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Executive Summary
We are pleased to present our 2021 Annual House View for North America. This publication is typically produced
biannually and serves two essential purposes. First, it highlights our outlook for the economy, the capital markets, and the
commercial real estate (CRE) sector. Secondly, it provides a forward-looking framework regarding our investment themes
and strategies. This year we deferred our mid-year House View, given the pandemic's status at that time, and elected to
produce this document at year-end 2020. The following includes several highlights from the report:

1 The COVID-19 pandemic has taken a significant toll on the economy and will continue to shape the pace of
recovery in 2021. A high degree of uncertainty surrounds the outlook, and we are continuing to monitor the
potential for downside risks and upside surprises.

2 Early indications suggest the recovery will be uneven across the U.S. Both the fiscal and monetary response
will heavily influence the pace of the recovery once a vaccine is widely available.

3 Price discovery for real estate properties is still emerging. Distress conditions will be unevenly distributed.
Some property types (e.g., logistics) will enjoy enhanced performance while others (such as retail) will
experience more disruption.

4 The pandemic has fueled specific themes that we believe will emerge in the “new economy” – including the
intersection of technology and real estate as well as rental housing.

5 The combination of record stimulus and continuation of low interest rates has pushed bond yields to their
lower bounds and set the stage for continuing increased allocations to real estate.

“At the onset of the pandemic, we prioritized capital preservation, but once it was
clear that our portfolio was on sure footing, we quickly shifted our attention back
to our key investment themes – the intersection of real estate with the technologies
that will drive the new economy and addressing the nation’s housing needs. Now, as we
enter 2021, it is clear that the pandemic accelerated growth in these areas, and
we continue to capitalize on the opportunity for our clients and partners.”
LEN O‘DONNELL

President and CEO, USAA Real Estate
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Market Insight:

Navigating Uncharted Waters
In many respects, history will view 2020 as a pivotal year that ultimately reshaped global investment conditions for
many years to come. The impact of the COVID-19 health crisis has been unprecedented and continues to cast a shadow
of uncertainty. More than 281,000 Americans have died due to the virus – more than the total U.S. military
fatalities in World War I, the Vietnam War, and the Korean War combined.1,2 Also, several structural issues that
have emerged from this crisis will continue to challenge the nation's economic, social, and political norms. Top of mind
are the following: record federal debt/deficit levels, a heavy reliance on central bank liquidity, and the unknown impact
on consumer psychology – all of which could take time to sort out.3,4 Other factors that spurred economic growth during
previous downturns, such as immigration and globalization, now face significant headwinds. Still, despite this sober
near-term outlook for the macro environment, we remain hopeful that today's uncertainty will eventually
give way to a "new normal" – one that brings about attractive investment opportunities and better
conditions for society as a whole. Thus, as we look ahead, 2021 appears to be the beginning of a new era for the
economy and CRE markets, one in which investors must plot a course through uncharted waters.

EXHIBIT 1: Unemployment Rate and U.S. Recessions Over the Past 50 Years
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1.

CDC COVID Data Tracker as of December 7, 2020. covid.cdc.gov.

2.

Statista - Number of military fatalities in all major wars involving the
United States from 1775 to 2020. www.statista.com.

3.

Congressional Budget Office. An Update to the Budget Outlook: 2020
to 2030. September 2020. www.cbo.gov.

4.

Board of Governors of the Federal Reserve System. Credit and
Liquidity Programs and the Balance Sheet. www.federalreserve.gov.

“Successfully navigating these uncharted waters will depend heavily on an investor’s
awareness of the trends that have accelerated in the current environment and his or her
ability to move with speed and conviction when opportunities emerge.”
– WILL McINTOSH, Ph.D, CRE
Global Head of Research

USAA REAL ESTATE
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Economic Outlook:
Base Case Uncertainty

According to the Back-to-Normal Index, the U.S. economy has steadily improved since states began reopening in the
summer, approaching 80% of the pre-crisis activity.5 Still, it will take considerable time before a full recovery occurs.
As highlighted in Exhibit 2, Capital Economics forecasts Gross Domestic Product (GDP) to contract 3.7% in 2020,
followed by a solid rebound of around 4.5% in 2021. There is significant variability in this forecast as recurring waves
of the coronavirus during the flu season could dampen near-term growth prospects. On the other hand, the prospect of
an effective vaccine becoming widely available next year now appears promising, which could accelerate the recovery.6
Regardless, the labor market will be slow to fully recover given the 3.7 million workers that have permanently lost their
jobs –the unemployment rate peak at 14.7% in April and is now hovering near 7.9%.7 Consumer sentiment is near its
lowest levels since the Global Financial Crisis (GFC) and is expected to remain subdued until health conditions materially
improve. Yet, should short-term interest rates remain near zero for the foreseeable future, as expected, and
policy officials adequately support both financial markets and household balance sheets, the U.S. economy
should continue its steady yet uneven recovery through 2021.
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5.

CNN Business and Moody's Analytics have partnered to create a Backto-Normal Index. The index compares current economic indicators to
pre-pandemic levels.

6.

Capital Economics, US Economic Outlook: Elections, Vaccine, And Virus
Resurgence All Key Risks, October 1, 2020. capitaleconomics.com.

7.

U.S. Bureau of Labor Statistics, Economic New Release: Employment
Situation Summary, November 6, 2020. www.bls.gov.

