would like to speak to someone from PGIM, please check out PGIM's contact page: (www.pgim.com/wealth-contact).
\& Portfolio Manager Yy,

The views expressed herein are those of our investment professionals at the time the comments were made and may not be reflective of their current opinions and are subject
to change without notice. Neither the information contained herein nor any opinion expressed shall be construed to constitute an offer to sell or a solicitation to buy any security.

Certain information in this commentary has been obtained from sources believed to be reliable as of the date presented; however, we cannot guarantee the accuracy of such
information, assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date
as referenced herein) and is subject to change without notice. The manager has no obligation to update any or all such information, nor do we make any express or implied
warranties or representations as to the completeness or accuracy. Any projections or forecasts presented herein are subject to change without notice. Actual data will vary and
may not be reflected here. Projections and forecasts are subject to high levels of uncertainty. Accordingly, any projections or forecasts should be viewed as merely representative
of a broad range of possible outcomes. Projections or forecasts are estimated, based on assumptions, subject to significant revision, and may change materially as economic
and market conditions change.

This material is being provided for informational or educational purposes only and does not take into account the investment objectives or financial situation of any client or
prospective clients. The information is not intended as investment advice and is not a recommendation. Clients seeking information regarding their particular investment needs
should contact their financial professional.

Prudential Investment Management Services LLC is a Prudential Financial company and FINRA member firm. PGIM Investments is a registered investment advisor and invest-
ment manager to PGIM registered investment companies. PGIM Real Estate is a unit of PGIM. All are Prudential Financial affiliates. © 2025 Prudential Financial, Inc. and its
related entities. PGIM Real Estate, PGIM and the PGIM logo are service marks of Prudential Financial, Inc. and its related entities, registered in many jurisdictions worldwide.
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