Following a strong start to 2025, UK REITs have come under pressure from rising bond yields and
market positioning in months, but the pullback could be a gift for investors. With valuations at
trading at unusually large discounts, income yields north of 5%, and heavyweight institutional
buyers underweight, the sector looks primed for a rebound.

Matthew Norris, manager of the TM Gravis UK Property (PAIF) Fund,
and James Peel, senior research analyst, share their insights on
the road ahead.

Performance

Having enjoyed a strong start to 2025 (rising 11.3% in the first half the year), UK REITs have seen
performance retrench in the past two months on the back of rising bond yields and hedge fund positioning
that is long UK banks while short UK REITs.

Large-cap, liquid names have been the primary targets—particularly the generalist REITs such as British
Land and LandSec (which we do not own)—and have ranked among the sector’s weakest performers over
the past three months, pulling the broader index lower.

Percentage Percentage Percentage returns
returns 1Jan - 30 returns year-to-date (2 Sept
Jun 2025 1Jul — 31 Aug 2025 | 2025)

TM Gravis UK Listed 18.5% -716% 6.5%

Property PAIF

MSCI UK IMI Core Real 11.3% -9.5% -1.9%

Estate Index

FTSE100 9.5% 5.3% 14.7%

Source: FE Analytics, total returns in sterling

A 4.75% yield on a 5-year gilt doesn’t materially shift funding costs from last year. Gilt yields bottomed in
the second half of 2020 and REITs have since adapted; the pain in 2021-22 was about the speed of the yield
move. We favour stronger balance sheets (lower leverage) and businesses able to drive rental growth to
offset the headwind.

Policy developments may also prove pivotal. Greater political stability, together with a Bank of England
rate-cutting cycle, a stabilisation in bond yields or further evidence of private capital willing to transact at
book value, could act as catalysts to reverse this pressure and create a meaningful tailwind for the sector.

Valuations

UK REITs are now trading at a discount to NAV of more than -30%, versus a 10-year average of -18%,
drawing value-hunters from the institutional and private equity space. M&A activity has been rife.
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Hopefully other investors won’t miss the opportunity: long-only generalist investors are still vastly
underweight the sector.

Proprietary research by Gravis shows that since 1999, when the sector trades at discounts wider than -
30%, the subsequent performance is highly compelling. One year later, the average return is +24%, with
the index higher in 89% of observations. Over two years, the average return rises to +51%, with the index
higher 94% of the time.

Positive read-across

Earlier this year, Norges Bank Investment Management (NBIM) acquired a 25% stake in Covent Garden from
Shaftesbury Capital for £5670 million, paying the recent valuation rather than securing a discount. The deal
highlights the continued attractiveness of prime UK real estate to institutional investors.

NBIM’s activity, alongside Blackstone’s bid for Warehouse REIT, underscores the disconnect between
public and private market pricing. While NBIM paid book value for part of Covent Garden, Shaftesbury
Capital itself trades at a discount of more than 30% to net asset value.

For UK REITs still trading at similar levels, this provides a positive read-across, suggesting meaningful
upside potential as valuations converge.

Income on offer

The other important aspect for investors is the income property funds offer. Our fund, for example, has a
trailing dividend yield of circa 5.2% and, importantly, represents growth income rather than fixed income.
What’'s more, around 35% of rents are inflation-linked or benefiting from fixed uplifts, providing a
contractural source of growth.

The remainder, exposed to market forces, offers further upside—particularly in sectors such as logistics
where reversionary potential is substantial. For instance, Schroder REIT, added to the Fund in March, has
c.40% reversionary potential, with in-place rents well below market levels. Realising this gap drives rental
growth, which in turn supports earnings growth and ultimately dividend growth.

Bloomberg forecasts indicate dividend growth in the sector of more than 3% per annum over the coming
years. And while UK government bond yields have widened in recent months to ¢.4.8% on the 10-year gilt,
these are nominal figures. Adjusted for inflation, the real yield on the 10-year gilt is only 1.7%. So UK REIT
income is still very attractive.

UK REIT universe

While the UK REIT universe has contracted due to M&A, it’s important to remember that just 18 months ago,
REITs were issuing new equity — £2 billion worth - to make the most of pipeline opportunities. So while the
number of REITs may have shrunk, their size could well increase significantly once sentiment turns.

There is also scope for new REITs to come to market in areas such as healthcare or data centres, for
example. Private equity firms will also have to think about how they exit some of their investments in the
future.

Final thoughts

Against a backdrop of improving property fundamentals (rental growth and increasing occupancy),
stabilising asset valuations, and today’s unusually wide discount, the current market context may represent
an attractive entry point.

Overall, we see an attractive risk-reward profile in the sector, with downside appearing relatively limited.

Further M&A activity, coupled with long-only investors reducing their significant underweights, could
provide catalysts for the next leg higher.
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Important information
Disclosure: as at 1 September 2025, the TM Gravis UK Listed Property Fund invests in Warehouse REIT.

This article is issued by Gravis Advisory Limited (“GAL” or the “Firm”)), which is authorised and regulated by the
Financial Conduct Authority. GAL’s registered office address is 24 Savile Row, London, United Kingdom, W1S 2ES.
The company is registered in England and Wales under registration number 09910124.

TM Gravis UK Listed Property (PAIF) Fund (the “Fund”) is a sub-fund of TM Gravis Real Assets ICVC, which is a non-
UCITS retail scheme and an umbrella company for the purposes of the OEIC Regulations. The Fund is a Property
Authorised Investment Fund (“PAIF”).

The Authorised Fund Manager of TM Gravis Real Assets ICVC is Thesis Unit Trust Management Limited (TUTMAN),
Exchange Building, St John’s Street, Chichester, West Sussex, PO19 1UP. TUTMAN is authorised and regulated by the
Financial Conduct Authority. GAL is the investment manager of the Fund.

Any decision to invest in the Fund must be based solely on the information contained in the Prospectus, the
latest Key Investor Information Document and the latest annual or interim report and financial statements.

GAL does not offer investment advice and this article should not be considered a recommendation, invitation
or inducement to invest in the Fund. Prospective investors are recommended to seek professional advice before
making a decision to invest.

Your capital is at risk and you may not get back the full amount invested. Past performance is not a reliable
indicator of future results. Prospective investors should consider the risks connected to an investment in the
Fund, which include (but are not limited to) market risk, counterparty risk, inflation and interest rate risks and
the risks of investing in real estate and related industries. Please see the Risk Factors section in the
Prospectus for further information.

This article has been prepared by GAL using all reasonable skill, care and diligence. It contains information and
analysis that is believed to be accurate at the time of publication but is subject to change without notice. It is
not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such
distribution or use would be contrary to local law or regulation. Any recipients outside the UK should inform
themselves of and observe any applicable legal or regulatory requirements in their jurisdiction.
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