Indeed, all such economic forecasts depend heavily on the path of the coronavirus. While we are certainly not claiming
to have any epidemiological expertise, the following high-level assumptions have informed our perspective. To begin,
the pandemic has proven difficult to contain. It is feasible that large swaths of the country will continue to face the
virus's successive waves with December 2020 and January 2021 perhaps bringing the highest number of cases to date.
Restrictions at the state and local government levels will likely stifle economic activity, prolonging the path of recovery.
A combination of improved testing, tracing, and treatment should allow officials to quickly respond to new outbreaks,
avoiding another shutdown of the nation's economy. Yet, we expect to see a roll-out of further restrictions on restaurants
and public gatherings through the winter. For now, it appears that communities will have to co-exist with the
virus, but the recent announcement of a vaccine has provided hope that a return to some level of normalcy
will occur in 2021.
The eventual economic recovery will likely reflect the following attributes: slow growth, extensive debt levels (both
public and private), and low-to-negative interest rates. These characteristics were already common throughout the global
economy before the pandemic and have not only accelerated but will likely persist for many years to come. Once the virus
eventually subsides, government officials, business leaders, and CRE investors will have to figure out how to
maneuver around these issues in an economy that will have structurally changed due to the pandemic.

EXHIBIT 2: U.S. GDP: Historical Perspective and Baseline Projection
Real GDP Growth
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Presidential Perspective:
Biden´s Blue Agenda

President-Elect Joe Biden will usher in a new era for the Democratic Party. Biden overcame the inherent advantages typically
enjoyed by an incumbent president (e.g., organization, infrastructure, and fundraising), marking only the first time since 1992
(Clinton vs. Bush) that a challenger has defeated an incumbent president. The Democratic Party retained control of the House of
Representatives. As of print, control of the Senate was to be determined, pending run-off elections in Georgia.
The ability for President-elect Biden to execute his agenda will largely depend on which party wins control of the Senate.
Should the Republicans maintain control, which seems to be the consensus view, then the Biden Administration will have
to take a more moderate approach when working with Senate Republicans. Some would argue that some of Biden’s
more liberal initiatives (e.g., higher taxes and tighter business regulations) will be rendered moot. Conversely, suppose
the Democrats pull off a surprise victory by taking control of the Senate, while also having a majority in the House of
Representatives. In that case, a more progressive agenda could unfold. Though only time will tell which scenario
will prevail, we expect to have a split government in 2021 with Democrats controlling the Presidency and
the House of Representatives while the Republicans maintain control of the Senate.
Ultimately, given the ongoing economic challenges resulting from the pandemic, one would expect the Biden
Administration to use its political capital to enact an accommodative, pro-growth agenda to get the economy back on
track, which should ultimately bode well for commercial real estate.
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EXHIBIT 3: Electoral Map from 2020 Presidential Election as of November 23, 2020
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Ultimately, given the ongoing economic challenges resulting from the pandemic,
one would expect the Biden Administration to use its political capital to
enact an accommodative, pro-growth agenda to get the economy back on track,
which should ultimately bode well for commercial real estate.
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Investment Viewpoint:
Evaluating Market Condition

While real estate values will take some time to adjust
to the recent market correction, history suggests there
may eventually be opportunities to make investments in
properties at distressed valuation entry points. Commercial
real estate prices fell by 35% between August 2008 and
June 2010, according to Real Capital Analytics' RCA/
CPPI Index.8 However, in this current downturn, distress is
unevenly distributed. For instance, industrial/logistics and
data centers have enjoyed enhanced performance while
others, such as retail and hotels, are experiencing severe
downturns. Price discovery has also been a challenge
given the absence of transaction activity in several
property types, such as hotels, office, and retail. This
dynamic has contributed to the pricing discrepancy
between the public and private markets. Unlike 2008,
lenders in these sectors have generally been willing to
grant short-term forbearance (typically 90-180 days), but
activity could begin to accelerate as those extensions
expire in the coming quarters.

financial markets that lead to a downturn in the broader
economy. The ensuing damage to banks and financial
institutions created a liquidity crisis that ultimately led to
high loan default rates and foreclosures, which eventually
led to opportunities to purchase distressed debt and real
assets. It was challenging for landlords to acquire new or
replacement debt financing due to strict lending standards.
Unlike this crisis, most tenants (other than in the case of
bankruptcies) continued to pay rent, which allowed some
property owners to fulfill their mortgage obligations.

When compared to the GFC, however, this downturn is
different. The GFC resulted from a systemic failure of

Distressed debt opportunities should emerge as well, but it
will be limited within a few sectors. For example, Trepp

However, during the current health crisis, large swaths of the
U.S. economy shut down, leaving certain classes of tenants
unable (or unwilling) to pay rent, causing delinquency rates
to rise, particularly in the retail and hotel sectors. Because
of this, in our view, there will undoubtedly be distressed
opportunities in hotel and retail, but we think it will be some
time before the market can determine appropriate valuations
for some of the more severely impacted assets.

8.
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The RCA Commercial Property Price Indices (RCA CPPI™) are a
suite of price indices developed and published by Real Capital
Analytics. They are transaction-based and accurately measure
commercial real estate price movements using repeat-sales
regression methodology.

estimates that retail and hotel properties make up 83% of Commercial Mortgage Back Securities (CMBS)
delinquencies.9 Therefore, we expect there to be a more considerable opportunity to recapitalize existing ownership
rather than widespread foreclosure-related activities. This dynamic fits nicely with the defensive investment approach
we pursued before the COVID-19 crisis, where we sought to minimize last dollar exposure by avoiding high-priced core
acquisitions and utilizing preferred equity and mezzanine debt structures to protect investor downside.
Market participants remain focused on price discovery in the near term, as private sector valuations have yet to reflect the
pandemic’s impact on CRE markets accurately. The NCREIF Property Index, for instance, has seen cumulative write-downs
of just 2.7% in the first three quarters of 2020, while public REITs declined around 20% across the four major sectors
over the same period. This divergence is unlikely to be resolved until there is a recovery in transaction activity, which
has been muted since the health crisis began. Many believe the 2.7% cumulative decline in the NCREIF index
does not fully reflect the disruption in key CRE sectors. On the other hand, while public REIT pricing is arguably
more consistent with market sentiment, it may also exaggerate pricing due to stock market volatility, as was true in the
GFC. Ultimately, price discovery remains a crucial component in evaluating investment conditions, and buyers and sellers
continue to have divergent opinions regarding value in today’s environment.

