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Our fund benchmark, the FTSE EPRA/NAREIT Developed
Net Rental Index, recorded a net total USD return of 3.30%
in November. The best performing listed real estate market
was Hong Kong, which recorded a total USD return of 4.96%.
The UK recorded the lowest total monthly USD return of
-4.61%.
As the year draws to an end there is no denying that equity
fundamentals have played second fiddle to macro-economic
and political factors. This has influenced the performance
of the broader stock market in an unpredictable fashion,
listed real estate equities included. Given this backdrop,
REITs posted third quarter earnings results that were most
welcomed, and in general matched or beat expectations.
Demand for real estate is being supported by a wellfunctioning US economy that is at full employment,
experiencing healthy levels of corporate capital investment
and personal consumption. The supply environment,
barring certain pockets of sector-specific supply, has been
moderate. Construction cost inflation and a tighter lending
environment should help limit new supply in the near term.
US retail has improved recently and paints a better picture
than last year. Impressive tenant-sales numbers were
propped up by a stronger economy driven by improvement
in consumer confidence and lower personal taxes. Although
it is positive to see marginal improvement in the retail
environment, negotiating power remains tilted in tenants’
favour and the outlook for market rent growth remains weak.
Looking forward, we continue to expect further department
store closures as online retail channels progressively capture
retail sales at the expense of physical stores.
Owners of high productivity malls in desirable locations will
have a greater ability to reposition vacant space into uses that
appeal to customers, focusing on integrating experiential
and social offerings into malls. Owners of low-quality
malls in less desirable locations, and those with vulnerable
balance sheets and mounting maintenance capital costs,
will struggle to adapt, and many of these malls will close in
the future. We expect divergence in performance across the
mall quality spectrum to widen over time.

US office fundamentals continue to be soft. Demand growth
is anemic as tenants continue to rationalise space for greater
efficiency, resulting in ‘shadow supply’ that office-using job
growth is struggling to match. Landlords are offering punchy
tenant incentive packages and rent concessions to attract
and/or retain tenants. Technology focused West Coast
markets are exhibiting stronger fundamentals than their East
Coast counterparts, as new supply is modest and demand
for space from a growing tech industry has been relatively
stronger than that from sluggish financial services and
government sectors. In addition to tepid demand growth,
the East Coast gateway markets of New York City and
Washington D.C. have experienced oversupply as multistory office assets have been delivered to market.
In 2017, Amazon announced a nationwide search for a
location for their second headquarters. This November
it was concluded with the announcement of two new
headquarters. Amazon over time plans to hire 25,000
employees each in Long Island City in the New York borough
of Queens, as well as in Crystal City, near Washington D.C.
This should serve as a temporary reprieve for landlords
given existing office vacancies in these markets. However,
longer term it remains to be seen whether this elicits a
commensurate supply response. Amazon’s new presence
in these markets is expected to lure other large technology
corporations and related-businesses to set up offices around
the headquarters. This should benefit New York City and
Washington D.C. in diversifying away from their traditional
finance and government industries, respectively.
US industrial fundamentals remain among the strongest in the
real estate sector. Occupancy levels are full, with landlords
retaining bargaining power over tenants, resulting in rent
growth in certain markets accelerating further. E-commerce
continues to be the dominant force driving new demand
from tenants. Modern distribution centres near populationdense urban cores are highly sought after as they enable
tenants to reduce the delivery times of goods to consumers
and provide access to valuable labour pools. In fact, certain
management teams believe that tenant retention rates are
too high in their portfolios and that they could be increasing
rents more given the desirability for these assets and the
lack of suitable alternatives.
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The real estate rental cost component of the industrial
supply chain accounts for approximately 5% of total
product costs.
Therefore, a tenant is unlikely to compromise on location
for a marginal saving in rent, especially when larger cost
components such as transport and labour can be reduced
by locating closer to city centres. Supply remains less
of a concern than historically, given the scarcity and
prohibitive costs of appropriate urban-infill sites, as well
as the difficulty in obtaining approvals for rezoning of land
to industrial use. REIT portfolios tend to be located in
areas with relatively higher barriers to entry, which should
insulate (but not immunise) them from new supply.
As a whole, the real estate sector remains in favour with
private and public capital alike. Record amounts of funds
have been raised and the fundraising continues, targeting
deployment into real estate. This is limiting the ability
of REITs to compete with sovereign and private equity
capital on acquisition pricing, however if discounts to net
asset values persist, privatizations of REITs will become
increasingly likely.
REITs whose shares continue to trade at substantial
discounts to the private market values of their assets,
should look to create shareholder value by exploiting
the current private-public market arbitrage. This can be
achieved by selling assets at premia to share prices in the
private market and using the proceeds for buying back
shares in the public market, at discounts to private market
values. Alternatively, proceeds can be used to reduce
debt, fortifying balance sheets, and enabling REITs to play
both defence and offense should market conditions and
asset pricing present opportunities.
Global real estate fundamentals overall remain healthy,
mainly due to manageable supply levels relative to
demand, with a decent economic growth outlook.
Taking the estimated forward FAD (Funds Available for
Distribution) yield of 4.91%, and medium-term growth
prospects into account, listed real estate currently looks
fairly valued to slightly attractive on a risk-adjusted basis.

