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Executive summary 
Hardman & Co has carried out several assessments of the REITs sector in the past; 
in 2024, we looked at whether they represented fair value in terms of their share 
prices compared with the average discount to NAV at which share prices traded 
over several historical cycles. We concluded, at that point, that REITs were trading 
at very close to the historical, long-run average but that the macroeconomic 
momentum was not strong enough to encourage us to view prospects for REIT 
share price performance positively. Since then, the share prices of many REITs have 
fallen in absolute and relative terms. 

The trigger to our change in stance to a significantly more positive one is the recent 
turmoil in markets – particularly the sharp moves in US Treasury (bonds) in the 
immediate wake of President Trump’s global trade tariffs announcement.  

We conclude that the likely lower degree of confidence in the US economy’s 
prospects allied to the US President’s public statement that he had some concerns 
around avoiding a sharp rise in US Treasury yields both point to accelerating interest 
rate cuts. Rate cuts will be seen both in the US but particularly in the UK, where the 
inflation effects from US tariff impositions should prove muted. As this document 
references UK REITs specifically, we see the reversal of the sustained share price 
declines, in the past few days, as symptomatic of more positive moves to come.  

One factor boosting our confidence is the bottoming out of valuations across 
virtually all UK commercial real estate sectors since earlier in 2024, which is 
evidenced by rents, occupancy and valuations. Indeed, there are also outside factors 
helping, not confined to the tariff-related global shocks. One significant factor is the 
UK Government’s drive to Net Zero, with particular relevance to the EPC 
(Environmental Performance Certificate) C mandate for 2027 onwards. 

 

British Land Company 10-year chart 

 
 Source: LSEG, 16/04/25 

 

  

https://www.youtube.com/watch?v=2-UmDBcqkbo&t=1s
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Segro 10-year chart 

 
Source: LSEG, 16/04/25 
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UK REITs – macro drivers to 
outperformance 
In our view, UK REITs’ asset values are underpinned by the positive tenant demand 
across the piece; see our segment UK commercial real estate market. In addition, we 
see a much firmer base for reducing capitalisation rates (rising asset values) as a 
result of the imminent downturn in the global economy. US manufacturing and US 
housing prospects look bleak. This cuts the demand for, and cost of, money.  

US tariff announcement 
The prompt to our more positive share price outlook has come courtesy of the US 
President. What we saw was the “Bessent Put.” US politicians blinked in the face of 
a panic-driven flight to safety. That flight, though, was not to US Treasuries, nor 
even the US dollar. It was to gold mining stocks ‒ and when mining stocks are seen 
as safe havens, something is seriously wrong. 

There is a maximum level of pain that US Treasuries can be allowed to take. This is 
especially pressing since recent US Quantitative Tightening shortened the maturity 
profile of US debt — exacerbating refinancing rate risk. That “Bessent Put” has 
prompted our much more positive outlook for UK REITs. 

There has been a remorseless flow of news from the US this year — politics, 
consumer confidence, the housing market. This newsflow has depressed UK REIT 
prices, despite it having nothing to do with them. 

US housing market cautions for lower 
interest rates 
We will touch on the decline in consumer confidence in the next section. The 
“canary in the coalmine”, however, is housing, and particularly the Florida market, 
which has many “discretionary” purchases of second homes and is where the 2006 
market downturn hit early. In the two years to August 2022, Florida house prices 
increased at 24% annually. Since then, they have gone sideways. 

Lennar released its first quarter 2025 results (to end-February 2025) on 21 March 
2025. They showed net earnings per diluted share of $1.96, but the company also 
reported a decrease in the average sales price of homes delivered. 

On balance, analysts lowered their earnings estimates post the announcement, The 
consensus earnings estimate for fiscal 2025 was reduced, as were those for fiscal 
2026. 

However, as long as confidence in the REITs’ own assets is not dented, we see bad 
news here as positive for UK REITs’ prices because it leads to falling cost of debt 
and hence falling capitalisation ratios. We demonstrate this in our segment UK 
commercial real estate market. Nevertheless, the share price of Lennar – one of the 
world’s largest housebuilders ‒ demonstrates the pain and concern. 

