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Synopsis

At the start of 2022, the outlook was positive for UK real estate.
Tenant and investor demand were showing good signs of
recovery following the pandemic and all sectors had improved
over the previous 12 month period.

The momentum in the market changed at the end of Q1 2022
following the outbreak of war in Ukraine which exacerbated

a number of economic headwinds that were already starting
to affect the market, in particular inflation with the additional
impact of the war on global energy costs.

The real estate sector was also starting to struggle with post
pandemic supply chain issues and raw material availability. This
has prompted significant construction cost inflation which is
impacting the supply of new stock due to viability issues.

Most sectors have been impacted by this shift in construction
cost inflation and it is only the industrial/distribution and
residential markets where this feature has yet to significantly
slow the supply of new accommodation.

Arecent RICS survey has confirmed that the issues of Ukraine,
inflation and rising build costs have replaced Covid as the
leading concerns for the market.

Higher interest rates are also impacting the market and, in
combination with the above factors, are likely to result in a
reduction in volumes of investment trading during the remaining
months of 2022 and 2023.

Some sellers are withholding planned disposals in the hope that
there will be a return to the conditions of early 2022. This seems
unlikely, and ultimately sellers may be forced to dispose of real
estate over the next 18 months as an increase in loan to value
ratios starts to bite and greater liquidity is required.

April 2022 (%)

INCOME CAPITAL VALUE  RENTAL TOTAL

RETURN GROWTH GROWTH RETURNS
All property 0.4 13 0.3 1.7
Office 0.4 0.3 0.1 0.6
Retail 0.5 15 -0.1 2.0
Industrial 0.3 2.0 0.9 2.2
Residential 0.4 0.9 0.0 13
Hotel 0.4 1.2 -0.2 1.7

Source: MSCI
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Purchasers will anticipate higher yields over the next 18
months and it is possible that a yield shift will see some assets
fall into the ‘redevelopment zone’ - this is particularly relevant
to office and retail assets where repurposing to residential use
remains a possibility.

The two sectors which are likely to prove more resilient are the
residential and industrial/distribution sectors. In the residential
sector, the long-term imbalance between supply and demand
and high employment rates should see continuing activity.
The concern is the impact of increasing interest rates and the
availability of mortgages which may have a short to medium
term impact on the buyer market. Most commentators are
anticipating moderate price growth through the remaining
months of 2022, but it is likely that this will fall off in 2023.

The industrial and distribution sector has become the main
institutional focus for UK investment. Continuing tenant
demand, significant rental growth (particularly in the regions)
and a structural shift in occupancy away from retail into
distribution will continue to attract investor interest. However,
economic headwinds and the resultant interest rate shift mean
that in all likelihood the yield profile is now past the peak, at
least for the time being. There is evidence that yields moved out
by c.50bps in July this year, with prime yields moving to c.4.25%.
Most commentators anticipate a further shift later this year and
prime industrial yields could start to move towards 5%.

Most market data for H1 is skewed by the initial confidence in
the market earlier in the year and across the investment and
office sectors where a limited number of very large transactions
have bolstered the numbers, thereby hiding an overall reduction
in market activity as the year progressed. This is particularly
relevant to the investment market where transactions such as
the sale of 5 Broadgate and Central St Giles Street in London
accounted for £2bn of value.

The major area of uncertainty still relates to the retail market.
This sector has faced challenges for several years which were
compounded by the pandemic and a growing shift towards
online shopping. Currently, online sales represent 27% of total
retail sales, which is down from its peak during the pandemic

of 37.7% but is still well ahead of the pre-Covid figure of 19.7%.
However, the location of some retail at the heart of towns and
city centres means that there is a ‘repurposing’ opportunity
which developers and investors are now actioning. Public Sector
Bodies (Local Councils) are taking an increasingly active role

in an attempt to salvage their towns and city centres, and this
includes planning and fiscal support. The looming issue for retail
is that with reduced consumer spend forecast over the next 18
months, tenant failure is likely to accelerate, placing struggling
assets under further stress.



SECTOR

YIELD (%)