EXHIBIT 4: 2020 NCREIF Valuation Change by Quarter and Sector
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9.

Trepp CMBS Research, CMBS Delinquency Rate Continues
Retreat in October, November 2020. trepp.com.
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CRE Opportunities:

Key Themes in the New Economic Cycle
In the years before COVID-19, USAA Real Estate had developed several investment themes. Notably, these have
accelerated within the real estate sector due to COVID-19, which will present attractive investment opportunities both
in the near term and over the long run. We discuss all of our investment strategies later in this report; however, the
following represents two major themes that will underpin USAA Real Estate's investment platform as this new economic
and real estate cycle takes hold:

The Intersection of Technology and Real Estate: Our focus here will be on those critical elements of real estate
infrastructure that serve as essential building blocks for the new economy while also satisfying investors' growing need
for reliable and sustainable income, including:

Industrial/Logistics: We will continue to build on our existing core competencies in industrial and market
leadership in e-commerce and logistics, including developing key elements of the e-commerce distribution
system that are critical to meeting surging consumer demand. The industrial/logistics sector has outperformed
during the COVID-19 crisis, mainly due to the millions of global consumers that have fully embraced online
shopping. In the U.S., digital sales as a percentage of total retail sales spiked to an all-time high in
the second quarter (16.1%), a trend that is likely to continue.10 Similarly, in the E.U., e-commerce sales
in April 2020 increased by 30% compared to April 2019, while total retail sales diminished by 17.9%.11 The
structural shift toward online sales was already underway before the health crisis, but it has now accelerated.
There is strong demand from businesses to fulfill the "last mile" distribution channel, and the fundamental
imbalances in select markets are favorable to landlords.
Moreover, many companies will likely increase inventories to prevent shortages experienced during the
pandemic, which increases warehouse demand. Some organizations have already begun to diversify their supply
chains by reshoring to North America, following disruptions during the health crisis. Given this backdrop, USAA
Real Estate will focus on expanding its industrial platform, as the sector is well-positioned to not only weather
the storm caused by COVID-19 but also thrive in the years to come.
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10.

U.S. Census Bureau News, Quarterly Retail E-commerce
Sales 2nd Quarter 2020, August 18, 2020.

11.

Organisation for Economic Co-operation and Development,
E-commerce in the time of COVID. Includes sales via mail
order or the Internet

Digital Media Platform: In conjunction with
Square Mile Capital, we will continue to capitalize
on the intersection of media and technology
coupled with the explosion in demand for digital
content. Statista forecasts that global video
streaming revenue will increase 65%
over the next several years – rising from
$52 billion in 2020 to $86 billion by 2025.
Similarly, the segment will experience strong
user penetration growth, expanding from 11.9%
in 2020 to 17.2% by 2025.12 Thus, robust digital
content demand will lead to remarkable growth in
studio and creative office space.

Data Centers: We will capitalize on the
exponential growth in demand for data
center capacity critical to enabling new
technologies. The ability to host services and
store associated data depends on specialized
physical infrastructure to maintain secure,
uninterrupted service. Technological innovation
has led to consumers being digitally connected
constantly. The Global Datasphere (which
quantifies and analyzes the amount of data
created, captured, and replicated in any
given year across the world) estimates that
the amount of data created over the next
three years will eclipse the collective data
produced the past 30 years.13 This dynamic
will be mainly due to the nearly 56 billion devices
forecast to be internet-connected by 2025 – 7x

more massive than today's global population.14
In response, technology companies are investing
in data centers as mission-critical infrastructure.
This infrastructure enables consumers of
e-commerce, financial services, media and
entertainment, healthcare, and other applications
that require reliable internet connectivity to
access data seamlessly. The data center sector
has been resilient amidst the COVID-19 crisis due
to increased internet-connected devices and the
secular trend of content consumption.

Emerging Technologies: We will utilize new
technologies that enhance investment
performance. These tools range from
innovative construction techniques to machine
learning and predictive analytics that enable
dedicated applications to drive better riskadjusted returns. They also provide better
visibility into the economic and business cycles
while enhancing our understanding of relative
investment risk across property markets
– including downside protection measures
at the asset level during our underwriting,
due diligence, and property operations.
Therefore, sophisticated managers
balance the use of technology as a tool
to enhance the decision-making process
across different stages of an investment to
supplement their institutional knowledge
and human intuition.

EXHIBIT 5: Opportunities for Technological Enhancement in Commercial Real Estate by Functional Area
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12.

Statista – Video Steaming (SVOD). www.statista.com.

13.

IDC, IDC’s Global DataSphere Forecast Shows Continued Steady Growth in
the Creation and Consumption of Data, May 8, 2020. www.idc.com

14.

IDC, How You Contribute to Today’s Growing DataSphere and Its Enterprise
Impact, November 4, 2019. idc.com.
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Rental Housing: The demographic tailwinds – driven primarily by Millennials, Generation Z, and the Baby Boomers – that
will underpin the rental housing market over the long term remain robust and have arguably strengthened as a result of
the coronavirus health crisis. For instance, there are approximately 73 million Millennials, representing the
largest demographic in the workforce today, who might now face one of the deepest downturns since the
Great Depression, after having already been slow to transition to homeownership due to mounting financial
struggles in the aftermath of the GFC.

