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The listed real estate sector had a solid start to 
the year, with market sentiment toward the 
sector increasingly constructive. Occupancy 

levels and rental growth remain strong, and, for 
the first time in several years, we are seeing 
companies report positive net asset value (NAV) 

growth. While sustained high interest rates 
continue to represent a headwind, most real 
estate investment trusts (REITs) have used the 

past few years to refinance their debt and 
reduce leverage, leaving balance sheets in a 
more resilient position. 

Company reporting will begin in earnest in 
February, but early indications – including 

encouraging results from Prologis – point to 
improving fundamentals across the sector.

The fund had a solid start to the year in absolute 
terms, although it slightly underperformed its 
benchmark. Our overweight exposure to Hong 

Kong contributed positively, supported by signs 
that residential property prices are bottoming 
out, which is beneficial for local developers.

Holdings in the UK also performed well during 
January. Relative performance detracted due to 

stock selection in the US, where our single-family 
housing exposure, particularly Invitation Homes, 
underperformed following news that the Trump 

administration is considering measures to 
restrict institutional ownership in the sector. 
Such proposals would limit the growth potential 

of US single-family housing REITs, and the news 
weighed on sentiment toward the subsector.

There were no significant transactions during 
the month.

After three years of valuation pressure and 
concerns that refinancing headwinds would 
absorb any growth, the outlook has improved 

materially, despite shares still trading at broadly 
the same levels as early 2023. Valuation multiples 
remain compelling, with listed real estate trading 

at a historical discount to the broader equity 
market. At the time of writing, value per share 
multiples were approximately 18% below their 

15-year average and the discount to NAV is close 
to 30%. 

Higher interest rates have now been absorbed at 
refinancing and are no longer a headwind to 
growth in funds from operations (FFOs). 

We see limited risk of a further widening in the 
NAV discount, which underpins the potential for 

at least double-digit shareholder total returns, 
supported by around 5% NAV growth and a 5% 
dividend yield. We also believe it is reasonable to 

assume a 10% narrowing in the discount to NAV, 
as NAVs and FFOs bottom out.
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It is important that investors are aware of the various risks prior to 

making an investment decision. The primary risks of the fund have been 

outlined below:

Concentration risk: The fund holds a small number of investments, and 

therefore a decline in the value of a single investment may have a 

greater impact than if it held a larger number of investments.

Small-cap equities risk: Shares of smaller companies can be riskier, as 

they may be more difficult to buy and sell, and their prices may fluctuate 

more than those of larger companies.

Derivatives risk: Derivatives are financial instruments whose value is 

linked to the expected future price movements of an underlying asset. 

Derivatives such as futures, forward contracts, options, and swaps may 

be used to seek to manage risk within the fund, reduce investment costs 

and generate additional income. However, these strategies may not be 

successful and could lead to losses greater than the cost of the 

derivative.

Operational risk: Operational risks arising from failures or delays in 

processes and systems, or the failure of a third-party provider may 

affect the value of your investments. If compensation is required to due 

failures, payments may be delayed.

Counterparty and settlement risk: The fund could lose money if a 

counterparty with which it transacts with becomes unwilling or unable 

to repay money owed to the fund.

Charges deducted from capital: The fund has charges deducted from 

capital, which may reduce the potential for growth.

Further details of the risks that apply to the fund can be found in the 

fund’s Prospectus.
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