MOVEMENT SINCE

MOVEMENT OVER

TRENDING

LAST MONTH LAST 12 MONTHS
SHOPS - HIGH STREET
Prime 6.25 &= J Stable
Functional towns 8.00 &= &= Stable
Secondar 10.00 &E= J Stable
SHOPPING CENTRES
Dominant regional 6.75 &= &= Stable
Town centre 8.00 &= &= Stable
Secondary schemes 12.00 &= T Stable
RETAIL WAREHOUSES
Prime parks 4.50 &= J Stable
Secondary parks 7.50 s J Stable
Solus units 475 &= J Stable
Foodstores — supermarkets 3.50 &= J Stable
LEISURE
Leisure 7.25 &= J Stable
OFFICE
City <£40m 3.75 &= N Stable
City £40m-£125m 3.75 &= N Stable
City>£125m 3.75 «> N Weaker
West End <£40m 3.50 <= <= Stable
West End £40m-£125m 3.50 S N Stable
West End >£125m 3.50 “«> N Stable
OFFICES
Greater London area preferred 5.00 &= &= Stable
South East prime 5.25 &= &= Stable
Regional city prime 4.50 &= J Stable
Sub regional city prime 5.75 &= &= Stable
LIFE SCIENCES
Life sciences prime 3.75 s J Stable
INDUSTRIAL / LOGISTICS
Regional single let 3.50 &= J Stable
South East single let 3.25 s J Stable
London single let 3.00 &= J Stable
Regional multi-let 3.75 &= J Stable
South East multi-let 3.50 &= J Stable
London multi-let 3.00 &= J Stable
ALTERNATIVES
Car showrooms 5.00 &= J Stable
Self storage (prime) 475 s J Stable
Hotels - London prime (20yrs) 3.75 &= J Stable
Hotels — Regional prime (20yrs) 425 &= J Stable
JLL PRIME YIELD* 4.40
MONEY MARKETS - AS AT 21 JUNE 2022
UK SONIA Rate 119 ™ T
SONIA 5 Year SWAP Rate 2.88 ™ T
Gilt 10 years 226 ™ T
Base rate 1.25 /]\ /I\

Source: 2022 Jones Lang LaSalle IP, Inc. All rights reserved. *JLL, 1 June 2022. For indicative purposes only.
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Sector analysis

London

In the first 3 months of 2022, 2.4m sq ft was let across Central
London. This was the strongest quarter since 2018 and was
slightly above the 10 year Q1 average of 2.3m sq ft.

The professional services sector was the most active during the
quarter, followed by banking and finance, which between them
accounted for over 50% of take-up.

Landlords are expanding existing ‘flexible space’ businesses in
response to an increased demand from corporate tenants for
shorter leases and greater agility.

South East

Outside London, in the rest of the South East, the market has
been far more challenging. Life Sciences continues to be a
popular sub-sector with London, Oxford and Cambridge (the
‘Golden Triangle’) performing well and attracting interest from
international capital.

Secondary locations have been impacted by the price of

raw materials and construction cost inflation. The viability of
potential refurbishment has come under pressure, particularly as
rents are only increasing for the very best stock.

Regional

The combined occupier take-up across major UK regional cities
in H1 was 2.5m sq ft. This is up 18% over the previous 12 months
but is still 7% below the 10 year average.!

Vacancy rates across the major UK regional cities have increased
from 7.2% to 8.3% over the 12 month period and the amount of
Grade A space has remained stable at about 3m sq ft.2

Construction cost inflation and interest rate changes are likely
to stifle new starts during 2023. This is likely to be matched by
a softening in occupier demand with the expectation that the
availability of Grade A space remains reasonably static.

Headline rents across the major regional cities continue to grow.
The UK Cities Rent Index shows an increase of 3.3% over the 12
month period with eight of the ten major UK cities recording a
rise in prime rents.

Bristol and Edinburgh have recorded the highest increases with
headline rents of over £40 psf. Manchester, arguably the biggest
market, is still at around £35 psf headline rent although this
location may see more rental growth than other major cities over
the next five years.®

Take-up increased by 30% from Q1 2021. This was a
consequence of companies taking space to accommodate
greater stock levels due to supply chain issues.

Logistic service providers account for the largest portion of
take-up at 39%, overtaking retailers at 35% which had previously
dominated the market during the pandemic. The largest amount
of available supply is in the South East, which has 30% of the
vacant stock. Rental levels have continued to grow, with 19%
year on year growth in the ‘Big Box” market. Investors have
focused on rental growth opportunities in this sector and
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regional markets, where rentals are still sub £10 psf, may offer
better long term rental growth prospects.

As in other sectors, construction cost inflation is a concern

which is affecting the development pipeline. This is particularly
relevant in the ‘Big Box” market where bespoke specifications are
required, which further inflate construction costs.

Land availability for new development also affects the pipeline
of new schemes. Distribution schemes are land hungry, and the
supply of land is finite. This is pushing developers and occupiers
to seek new solutions for their distribution needs which now
includes developing real estate over more than one floor.

Whilst investor demand for distribution assets has outstripped
other sectors, there was a noticeable shift in sentiment towards
the end of H1. This was fuelled by a number of factors, including
a withdrawal from the market by a number of US private equity
funds and profit warnings from Amazon. The market view is that
yields softened by c.50bps in July and are likely to soften again in
the face of rising interest rates.

The yield differential between prime and secondary
distribution real estate has tightened over the last two years.
This has been caused by a lack of investment supply. If there is
a repricing exercise in the market, it is likely that the weakening
of yields in the secondary sector will be greater than in the
prime asset sector.

