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ECB Signals v Market Expectations

Interest rate cut speculation has excited the market but we think it is being over-optimistic on when base rates will fall

ECB Does Not Signal Imminent Rate Cuts
The market consensus is that the ECB Deposit Rate has peaked at 4.0%, however the expectation of aggressive cuts during 2024 may prove to be overly optimistic.

Following the January meeting ECB President Christine Lagarde insisted it was “premature to discuss rate cuts” and their decision would be data dependent. Since then, the latest Eurozone
inflation for January fell by 10 basis points to 2.8%, but the decline in core inflation was lower than consensus projections.

We believe interest rates will be higher for longer and the first cut will be in H2 2024,, dependant on inflation/recession indicators.

Next Few Data Readings Will Determine The Trajectory

Market expectations at the end of 2023 suggested 4 or 5 interest cuts during 2024 with rates settling below 3% at the end of 2024. This was also represented in the 5Y swap curve bottoming
out at 2.28% in December 2023,.

Since January however, these expectations have been tempered somewhat as 5Y Swap rates ended the month higher at 2.47%. This reflects higher inflation numbers in the Eurozone in
December (2.9%). The 10Y Bund also reflects this sentiment increasing from 2.07% (early Jan) to 2.16% (early Feb),.

Inconclusive data creates uncertainty about the future direction of interest rates. We expect some clarity as the next few data points are released.

Inflation Could Rise Again Given Supply Chain Risks

ECB official statements are that rate cuts will only happen once there is evidence that inflation is under control, which we expect means successive months of falling inflation towards or
below the 2% range.

The ongoing situation in the Middle East and the Red Sea trade route, as well as the impact of drought on the Panama Canal, will create upward inflationary pressure. The next few readings
will provide a clearer indication on the likely outlook for inflation and therefore rates.

Initial Q4 2023 GDP growth estimates; were 0.1% for the Eurozone compared to -0.1% in Q3 2023 suggesting a recession was narrowly avoided. This reduces the need to lower interest rates
in order to stimulate the economy.

Sources: 1: Reuters
2: Cromwell Property Group Q1 2024
3: ECB Data
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Weak near-term growth outlook and CPI inconsistency imply base rates cuts no sooner than H2 2024

Macro-economic Forecasts,

2023 2024 2025 2026

UK EU UK EU UK EU UK EU

GDP growth YoY 0.3 0.5 0.6 0.6 1.6 1.8 1.9 2.0

CPIl average YoY 7.3 5.4 3.3 2.8 3.0 24 3.0 3.0

Unemployment rate 4.1 6.5 4.5 6.6 4.3 6.5 4.0 6.4

The UK/EU avoided a recession last year but the near-term growth outlook remains
weak. GDP growth of just 0.6% is expected in 2024, and it will not exceed 2.0% until
beyond our forecast period. Unemployment is set to rise this year although it will
remain low by historical standards and should fall from 2025. We see labour
availability as a major strategic challenge for the UK/EU as it faces an ageing
population, strong resistance to higher immigration and a need for new skills.

UK/EU CPI has fallen markedly over the last year but rose in December. Core inflation
is higher and we see high potential of upwards price pressure in 2024 from wages
due to specific blue and white collar worker shortages, and food due to supply chain
issues and climatic risk. Thus we think base rates will be held until H2 2024, |ater than
the market currently expects, and medium-term CPI will average 3.0%.

3m Sonia is expected to stabilise at 3.5%. 3m Euribor expected to stabilise at 2.75% in
H2 2025.

Sources: 1: Oxford Economics/Cromwell Property Group, Q1 2024,
2:Reuters

Central bank interest rates have peaked, but no cuts until H2 2024,

Base Rates Feb 124 1 month ago 6 months ago 12 months ago
UK 5.25% 5.25% 5.25% 4.00%
Eurozone 4.00% 4.00% 3.75% 2.50%
us 5.25%-5.50% 5.25%-5.50% 5.25%-5.50% 4.50%-4.75%
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Volatility

Market Indicators

Interest rates have peaked yet market uncertain about pace of downward movement

High Corporate Real Estate Bond Yields due to volatility
& rising base rate,
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5 Year Sonia and Euribor Swap rates;
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Swap Rates  Feb124 1monthago 6 monthsago 12 months ago
5 Yr Sonia 3.62% 3.38% 4.89% 3.61%
2 5 Yr Euribor 2.44% 2.36% 3.17% 2.82%

Feb 2024

Glossary: iBoxx represents the |G bond market for the Real estate sub-sector. The MOVE index calculates the volatility of U.S. Treasury options by capturing the
expected fluctuations in interest rates, the index is a proxy for the bond market’s overall sentiment on future interest rates.

Source 1: Reuters




Market Indicators

Government bonds yields rise since the December 2023 low

German Bunds;
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German Bunds Feb 1st‘24 1weekago 1monthago 12 months ago
2Yr 2.45% 2.62% 2.45% 2.67%
5Yr 2.08% 2.17% 1.95% 2.43%
TYr 2.03% 2.19% 1.98% 2.28%
10 Yr 2.16% 2.28% 2.07% 2.30%

Source:

1: Reuters
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UK Gilts,
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UK Gilts Feb 15t 24 1 week ago 1 month ago 12 months ago
2Yr 4.24% 4.37% 4.04% 3.42%
5Yr 3.71% 3.92% 3.54% 3.17%
TYr 3.60% 3.83% 3.46% 3.31%
10 Yr 3.76% 3.99% 3.64% 3.31%
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Important Information and Disclaimer

This presentation is dated February 2024 and has been prepared by Cromwell
Europe Limited (“Cromwell”) for illustrative and information purposes only.

