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The crisis of affordability in real estate

You can count the number of cities where middle-income earners can likely afford an OK apartment on less than one
hand.

In only four countries — Canada, India, Switzerland and Saudi Arabia — among 97 surveyed were half of households
whose disposable income fell at or around the local median able to afford to rent or buy a home, according to a report
by Mario Lopez-Alcala that examines the affordability of residential and commercial properties worldwide.

The analysis assesses affordability by whether the cost of housing that accommodates no more than two people per
bedroom exceeds 40% of a household’s annual median disposable income. In all, outlays for rent or mortgage payments
exceeded what median households could afford in three-quarters of 307 metropolitan areas surveyed, as of Dec. 31.

The findings suggest both a crisis in housing for middle-income families and a need to rethink affordability, particularly
amid a wave of urbanization. Two-thirds of the world’s population is expected to live in cities by 2050, up from 54% in
2014, according to the United Nations. The market for housing that middle-income households in metropolitan areas can
afford could reach $502 billion annually by 2020, an increase of 7.3% from 2015, MSCI estimates.

An opportunity for institutional investors

The research arrives amid signs that the market for housing built for the wealthiest buyers may be softening.! That raises
the prospect of an imbalance for institutional investors whose portfolios may be overexposed to the luxury market or
who have failed to diversify their holdings with properties that might provide a hedge in a downturn.

Fifteen percent of the 161 real estate companies listed in the MSCI Investable Market Index2 were exposed to cities in
which median housing cost 100% of median disposable income. Though nearly 95% of companies managed or deve-
loped the majority of their residential portfolios in cities characterized by unaffordability, only 23 companies (14%) had
offerings that targeted affordability.

Demand for affordable housing also may present an opportunity for institutional investors, who have lacked a gauge of
the market that might spur them to increase the supply. As the chart below shows, housing that cost $2,440 a month in
Washington, D.C., $2,130 a month in Sydney or $1,870 a month in New York City all qualified as affordable, a reflection of
housing costs in those cities relative to incomes there.
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Lands of opportunity? Cities ranked by size of market for middle-income housing

Ity POTENTIAL ANNUAL MARKET SIZE POTENTIAL ANNUAL MARKET SIZE POTENTIAL MONTHLY

FOR AFFORDABLE HOUSING, FOR AFFORDABLE HOUSING. AFFORDABLE HOUSING COST,
USD BILLIONS HOUSEHOLDS usD

MOSCOW, RUSSIA s9.2 [N 1,015,835 $720

TORONTO, CANADA $9.« [N 493,879 $1,530 [

SYDNEY, AUSTRALIA s9.9 N 370,226 52,130 [

TOKYO, JAPAN s11.9 [ 792.101 $1,190 [

BEIJING, CHINA s14.1 [N 1,397,627 sso0 [N

LONDON, UK s14.1 [N 831,249 51,350 [

SEOUL, SOUTH KOREA s14.7 [N 780,767 $1,500 [N

WASHINGTON DC, US s16.0 NN 518,632 s2,440 DN

NEW YORK, US s1s.c [N 712,602 51,870 [N

SHANGHAI, CHINA s24.0 [N 1,823,667 $1,040 [N

Source: FICO, ILOstat, Numbeo, US Census Bureau and MSCI ESG Research

The research suggests that the market for affordable housing has concentrated in a relatively small handful of cities. In
all, 10% of the cities that MSCI surveyed represented about 54% of the market for affordable housing, and encompassed
nearly 40% of the market based on the number of households. Rents were unaffordable for 89% and 79% of median-
income household city dwellers in emerging and developed economies, respectively.

Where renting a home was (and was not) affordable for households in the middle as of Dec. 31, 2015
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Source: MSCI ESG Research
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The dearth of affordability extended to home buyers. In just six countries, including Canada, the U.S. and Saudi Arabia,
could middle income households afford to purchase a home, though even those countries included cities marked by high
levels of unaffordability. The affordability gap also encompassed small- and medium-sized businesses, which struggled
to afford storefronts. page - 2
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For more than 40 years, MSCI’s research-based indexes and analytics have helped the world’s leading investors build
and manage better portfolios. Clients rely on our offerings for deeper insights into the drivers of performance and risk in
their portfolios, broad asset class coverage and innovative research. Our line of products and services includes indexes,
analytical models, data, real estate benchmarks and ESG research.

MSCl serves 97 of the top 100 largest asset managers, based upon P&I data as of December 2014 and MSCI client data
as of June 2015.

For more information, visit us at www.msci.com or email esqclientservice@msci.com.

Footnote and References:

1) http://www.nytimes.com/2016/03/16/nyregion/at-dizzying-heights-prices-of-luxury-apartments-may-have-found-ceiling.html?_r=1

2) https://www.msci.com/msci-investable-market-indexes
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