The difficulties facing the retail market, caused largely by a shift
in consumer habits continue to depress the market.

H2 2022 will see inflation hit disposable incomes to a level not

seen in a generation and it is likely that this will continue through
much of 2023. This will inevitably have an effect on tenant failure
in the retail sector, occupational take-up and investor sentiment.

Investment volumes reached £1.242 bn in Q1 2022, slightly up
on the previous 12 month period. There was a marked increase
in shopping centre investment which suggests that investors
are taking the view that the market for these assets had
‘bottomed out.

ESG considerations are becoming increasingly important to
investors and lenders. Retail schemes with weaker ESG credentials
are becoming less saleable and more difficult to finance.

The peak in investor activity at the start of 2021 was likely driven
by the potential for town centre retail locations to be repurposed
for residential use in the medium term. A further downturn in
the market for retail assets is likely to accelerate redevelopment/
repurposing initiatives.

Hotels

Interest in hotels with investment grade covenants increased
throughout 2021 with Pension Funds being particularly active in
this sector.

Interest has continued in H1 2022 and there is a lack of stock in the
market. However, hotels with investment grade leases generally
have rent review mechanisms subject to CPI of 0-4%. This means
that inflation is out-pacing rental growth and it is likely that there
will be a softening in pricing over the next 12 months.




The secondary market is challenging, particularly those
properties with weak covenant strength occupiers or which

are over-rented. As an example, there seems little interest in
Travelodge assets and this market dynamic is likely to continue
for the foreseeable future.

Car showrooms
Whilst 2021 saw some improvement in this market, showing
improvement from its difficulties during the pandemic, 2022
and 2023 are likely to be difficult for this sector as consumer
spending tightens.

The best assets (in terms of location and covenant) continue
to attract investor interest. Manufacturers and dealers are
rationalising their property portfolios and divesting of the less
attractive secondary locations. New entrants into the market
have absorbed this stock, but it is likely that vacancy rates will
increase over the next 12 months.

The best car showroom assets are still attractive to investors,
largely as a consequence of long-dated income, index linked
reviews, and strong covenant. This has resulted in a sharpening
of prime yields since 2020. Conversely, secondary yields continue
to move out due to concerns regarding re-letting prospects in
the event of tenant failure.

The supply and demand imbalance in the UK residential market
continues and it is reasonable to expect this sector to out-
perform other property sectors over the next two years.

Annual house price growth remained in double digits at the end
of H1 2022, but there were signs that the economic headwinds
affecting the UK market were starting to impact on the
residential sector. The RICS Sales Expectation Index fell to a 17
month low in June, meaning that activity may slow significantly
in the coming months.

Rising interest rates and therefore mortgage rates, combined
with concerns over inflation (particularly energy cost inflation), is
likely to erase some capital growth in the residential sector over
the next year. Across all London and regional residential markets,
capital growth in 2023 is forecast to flatten off. 2024 is forecast

to have a significant bounce back with positive capital growth at
1.5% in London and up to 4% in some regions.*

The ‘super prime’ London market has had its strongest half year
since 2006. There were 294 transactions for £5m+ properties in
London. There was a significant up-tick in the number of £10m+
transactions with a 41% increase on H1 2021.°

Traditional prime central London areas continue to dominate
and account for over 50% of all £5m+ transactions.®

Whilst the super prime sector will inevitably be impacted by the
economic difficulties that the UK is facing, it is a sector which

is likely to continue to perform. Domestic buyers continue to
dominate sales and this market is less reliant upon debt and
therefore is unlikely to be affected to the same extent by interest
rate shifts. However, unless there is a return to the market of high
net worth foreign investors, capital growth will be moderate.

Build to rent market

Whilst inflation and interest rate changes will adversely affect

the buyer market, it is anticipated that occupiers will turn to the
rental market as a short to medium term solution for their housing
needs. There has been significant growth in this asset class over
the last five years with increasing institutional investor interest.
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Whilst the capital value of residential property is likely to flatten in
2023, rental levels are forecast to continue rising. UK rental growth
for 2022 is forecast at 5.5% overall, falling to 3.7% in 2023."

Whilst there has been a shift towards professionally managed,
purpose-built living assets in city centres, institutional scale
Build to Rent assets remain a minor part of the private rented
sector. Institutional scale investment in this sector can be
defined as 200+ units, offering on-site facilities (gymnasium,
co-working area etc). These assets generally have a capital value
exceeding £30m.

As an investment asset class in its UK infancy, the Build to Rent
market remains interesting. It is the fastest growing sector in UK
real estate and has the potential to increase materially if USA
levels of market penetration are achieved.

Circa £2.5bn was invested in the UK Build to Rent market in the
first six months of 2022. A lack of stock is driving investors to
forward fund in an attempt to secure stock.

