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Are there still good reasons not to
include listed real estate in your
asset allocation?

That's the question that arises, given the brightening top-
down and bottom-up outlook for the sector after a five-year
period marked by covid, inflation and rising interest rates.

Paul Reuge The expectation of a normalization of monetary policy after two years of rising interest

European Equities Portfolio rates has lifted the weight of uncertainty weighing on real estate companies, with the
Manager

immediate effect of loosening financial conditions. After peaking in autumn 2022, the
cost of refinancing companies began to fall at the end of 2023, with the prospect of a pivot
point, thanks to a combination of lower rates and lower margins:
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Source: Rothschild & Co Asset Management, september 2024.

The latest issues in early September fell below the 4% mark (Unibail Rodamco, 3.68% for
7.5 years)®. While the marginal cost is still higher than the cost of existing debt, the gap
should continue to narrow, enabling the sector to sustain its growth. Moreover, disposals
are less urgent for the most heavily-indebted companies, thus avoiding potential
distressed sales and the associated loss of income. From a “bottom-up” perspective,
and more specifically from the real estate markets, the low point in property valuations
for the vast majority of asset classes was indeed reached as anticipated in the first half of
2024, with some real estate companies such as Klépierre even benefiting from slight
revaluations (+2%)>. This is a strong signal of the attractiveness of the stock market
discount to net assets values at the bottom of the cycle. This is still significant (25% for R-
co Thematic Real Estate®), offering a comfortable entry point.

So, does this leave any good reason not to return to listed
real estate companies?

The first reason could be the intensity and expected pace of rate cuts. It's true that the
slow decline in inflation has somewhat delayed central bank decisions and caused
volatility in the sector. However, the latest economic indicators leave less and less doubt
about the global slowdown underway, with the US job market, Eurozone growth and
Chinese PMIs all weakening, foreshadowing a rate cut that is likely to be in line with
market expectations. However, we can't completely rule out the possibility that this
convergence will cause further market volatility as contrasting macroeconomic indicators
are released. This risk, for a medium- to long-term investment, seems to us to be
contained and may, on the other hand, offer additional entry points.
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Could the risk of recession represent a stronger headwind
than the tailwind of falling interest rates?

It all depends on the type of real estate market we're addressing. Offices (which account
for 15% of the fund®) are by definition sensitive to the job market, and therefore to a
recession. However, not all properties have the same risk profile, and central areas
(around 80% of the fund's office allocation®) with low vacancy would be much less
affected than areas already abandoned by tenants. This would reinforce the current
polarization of the market. Logistics (10% of allocation®) could see rental demand
continue to slow, but here again long-term trends (reshoring in Europe) should limit the
impact depending on the area. Retail (29% of allocation®), which depends on consumer
spending, could experience a slowdown, but rising real consumer incomes and the
diversity of retailers in shopping centers will act as a shock absorber. Following the advent
of e-commerce and the covid crisis, shopping centers have also purged a good number of
struggling retailers. Housing (30% of the fund*), on the other hand, would benefit from a
recession. In Germany, this sector, which is defensive by construction, has a substantial
growth potential, thanks to the significant gap between current rents and market rents,
the convergence of which is hampered by restrictive regulations. Property companies
investing in this segment would therefore benefit from continued strong rental growth, in
addition to lower interest rates. The sectoral breakdown of the portfolio therefore makes
it possible to manage, to a certain extent, the risk of an economic slowdown.

What about regulatory and political risks?

These are certainly the least predictable. The recent example of dissolution in France and
the rent freeze in Berlin (2020) are good illustrations. Although housing is probably the
most exposed, it benefits from a scarcity of supply (new construction has ground to a halt
following the abrupt halt in the development market) and the need for renovation to meet
the challenges of the energy transition, which should protect it from overly coercive
political measures, as the state cannot do without private capital.

In conclusion, the financial markets seem to have taken the measure of the investment
opportunity that the sector currently represents, posting the best performance of the
Eurostoxx over 1, 3 and 6 months (as at September 16)°. There is still significant potential
for appreciation (25% discount for the R-co Thematic Real Estate” fund), which should
attract generalist investors who are still underweight property companies.
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Learn more about the fund(s)

R-co Thematic Real Estate

Check this document on our website

[1] An approach that begins with a macroeconomic and geographical analysis of all sectors, in order to
extract those with the greatest upside potential. Once this analysis has been completed, the investor
must refine his study in order to select the stocks with the highest return according to his forecasts.

[2] A portfolio management technique that consists of investing in a company whose share price is
believed to be undervalued by the market, despite its high return potential.

[3] Source: Bloomberg, September 2024.