Workforce Housing: USAA Real Estate is

Senior Housing: Pew Research estimates
there are 71.6 million Baby Boomers
today.15 Over half of them (38 million)
are between 65-74 years of age, and an
average of 10,000 Baby Boomers will
reach retirement age every day until 2030.
Still, there remains an insufficient number of
caregivers to provide for this cohort as they
age into retirement, creating ongoing needbased demand for congregate-care facilities.
Additionally, the new health requirements born
out of the COVID-19 crisis should generate
demand for a modern senior housing product,
as older stock may be rendered obsolete.

committed to addressing the lack of affordable
workforce housing in the United States. We
have identified systemically under-supplied
markets, where communities are struggling to
find housing for essential workers, and employers
cannot recruit new workers because of a lack
of affordable housing options. We will focus
on creative solutions for these markets while
capitalizing on the increased demand in markets
with more favorable affordability.

EXHIBIT 6: Demographic Cohort Size Impacts Housing Demand
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15.

Fry, Millennials Overtake Baby Boomers as America’s
Largest Generation, April 28, 2020, Pew Research Center.
www.pewresearch.org.

“It will take ingenuity and bold action to create a housing affordability solution
that meets the consumers’ needs and aligns with investors’ return expectations.
It may not be an easy task, but we welcome the challenge.”
– HAILEY GHALIB, AIA

Executive Managing Director

USAA REAL ESTATE
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Investment Stance:
Prudent and Aggressive

The slow growth, low yield environment that persisted before the pandemic had already set the stage for lower CRE
returns, and COVID-19 has exacerbated the situation. As shown in Exhibit 7, CRE returns are down from a historical
perspective but remains attractive today on a relative basis. The asset class has historically proven to be an attractive
inflation hedge. With inflationary fears mounting amongst market participants, real estate will play an increasingly
important role among multi-asset portfolios in the years ahead. Furthermore, the sector provides stable income at a
time when the traditional “60/40” portfolio (comprised of 60% equity and 40% stocks) has become obsolete
for many of today's sophisticated institutional investors.
It is our view the economy will likely operate well below pre-pandemic levels for some time, and the recovery will be
uneven, with some industries and regions of the country rebounding faster than others. While we did not anticipate a
pandemic would emerge as a catalyst for the current recession, the expectation that an economic slowdown was on the
horizon guided our well-established defensive investment stance over the last several years. That defensive posture,
which was in place before the pandemic, has undoubtedly enhanced our performance during 2020. Thus, we enter this
new commercial real estate cycle with that same prudent approach while seizing opportunities as the economic downturn
continues to unfold.
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EXHIBIT 7: Annual NCREIF Returns
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Artificial Intelligence CRE Forecast
Using machine learning and predictive analytics, USAA Real Estate has created back-tested, proprietary artificial intelligence
(A.I.) models that examine a vast set of robust historical datasets and information. A collection of these tools provides
better visibility into economic and business cycles while enhancing our understanding of relative investment
risk across property sectors and metropolitan statistical areas (MSA). They have also helped us to incorporate
downside protection measures at the asset level during our underwriting, due diligence, and property operations. Our initial
release of these models in our January 2019 House View implied that there was elevated risk in core real estate. The mean
forecast suggested an 11% decline in values across sectors, indicating that core real estate was fully-priced.
Exhibit 8 illustrates the CRE total return projections for core properties from one of our A.I. forecasting models. It shows
the middle of the distribution in outcomes is below zero, indicating the elevated potential for negative core returns over
the next three years, as the 2.7% value decline in the first three quarters of 2020 was likely not fully reflective of changes
in the transaction markets. The nature of this cycle is different than any cycles the model has seen since the 1970s. The
model has historically performed well in predicting the turn and severity of cycles. Given the unprecedented severity
of current economic decline, it remains to be seen where the current predictions may be overstating value
declines due to the nature of the COVID-19 economic disruption. The shutdowns caused simultaneous destruction
of demand and supply (consumption and productivity) and led to an annualized GDP decline of 32.9% in the second
quarter, a portion of which quickly reversed as the economy reopened. It remains to be seen what portion of the downturn
will result in longer-term impacts like we have seen in previous cycles. The model indicates double-digit value decline as
of the third quarter, though the totals are still below the ~20% declines implied in the REIT markets since late-February.16
In addition, given the nature of this economic downturn, we have seen unparalleled fiscal rescue packages as well as a
revolutionary monetary intervention by the Federal Reserve. This massive entanglement of the federal government and
the Federal Reserve in private sector activity (as well as post-election policy regarding stimulus) has not yet been fully
reflected in the model.
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16.

Weighted across the four major sectors, as of November 4, 2020.

of the market environment. Today, these A.I. models
generally align with our traditional forecasting tools and
on-the-ground intelligence are presented throughout this
document. Model results suggest that the write- downs
we saw in the NCREIF indices in the second and third
quarters do not fully reflect the impact of the current
economic conditions.

The following attributes provide a framework for
our analysis:

1 The forecasts are for core real estate over the next
three years (e.g., assuming you were to acquire
core properties at today's market price).

2 Our forecasts provide a range of outcomes with
confidence intervals. For example, the mean
forecast suggests core values will decline over
the three-year forecast horizon, causing negative
total returns for core real estate based on today’s
NCREIF valuations, as shown in Exhibit 8.

Our modeling goals were twofold: first, to observe the
direction of the cycle and second, to estimate a band
around the quantum of the cycle. Thus far, our model
has been successful achieving the first goal. Historically,
private equity real estate valuations have lagged, and we
believe the shutdowns (resulting in economic inactivity)
exasperated this trend. As the economy opens and
activity picks up, we will have more transactions and
price discovery gradually demonstrating the extent of
economic disruption we have been witnessing as a result
of COVID-19. As such, more write-downs are likely over
the next few quarters. We continue to monitor the
models to ensure they are resilient to the recent
volatility in the economic and financial data.