So far, investor appetite has not been adversely impacted by
economic and geo-political uncertainty. The UK offers attractive
yields compared to other European markets and UK residential
is more sheltered from the consumer spending squeeze (on

the assumption that tenants will pay their rent before spending
more on non-essential items).

Investment into housing can support ESG strategies, particularly
where repurposing of assets is the route to creating stock.

Yields compressed during H1 2022 with prime London Build to
Rent yields at 3.25% and prime regional Build to Rent at 3.75%.
The yield differential between London and key regional markets
such as Manchester and Birmingham is starting to narrow as
investors seek stock around the UK.?

Over the next five years it is likely that rental growth will outpace
house price inflation.

Like other sectors, the development of new Build to Rent schemes
is being adversely affected by construction cost inflation and until
prices stabilise there will continue to be an imbalance between
investor demand and the development of new stock.

This document does not constitute a solicitation, recommendation or promotion of
the above mentioned external companies or institutions.

Past performance is not a reliable indicator of future performance and the value of
investments and the income from them can fall as well as rise.
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Notes

At Rothschild & Co Wealth Management we offer
an objective long-term perspective on investing,
structuring and safeguarding assets, to preserve
and grow our clients’ wealth.

We provide a comprehensive range of services
to some of the world’s wealthiest and most
successful families, entrepreneurs, foundations
and charities.

In an environment where short-term thinking
often dominates, our long-term perspective sets
us apart. We believe preservation first is the right
approach to managing wealth.

Important
information

This document is strictly confidential and produced by Rothschild & Co Wealth
Management UK Limited for information purposes only and for the sole use of
the recipient. Save as specifically agreed in writing by Rothschild & Co Wealth
Management UK Limited, this document must not be copied, reproduced,
distributed or passed, in whole or part, to any other person. This document does
not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product. Nothing in this document
constitutes legal, accounting or tax advice.

The value of investments, and the income from them, can go down as well as up,
and you may not recover the amount of your original investment. Past performance
should not be taken as a guide to future performance. Investing for return involves
the acceptance of risk: performance aspirations are not and cannot be guaranteed.
Should you change your outlook concerning your investment objectives and/
oryour risk and return tolerance(s), please contact your client adviser. Where an
investment involves exposure to a foreign currency, changes in rates of exchange
may cause the value of the investment, and the income from it, to go up or down.
Income may be produced at the expense of capital returns. Portfolio returns will

be considered on a “total return” basis meaning returns are derived from both
capital appreciation or depreciation as reflected in the prices of your portfolio’s
investments and from income received from them by way of dividends and
coupons. Holdings in example or real discretionary portfolios shown herein are
detailed for illustrative purposes only and are subject to change without notice.

As with the rest of this document, they must not be considered as a solicitation or
recommendation for separate investment.

Although the information and data herein are obtained from sources believed to
be reliable, no representation or warranty, expressed or implied, is or will be made
and, save in the case of fraud, no responsibility or liability is or will be accepted

by Rothschild & Co Wealth Management UK Limited as to or in relation to the
fairness, accuracy or completeness of this document or the information forming
the basis of this document or for any reliance placed on this document by any
person whatsoever. In particular, no representation or warranty is given as to the
achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this document. Furthermore, all opinions and data used in
this document are subject to change without prior notice.

This document is distributed in the UK by Rothschild & Co Wealth Management
UK Limited. Law or other regulation may restrict the distribution of this document
in certain jurisdictions. Accordingly, recipients of this document should inform
themselves about and observe all applicable legal and regulatory requirements.
For the avoidance of doubt, neither this document nor any copy thereof may be
sent to or taken into the United States or distributed in the United States or to a US
person. References in this document to Rothschild & Co are to any of the various
companies in the Rothschild & Co Continuation Holdings AG group operating/
trading under the name “Rothschild & Co” and not necessarily to any specific
Rothschild & Co company. None of the Rothschild & Co companies outside the

UK are authorised under the UK Financial Services and Markets Act 2000 and
accordingly, in the event that services are provided by any of these companies,

the protections provided by the UK regulatory system for private customers will
not apply, nor will compensation be available under the UK Financial Services
Compensation Scheme. If you have any questions on this document, your portfolio
or any elements of our services, please contact your client adviser.

The Rothschild & Co group includes the following wealth management businesses
(amongst others): Rothschild & Co Wealth Management UK Limited. Registered

in England No 04416252. Registered office: New Court, St Swithin’s Lane,

London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority.
Rothschild & Co Bank International Limited. Registered office: St Julian’s Court,

St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by
the Guernsey Financial Services Commission for the provision of Banking and
Investment Services. Rothschild & Co Bank AG. Registered office: Zollikerstrasse
181, 8034 Zurich, Switzerland. Authorised and regulated by Eidgendssischen
Finanzmarktaufsicht FINMA.



