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Investment real estate consists of more than office buildings.

We know this, so why say it? Because headlines about office market risk are
crowding out discussion about the other types of investment real estate. A
recent Google search on “US office real estate market” generated over 1
billion search results, four times more than for industrial and retail, five times
more than for apartment, 10 times more than for self-storage, and hundreds
more times than for other property sectors such as medical office, data
centers, life science, student housing, senior housing, and single-family
rental." The media focus on office is understandable given the sector’s risks,
but the amount of focus is disproportional to the role of office within the

broader real estate market.

The role of non-office sectors is bigger than you think.

We're missing a lot if we focus solely on office.

» Roughly 80% of US private institutional real estate market value and 90%
of private institutional real estate property counts are represented by

sectors other than traditional office.2

« Roughly 96% of US public REIT value is represented by sectors other than

traditional office.3

While risks to the office sector are material, the real estate opportunity set

spans far beyond office buildings.

Figure 1: US investment real estate composition

Office is only part of the story
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Source: National Council of Real Estate Investment Fiduciaries as of March 2023, based on market
value within the NPI-Plus Index; National Association of Real Estate Investment Trusts as of April 2023,
based on market value within the FTSE-NAREIT Equity REIT Index. For purposes of this article,
“traditional office” is defined as office buildings designed and built for general business use, which
excludes buildings predominantly purposed for life science use or medical services use.



The relative role of office has shrunk over time.
The office sector once played a larger role in investment real estate than it does today. (See Figure 2)

« Private real estate: Traditional office comprised over 40% of US institutional real estate market value
at the end of 2000. That share dropped to just below 34% by the end of 2010 and has fallen further
to 20.2% in Q1-2023, only half of the share from the turn of the century.

* Public real estate: Office share composition among US REITs fell from roughly 22% in 2000 to just
over 12% in 2010, and eventually to a mere 4.5% in April of this year.

Figure 2: Traditional office composition within investment real estate
The role of office has shrunk over time
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Source: National Council of Real Estate Investment Fiduciaries as of March 2023, based on market value within the NPI-Plus Index;
National Association of Real Estate Investment Trusts as of April 2023, based on market value within the FTSE-NAREIT Equity REIT Index.
For purposes of this article, “traditional office” is defined as office buildings designed and built for general business use, which excludes
buildings predominantly purposed for life science use or medical services use. “2000" reflects Q4 for NPI-Plus and December 31, 2000
for NAREIT. “2010” reflects Q4 for NPI-Plus and December 31, 2010 for NAREIT. “2023" reflects Q1 for NPI-Plus and April 30, 2023 for
NAREIT.

Stronger demand is driving tighter vacancy in non-office sectors.

While office demand continues to adjust to remote work and hybrid work trends, stronger demand in
non-office sectors has spurred tighter vacancy conditions.

« National office vacancy in Q1-2023 averaged 17.8%, which is considerably higher than the past 10-
year average of 14.1% and the pre-COVID rate of 12.3% in Q1-2020.

* In contrast, most commercial sector vacancy in Q1-2023 was below 10% and average residential
vacancy was below 5%. (See Figure 3).

» The average US office vacancy rate in Q1-2023 was 2-times to 7-times higher than the vacancy rates
for other sectors.

Figure 3: US vacancy rates by sector
Current office vacancy rate is 2x to 7x higher than other property sectors
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Based on CBRE-EA’s sum of markets series for primary sectors; data for industrial and retail strips represent avallabllltles, storage and
SFR data represents aggregation of REIT data; MOB data from Revista. “SFR” stands for single-family rentals.
Source: Invesco Real Estate using data from CBRE-EA, Revista, and company financial reports as of June 2023
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Current vacancy in most sectors is similar to or lower than pre-COVID vacancy.

While office vacancy rates have increased by 5-percentage points since the start of COVID late in Q1-
2020...

* Vacancy rates in Q1-2023 for strip retail, industrial, self-storage, and single-family rentals stood below
pre-COVID levels (See Figure 4, dark blue bars) with each sector reaching record low vacancy rates
at various times within the past three years.

« Medical office vacancy has increased only mildly over the past three years, demonstrating low
volatility during one of the most variable economic periods in US history.

« Current apartment vacancy is moderately higher today than three years ago after have having
reached all-time lows in early 2022.

Figure 4: US vacancy rate change by sector
Current vacancy rate for most sectors is similar to or lower than pre-COVID levels
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Source: Invesco Real Estate using data from CBRE-EA, Revista, and company financial reports as of June 2023

Vacancy in some sectors including office has increased over the past year.

Sectors that have experienced the sharpest annual rise in vacancy rates since the Federal Reserve
started raising the Fed Funds rate in March of last year (Figure 4 light blue bars) are apartments (up 2.5
percentage points through Q1-2023), self-storage (up 1.7 percentage points), and office (up 1.0
percentage points).

