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Overall,
property
warrants a place
alongside equities
within our basket

of growth
assets

Richard Stutley, CFA

Portfolio Manager

Contrary to that saying, property has been
anything but a safe bet so far this year:

the S&P Global Property Index is up 1.9%/,
positive yes but lagging far behind the MSCI
All Countries World [equity] Index, up 10.4%.
That is despite dividend forecasts for 2023
being revised up by 3.2%, better than the 1.4%
upward revision in equity dividends - in other
words the outlook for property companies has
improved relative to equities so far this year,
and for that investors have been rewarded with
a swing of almost minus 9% in performance.
Counterintuitive to say the least.

To help explain this disparity between
fundamental performance and share price
performance, |'ve paraphrased one of my
colleagues:

‘The market is worried about write-downs
to the value of assets, which poses a risk to
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businesses looking to refinance: higher loan-
to-values (LTVs) compound the impact of
an already higher base rate.’

They go on to offer some encouragement
however:

‘In 2008/09, many REITs were forced
to recapitalise. Since then, average LTVs
have come down significantly, hence
comparisons to that time are overstated.
While companies in many industries are
affected by the current tough economic
environment, long leases (typically 3-5
years) mean property is better insulated
than other sectors and hence general
equities.

A related risk preoccupying investors is funding
risk. While property companies are looking
less creditworthy due to the higher base rate
and higher LTVs, the banks that traditionally

lend to them are having problems of their
own, as highlighted recently by several high-
profile collapses. Here, however, | agree with
our active property manager Catalyst Fund
Managers, that a distinction needs to be
drawn between private property companies
and publicly listed ones, in which we invest.
According to data compiled by National
Association of Real Estate Investment Trusts?,
publicly listed property companies have less
than a quarter of the exposure to the office
sector (which remains under pressure) of their
private counterparts, at just over 5%. They are
also less highly indebted on average and have
more diversified sources of funding beyond the
banking sector, according to Catalyst.

While all that sounds positive, we need to bear
in mind that listed property companies don't
operate within a vacuum, and hence contagion
from the private sector remains a risk.

Fundamentals for listed property companies
are still intact. Rental growth remains high
across most sectors, with the exception of
offices, and even the sharp slowdown in the
apartment sector (following a swift supply
response) only brings rental growth back in line
with its pre-pandemic norm3. With respect to
balance sheets, companies are less indebted
than pre 2008/09, and they have taken
advantage of low interest rates to lock in cheap
debt out to 2030 on average®.

The continued derating so far this year has
pushed dividend yields above historic averages,
implying that either something is different this
time, or else current prices are attractive. One
thing that is clearly different is the interest rate
environment, and we note that property only
looks roughly fair value when compared to the

yields on offer from US Treasuries and Treasury
Inflation Protected Securities (TIPS)®, although
considerably better than equities.

Looking at analysts' expectations on
Bloomberg, it is striking how much growth
they expect from the sector over the next 12
months. Part of this is clearly to do with higher
inflation but looking at the pricing of 12-month
Treasuries and TIPS, forward-looking inflation
is in fact expected to be benign. Estimates
ranging between 6 and 8% growth for the next
12 months, and in excess of 4% annualised for
the next 4 years®, are in stark contrast to the
outcome over the past 10 years or so (dating
back to April 2013). Since that time, the S&P
Global Property Index has delivered dividend
growth of only ~2% per annum’. Where is

this higher growth going to come from? The
increased proportion of high growth subsectors
in the index is obviously key - areas such as
laboratory space and retail parks, which we
specifically target in our portfolios. We also
expect to see the lagged effects of inflation
coming through, plus the strong rental growth
catalysed by the aftermath of the pandemic,
when a boom in demand met constrained
supply at the time.

Adding all this together: fundamentals look
good, in particular balance sheets which are
in better shape compared to 2008/09 on
average. Valuations have improved year to date
but are not yet super compelling and there is
likely to be an overhang from private markets.
Overall, property is still not that attractive
compared to certain areas of the fixed income
markets in our assessment, but it warrants a
place alongside equities within our basket of
growth assets.
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Important notes - This document is only intended for use by the original recipient, either a Momentum Global Investment Management Limited (MGIM) client or prospective client, and does not constitute investment advice or an offer or solicitation to buy or sell. This document is not intended for
use or distribution by any person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient. The original recipient is solely responsible for any actions in further distributing this document, and in doing so should be satisfied that there is no breach of
local legislation or regulation. This document should not be reproduced or distributed except via original recipients acting as professional intermediaries. This document is not for distribution in the United States.

Prospective investors should take appropriate advice regarding applicable legal, taxation and exchange control requlations in countries of their citizenship, residence or domicile which may be relevant to the acquisition, holding, transfer, redemption or disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this document is issued. Data, models and other statistics are sourced from our own records, unless otherwise stated. We believe that the information contained is from reliable sources, but we do not guarantee the relevance, accuracy or
completeness thereof. Unless otherwise provided under UK law, MGIM does not accept liability for irrelevant, inaccurate or incomplete information contained, or for the correctness of opinions expressed.

The value of investments in discretionary accounts, and the income derived, may fluctuate and it is possible that an investor may incur losses, including a loss of the principal invested. Past performance is not generally indicative of future performance. Investors whose reference currency differs from
that in which the underlying assets are invested may be subject to exchange rate movements that alter the value of their investments.

Under our multi-management arrangements, we selectively appoint underlying sub-investment managers and funds to actively manage underlying asset holdings in the pursuit of achieving mandated performance objectives. Annual investment management fees are payable both to the
multimanager and the manager of the underlying assets at rates contained in the offering documents of the relevant portfolios (and may involve performance fees where expressly indicated therein).

MGIM (Company Registration No. 3733094) has its registered office at The Rex Building, 62 Queen Street, London EC4R TEB. MGIM is authorised and regulated by the Financial Conduct Authority in the United Kingdom (registration no.232357), and is exempt from the requirements of section 7(1)
of the Financial Advisory and Intermediary Services Act 37 of 2002 (FAIS) in South Africa, in terms of the FSCA FAIS Notice 141 of 2021 (published 15 December 20217). For complaints relating to MGIM's financial services, please contact distributionservices@momentum.co.uk ©MGIM 2023,
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