[4] Source: Rothschild & Co Asset Management, September 2024.
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SRI Risk: 5/7. The synthetic risk indicator helps to assess the risk level of this product in comparison to others. It indicates the likelihood that this
product will incur losses due to market movements or our inability to make payments. We have classified this product in risk category 5 out of 7, which
is considered a medium-high risk class and primarily reflects its position in the market for shares of French real estate companies and European real
estate investment trusts (REITSs). In other words, the potential losses related to the future performance of the product are at a medium to high level, and
if the market situation worsens, it is likely that our ability to pay could be affected. The risk indicator assumes that you hold the product for 5 years;
otherwise, the actual risk may vary significantly, and you could receive less in return. Other important risk factors not adequately reflected by the
indicator include the impact of techniques such as derivatives. As this product does not offer protection against market risks or guarantee of capital,
you could lose all or part of your investment. For more information on the risks, please refer to the prospectus of the UCITS. Key risks: capital loss risk,
discretionary management risk, market risk, sector risk, risk related to non-financial criteria (ESG), sustainability risk, credit risk, interest rate risk,
currency risk, and risk associated with the use of derivative instruments. Before making any investment, it is imperative to carefully read the PRIIPS KID
and the UCITS prospectus, especially the sections related to risks and fees, available on the Rothschild & Co Asset Management website:
am.eu.rothschildandco.com

Advertising communication. The information, comments, and analyses contained in this document are provided solely for informational purposes and
should not be construed as investment advice, tax advice, recommendations, or investment counsel from Rothschild & Co Asset Management. The
information/opinions/data contained in this document, considered valid and correct at the time of publication, according to the economic and
financial environment at that time, are subject to change at any time. Although this document has been carefully prepared from sources considered
reliable by Rothschild & Co Asset Management, it provides no guarantee as to the accuracy and completeness of the information and assessments it
contains, which are only indicative and subject to change without notice. Rothschild & Co Asset Management has not independently verified the
information contained in this document and therefore cannot be held responsible for any errors or omissions, nor for the interpretation of the
information contained herein. All data provided is based on accounting or market information. Not all accounting data has been audited by an auditor.
Additionally, given the subjective nature of some analyses, it is important to highlight that the information, projections, estimates, anticipations,
assumptions, and/or opinions presented do not necessarily reflect the views of Rothschild & Co Asset Management or its affiliates, which act based on
their own convictions. Geographic and sector allocations and distributions are not fixed and may change over time, within the limits of the prospectus.

R-co Thematic Real Estate is a sub-fund of the French SICAV (Société d'Investissement a Capital Variable) "R-Co," headquartered at 29 Avenue de
Messine - 75008 Paris, registered under number 844 443 390 RCS PARIS. The information provided does not imply that the UCITS presented is suitable
for each individual investor's profile and experience. Rothschild & Co Asset Management cannot be held responsible for any decision based on the
contents of this document. In case of doubt, and before making any investment decision, we recommend that you consult your financial or tax advisor.
The above UCITS is organized under French law and regulated by the French Financial Markets Authority (AMF). Investments in shares or units of any
UCITS are not risk-free. Before making any investment, it is imperative to carefully read the UCITS KID and prospectus, particularly the risk section.
Each investor should also ensure the jurisdictions in which the UCITS units or shares are registered. The full PRIIPS KID/prospectus is available on our
website: www.am.eu.rothschildandco.com. The net asset value (NAV) is available on our website. The information presented is not intended for
distribution and in no way constitutes an offer to U.S. citizens or their representatives. The units or shares of the UCITS presented in this document are
not and will not be registered in the United States under the U.S. Securities Act of 1933, as amended (the "Securities Act of 1933"), or recognized under
any U.S. law. These units or shares should not be offered, sold, or transferred in the United States (including its territories and possessions) nor benefit,
directly or indirectly, any “U.S. Person” (as defined in Regulation S of the Securities Act of 1933) and assimilated (as referred to in the U.S. "HIRE" Act of
03/18/2010 and in the FATCA regime). The figures quoted relate to past years. The portfolios, products, or securities presented are subject to market
fluctuations, and no guarantee can be given regarding their future performance. The tax treatment depends on the individual situation of each investor
and may be subject to change. Published by Rothschild & Co Asset Management, a portfolio management company with capital of €1,818,181.89,
headquartered at 29 Avenue de Messine - 75008 Paris. AMF license No. GP 17000014, Paris RCS 824 540 173.

About the Rothschild & Co Asset Management division

A specialized division in asset management within the Rothschild & Co group, we offer personalized management services to a broad client base of
institutional investors, financial intermediaries, and distributors. We base our development on a range of open-ended funds, marketed under four
strong brands: Conviction, Valor, Thematic, and 4Change, leveraging our long-standing expertise in active and conviction-based management as well
as delegated management. Based in Paris and present in 9 European countries, we manage over €33 billion and employ nearly 160 people. More
information can be found at am.eu.rothschildandco.com
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About the Asset Management’s division of
Rothschild & Co

As the specialised asset management division of the Rothschild & Co group, we offer
personalised asset management services to a broad client base of institutional investors,
financial intermediaries and distributors.

Our development is focused on a range of open-ended funds, marketed under five strong
brands: Conviction, Valor, Thematic, 4Change and OPAL, leveraging our long-term
expertise in active management with conviction as well as in delegated management.
Based in Paris and established in 9 European countries, we manage more than 38billion
euros and employ nearly 170 people.

More information at: www.am.eu.rothschildandco.com

France

29, Avenue de Messine
75008 Paris
+33140744074

Switzerland

Rothschild & Co Bank AG
Rue de la Corraterie 6
1204 Genéve

+4122 818 59 00

Germany - Austria

BorsenstraRe 2 - 4
Frankfurt am Main 60313
+49 69 299 8840

Visit our internet site
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Belgium - Netherlands -
Luxembourg

Rue de la Régence 52
1000 Bruxelles
+3226277730

Italy

Passaggio Centrale 3
20 123 Milano
+3902 7244 31

Spain

Paseo de la Castellana 40 bis
28046 Madrid
+3902 7244 31

Follow us on LinkedIn
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