» Therise of vacancy rates for apartments and self-storage is owed to a reduced leasing pace, elevated
levels of new supply deliveries, and exposure to shorter-term leases that accelerate changes in
supply and demand trends (typically annual leases for apartments and monthly leases for self-
storage).

- Despite the office sector benefiting from the stability of longer-term leases (typically 10 years for
higher credit tenants), the rise in office vacancy demonstrates tenant sensitivity to higher interest
rates and the on-going impact of remote and hybrid work models.
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More resilience is evident in other sectors.

Some sectors have experienced either nominal increases of vacancy rates or tightening for the year
ending Q1-2023.

» Medical office and single-family rental vacancies have increased only mildly.
« Strip retail vacancy rates have fallen to record lows.

« Each of these sectors benefits from limited levels of new supply and steady demand growth, thereby
reducing the impact of higher interest rates on sector vacancies.

« The industrial sector experienced a moderate vacancy rate rise in the year ending Q1-2023 as record
levels of new construction are being delivered against moderating demand.

Non-office real estate: Much larger, much healthier.

The next time you read a piece about the commercial real estate market, observe carefully whether the
article addresses the broad, multi-sector real estate market or just the office market. Investment real
estate is more than office.

« The non-office segment is much larger than the traditional office sector.

» Several of the non-office property sectors are posting tight vacancy rates, even in a rising interest
rate environment.

Assuming interest rates eventually moderate in step with the sustained moderation of inflation, tenant
demand recovery in real estate is expected to follow. And most sectors other than office should begin
their demand resurgence from a favorable position of low to moderate vacancy rates.

1. Google search query results as of July 7, 2023.

2. National Council of Real Estate Investment Fiduciaries as of March 2023, based on the NPI-Plus Index. Traditional office accounted for
20.2% of overall index market value and 9.5% of the index total property count. For purposes of this article, “traditional office” is defined
as office buildings designed and built for general business use, which excludes buildings predominantly purposed for life science use or
medical services use.

3. National Association of Real Estate Investment Trusts as of April 2023, based on market value within the FTSE-NAREIT Equity REIT
Index.
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Investment risks

The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors
may not get back the full amount invested. Property and land can be difficult to sell, so investors may not be able to sell such
investments when they want to. The value of property is generally a matter of an independent valuer’s opinion and may not be
realised.

These materials may contain statements that are not purely historical in nature but are “forward-looking statements.” These
include, among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These
forward-looking statements are based upon certain assumptions, some of which are described herein. Actual events are difficult
to predict and may substantially differ from those assumed. All forward-looking statements included herein are based on
information available on the date hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly,
there can be no assurance that estimated returns or projections can be realized, that forward-looking statements will materialize
or that actual returns or results will not be materially lower than those presented. The opinions expressed are those of the author,
are based on current market conditions and are subject to change without notice. These opinions may differ from those of other
Invesco investment professionals.

Generally, real estate assets are illiquid in nature. Although certain kinds of investments are expected to generate current
income, the return of capital and the realization of gains, if any, from an investment will often occur upon the partial or complete
disposition of such investment.

nvesting in real estate typically involves a moderate to high degree of risk. The possibility of partial or total loss of capital will
exist.

Important information

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or Accredited Investors in
Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors approved by local
regulators only in the People’s Republic of China, for certain specific Qualified Institutions and/or Sophisticated Investors only in
Taiwan, for Qualified Professional Investors in Korea, for certain specific institutional investors in Brunei, for Qualified Institutional
Investors and/or certain specific institutional investors in Thailand, for certain specific institutional investors in Malaysia upon
request, for certain specific institutional investors in Indonesia and for qualified buyers in Philippines for informational purposes
only. This document is not an offering of a financial product and should not be distributed to retail clients who are resident in
jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this
document to any unauthorized person is prohibited.

This document may contain statements that are not purely historical in nature but are “forward-looking statements,” which are
based on certain assumptions of future events. Forward-looking statements are based on information available on the date
hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual events may differ from those
assumed. There can be no assurance that forward-looking statements, including any projected returns, will materialize or that
actual market conditions and/or performance results will not be materially different or worse than those presented. All material
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves
risk. Please review all financial material carefully before investing. The opinions expressed are based on current market conditions
and are subject to change without notice. These opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession
this marketing material may come are required to inform themselves about and to comply with any relevant restrictions. This
does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person
to whom it is unlawful to make such an offer or solicitation.

This document is issued in the following countries:

+ in Hong Kong by Invesco Hong Kong Limited= B & EEHRA T, 45/F, Jardine House, 1 Connaught Place, Central, Hong
Kong.

» in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 048619.

« in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan(0800-045-066). Invesco Taiwan Limited
is operated and managed independently.

4> Invesco 5

20230928-3138206-AP



	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5