LANCE BEZUIDENHOUT
INVESTMENT ANALYST
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Country

Market Cap USD
Million

10 Year Govt Bond
Yield

Current Dividend
Historical Yield

Debt %
Local Currency

836,362

3.04%

3.76%

30.66%

44,712

2.27%

4.25%

40.52%

881,074

3.00%

3.78%

31.16%

82,441

1.36%

4.39%

29.49%

Continental Europe

229,428

0.53%

4.10%

34.11%

Total Europe

311,869

0.76%

4.18%

36.99%

Japan

135,538

0.08%

2.75%

36.31%

Australia

47,243

2.62%

5.19%

29.64%

Hong Kong

71,662

1.42%

3.67%

14.50%

Singapore

34,005

2.35%

5.17%

36.18%

Total Asia

288,449

1.04%

3.64%

31.29%

1,481,392

2.25%

3.83%

32.29%

US
Canada
Total North America
UK

Total

Region

NOVEMBER 2018
Return %
(USD)

NOVEMBER 2018
Return %
(Rand)

YTD
Return %
(USD)

YTD
Return %
(Rand)

Global Investors Index (NTR)

3.30%

-2.64%

0.38%

12.79%

North America

4.61%

-1.40%

4.62%

17.55%

-1.12%

-6.81%

-9.09%

2.16%

Asia ex Australia

3.66%

-2.30%

3.17%

15.93%

Australia

3.46%

-2.49%

-3.86%

8.03%

SA Listed Property Index

4.73%

-1.29%

-32.78%

-24.46%

Europe

INFORMATION SOURCE AND METHODOLOGY						
						
Data:		Bloomberg unless stated otherwise					
Calculations:

Catalyst Fund Managers					

Clean Price:

Adjusts the closing price for distribution accrued since last distribution date

Rolled yield:

Time weighted current 12 month historic distribution divided by the clean price

Debt %:		

These are loan to value numbers.					

Date:		

All data taken on 3 December 2018					

Universe:		

Companies included are only those companies that form part of the Catalyst core universe
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IMPORTANT INFORMATION
Catalyst Fund Managers (Pty) Ltd
4th Floor Protea Place, Protea Road,
Claremont, 7708 Cape Town, South Africa
PO Box 44845, Claremont 7735 Cape Town, South Africa

Tel: +27 21 657 5500
Fax: +27 21 683 7579
www.catalyst.co.za

An Authorised Financial Services Provider
Catalyst Fund Managers (Pty) Ltd (FSP: 723)
Catalyst Fund Managers SA (Pty) Ltd (FSP: 36009)
Catalyst Fund Managers Global (FSP: 45418)

The information contained in this document is confidential, privileged and only for the information of the intended recipient
and may not be used, published or redistributed without the prior written consent of Catalyst Fund Managers. The opinions
expressed are in good faith and while every care has been taken in preparing this document, Catalyst Fund Managers makes
no representations and gives no warranties of whatever nature in respect of this document, including but not limited to the
accuracy or completeness of any information, facts and/or opinions contained therein. Catalyst, its subsidiaries, the directors,
employees and agents cannot be held liable for the use of and reliance of the opinions, estimates, forecasts and findings in this
document.
Past performance is not a reliable indicator of future results, prices of investments and the income from them may fall as well as
rise. Investments in equities are subject to market risk and, potentially, to exchange rate risk.
This document is for information only and does not constitute advice or solicitation for funds.

