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COMMERCIAL REAL ESTATE'S
HEDGING CAPABILITIES

For decades, commercial real estate has been widely regarded as a useful inflation hedge, a real asset whose income
streams and replacement costs should, in principle, rise with the general price level. The intuition is straightforward: higher
construction and labor costs ultimately influence replacement values, while market rents reset over time. Unlike fixed income
instruments, whose cash flows are largely fixed and are therefore more vulnerable to inflation’s erosion of purchasing power,
commercial properties possess the ability, albeit with lags and frictions,! to reprice. Yet, as with many long-held investment
beliefs, this relationship merits periodic reassessment, particularly in a cycle defined by shifting monetary policy, evolving
market structures, and meaningful dispersion across sectors.

In this paper, we take a data-driven look at the inflation-
hedging characteristics of commercial real estate by
examining the long-term relationships among real estate
and fixed-income performance, and inflation. Our
analysis begins with the macro lens: how have property
returns correlated with inflation across cycles, and

how does that compare with the challenges faced by
fixed income.

Historically, real estate returns have generally exhibited
positive correlation with inflation, whereas fixed income
benchmarks have demonstrated negative correlation, as
shown in Exhibit 1:

= Apartment returns are more highly correlated
in the short-term, with shorter contract rents
enabling quicker resetting to keep pace
with inflation.

= Office and retail have generally lower correlation,
particularly in the post-2000 correlations,
as challenges in fundamentals in recent
periods have weighed on pricing power in an
inflationary environment.

EXHIBIT 1: CORRELATION OF NPI PROPERTY & FIXED INCOME TOTAL
RETURN TO INFLATION OVER VARIOUS PERIODS®

1-YEAR NPI ALl Apartment Industrial Office Retail Baa Corporate Agg
All 0.42 0.51 0.39 0.37 0.17 (0.29) (0.20)
Since 2000 0.38 0.42 0.61 0.12 0.13 (0.41) (0.52)
2-YEAR NPI ALl Apartment Industrial Office Retail Baa Corporate Agg
All 0.27 0.36 0.31 0.19 0.10 0.371) (0.07M)
Since 2000 0.21 0.28 0.52 (0.06) (0.0 (0.59) (0.67)
3-YEAR NPI ALl Apartment Industrial Office Retail Baa Corporate Agg
All 0.28 0.42 0.26 0.23 0.06 (0.30) 0.02
Since 2000 0.02 0.10 0.42 (0.27) (0.20) (0.58) (0.61)

Source: Bloomberg, NCREIF, FRED St. Louis, Affinius Capital Research

1. Frictionsincluding potentially rising operating costs and higher discount rates as an inflationary environment impacts interest rates.

2. Note that for fixed income this is the Bloomberg U.S. Baa Corporate bond index, and Bloomberg U.S. Aggregate Bond index.
The All Correlation measure goes back to 1978 for real estate and Bloomberg Agg, and 1989 for Baa Corporate.
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While these correlations offer a helpful starting point, they also pick up a lot of extra noise, from shifting supply-and-demand
conditions to broader economic changes, not just the effects of inflation itself. To better isolate inflation’s contribution to
performance, we next examine the relative return differential between real estate and fixed income, and how that spread has
behaved across varying inflation regimes. By correlating the return gap with inflation itself, we seek to understand whether
real estate’s perceived inflation advantage persists once broader market forces are stripped away. As shown in Exhibit 2,

this generally does serve to strengthen the historical relationship and support real estate’s inflation-hedging characteristics
relative to fixed income.

EXHIBIT 2: CORRELATION OF NPI RETURN SPREAD OVER BLOOMBERG AGG INDEX, VS. INFLATION

1-YEAR NPI ALl Apartment Industrial Office Retail
All 0.41 0.49 0.38 041 0.26
Since 2000 0.55 0.58 0.67 0.34 0.37
2-YEAR NPI ALl Apartment Industrial Office Retail
All 0.25 0.32 0.26 0.20 0.13
Since 2000 0.46 0.51 0.63 0.20 0.25
3-YEAR NPI ALl Apartment Industrial Office Retail
All 0.20 0.31 0.17 0.19 0.04
Since 2000 0.31 0.37 0.54 (0.0D) 0.08

Source: Bloomberg, NCREIF, FRED St. Louis, Affinius Capital Research

IMPLICATIONS OF CURRENT INFLATION
FOR CRE PRICING

Having established how real estate has historically behaved relative to inflation and fixed income, the next logical question is
how investors are incorporating these dynamics into today’s pricing. If commercial real estate is viewed as offering a degree of
inflation protection that fixed income cannot, then forward-looking valuations should, in theory, reflect that advantage, and
be more pronounced when inflation expectations are elevated or more uncertain. This is pertinent today given that expected
one-year inflation is 2.74%, nearly 1% above the average of 1.79% in the 15 years leading up to the pandemic in 2020.
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Exhibit 3 shows the correlation of inflation to current cap rate spreads, versus both Baa corporates and Bloomberg Agg, and
suggests that recent inflation does impact current pricing for investors; the higher recent inflation, the tighter the current real
estate cap rate spread to fixed income yields. Note that while some of this may be attributable to appraisal lag of real estate
values in the historical experience, the stronger relationship over longer periods suggests this isn't the primary driver.®

EXHIBIT 3: CORRELATION OF INFLATION TO CAP RATE SPREADS*

CAP RATE SPREAD TO BARCLAY’'S AGG YTM NPI Al Apartment Industrial Office Retail
Trailing lyr Inflation (0.50) (0.50) (0.56) (0.44) (0.40)
Trailing 2yr Inflation (0.68) (0.69) (0.75) (0.58) (0.59)
Trailing 3yr Inflation (0.71) (0.74) (0.79) (0.55) (0.62)
CAP RATE SPREAD TO BAAYTM NPI AL Apartment Industrial Office Retail
Trailing lyr Inflation (0.46) (0.42) (0.52) (0.40) (0.39)
Trailing 2yr Inflation (0.65) (0.61) (0.72) (0.55) (0.59)
Trailing 3yr Inflation (0.67) (0.62) .74 (0.54) (0.64)

