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Market background

It was a mixed month for global capital markets. In the US, equities edged higher after the longest government
shutdown in the country’s history came to an end, with expectations for further interest rate cuts providing additional
support. European equities held up relatively well, buoyed by renewed optimism over a potential ceasefire in Ukraine
and constructive signals from political leaders. China, by contrast, drifted lower on the back of softer macroeconomic
data and a broader tech sell-off.

Turning to bond markets, rate cut expectations in the US helped shift Treasury yields lower. Gilts rallied on the back of
positive developments around the UK’s fiscal policy, while in Germany, a renewed focus on the government’s fiscal
plan drove bund yields higher across the curve. In Japan, government bond yields rose sharply after Prime Minister
Takaichi announced a JPY21.3 trillion economic stimulus package.

Markets were broadly firmer in South Africa, supported by improving domestic fundamentals and a more constructive
global backdrop. Resources rallied on the back of stronger precious metal prices, while local bond yields fell
meaningfully, supported by increased foreign demand and attractive real yields.

Performance review

For the month, the portfolio outperformed the benchmark.

It was another strong month for domestic listed property, supported by a more constructive South Africa economic
backdrop, including a sovereign credit upgrade.

Our underweight exposure in internationally orientated counters was among the main contributors to relative
performance. These included retail players Nepi Rockcastle, with 100% exposure in Eastern Europe, and Lighthouse
Properties, with exposure in Western Europe. Both entities have decent absolute outlooks in the high single-digits, but
are less compelling compared to the double-digit growth expected from South African-oriented stocks. Our sizable
underweight exposure to these offshore counters continues to contribute positively to performance.

Consequently, the main detractors from performance came from overweight positions in select offshore, off-
benchmark names. These include the likes of Iberian-focused Merlin Properties, UK logistics firm Tritax Big Box, and
European retail player Unibail- Rodamco-Westfield REIT, where fundamentals remain strong, but the shares have
underperformed SA companies over the near term.

Outlook and strategy

The listed property sector continues to show encouraging signs of stabilisation, supported by firmer operational
performance and improved balance sheet discipline. Much of the anticipated improvement in local bonds has further
supported listed property on the domestic front. Heading into 2026, we anticipate that this positive momentum will
continue.

While valuations have recovered from last year’s lows, the sector still trades at a meaningful discount to its underlying
asset values, offering a compelling combination of yield and growth.



Domestic fundamentals continue on an improving trajectory as tenant demand normalises, vacancies trend lower, and
rental reversions stabilise across most retail and industrial segments. The office sector remains challenged, but
pockets of recovery are evident in well-located, energy-efficient buildings. Encouragingly, several REITs are
normalising to higher payout ratios, supporting dividend yields and growth, as balance sheets strengthen and interest
cover ratios improve.

Macro conditions remain a key driver of sentiment. The interest rate cutting cycle continues to be a key driver for
returns, both from a rating and financial leverage perspective. Combine this with a steady rand and contained
inflation, and ratings for SA-listed property should be stable, if not improving. Selective offshore exposure continues
to offer diversification benefits alongside solid operational momentum.

Against this backdrop, the portfolio remains positioned towards domestically focused counters with sustainable
income visibility, solid management execution, and clear capital allocation discipline, while maintaining selective
exposure to higher-growth international names.
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