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Guy Barnard and Tim Gibson, Co-Heads of Janus Henderson’s Global Property Equities Team, review the
sector’s performance over the year and discuss the key opportunities and risks for investors in 2020.

Key Takeaways

=  While listed property equities have performed well this year, returns have varied across cities, countries
and sectors, highlighting the need for an active investment approach.

= Looking forward, the biggest risks to property equities is likely to be a pickup in growth and inflation
expectations.

= The team remains positive on sectors benefiting from technological and demographic tailwinds such as
datacentres, cell towers, manufactured housing and student accommodation.

Global property equities have delivered strong returns in 2019 year to date. Overall, the sector has kept pace
with wider equity markets in the last two years (chart 1), but has additionally also provided a ‘smoother ride’
for investors, with the sector seeing relatively lower drawdowns.*

However, averages can be misleading and within the sector we have seen high levels of dispersion, reflecting
the differing real estate market fundamentals we see across different cities, countries and, most importantly,
sectors. For example, US manufactured housing REITs have gained over 50% this year whereas US mall
REITs are down 17%°. These differentials in real estate returns provide a supportive backdrop for us, where
the team’s active management approach seeks to make a real difference to returns. We expect this trend to
continue in 2020, albeit the spread of returns may narrow somewhat.

Chart 1: Relative performance: global property equities versus general equities since 2018
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Source: Bloomberg, Janus Henderson Investors. Global property equities (FTSE EPRA/Nareit Developed Total Return
USD Index) versus general equities (MSCI AC World Total Return Index) weekly data to 6 December 2019 rebased to 100
at 29 December 2017. Past performance is not a guide to future performance.

Is the sector expensive now?

Despite gains of around 20% year to date, annualised returns of 8% and 6% over the last three and five years
(more than half of which has come from dividends;)3 look fair to us and reflect the underlying returns generated
from the properties held by the companies we invest in.

Comparing the valuations of public to private real estate markets (see chart 2), the discount to net asset value
(NAV) has narrowed over the year and now looks to be largely in line with private markets. This is broadly in
the middle of what we consider to be the ‘fair value' range and suggests that returns from here will come from
income and growth rather than re-pricing.

Chart 2: Global property companies have been trading at discounts to NAV in recent years

30% -
2 -—(Global property equities premium/discount to NAV

20% -

10% 4

Oob A

) . L A A
T T T vl T T T T W T T
10% W \""‘\w/

-20%

-30% 4
40% 4
-50% -

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: UBS, Janus Henderson Investors. FTSE EPRA/Nareit Developed Total Return Index, monthly data from
September 2003 to September 2019. Past performance is not a guide to future performance.

If we focus on earnings multiples in the US, even after US REITs have returned more than 25% year to date”,
the multiple is still lower than that of the S&P500 Index today and back to a similar level as the US REIT index
was five years ago, implying the sector is not expensive (see chart 3).
Chart 3: REITs appear to be fairly valued versus general equities
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Source: Capital One Research as at 15 November 2019.P/FFO is similar to the price-to-earnings ratio commonly used to
value a stock. Price-to- fund from operations provides a more accurate valuation of real estate stocks taking into
consideration non-cash factors such as amortisation and depreciation. Past performance is not a guide to future
performance.
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A new decade brings new opportunities

The real estate sector, like most others, is evolving. A series of powerful structural forces are shifting the
landscape. The pressure on traditional retail property serves as a stark reminder that no sector is immune to
the changing tide. While we still find opportunities across all sectors, a healthy dose of reality is required when
projecting future returns in sectors facing headwinds such as retail.

By contrast, we remain positive on sectors benefiting from technological and demographic tailwinds. While the
industrial and logistics sectors have performed well, we believe that limited supply, coupled with substantial
demand driven by the growth of e-commerce and retailers’ need to compete on services, is likely to continue
to drive values higher. We also see ongoing opportunities in specialist sectors such as datacentres, cell
towers, gaming, manufactured housing and student accommodation.

Building blocks

Finally, while we have no strong macro views, as we move into the later stages of the economic cycle, it is
reasonable to assume that there will be periods of market volatility and drawdown. In this environment REITs
are doing their job. Offering low correlations to many other asset classes, a lower beta® in an equity market
context and having typically held up better in down markets in the last ten years.

The biggest risk to property equities in the coming year may actually come from a pickup in growth and
inflation expectations. Any short, sharp rise in bond yields and cyclical rotation would likely cause the sector to
underperform.

With a balanced, but uncertain outlook, we believe listed real estate has a role as a core ‘building block’ within
a diversified portfolio, where it has the potential to reduce risk and enhance returns. In this way the sector may
help those of us without perfect 20/20 vision to navigate through the year ahead.