3 In Exhibit 8, the purple line shows the actual
subsequent three-year NCREIF total returns and how
they align with the forecast of returns for that period.
Historically, the model has been highly accurate in
forecasting the turn of the cycle before the actual
shift in values occur.
Ultimately, our A.I. forecasting models provide a
complementary view that enhances our understanding

EXHIBIT 8: Projected Total Return—All Sectors
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North American Investment Strategies
As always, we remain true
to USAA Real Estate’s
Guiding Investment Principles:

1 Develop and acquire high-quality assets with strong
elements of design, size, and access

2 Pursue assets with broad appeal to prospective
tenants and future buyers

3 Thoughtfully select assets in the best location
4 Maintain discipline concerning replacement cost
5 Actively manage each investment with a view
toward maximizing risk-adjusted returns

Furthermore, we categorize Gateway, Primary, and
Secondary target markets, as indicated below.

Gateway Markets

Primary Markets

Secondary Markets

Boston

Atlanta

Austin

Orange County

New York

Chicago

Charlotte

Philadelphia

San Francisco

Dallas/Fort Worth

Denver

Phoenix

Seattle

Houston

Minneapolis

Raleigh

Washington D.C.

Los Angeles

Nashville

San Diego

Miami

Northern New Jersey

San Jose

While the classification varies by product type, these descriptions should generally hold true for office and multifamily, with slight variations between
categories for hotel and retail. For the industrial/logistics sector, other major markets include Baltimore, Central Pennsylvania, the Inland Empire,
Central Valley, St. Louis, Indianapolis, Tampa, Portland, Sacramento, Nashville, Orlando, Louisville, Cincinnati, and Kansas City. Also, we would consider
grocery-anchored retail in some large population centers.

USAA REAL ESTATE
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Acquisition Capital
USAA Real Estate is closely monitoring core values in
the wake of COVID-19. Before the health crisis, stabilized
core assets were fully priced, but market signals suggest
values could recede further in the near term in some
sectors. However, we will continue to favor value-creation
opportunities, with an emphasis on markets experiencing
population and job growth. We will also continue to
allocate acquisition capital in the following areas:

Rental Housing
In this critical area of our business, our
emphasis continues to be on core creation
by acquiring assets below replacement cost, with the
potential to add value through renovation and enhanced
property management. As a result of COVID-19, city
centers within Gateway markets like New York and
San Francisco have temporarily been impacted by
weak demand, which could allow for a tactical buying
opportunity should values fluctuate due to the unique
conditions created by the health crisis. Before the
pandemic, multifamily supply was near its historical
average, but pipelines have now slowed at a time when
demand is expected to rise as the threat of the pandemic
subsides. Single-family housing supply was already
well below average and has since collapsed due to
the pandemic. Thus, the housing shortage in the U.S.
has been further exacerbated by the COVID-19 crisis.
While strong demographics are expected to increase
demand over the long term, the housing affordability issue
remains a critical challenge in several major U.S. markets.
Therefore, a strategy targeting well-located (high quality,
but lower cost) alternatives remains attractive. With this
in mind, we intend to significantly expand our activities in
acquiring and creating workforce housing.
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Industrial/Logistics
Appropriately priced value-add
opportunities are difficult to source in the
current market. Thus, we continue to evaluate assets with
vacancies or opportunities with near-term lease
rollovers at below-market rents, which can be purchased
below replacement cost. The industrial/logistics sector
has experienced an increased level of new supply in
recent years, primarily due to strong e-commerce demand
(mainly near urban and high-density consumer areas), but
thus far demand has more than kept pace with supply. It
is essential in industrial/logistics acquisitions to have a
cost basis below what is available through development.
Consequently, it will remain challenging to achieve this
threshold in the current environment where industrial
properties are trading at a premium.

Office
For the time being, we will remain cautious
on office acquisition until we have
better visibility into (1) a return to work plan for major
employers, (2) how, if at all, space utilization might be
reshaped by COVID-19, and (3) whether demand will shift
from urban centers to more diverse locations.

Government Office
We will seek opportunities to expand our
portfolio of government-leased, Class A assets.
Government-property investments align with our defensive
approach; they are more likely to withstand a downturn
given the durable credit quality, single-tenant occupancy,
and long-term lease structures (typically 10 or more years).
While this segment’s value proposition has primarily been in
new development, we believe government lease credit may,
in fact, be mispriced today, particularly in comparison to the
private net lease environment. The combination of these
factors may present an opportunity to acquire assets at a
favorable basis that meet our return expectations.
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Square Mile Capital Equity Strategies
Square Mile Capital’s equity investment activity will
continue to be centered around its opportunistic
investment strategy, complemented by its value-add (preferred
equity) and hospitality strategies. Additionally, we expect to build
on the momentum created within our co-investment platform that
invests alongside each of these verticals.
Our opportunistic investment platform seeks attractive,
risk-adjusted returns while emphasizing capital preservation.
This approach strategically balances two focus areas:
(1) distress-driven investments and (2) theme-driven investments.
Two of the current themes driving investment activity
include urban infill industrial and media and technology
convergence. Across its investments, Square Mile Capital
provides creative solutions for its operating partners and
appropriately tailors transaction capital structures to address
deal-specific risks while generating targeted returns. Investment
structures in this strategy will take the form of preferred equity,
joint venture equity, platform capitalization equity, and the
acquisition of sub-performing and non-performing debt.
The value-add preferred equity strategy will focus on a
range of structured equity investments, with tailored capital
structures for preferred equity investments that are designed
to mitigate risk associated with value-add and development
business plans created by:

1 Requiring substantial equity subordination to offer
protection for the preferred equity's basis in the transaction

2 Mandating that cash flow and capital proceeds
be paid first to the preferred equity

3 Utilizing a conservative leverage strategy at the
asset level, which minimizes maturity and other
potential event risks

