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WMG, acting as principle
together with its investors
invest in London Real Estate,
for capital appreciation as
well as yield. It aims to return
more than 15% IRR.
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REAL ESTATE NEWSLETTER
2020 Year Ahead

Dear Investor,

The Real Estate sector, specifically London Real Estate, has been revived following the election re-
sults. London is in a far better shape this year than the previous three years. The conservatives, led
by Boris Johnston, won a clear majority, allowing the government to finally pass Brexit as law. The
European Parliament has voted and supported the Bill. The devil is of course in the detail and that is
to come over the next twelve months. Negotiating a new commercial relationship with Europe will
not be easy and there is still the question of the Irish Border. The sterling is going to fluctuate as sen-
timent changes one way or another, trading between 126 and 140 against the dollar. Spite these
difficulties there is optimism in the current economic climate. One thing for sure, Britain did not vote
in a Labour government, especially one led by Jeremy Corbyn; who would have attacked the proper-
ty market with wide ranging reforms to taxation and changes to laws for landlords.

Confidence is back, with forecast of house prices rising from one percent to as much as ten percent
in 2020. Chinese investors have broken the highest paid price for a UK property, paying 200million
pounds for a mansion on Rutland Gate in Knightsbridge. This is seen by many as evidence that Lon-
don’s prime property market is recovering. In previous newsletters we have argued that the London
residential market fell into two categories, prime and affordable. We have for the last two years
been focused on the latter and stayed away from the former. Conservative majority, Brexit done, we
are now beginning to feel more comfortable with the prime market.

Election results and Brexit are not the only reason why London is looking at recovery. They are the
catalysts. Boris Johnston’s tenure could see the beginning of a rejuvenated London, with economic
growth back on track, low interest rate and an attractive entry level for foreigners investing into ster-
ling assets. For US dollar investors; London residential prices represent a discount of 38 percent,
from its peak in 2014. That’s depreciation and sterling weakness together. In addition to these two
factors, you have a scenario where the interest rates will remain low. In fact, Bank of England is un-
der pressure to lower when in November we saw the UK economy contract by more than expected.
With low interest rates and the pound trading below 1.30 against the US dollar, London residential
estate offers real value.

The IMF forecast’s a modest pickup in global growth from 3% to 3.4%. There are many global factors
which could affect this forecast, with the USA/China dispute in the forefront and the impact of the
Coronavirus still unknown. Here in the UK, Bank of England cut its forecast as recently as 30 January,
predicting 0.8 percent for 2020, 1.5 percent for 2021, and 1.75 percent for 2022. Clarity on political
decision making, Brexit finally done, low interest rates, and economic growth has changed the appe-
tite for London real estate from one of pessimism to optimism. The biggest beneficiary of the macro
picture improvements is the London office space, which is particularly “...sensitive to underlying eco-
nomic growth...driven by pick-up in business investment and major fiscal easing.

“London office stocks have already rallied...as demand for UK assets recovers, and where our econ-
omists see a return to two percent GDP growth by 2011.” A recent report (28 November 2019) by
Morgan Stanley wrote. This prediction is based on expectation that the economic growth will contin-
ue to accelerate. Real estate investment is still attractive both on a global basis and more specifically
in London, for all the reasons we discussed above. Office space and residential has had the biggest
growth in terms of volume in 2019. Savills recently, in January declared “there is pent up demand
waiting to invest in real estate — in many cases beyond the core assets.

Sources: *ONS, **Avison Young, *CBRE and **JLL
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UK GDP growth is a key macro factor when forcasting Londonrental But low availability is supporting rental market pricing.
value growth. Our economists see a return to trend growth from mid-
2020, driven by a pick-up in business investment and fiscal easing. I;ondon office, availability ratio (%)
Real growth in prime West End office rents 8
and UK GDP growth (%)
30 7
25 GDP X
growt
2 (right axis) &
15 1
| 5
= My \ V-’J‘”’/ N
. N B t ‘ WA ‘ J
M o
-5 3
-10
15 | 2 : : . : :
20 ; 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19
25 | —Central London West End —City
86 89 92 95 98 01 04 07 10 13 16 19 Source: Cushman & Wakefield, Morgan Stanley Research
= Real rental growth (left axis) GDP growth (right axis) MSe e '

Source: CBRE, Datastream, Morgan Stanley Res earch

Low bond yields likely to keep downward pressure on property yields
Prime office yields in London’s West End have moved out around 100bps

West End office yields and UK corporate bonds (%) relative to Paris in the last 5 years.
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In summary, London Real Estate once again looks attractive to investors. Our recommendation is to invest in office space,
residential, logistics and avoid retail. With tenants demanding shorter leases and rents falling, retail will continue to be a challenge.

If you would like to discuss, or receive further information on either of these opportunities, please email:
property@wmgfunds.com
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DISCLAIMER

This document has been prepared by WMG Advisors LLP ("WMG") on the basis of information provided to it. This information has
not been independently verified by WMG or any member of the WMG team. No liability whatsoever is accepted and no
representation, warranty or undertaking, express or implied, is or will be made by WMG, any member of the WMG wider Group or
any of their respective Agents, being their directors, officers, employees, advisers, representatives or other agents, for any
information, projections or any of the opinions contained herein or for any errors, omissions or misstatements. Neither WMG, nor
any member of the WMG wider Group, nor any of their respective Agents makes or has authorised to be made any representations
or warranties (express or implied) in relation to the matters contained herein or as to the truth, accuracy or completeness of this
document, or any associated written or oral statement provided. Only those representations and warranties which are made in any
definitive agreement(s), which will not contain any representations, warranties or undertakings as to this document, shall have any
legal effect.

This document is being distributed only to persons who (i) are outside the United Kingdom or (ii) have professional experience in
matters relating to investments or (iii) are persons falling within Article 49(2) (a) to (d) (“high net worth companies, unincorporated
associations etc”) of the Financial Services & Markets Act 2000 (Financial Promotions) Order 2005 (all such persons together being
referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted on or relied on by
persons who are not relevant persons and must not be passed on by you to any other person, whether or not they are a relevant
person. If you have received this document and you are not a relevant person you must return it immediately. Any investment or
investment activity to which this document relates is available only to relevant persons and will be engaged in only with relevant
persons.

Recipients of this document in jurisdictions outside the UK should inform themselves about and observe any applicable legal
requirements in their jurisdictions. In particular, the distribution of this document may in certain jurisdictions be restricted by law.
Accordingly, recipients represent that they are able to receive this document without contravention of any applicable legal or
regulatory restrictions in the jurisdiction in which they reside or conduct business.

WMG only acts for those entities and persons whom it has identified as its client and no-one else and will not be responsible to
anyone other than such client for providing the protections afforded to clients of WMG nor for providing advice. Recipients are
recommended to seek their own financial and other advice and should rely solely on their own judgment, review and analysis of this
document.

The information herein is not intended to provide, and should not be relied upon, as accounting, and legal or tax advice or
investment recommendations.

In this Notice, WMG means WMG Advisors LLP and its direct and indirect subsidiary, parent and associated undertakings.
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