2023 Midyear Outlook

Fear’s Silver Lining—Increasing
Opportunities in Real Estate

By Alfonso Munk | HINES

e've seen this story play out

before: while inflation and tightening

credit conditions can’t help but contribute
to the current slowdown in real estate transactions, skilled
investment managers with resources are able to take
advantage. We encourage you to look past the alarmist
rhetoric and consider that business cycles have always
been a byproduct of capitalism. By unexpectedly derailing
what is expected, these cycles can create opportunities for
outperformance. Here are a few metrics we believe should
be watched closely as we dive deeper into 2023.

Transaction volume

During a repricing, the first question is always, "When
will conditions improve?" We have tested multiple
indicators over multiple business cycles, and our data
show transaction volume as highly correlated with
future price growth!. For example, when U.S. annual
transaction volume has fallen by more than 50%, average
forward price growth was negative. If it increased by
50% or more, average forward 1-year price growth was
around 6%. Perhaps even more reassuring, when volume
rose by 70% or more, there was a greater than 90%
chance of price growth the following year.

The risk multiplier

This is a proprietary composite metric that quantifies
the probability of a permanent capital loss over a five-
year hold period. The data indicates over 55% of U.S.
submarkets® are in the high to very high-risk categories.
This can be useful information for investors, as risky
submarkets tended to have more distressed sales over
time which led to strong returns. For example, our data
show? the median discount for distressed U.S. apartment
sales (2005-2022) was over 26%. These same properties
later resold for a median gain exceeding double the
purchase price.

Distressed sales on the increase

Based on the transaction volume and risk multiplier
described above, we believe we are in the early innings
of an increase in distressed sale opportunities in the
apartment, office and warehouse sectors. We project
distressed sales to more than double this year and double
again in 2024 before peaking in 2025. For larger, well-
capitalized investment managers, these conditions may

allow for picking assets believed most likely to deliver
strong returns going forward.

Déja vu all over again

Of course, we have experienced this cycle before and have
the benefit of hindsight. While past performance may not
be repeated, our research has shown how rising transaction
volume can lead to rising prices, how risky submarkets can
recover, and how both metrics can be predictive of a rise in
distressed sales with the possibility of outperformance. And
no matter where we are in the business cycle, real estate
has historically provided tax advantages, diversification
benefits and has acted as a hedge against inflation. Rather
than run for the exits, our suggestion is to view current
conditions as a rare opportunity to acquire high-quality
assets at market-beating prices. l
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1. NCREIF, Real Capital Analytics, Hines Research. As of 2022Q4

2. Bureau of Labor Statistics, CoStar; Hines Research; as of March 2023;
The Hines Risk Multiplier is a proprietary composite metric designed
to indicate the probability of loss over a five-year hold period. The six
Multiplier components are pricing risk, liquidity risk, construction risk,
fundamentals risk, economic risk, and global market risk.

3. CoStar, Hines Research; as of March 2023; Chart details repeat sales of
multifamily properties greater than $10 million from 2005-2022 where
CoStar had identified a distressed sales condition in one trade and no
distress condition in a prior or subsequent trade. Distress sales are defined
as transactions flagged by CoStar as a distress sale, REO sale, or short sale.
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GENERAL RISK CONSIDERATIONS

Alternative investment programs sponsored by Hines and offered by Hines Securities involve a high degree of risk. You
should purchase these securities only if you can afford the complete loss of your investment. Risks will vary by investment,
but in general risks include, but are not limited to:

m There is not a public market for shares of alternative m Distributions may be paid from sources such as proceeds
investments so it will be difficult for you to sell your shares from debt financings, proceeds from the offering, cash
and, if you are able to sell your shares, you will likely sell advances by the advisor, cash resulting from a waiver or
them at a substantial discount; deferral of fees and/or proceeds from the sale of assets;

distributions may exceed earnings; if distributions are paid
from sources other than cash flow from operations, there
will be less funds available for investment, and your overall
return may be reduced;

® These offerings may be conducted on a “best efforts” basis
and as such, there is a risk that the program will not be able
to accomplish its business objectives if substantial funds are
not raised in the offering;

m Alternatives offered by Hines Securities may invest outside
of the U.S. or in specific sectors which increases risk; in
particular, international investment risks, include the burden

® The availability and timing of distributions is uncertain and
cannot be assured;

® Alternative investments may offer share redemption of complying with a wide variety of foreign laws and the
programs; however, there are significant restrictions and uncertainty of such laws, the tax treatment of transaction
limitations on your ability to have all or any portion of your structures, political and economic instability, foreign
shares redeemed under such programs; if redemptions currency fluctuations, and inflation; and

occur, they may be at a price that is less than the price you
paid for the shares and/or the then-current market value of
the shares;

m Alternatives offered by Hines Securities are sponsored by
Hines and these programs generally pay substantial fees
to Hines and its affiliates for day-to-day operations and
investment selection. These affiliates are subject to conflicts
of interest.

Alternative investments are not suitable for all investors.
Please refer to the suitability standards set forth in the prospectus or offering memorandum of the particular investment.

This material contains forward-looking statements (such as those concerning market forecasts, investment objectives,
strategies, economic updates, other plans and objectives for future operations or economic performance, or related
assumptions or forecasts) that are based on our current expectations, plans, estimates, assumptions and beliefs that involve
numerous risks and uncertainties. Any of the assumptions underlying the forward-looking statements could prove to be
inaccurate and results could differ materially from those expressed or implied. You are cautioned not to place undue reliance
on any forward-looking statements. We undertake no obligation to publicly update or revise any forward-looking statements.

Past performance cannot guarantee future results.

The article represents subjective opinions of Hines Interest Limited Partnership (“Hines”), the sponsor of investment vehicles
offered by Hines Securities, Inc. (“Hines Securities”). Other market participants may reasonably have differing opinions.

The use of “we” and “our” refers to Hines. There is no guarantee that the experience of Hines will translate to positive results
for any investment vehicle offered by Hines Securities. Investors are not acquiring an interest in Hines.

This information is not intended as tax or financial advice. You should consult your tax and/or financial advisor about your
specific tax situation and regarding whether or not an investment in real estate would be right for you. Diversification does
not guarantee a profit or eliminate the risk of loss. There is no guarantee that an investment in real estate will generate returns
necessary to exceed inflation.

This is neither an offer to sell nor a solicitation of an offer to buy any securities which can only be made by means of a
prospectus. Neither the Securities and Exchange Commission, the Attorney General of the State of New York nor any other
state securities regulator has passed on or endorsed the merits of the offering of any securities offered by Hines Securities,
Inc. Any representation to the contrary is unlawful.
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