Hospitality
The hospitality sector experienced drastic and
immediate declines in operating performance
resulting from the health-care crisis. Thus, at the appropriate
time in the market, Square Mile Capital will opportunistically
seek to acquire hotel assets at significantly reduced
valuations, purchase sub-performing/non-performing loans
for control, recapitalize troubled deals with gap capital, and
provide rescue capital to operating/management platforms.
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Development Capital
As noted earlier, development remains favorable in many markets across our key themes due to stable
rents, solid occupancy levels, and an attractive spread between the cost of new construction. Additionally,
the market value of stabilized assets in certain sectors, remains above replacement cost despite some reduction in
core values. While USAA Real Estate has been a leader in this market segment, we are ever sensitive to its risks, as
construction pipelines have increased significantly in several U.S. markets. As we initiate development projects, we
are mindful of the supply/demand conditions that will prevail at the time of delivery. Therefore, we continue to focus
our development activity in those submarkets that we believe will offer outsized tenant demand and investor interest.
Our governing thesis is to invest in development at times when assets are trading well above replacement cost.
While price discovery following COVID-19 will continue in the coming months, it is our view that development remains
attractive in our areas of focus, notably e-commerce/industrial and rental housing.
Even if core values fall further in 2021, we believe an attractive spread between core values and the cost
of new development in certain sectors will persist, presenting the opportunity to “create core assets” at
prices well below current trading values. We are also carefully monitoring construction costs and supply in some
markets. Labor shortages, increased material costs, and even tariffs had started to accelerate cost escalations. Still, there
are early indications that this trend has begun to reverse due to the economic downturn. Construction costs have declined
in some markets, but it has not been as wide spread as might have been expected. Overall, we expect the current crisis
to slow the growth of new supply, especially in rental housing, which should accelerate the recovery of rental rates and
occupancy levels as the pandemic subsides. We will continue to provide development capital in the following areas:
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Multifamily
We take a highly selective and disciplined
approach to new multifamily development.
Our process includes extensive research on approximately
50 U.S. metropolitan markets (and an even more significant
number of submarkets). Tenant demand has mostly
kept pace with the rising supply levels across the
country in past years. While the multifamily sector
should ultimately benefit from the pent‐up demand created
by COVID-19, apartments are experiencing weaker demand
in the near term.
In recent years, rising land and construction costs had
resulted in eroding development yields when core values
were starting to soften. Elevated supply levels in a few
markets have also caused a decline in Class A rents and
increased concessions, reducing effective rents in some
markets overall. Though these issues present challenges
for investors, opportunities remain in submarkets where

demand will outpace supply over the next several years. In
these areas, we will continue to pursue our build-to-core
strategy, targeting submarkets with substantial population
and employment growth. We believe these areas will
outperform over the long term, even if vacancy rates rise
in the near term. Additionally, we are actively working
with advanced construction techniques to provide our
investors with a competitive advantage.
We believe the most attractive opportunities over the
next decade will occur primarily around the Middle Market
and Workforce pricing segments (per Exhibit 9), allowing
investors to serve an expanding pool of price-sensitive
renters while maintaining focus on quality, location, and
other differential attributes. While we are mindful of
construction costs and supply levels in some markets, there
are signs that construction costs have begun to decline
as supply pipelines have softened. Thus, rental rates and
occupancy levels should rebound as the pandemic subsides.

EXHIBIT 9: Renter Household Classifications Relative to Affordable Monthly Rent Levels

The most attractive
opportunities over the
next decade will occur
primarily around the
Middle Market
pricing segment

$3,750 – $5,000+

Premium
102,000

$2,500 – $3,750

Middle Market
125,000

$1,250 – $2,500

Workforce
194,000

$0 – $1,250

Inclusionary
235,000

This exhibit uses the Denver market as a proxy, and household rent assumptions are based on 30% of gross household income.

Source: Costar, USAA Real Estate

Premium

The highest rent range within a major market and often
accounts for 15 – 25% of renter households.

Middle Market

The centerpiece of a critical price point segment that we
believe is an attractive investment opportunity over the long
run, generally accounting for 15 – 25% of renter households
in major markets.

Workforce

For the sake of this analysis, it is housing that is affordable
for those making 80 – 120% of an area’s median income
(AMI) and typically accounts for 15 – 35% of renter
households in major markets.

Inclusionary

For the sake of this analysis, it includes renters making
below 80% of AMI. It is associated with affordable
housing programs intended for lower-income families,
typically accounting for 35 – 50% of renter households
in major markets.
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Single-Family Rentals
The construction of purpose-built, singlefamily neighborhood rentals offers a
compelling opportunity to capitalize on the current
housing shortage. Unlike the assemblage of disparate
homes, purpose-built, single-family rentals provide
a viable solution for consumers who cannot afford
to purchase a home while also providing investors/
owners with operational efficiencies, a consistent renter
experience, and opportunities for amenitization. This
type of emerging housing opportunity suggests that the
single-family rental market has significant investment
potential going forward.

Senior Housing
The expected growth in senior housing
over the next decade is a demographic
phenomenon mainly supported by the Baby Boomers and
the Silent Generation cohorts. The oldest Baby Boomers
turn 74 years old in 2020, and the bulk of them are in their
60s. Similarly, the number of people between the ages of
82-86, which is the peak demand segment for senior
housing, is expected to rise from 5.1 million to 6.6 million
(a 29% increase) between 2017-2025. This dynamic
should spark demand for other parts of the senior
housing spectrum (e.g., skilled nursing, assisted living,
and memory care). Thus, we are continuing to expand
our presence in this sector.
As previously described, the demographic trends suggest
that congregate care will play a vital role as a large
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swath of the U.S. population continues to age into
retirement. Still, the recent health crisis was a wakeup call for the elderly and the senior housing industry.
Older Americans are more vulnerable to the coronavirus,
causing senior living providers to radically alter their
normal operations in hopes of limiting the spread of the
virus. In the future, facilities will adopt new features
ranging from infrared temperature gauges that
can remotely monitor for fever and alert medical
staff to commercial-grade HEPA (high-efficiency
particulate air) filters that capture over 99% of
airborne particles. Social distancing scenarios will also
be built into new design layouts, while other technological
advances such as telemedicine will likely continue well
after the virus is contained. Thus, we will target markets
with strong senior housing fundamentals, where there is an
opportunity to deliver a differentiated product that serves
the unmet demand from Silent Generation seniors and is
well-positioned to receive the Baby Boomers, as more of
them enter the senior age bracket.