Notes:

! Bloomberg as at 30 September 2019. Sector refers to FTSE EPRA/Nareit Developed Total Return Index.

2 Bloomberg US Real Estate Index by grouping as at 12 December 2019.

3 Morningstar. FTSE EPRA/Nareit Developed Total Return USD Index returns to 30 November 2019.

4 Nareit, FTSE Nareit US Real Estate Index year-to-date returns to 11 December 2019.

® Sources: low correlations to other asset classes - European Public Real Estate Association (EPRA) as at 30 September
2019; low beta comparison FTSE EPRA/Nareit Developed Total Return Index versus MSCI World Index.

Past performance is not a guide to future performance. The value of an investment and the income from it can fall
as well as rise and you may not get back the amount originally invested.

The information in this article does not qualify as an investment recommendation.
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Important information

The content herein is produced for information, illustration or discussion purposes only and does not constitute an
advertisement or investment advice or an offer to sell, buy or a recommendation for securities in any jurisdiction and do
not purport to represent or warrant the outcome of any investment strategy, program or product, other than pursuant to an
agreement in compliance with applicable laws, rules and regulations. Not all products or services are available in all
jurisdictions. Investment involves risk. Past performance cannot guarantee future results. Janus Henderson Investors is
not responsible for any unlawful distribution of this document to any third parties, in whole or in part, or for information
reconstructed from this document and do not make any warranties with regards to the results obtained from its use. It is
not intended to indicate or imply that current or past results are indicative of future profitability or expectations. In preparing
this document, Janus Henderson Investors has reasonable belief to rely upon the accuracy and completeness of all
information available from public sources. Unless otherwise indicated, the source for all data is Janus Henderson
Investors. This material may not be reproduced in whole or in part in any form, or referred to in any other publication,
without express written permission. Anything non-factual in nature is an opinion of the author(s), and opinions are meant
as an illustration of broader themes, are not an indication of trading intent, and are subject to change at any time due to
changes in market or economic conditions. It is not intended to indicate or imply that any illustration/example mentioned is
now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information
supplied is complete or timely, nor are there any warranties with regard to the results obtained from its use.

Issued in (a) Singapore by Janus Henderson Investors (Singapore) Limited, licensed and regulated by the Monetary
Authority of Singapore. Janus Henderson Investors (Singapore) Limited Company Registration No. 199700782N, for use
only with institutional investors as defined in Section 4A of the Securities and Futures Act, Singapore. This advertisement
or publication has not been reviewed by Monetary Authority of Singapore. (b) Hong Kong by Janus Henderson Investors
Hong Kong Limited, licensed and regulated by the Securities and Futures Commission, (c) Taiwan R.O.C by Janus
Henderson Investors Taiwan Limited, licensed and regulated by the Financial Supervisory Commission R.O.C.
Independently operated by Janus Henderson Investors Taiwan Limited. Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin
Yi Road, Taipei (110). Telephone: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by Financial
Supervisory Commission, (d) South Korea by Janus Henderson Investors (Singapore) Limited. In South Korea, this
material is issued for the exclusive use of the recipient who warrants by receipt of this material that they are Qualified
Professional Investors, (e) Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency
and registered as a Financial Instruments Firm conducting Investment Management Business, Investment Advisory and
Agency Business and Type Il Financial Instruments Business, (f) Australia and New Zealand by Janus Henderson
Investors (Australia) Institutional Funds Management Limited (ABN 16 165 119 561, AFSL 444266) and (g) the Middle
East by Janus Capital International Limited, regulated by the Dubai Financial Services Authority as a Representative
Office. No transactions will be concluded in the Middle East and any enquiries should be made to Janus Henderson.

For Other Countries/Regions in APAC: This material is provided for your information purposes only and must not be
distributed to other persons or redistributed. This material is issued for Institutional Investors only (or
professional/sophisticated/qualified investors as such term may apply in local jurisdictions).

Note to China (PRC), Africa and Colombia Readers: Janus Henderson is (a) not licensed, authorised or registered with the
China Securities Regulatory Commission for investment management business or investment consultancy business or
otherwise approved by any PRC regulatory authorities to provide investment management services or investment
consultancy services in the People’s Republic of China (the "PRC") (which, for such purposes, does not include the Hong
Kong or Macau Special Administrative Regions or Taiwan). Janus Henderson Investors makes no representation and
warranties that it is, and will be, in compliance with PRC laws.This document and the information contained in it is only
available to select targeted institutional investors in the PRC, (b) not authorised in South Africa for marketing and (c) not
authorised to market its products and/or services in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with applicable rules and regulations.

Janus Henderson and Knowledge. Shared are trademarks of Janus Henderson Group plc or one of its subsidiary entities.
© Janus Henderson Group plc.
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