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Our fund benchmark, the FTSE EPRA/NAREIT Developed
Net Rental Index, recorded a net total USD return of -6.06%
in December. The best performing listed real estate market
was Hong Kong, which recorded a total USD return of 3.40%
for the month. The US recorded the lowest total monthly
USD return of -8.22%.
2018 was a tough year for investors with most of the major
markets around the world delivering weak or negative returns.
The global listed real estate markets were not immune to
the risk-off sentiment that prevailed in the latter part of the
year. The best performing listed real estate market for the
year was Japan, which recorded a total USD return of 9.67%,
whilst the UK performed the worst with a total USD return of
-18.03%.
Looking back, the UK’s significant underperformance is not
really a surprise. The uncertainties surrounding the outcome
of Brexit negotiations and the difficult operating environment
for the retail sector have weighed heavily on stock returns.
Of particular interest, is that some of the worst performing
UK stocks for the year were companies that a) own higher
yielding secondary or inferior assets b) are highly levered
c) have management teams with less than stellar capital
allocation track records.
The US listed real estate market was on track to deliver a
positive total return for the year until the severe selloff in
December erased all gains and ended with a total USD
return for 2018 of -3.87%. Manufactured Housing was the
best performing sector with 12.3% total USD return, whilst
Office was the worst with a total USD return of -14.7%.
During the year the Federal Reserve raised its target rate
range by 25bps on four occasions. The 10-year US Treasury
yield increased by approximately 30bps and the yield on
the investment grade corporate bonds, as measured by the
Moody’s BAA Index, increased almost 90bps for the year.
Despite this, the third and fourth best performing sectors for
the year were Net Lease (+9.7% total USD) and Health Care
(+7.7% total USD), despite being traditionally viewed as the
two most interest rate sensitive sectors.

We mention the dispersion in sector performance and the
seemingly paradoxical performance of the “interest rate
sensitive” sectors to illustrate a point we have tried to make
in these reports on several occasions: interest rates are just
one of many factors that determine the returns of listed
real estate. A whole host of fundamental factors such as
supply, demand, vacancy, economic growth, rent growth,
asset quality, capital markets, leverage, cost of debt, capital
allocation acumen, operating cost growth, technological
disruption etc. needs to be considered in order to judge
future return potential.
We are by no means claiming that rising interest rates are not
a headwind for listed real estate returns. There are currently
many uncertainties in the global markets. The direction
and magnitude of interest rate movements remain an open
question. Geopolitical tensions around potential trade wars,
Brexit negotiations, the growing US government deficit, the
end of the European Central Bank’s expansionary monetary
policy, a flattening and inverting yield curve, and rising credit
spreads are just some of the factors clouding an already
murky global investment market outlook.
Whilst not ignoring any of the uncertainties, we believe we
are in the stage of the market cycle where a focus on stock
picking, operating fundamentals, real estate portfolio quality,
balance sheet quality, and management teams’ operating
ability and capital allocation acumen will be more important
than ever.
Instead of just focusing on all the things we don’t know, we
want to highlight a few points that we can say with some
degree of confidence:
•

Global real estate operating fundamentals, although
moderating,remain overall healthy. Positive GDP growth,
low unemployment,wage growth, and moderate inflation
all contribute towards a healthy economic backdrop.

•

On the whole, supply of new real estate remains
manageable relative to demand. However, there are
certain sectors in specific geographies that face some
excess supply coming online over the next few years.
The most notable cases of markets with significant supply
are offices in New York and Singapore, and apartments
in certain US Sun Belt markets. However, markets where
excess supply is expected remains limited to a handful of
instances. New supply has been curtailed in this cycle
by increasing construction cost and tighter development
financing underwriting standards.
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•

REITs generally own higher quality portfolios today
compared to a decade ago. Most management teams
have taken advantage of the strong demand for real
estate to sell lower quality assets and redeploy capital
into better quality development or acquisitions over this
cycle. In addition, the bulk of assets owned by REITs are
in dominant global gateway cities that have better longterm growth potential due to higher barriers to supply.

•

Balance sheets are on average a lot healthier today
than they were near the end of the previous cycle. For
example, in the US, the REIT sector loan-to-value (LTV)
ratio was approximately 40% ten years ago, whilst it
is currently around 30%. Debt-to-EBITDA has come
down from 7.5x to 5.5x over the past decade. Not only
is leverage overall lower, but term of debt is longer,
expirations are staggered over multiple years, and a
high proportion of debt cost is fixed for the long term.
In addition, most REITs have diversified their sources
of funding to include not only bank financing, but also
access to capital markets, private placements, preference
shares, and securitized markets. At this stage of the cycle
we believe it is vital that companies stay disciplined with
leverage, as it allows them to be defensive or offensive.
Highly levered companies are especially at risk of being
placed on the back foot by being forced sellers of assets
or having to raise capital at unfavorable prices.

•

Over the last year we have seen a pick up in REIT
privatizations as investors took advantage of the
disconnect between pricing in the public (listed) and
private markets. According to data from Preqin, a
provider of data in the private real estate market, there
is currently a record amount of $294 billion of capital in
private closed-end funds available looking to invest in
real estate. Given the generally high-quality portfolios
that the REITs own and the discounts at which they
currently trade, it is not unreasonable to expect to see
more privatization attempts occur in the near future.

•

In addition, Hodes Weil & Associates reports in their
annual 2018 Institutional Real Estate Allocations Monitor
that institutional investors in the US remain underinvested
in real estate relative to their target allocations.

•

Finally, valuation of the global listed real estate sector
currently seems fair. The current estimated FAD (Funds
Available for Distribution) yield of 5.25% is attractive,
especially when taking into account that the growth in
this yield over the medium term is forecasted to be well
ahead of expected inflation.

THEODORE FREYSEN
INVESTMENT ANALYST
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GLOBAL LISTED PROPERTY REVIEW
Country

Market Cap USD
Million

10 Year Govt Bond
Yield

Current Dividend
Historical Yield

Debt %
Local Currency

766,182

2.68%

4.10%

30.42%

41,461

1.97%

4.40%

40.35%

807,643

2.65%

4.11%

30.91%

79,298

1.28%

4.45%

29.31%

Continental Europe

220,755

0.47%

4.38%

33.85%

Total Europe

300,053

0.69%

4.40%

36.89%

Japan

135,864

0.00%

2.82%

36.32%

Australia

43,762

2.29%

5.32%

29.60%

Hong Kong

70,289

1.42%

3.58%

14.38%

Singapore

33,891

2.04%

5.18%

36.16%

Total Asia

283,806

0.91%

3.69%

31.24%

1,391,502

2.00%

4.09%

32.05%

US
Canada
Total North America
UK

Total

Region

DECEMBER 2018
Return %
(USD)

DECEMBER 2018
Return %
(Rand)

YTD
Return %
(USD)

YTD
Return %
(Rand)

Global Investors Index (NTR)

-6.06%

-2.90%

-5.70%

9.51%

North America

-8.13%

-5.05%

-3.89%

11.62%

Europe

-4.07%

-0.85%

-12.79%

1.29%

1.23%

4.62%

4.44%

21.29%

Australia

-2.21%

1.07%

-5.99%

9.19%

SA Listed Property Index

-4.27%

-1.06%

-35.65%

-25.26%

Asia ex Australia

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 2 January 2019					

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.

