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The sector's correlation with interest rates was maintained in 2024, apart from during
the summer break, when good publications from listed real estate companies helped to
focus investors' attention on fundamentals. The resurgence of uncertainty about the
outlook for growth and inflation following the re-election of Donald Trump in the final
quarter had a negative impact on the annual performance of property companies. On the
fixed income markets, however, the picture was very different, with real estate
benefiting from the biggest reductions in spread1 of any sector, reflecting investors'
enthusiasm for real estate debt.
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Why such a divergence of appreciation on both sides?

Debt holders have focused on improving property fundamentals, with most markets
having bottomed out in 2024. Transaction volumes are still recovering, but the rebuilding
of the risk premium and strong demand for the best assets have begun to bring buyers
back:

Listed real estate companies have continued or even completed their debt reduction
programmes, and some are already repositioning themselves for a new growth cycle.
The liquidity/financing risk has therefore been considerably reduced, and with it bond
yields. On the equity markets, risk assessment continued to be guided by the trend in
long-term yields, despite the brightening after the half-yearly results.

The sector's high correlation with 10-year yields since 2021 (the start of monetary policy
tightening) translated into a valuation sensitivity of around +/- 1.1% for a movement of 10
basis points2 in 2024, i.e. a fall in valuations of around 3.3% for a rise in the bund of 30
basis points2 , more or less summing up the year 2024  (rise in the bund of 30 bp and fall in
the eurozone IEIF of 3.9% excluding dividends)2.
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Medium-term outlook

It will of course remain dependent on the direction of interest rates. A moderate rise
(<30bp) would have little impact on the direct listed real estate market, but would curb the
reappraisal of property companies until an inflection point is reached. A significant rise (of
50 to 100 bp) without any inflationary counterpart would cause a ‘double dip ’3 in property
valuations. The good news, apart from the fact that this scenario remains unlikely given
the deteriorating economic situation in Europe and inflation returning close to the
European Central Bank's target, is that the current level of discount already anticipates
this scenario.

Indeed, a 30% discount on net assets corresponds to a 15% discount on gross assets, the
equivalent of an implicit average yield of 5.5% (i.e. 70 basis points higher than the
appraised yield)4.

The fall in refinancing costs seen on the bond markets will also enable property
companies to return to earnings growth more quickly than expected, as the rise in
interest costs will no longer absorb all the growth in rental income. This factor, combined
with the sector's already high dividend yield (5.2%)2 , is an additional incentive.

Which real estate markets to choose?

Sectors with a ‘defensive rental growth’ profile, i.e. less sensitive to the economic
environment and whose lower yields would benefit from a stabilisation or fall in interest
rates (which remains our preferred scenario) should attract investors. These
include prime residential5 and office property in central areas where rental supply is
very limited. This pocket of investment represents half of R-co Thematic Real Estate's
assets4.

In 2024, after benefiting from the recovery in consumption and footfall
post-covid, shopping centres returned to the hierarchy that existed before the
pandemic, with the largest assets outperforming the smallest. Against a backdrop of
sluggish consumption, the best assets outperformed inflation by a wide margin, in
contrast to the smallest assets. This trend is set to continue in 2025, with consumption
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remaining largely dependent on economic growth, but supported by the very high
savings rate in the eurozone (15.7%)6 and rising real incomes. The correction in
shopping centre yields (the biggest since 2018) is now enabling listed real estate
companies to offer very high dividend yield (around 8%)2 at still modest valuations. The
sector therefore remains attractive, with one-third of the portfolio allocated to it.

Logistics remained popular with investors on the direct listed real estate markets, despite
a marked slowdown in rental demand in 2024. This led to a sharp correction on the stock
market, with the sector now offering an attractive entry point in the expectation that
demand will stabilise. We took advantage of this to increase our allocation, which
remains limited to less than 10% of the portfolio4.

Finally, the healthcare sector seems to us, in relative terms, to offer the fewest
opportunities. Its defensive profile is attractive, but it offers less organic growth than
residential property. External growth, which used to be the sector's driving force, is still
limited by the discounted value of listed real estate companies. Lastly, the yield on assets
of just over 5% is less sensitive than residential property to the current monetary easing,
and much lower than retail property.

Conclusion

Macroeconomic uncertainty wiped out the sector's initial re-rating at the end of 2024.
Although this uncertainty is still strong with the presidency of Donald Trump, the fact
remains that the sector can now rely on solid pillars to once again attract investors on a
more sustainable basis:

The low point reached in listed real estate market valuations,
A drastic fall in refinancing costs, allowing a return to growth in earnings per share.

In the meantime, the sector's high yield (>5%)7 offers a significant carry, especially as
distribution is now set to increase. R-co Thematic Real Estate's current positioning on
stocks offering a ‘defensive growth’ profile should enable us to take full advantage of the
sector's re-rating.

Más información sobre los fondos

R-co Thematic Real Estate

https://am.eu.rothschildandco.com/es/nuestros-fondos/r-co-thematic-real-estate/
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Consulte este documento en nuestro sitio web

[1] Spread: A spread measures the difference, expressed in basis points, between two rates or yields.
[2] Source: Bloomberg, February 2025.
[3] Double dipping: the practice of receiving two incomes from the same source.
[4] Source: Rothschild & Co Asset Management, February 2025.
[5] Prime offices: buildings that meet the latest standards and benefit from a central location.
[6] Eurostat, Q2 2024.
[7] Dividend yield

https://am.eu.rothschildandco.com/es/noticias/2025-02-06-listed-real-estate-2024-review-and-2025-outlook/
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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 (REITs). 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 à 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

http://www.am.eu.rothschildandco.com
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Acerca de la división de gestión de activos de
Rothschild & Co
La división especializada en gestión de activos del grupo Rothschild & Co ofrece servicios
personalizados de gestión a una amplia clientela de inversores institucionales,
intermediarios financieros y distribuidores.
Articulamos nuestro desarrollo alrededor de una gama de fondos abiertos,
comercializados bajo cuatro potentes marcas: Conviction, Valor, Thematic y 4Change. Y
aprovechamos nuestras aptitudes y competencias de gran recorrido en gestión activa y
convicción, así como en gestión delegada. Con sede en París y delegaciones en 9 países de
Europa, gestionamos más de 38 mil millones de
euros y contamos con un equipo de 170 colaboradores.

Más información en: www.am.eu.rothschildandco.com
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