Industrial/Logistics Build-to-Suits
Despite the COVID-19 pandemic, we have
experienced a significant increase in buildto-suit activity, with strong demand from e-commerce,
food and beverage, medical equipment, pharmaceutical,
and third-party logistics users. We remain extremely
active in the sector with an emphasis on facilitating the
accelerated needs of our e-commerce clients and other
creditworthy users seeking enhanced efficiencies and
greater resilience within their supply chain. While pricing

remains competitive for industrial/logistics build-to-suits
given the weight of capital seeking opportunity in the
sector and continued low interest rate environment,
we continue to find opportunities through our client and
development partner relationships. The ownership or
control of service-ready and entitled land will continue
to provide enhanced margin opportunities. We will
continue to focus our efforts on land control, long-term
leases with credit quality tenants, and flexible project
design in locations exhibiting favorable consumer and
labor demographics.

Speculative Industrial/Logistics
Speculative leasing velocity in the logistics
space remains strong despite the economic
uncertainties caused by the COVID pandemic. In fact, over
an eight-month period starting in March 2020, we executed
13 transactions totaling 7.1 million square feet. The industrial
vacancy level remains near cyclical lows with limited new
quality space available, while rental rates have continued to
increase due to further e-commerce adoption and expansion.
E-commerce remains a significant catalyst for industrial
demand and is poised to continue to grow for years to come.
Although construction levels are robust in select
markets, the industrial/logistics fundamentals
remain strong owing to accelerating tailwinds
associated with e-commerce, on and near-shoring,
and a shift from “just in time” to “just in case”
inventory levels. Given the prevalence of high levels of
obsolescence, general supply constraints in consumer-centric
market locations, and the tailwinds of demand, we expect
fundamentals to remain healthy and continue supporting

inventory development. As mentioned regarding build-to-suit
development, based on the scarcity of "development-ready"
sites in most markets, we seek to proactively acquire or
control attractive land parcels that can be activated at the
appropriate time. We have found that this provides for more
favorable risk-adjusted returns for both build-to-suit and
speculative development.

Office Build-to-Suits
During the economic recovery, the office
sector experienced a shrinking supply
of quality office space for corporate tenants. Current
pandemic-related consequences have decreased nearterm office demand. But, regardless of the level of demand
in the broader office market, we believe we will see
increased demand for new, innovative, health sensitive,
and efficient buildings within the technology, life sciences,
media, and medical sectors. We anticipate remaining
a market leader in the creation of build-to-suits and
significantly preleased office buildings under long-term
leases to credit tenants.

Government Office
Investments in this subsector offer an
attractive opportunity given their stable cash
flows and typically limited ongoing capital requirements.
Government leases are naturally defensive, as the tenant
base has high-quality credit and usually signs lease
commitments of 10 years or more. The recent election may
drive incremental demand for real estate from the General
Services Administration.
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Data Centers
The rapidly increasing demand for digital
storage will continue to change the data
center landscape for many years to come. Data consumption
is growing exponentially, requiring data centers to be closer
in proximity to the consumer to reduce latency. From an
investment perspective, the site selection process and
construction elements mirror modern industrial/logistics
warehouses. Therefore, we will be leveraging our industrial/
warehouse expertise to pursue data center opportunities as
they emerge.

Speculative Office
We will remain cautious in this area and do
not anticipate proceeding with speculative
office development in the near term.

Debt Capital
USAA Real Estate and Square Mile Capital continue to
manage a suite of complementary debt and preferred
equity strategies. At this point in the cycle, these
strategies offer highly attractive, risk-adjusted
returns consistent with our defensive posture while
also providing downside protection. Many of the
traditional CRE debt capital sources remain constrained
by the current regulatory environment, and opportunities
exist for non-traditional lenders to fill the resulting gap.
USAA Real Estate, in conjunction with Square Mile
Capital, is actively responding to this opportunity by
providing accretive loans across the capital stack. We
continue to focus on the following areas:

1 Whole Loans
USAA Real Estate offers senior mortgage whole loans
on institutional-quality properties throughout the U.S.,
focusing on long-term, fixed-rate debt for major property
sectors in Primary and Secondary markets. The terms
range from 5-to-30 years, with loan-to-value (LTV) ratios
of 50% to 65%. This investment strategy focuses on
producing strong relative value for fixed income investors
that have asset-liability matching needs.
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2 Stretch First Mortgages and Mezzanine Debt
Square Mile Capital originates and acquires loans
predominantly in the mezzanine portion of the capital
stack. Since the onset of the public health crisis in
March, transaction volume has been reduced, but the
quality of new loans has been outstanding. Our focus
continues to be on asset management, intensive
portfolio surveillance, and selecting quality
loans as the market begins to regain its footing.
Square Mile Capital's loan portfolios across strategies
have performed well with limited credit stress and
potential credit impairments, due in part to our muted
exposure to hotels and retail, as well as a prudent use
of leverage. Our integrated equity business, particularly
with our ability to take ownership of assets, has put
us in a position of strength in asserting our rights as
creditors. This dynamic has resulted in a strong debt
service payment record across the portfolios, with
borrowers providing material contributions to the
small percentage of loans that required modification.
In summary, our funds remain liquid and stable, having
limited exposure to potential credit impairments. These
conditions will help strengthen our franchise in the
origination and investor markets, thus improving our
competitive position over time. We remain cautious
in our investment stance but expect deployment to
increase in the coming months, focusing on stronger
credit quality.