 

 

https://investors.lennar.com/press-releases/2025/03-20-2025-210025354#:%7E:text=Revenues%20from%20home%20sales%20increased,the%20first%20quarter%20of%202024
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Lennar 2-year chart ($) 

 
Source: LSEG, 16/04/25 

 

Consumer and purchasing managers’ 
mixed messages 
US consumer confidence has taken a sudden shift downwards with consumer 
sentiment deteriorating sharply in April (released 11 April 2025). Furthermore, 12-
month inflation expectations surged to the highest level since 1981 after unease 
over escalating trade tensions. The University of Michigan Surveys of Consumers 
took place between 25 March and 8 April. The index dropped to 50.8 from 57.0 in 
March. Economists, polled by Reuters, had forecast a fall to 54.5, so the 
deterioration is sharp. We conclude that the outlook for US, and knocking-on to UK, 
interest rates is lowered. Raised UK inflation expectations are now unlikely, leaving 
a clearer path in the UK to a falling cost of debt, which, in itself, is a positive factor 
for UK REIT share prices. Of course, this has to be taken in conjunction with share 
prices relative to NAV historical comparisons, to which we referred earlier, and to 
the increasing signs of health – a bottoming, not a boom – in the underlying 
commercial real estate markets in the UK.  

The downwards shift among purchasing managers has been less clear. The S&P 
Global Flash US Manufacturing PMI fell in March, but the allied Composite reading 
actually rose to 53.5, a three-month high. Similarly, the UK Purchasing Managers' 
Index data for March 2025 has the Composite PMI, tracking both services and 
manufacturing, rising to 52.0, the highest since August last year. However, the 
manufacturing PMI fell to 44.9, the lowest since October 2023. Like the US, there 
seems to be robust services sector confidence but contraction in the not so large 
manufacturing sector. 

Depressing effects of Quantitative 
Tightening now eased 
This easing stems from the above and is the most directly relevant factor 
contributing to our positive thesis. Two years ago, we had financial market euphoria, 
but that has since been washed out. Central banks, including the Federal Reserve 
and the Bank of England, responded to the strength by tightening monetary policy 
‒ ostensibly from rising price inflation. However, it is worth noting that the global 
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central banks are nervous about the effects of previous boosts to money supply – 
and what that does to inflation in both consumer prices and asset values. That 
response from central banks included interest rates, but, pertinently, it comprised 
Quantitative Tightening. Real estate doesn’t like that — nor do other real assets like 
gold. Gold has been strong since Quantitative Tightening ended but was suppressed 
by Quantitative Tightening being applied. For timing, see the US Treasury reverse 
repurchases chart below. 

 

Gold 10-year chart ($) 

 
Source: Source: LSEG, 17/04/25 

 

Now, though, Quantitative Tightening has come and gone. Gold has rocketed. And, 
crucially, UK commercial property rents and values have bottomed — even if US 
housing may still be wobbling. In the context of the outlook that we have 
enumerated above, and adding further elements of our macroeconomic argument 
below, we do not expect Quantitative Tightening to return for some time.  

The chart below shows the 2022/2023 tightening, subsequently unwound, thus 
ending the restrictive stance. 

 

US Treasury reverse repurchases (quantitative tightening) 

 
 Note shaded area is recession. Source: Federal Reserve Bank of New York 

 

Added to the situation is the weakness of the $, which makes it difficult for the US 
to lower interest rates – as does the flight from US Treasuries.  Mathematically, 
however, this means a strengthening Euro, Yen, and crucially here, Sterling as well. 
The $ weakness is ingrained now, and so constitutes a tailwind for reductions in UK 
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interest rates, as does the increased likelihood of a worldwide recession. These 
factors add to the optimistic view we take of the downward trend of UK interest 
rates, which acts as a tailwind to commercial property valuations. 

 

$ weighted index 

 
 Source: Federal Reserve Bank 

 

$ weakness has been present for four months, but the situation has turned to crisis. 
This hastens UK interest rate cuts. 

Suddenly, there is extreme caution; one evidence of this being the sharp rise of $ 
credit spreads. 

 

$ credit spreads 

 
Source: Source: Ice Data Indices, LLC via Fred®, 2025 

 

So, if we demonstrate the robustness of the UK commercial market, we believe we 
are at a true turning point. 



REITs  
 

  

April 2025 9 
 

UK commercial real estate market 
Rents and valuations bottomed in 2024 
We begin with retail — once the weakest. After a long decline between 2018 and 
2023, retail rental values started to rise in 2022. Retail parks have been climbing 
steadily — up 2.3% in the year to February 2025. High street rents bottomed in May 
2023. 