Source: Bloomberg, NCREIF, FRED St. Louis, Affinius Capital Research

Given the evidence that real estate does, in fact, display meaningful inflation-hedging characteristics, and that investors
price this into cap rate spreads, the natural question is: with inflation expectations still elevated, how much tighter should we
expect cap-rate-to-fixed-income spreads to be today? Are investors accepting narrower real estate risk premiums because
they view income growth and replacement-cost inflation as offsetting some of the duration and purchasing-power risks
embedded in bonds? One way we attempted to address this question was to run regressions on historical cap rate spreads
and both trailing 3-year and projected 1-year inflation. The results were consistent; while inflation doesn’t fully explain the
tightness of today’s real estate cap rate spreads, predicted cap rate spreads incorporating recent and projected inflation do
explain a meaningful portion of the tightness, as shown in Exhibit 4. On average, the majority of the difference in current
cap rate spread vs. long-term average for Baa Corporate Index, and about a quarter of the divergence for the Bloomberg Agg
Index, could be attributed to concerns about inflation moving forward.”

EXHIBIT 4: PROJECTED CAP RATE SPREADS BASED ON REGRESSION RESULTS®

Full Regression Zero Intercept Full Regression Zero Intercept
Q32025 LT Average 3-Year Historical 3-Year Historical 1-Year Expected 1-Year Expected

vs. Bloomberg Agg 0.22% 1.85% 1.44% 1.40% 1.18% 1.96%

vs. Baa Corporate -0.41% 0.14% -0.08% -0.27% -0.17% -0.15%

Source: Bloomberg, NCREIF, FRED St. Louis, Affinius Capital Research

Viewed through this lens, a component of current pricing is recognizing what the data supports:
real estate has, in fact, delivered meaningful protection against inflation over time. In a world where

inflation risks remain elevated and tail risks are elevated, it is understandable that investors would price
those characteristics more highly, narrowing cap rate spreads relative to investment-grade bonds.

3. Note the strength of the relationships are similar when we use surveys of inflation expectations as
opposed to recent experience, as those two datasets are highly correlated.

4. The correlation series goes back as far as the fixed income yields data, 1988 for Baa corporate, 2000 for Bloomberg Agg.

5. Unfortunately, we are unaware of a robust historical measure that would capture the dispersion of potential inflation outcomes, as this
would be interesting to test as well, given the current uncertainty around a fracturing global economy and trade policy.

6. The correlation series goes back as far as the fixed income yields data, 1988 for Baa corporate, 2000 for Bloomberg Agg.
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Important Disclosures

Affinius Capital® is the brand that applies to it and its advisory subsidiaries including Affinius Capital Advisors LLC and Affinius Capital
Management LLC. The information contained in this report is being provided to you by Affinius Capital (together with its affiliates, “Affinius”)
forinformational purposes only and is not, and may not, be relied on in any manner as, legal, tax or investment advice. The information contained
herein does not constitute an offer to sell or a solicitation of an offer to buy an interest in any investment vehicle sponsored by Affinius and any
such offer will only be made pursuant to a confidential private placement memorandum and/or the Partnership’s subscription documents, which
will be furnished to qualified investors in connection with such offering and will be subject to the terms and conditions contained therein. The
information in this report is only as current as the date indicated, and may be superseded by subsequent market events or for other reasons.
Affinius Capital assumes no obligation to update the information herein. Investment in a Partnership will involve significant risks, including risk
of loss of the entire investment.

This Report may contain forward-looking statements that include statements, express or implied, regarding current expectations, estimates,
projections, opinions and beliefs of Affinius, as well as the assumptions on which those statements are based. Words such as “believes,”
“expects,” “endeavors,” “anticipates,” “intends,” “plans,” “estimates,” “projects,” “targets,” “assumes,” “potential,” “should” and “objective,”

(or the negatives thereof) or other variations thereon and comparable terminology identify forward-looking statements. Forward-looking
statements are hypothetical in nature and involve a number of known and unknown assumptions, risks, uncertainties and other factors outside
of Affinius’ control, and accordingly, actual events or results may differ materially from those projected. No assurance can be given that any
investment will be able to achieve returns comparable to those projected or targeted. Investors and prospective investors should not place
undue reliance on any forward-looking statements or examples included in this Supplement, and Affinius does not assume any obligation to
update any forward-looking statements contained herein.

Investments and Market Risk. Investments involve significant risks, including risk of loss of the entire investment. Prospective investors should
consult their own legal, tax and financial advisors as to the consequences of an investment. Leveraged investments may present additional
risks to the investor, including, capital structure risk. Dependence on key personnel may result in operational risk. An investment sponsored by
Affinius Capital is intended to be a long-term investment.

Third-Party Data. Certain information contained in this report has been obtained from published and non-published sources. Recipients should
understand that any such information may not have been independently verified. Except where otherwise indicated herein, the information
provided herein is based on matters as they exist as of the date of preparation and not as of any future date and will not be updated or otherwise
revised to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof.

The opinions and recommendations herein do not take into account the individual circumstances or objectives of any investor and are not
intended as recommendations of particular investments or strategies to particular investors. No determination has been made regarding the
suitability of any investments or strategies for particular investors. Portions of this report may reflect our opinions and beliefs regarding general
market activity and potential impacts of current market conditions. Such opinions and beliefs are subjective, do not represent a complete
assessment of the market and cannot be independently verified.
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