Unless otherwise stated, all information contained in this presentation is prepared
as at 2"d November 2023. Cromwell assumes no duty to update or correct any
information in this presentation for any reason, including new information, results,
or subsequent events. The information contained herein is only a summary of key
information, is not complete, does not contain certain material information,
including important conflicts disclosures and risk factors, and is subject to change
without notice.

The contents of the presentation, including its outputs, do not constitute
investment advice or a recommendation, offer or solicitation to acquire or dispose
of any investment or to engage in any other transaction. Neither Cromwell nor any
of its affiliates nor any of their employees, officers or directors have provided or
agreed to provide advice on the merits of dealing in or exercising any right to deal
conferred by an investment. This presentation is preliminary and provides only a
high-level summary. You should not rely on this presentation in making any future
investment decision. You must always rely on your own assessment of the legal,
regulatory, taxation, financial and other risks and consequences of any investment
or transaction.

This presentation is commercially sensitive, private and confidential and may not be
copied, disclosed, distributed, or modified without the prior written consent of
Cromwell except as may be required under applicable law, by a regulatory authority
or pursuant to a court order. This presentation contains competitive information
about Cromwell. By accepting this presentation, recipients of this presentation
agree to (1) keep such competitive information confidential, (2) not share it with
other investment managers or competitors of Cromwell or its portfolio companies,
and (3) not use such competitive information to gain a competitive advantage in
their business or personal activities.

No person to whom you disclose this presentation, with our consent, should rely on
it in making any future investment decision. They must always rely on their own
assessment of the legal, regulatory, taxation, financial and other risks and
consequences of any investment or transaction.

Cromwell and owners of third-party sources of underlying data used in the
presentation reserve ownership of all IP Rights in any data and information
contained in this presentation and no licence is granted for their use. “IP Rights”
means patents, trade marks, service marks, trade names, design rights, copyright,

database rights, rights in know-how and other intellectual property rights of
whatever nature arising anywhere in the world, whether registered or unregistered
and including applications for the grant of any such rights.

The use of this presentation in certain jurisdictions may be restricted by law. The
information in this presentation is not directed at, and is not intended for, any
person in any jurisdiction if it would be contrary to applicable laws or regulations in
that jurisdiction for such a person to receive such information.

This presentation may include forward-looking statements, projections,
expectations, opinions, forecasts, targeted and illustrative returns and estimates
such as growth forecasts, sales values, gearing and capitalisation yields (“forward-
looking information”). Forward-looking information involves numerous
assumptions, uncertainties, qualifications and risks. Forward-looking statements can
be identified by the use of terminology such as ‘intend’, ‘aim’, ‘project’, ‘anticipate’,
‘estimate’, ‘plan’, ‘believe’, ‘expect’, ‘may’, ‘should’, ‘will’, ‘continue’, “annualised’ or
similar words. Forward-looking information is not intended to serve as and should
not be relied upon by any prospective investor as a guarantee, assurance, prediction
or definitive statement or fact or probability. No representation is made as to the
reasonableness or achievability of any forward-looking information or as to the
accuracy or completeness of any modelling or analysis. Any expression of opinion on
present or future market values does not constitute a formal valuation. All opinions
and estimates are given as of the date the presentation is prepared and are subject
to change. All quoted research data is provided for illustrative purposes only and
may not be relied upon. Actual events and circumstances are difficult or impossible
to predict and may differ from assumptions.

Recipients of this presentation are encouraged to contact Cromwell representatives
to discuss the procedures and methodologies used to make projections, targets,
forecasts and estimates and other information provided herein, and the risk and
limitations of using such projections, targets, forecasts and estimates in making
investment decisions.

Actual realised net and gross returns depend on, among other factors, future
operating results, the value of the assets, market conditions at the time of
disposition, legal and contractual restrictions on transfer that may limit liquidity, any
related transaction costs and the timing and manner of sale, all of which may differ
from the data and assumptions on which this presentation is based. Accordingly, the
actual realised returns may differ materially from target returns indicated in this
presentation. No guarantees are provided as to performance. The past performance
of any investment and returns generated are provided for illustrative purposes only

and should not be regarded as an indication of the future performance of any
investment, nor are they indicative of potential investment results. Investment
losses can occur, and investors can lose some or all of their investments. There can
be no assurance that these or comparable investment results or returns will be
achieved, that it will be possible to avoid losses, that it will be possible to make
investments similar to the existing and historical investments, or implement its
investment strategy. Nothing herein is intended to imply that any investments
described in this presentation may be considered “conservative,” “safe,” “risk free”
or “risk averse.”

Performance measurement data and other metrics including, but not limited to,
Internal Rate of Return (IRR), Equity Multiple (EM) / Multiple on Invested Capital
(MOIC) and other metrics set out herein are calculated using Cromwell proprietary
investment analysis templates using excel formulae, unless otherwise stated.

Certain economic and market information contained in this presentation have been
obtained from and reproduced with the kind permission of third-party sources and
have not been independently verified by Cromwell. While reasonable care has been
taken in the preparation of this presentation, neither Cromwell nor its affiliates nor
any of their employees, officers or directors make any representation or warranty
regarding the accuracy, completeness, adequacy, reasonableness or achievability of
the information in it, nor do they accept any responsibility or liability for any direct,
consequential or indirect losses arising out of the use of or reliance on this
information, nor any liability to third parties seeking to rely on this presentation, to
the fullest extent permitted by applicable law. You must always rely on your own
assessment of the legal, regulatory, taxation, financial and other risks and
consequences of any investment or transaction.

© 2024. Cromwell Property Group. All rights reserved
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