3 Construction Lending
The opportunity to achieve attractive, risk-adjusted
returns in construction lending, mainly through
the creation of mezzanine loans, arises from solid
real estate market fundamentals and margins
provided by subordinated cash equity. We believe
our platform is well-positioned to leverage our
long-standing, joint venture relationships and
development expertise to select and underwrite
investments prudently. These loans also present the
opportunity to further participate in development
transactions, but with a significantly reduced cost
basis, while still achieving equity-like returns.

Other Areas of Interest
USAA Real Estate will also pursue the following emerging investment opportunities:

Mexico and Canada
We continue to progress with the systematic expansion of our industrial/logistics development business in Mexico. Given
Mexico's maturing demand drivers (e.g., competitive production costs, diversified economy, favorable demographics,
expanding middle class, near and reshoring in North America, and final approval of the United States-Mexico-Canada
Agreement (USMCA), the country is well-positioned to benefit from global institutional real estate capital flows seeking
enhanced risk-adjusted returns within the industrial/logistics sector. The nation's emerging middle class has led to
healthier retail sales growth, sparking opportunities for accelerated growth in e-commerce sales and corresponding
fulfillment space requirements.
We are pursuing a broad strategy of developing in the best markets along with best-in-class developers with a focus
on institutional quality design, credit quality tenants, and U.S. Dollar-denominated leases while seeking to facilitate
the requirements of our current tenant relationships within the U.S. and Europe (see European House View). The
pipeline of opportunities continues to expand. We executed our initial investments in Mexico in the second half of
2020, including multi-building inventory development and a multi-market build-to-suit project with a long-standing
tenant relation. Progress also continues regarding our Canadian investment initiatives, with a build-to-suit focus for our
current tenant relations.
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Dispositions
In 2019, USAA Real Estate executed $2.5 billion in
dispositions and is currently projected to complete
approximately $1.5 – $2 billion in 2020. Over the
last few years, we have monetized investments
(optimizing asset values and returns) with a view
that core values were likely to recede. However,
we are mindful of declining values in some markets
and product types and will not be a seller in those
situations. In other areas, such as multifamily,
values may be near or above pre-COVID levels
in some markets while hovering below those
levels in others. At the same time logistics/
industrial is, for the most part, trading above
pre-COVID values and liquidity is as strong as at
any time in the previous cycle. We will remain
responsive to these market conditions, but our
disposition philosophy reflects our focus on
value creation and investment performance,
and this continues to differentiate us from
real estate managers focusing primarily on
amassing assets under management.

European Investment
Strategies
As we advance into our seventh year of investment
in Europe, USAA Real Estate has successfully
executed and exited multiple investments across
the region. Currently, there is considerable
uncertainty about both the ongoing control of
the virus and the nature and extent of economic
recovery. However, the European economy has
proven to be resilient in times of uncertainty.
Since 2014, USAA Real Estate has invested in
European logistics in our Mountpark Venture,
mainly through development. In most markets,
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logistics has performed at levels superior to the
broader market. We have become a market-leading,
pan-European, logistics development and investment
platform specializing in the development of large footprint,
modern logistics assets. Our extensive, strategically
located network of logistics projects currently spans
seven countries, providing access across Europe’s major
supply-chain corridors. The Venture is positioned to take
advantage of the maturation of the logistics real estate
market in Europe, and we see the opportunity to grow our
investment activities in this area further.

demand factors. The residential sector in Europe is highly
fragmented and facing increasing regulatory pressures with
government rent control measures, creating an inefficient
market and opportunity for USAA Real Estate to leverage
its multifamily expertise.
We plan to continue and, in some cases, accelerate
our European investment activities, focusing on
markets and product types with strong economic and
cultural drivers, favorable demographics, and healthy
real estate fundamentals. For more perspective
regarding our European Investment Strategies
and investment conditions, please see our
European House View.

There is also compelling opportunity to invest in areas
where technology and real estate are converging, and we
can capture demand as digital transformation continues to
accelerate. At this intersection is an opportunity to invest
in Europe’s data center infrastructure. From an investment
perspective, the site selection process and some
construction elements mirror modern logistics warehouses.
Therefore, we will be leveraging our logistics expertise in
pursuit of data center opportunities as they emerge.

As in the U.S., we will take both a strategic and tactical
approach to value-driven investments. We expect Europe’s
economy to remain supportive of real estate markets.
Consequently, we believe there will be opportunities to
acquire existing assets, provide development capital,
and even consider structured debt or equity investments
across some markets and sectors. Over the long term, we
will continue to grow our investment platform in Europe,
and adjust to market opportunities, while maintaining a
cautiously optimistic outlook.

We also see a maturing opportunity to develop institutionalquality multifamily residences in select European
markets based on compelling demographics and supply/

EXHIBIT 10: European Logistics Take-up and Completions - YTD through Q3 2020
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Conclusion
It will take some time before the full extent of
COVID-19‘s impact on the economy and real
estate market is revealed. However, at USAA
Real Estate, we recognize the inherent risk
in today’s market and are continuing to
focus on value-based opportunities as
the downturn unfolds. Still, our investment
platform was designed to take advantage of
market disruptions, which ultimately leads
to value-creation opportunities. While some
investors may be tempted to chase yields,
our value-investing approach to real estate
is consistent across market cycles. This
methodology requires being quick to respond
to emerging opportunities, while also:

1 Adhering to our guiding investment
principles

2 Maintaining a disciplined
underwriting approach

3 Remaining prudent in the face
of widespread uncertainty
Thus, given the current economic backdrop,
USAA Real Estate will continue its defensive
but active stance in 2021, emphasizing
capital preservation while aggressively
seizing opportunities that reflect our primary
investment themes.
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