Office downsizing has run its course, bar London Docklands. The RICS UK 
Commercial Property Survey showed +3% on office demand in 4Q’24, down from 
+7% in 2Q’24, still positive nonetheless. London office rents are ticking up slightly, 
more so in agents’ new lettings experience, as noted in the Financial Times, 20 
February 2025. 

MSCI data indicates regional office rents are up 2.6% YoY to February 2025. 

Industrial is more nuanced. Occupier demand has moderated — +7% vs. +49% in 
2Q’22. Demand for larger sheds is weaker, but last-mile urban logistics continues to 
have shrinking supply. 

Valuations and investment 
The CBRE Monthly Index shows that December 2024 had a total return of 1.1% — 
the highest recorded month in 2024. 

For the full year, 2024 returned 7.7% — better than 2023 and 2022, and better than 
the 7.2% average since 2000. Capital values were up 1.8%, rental values 2.9%. In 
December alone, retail capital values rose 0.7%. 

All segments saw positive returns in capital and rental values. Investment volumes 
hit £54bn in 2024, up from £45bn in 2023. Of that amount, £13.6bn came from 
the US — more than double the previous year. January through March 2025 also 
posted solid returns, albeit modest — around 0.6%–0.8% monthly. 

New supply has been moderated 
Large logistics continue to see some development. Offices — almost none. Retail? 
Only the brave are building. 

Student housing is limited outside London. Hotels are strong with very good 
REVPAR. Overall, development is below trend. Interestingly, the UK’s Build to Rent 
boom is fading, except where housebuilders are selling stock to US hedge funds for 
rental. 

In London, CBRE data shows that, historically, 74% of new office space was new 
builds, 26% refurbishments. The current pipeline is only 58% new builds. With the 
April 2027 EPC C deadline approaching, two-thirds of existing stock is obsolete. 
Only a third of leases expiring between 2023 and 2027 have an EPC of C or better. 

https://www.ft.com/content/7707ca2a-11a0-4a4a-ab82-b331f7004fa0
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Conclusion 
The global economy seems to have been weakening since late 2024 and slowing 
further so far in 2025. President Trump’s April announcements of tariffs have 
exacerbated the situation. 

The demand/supply balance in the UK commercial real estate market turned much 
more positive early in 2024. To us, this indicates that a weakening macroeconomy, 
overall, will have limited negative effects. 

We believe the reverse is true for REITs, in that a bit of bad macroeconomic news 
keeps Quantitative Tightening away, lowers interest rates and means, therefore, that 
conservatively managed REITs generating strong investment returns provide a safe 
haven. 

Risks 
Given that the economic outlook remains uncertain and potentially darkening, UK 
commercial real estate has enough tailwinds to obviate the need for much gearing 
of REITs’ balance sheets to enhance returns. In a dangerous world, where lenders’ 
appetites are set to become more constrictive, the ideal REIT balance sheet still has 
modest gearing — ideally under 30%. Happily, most do. 

We are of the strong view that Quantitative Tightening has a significant effect on 
asset values. Balance sheets of the central banks continue to hold far more 
government debt than historical norms – even recent history. Were the option to 
reinstate Quantitative Tightening to open up again, it might be adopted, thereby 
providing a headwind to asset valuations. More realistic in the immediate term is the 
restrictive attitude of “risk off” commercial bank lending. Turbulence is built into the 
system; however, we believe a major, long-term corner has been turned, and REITs 
are much more attractive not only for their evident cashflow generation but, indeed, 
as relatively safe havens.  
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document 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 law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Approved January 2025) 

 

 

Status of Hardman & Co’s research under MiFID II 
Hardman & Co’s research is paid for by the companies, legal entities and issuers about which we write and, as such, falls within the scope of ‘acceptable minor 
non-monetary benefits’, as defined in the Markets in Financial Instruments Directive.  

The FCA Handbook (COBS 2.3A.19) states: ‘An acceptable non-monetary benefit is one which:[…] (5) consists of: [...] (b) written material from a third party that 
is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the third party firm is contractually 
engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in the material and that the material 
is made available at the same time to any firms wishing to receive it, or to the general public.’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.  

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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