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Our fund benchmark, the FTSE EPRA/NAREIT Developed Net
Rental Index, recorded a net total USD return of 10.80% in
January. The best performing listed real estate market was the
UK, which recorded a total USD return of 12.38% for the month.
Japan recorded the lowest total monthly USD return of 6.55%.
After an undoubtedly tough 2018, most investors breathed a
sigh of relief following a strong rally in markets in January. With
earnings season currently underway, we thought it would be an
opportune time to look back at the significant events and themes
that played out in the real estate world in 2018 and may shape
performance in 2019 and beyond.
The residential sectors proved to be a relative safe-haven in 2018
amongst macro-economic uncertainty, political risk & trade wars.
Despite elevated apartment construction in many US markets,
robust job growth has caused fundamentals to improve. With
economists agreeing that the US is close to full employment, the
pace of new job growth has been a positive surprise and supports
the demand for both multifamily and single-family operators.
In Germany, Vonovia, Europe’s largest residential real estate
company, entered the Swedish market by acquiring Victoria Park
and expanded their presence in Austria by acquiring Buwog. The
company now owns around 394,000 apartments in Europe and
has stated its intention to enter further European countries with
France and the Netherlands being the likely targets.
The industrial sector continues to power on ahead, with asset
values continuing to creep upwards. In August Prologis completed
its all-stock acquisition of DCT Industrial Trust for $8.5 billion.
The acquisition expands Prologis' presence in the high-growth
US markets of Southern California, the San Francisco Bay Area,
Seattle and South Florida with the DCT portfolio being a natural
fit for Prologis in terms of its quality, location and future growth
prospects. Rising e-commerce penetration and impressive
demand for well-located urban logistics facilities have provided
a healthy tailwind to the sector. While we do expect industrial
market rent growth to moderate, it still currently outpaces other
traditional real estate sectors.

The London office market has surprised many with its apparent
strength and despite some long-term development projects
being put on hold due to Brexit uncertainty, technology,
advertising, media, and information (TAMI) companies continue
to display net demand. We see demand and supply in the market
at about equilibrium. Any major Brexit related demand shock
would lead to increased vacancy and poor rent growth prospects.
2018 saw WeWork, the American coworking and flexible office
space provider, surpass JP Morgan as the largest private tenant
in New York City. The company continues to take up office space
in major cities around the world, with representation in close to
100 cities. In the US and London, flexible/coworking landlords
took up a third of net office absorption in 2018. The trend seems
here to stay as more traditional tenants appreciate the flexible
office space that these companies can provide. It remains to be
seen how these operators will fare over a full real estate cycle
though, due to the mismatch between the short-term nature of
the rental stream and the underlying long-term lease liability to
the landlord.
After more than a year of anticipation, Amazon announced in
November the winners of its search for a second headquarters,
choosing both Crystal City, Northern Virginia and Long Island
City, New York. Amazon hopes to make full use of the large pools
of skilled labour available in these locations, with 25,000 jobs
expected to be generated in each city. Amazon’s hometown of
Seattle, which barely two years ago saw apartment rents rising at
close to 10% per annum, has experienced a significant slowdown
in rent growth as excess supply and uncertain future demand
growth has cooled the apartment rental market.
Overall the office sector has a muted earnings outlook, especially
in the US where rent concessions are still high due to excess
supply in the market caused by the GFC and space rationalisation.
A study by commercial property firm Avison Young pointed to
the average office space per worker having reduced by 33%
since 2010. We believe the densification of space will reach a limit
eventually as too dense working environments negatively affect
productivity.
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It was an eventful year in the mall space with some high-profile
transactions. In May, shareholders approved the merger of
Unibail-Rodamco, Europe’s largest listed property company, and
Westfield, an Australian based owner of shopping centres in the
US and the UK, in a combined cash and share deal worth closeon $25 billion. GGP, the second-largest mall owner in the US,
was then taken private in June by Brookfield in a deal worth $15
billion.
Over in the UK, Hammerson backed away in April from a planned
takeover of its shopping centre rival, Intu properties. A second
possible bid for Intu Properties by Brookfield and the Peel
Group saw Intu’s share price rise by 27% in October when the
proposal was announced only to fall close to 40% when the deal
collapsed in November. Intu’s long-standing CEO, David Fischel,
has announced his intention to resign pending the appointment
of a new CEO.
The outlook for UK retail is decidedly negative. Numerous retailer
store closures and low consumer confidence have depressed
share prices significantly. Limited transactions for individual
assets, particularly at the high end of the quality spectrum, make
the pricing of the retail assets very difficult. Without pricing
points, company disclosed valuations appear stretched at best
with the public market pricing in substantial discounts to net
asset values.
Real estate fundamentals overall remain healthy, mainly due
to manageable supply levels relative to demand. Taking the
estimated forward FAD (Funds Available for Distribution) yield of
4.80%, and medium-term growth prospects into account, listed
real estate currently looks fairly valued on a risk-adjusted basis.

JONATHAN KINNEAR
INVESTMENT ANALYST
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Country

Market Cap USD
Million

10 Year Govt Bond
Yield

Current Dividend
Historical Yield

Debt %
Local Currency

841,460

2.63%

3.74%

29.59%

46,475

1.88%

4.16%

40.30%

887,935

2.59%

3.76%

30.14%

88,098

1.22%

4.07%

29.39%

Continental Europe

242,135

0.35%

3.90%

34.30%

Total Europe

330,233

0.59%

3.94%

37.35%

Japan

139,632

-0.02%

2.80%

36.92%

Australia

44,704

2.21%

5.10%

29.63%

Hong Kong

77,900

1.42%

3.28%

14.96%

Singapore

36,484

2.15%

4.84%

36.12%

Total Asia

298,721

0.89%

3.54%

31.59%

Total

1,516,889

1.90%

3.75%

31.77%

Region

JANUARY 2019
Return %
(USD)

JANUARY 2019
Return %
(Rand)

YTD
Return %
(USD)

YTD
Return %
(Rand)

Global Investors Index (NTR)

10.80%

2.52%

10.80%

2.52%

North America

11.68%

3.34%

11.68%

3.34%

Europe

11.06%

2.76%

11.06%

2.76%

Asia ex Australia

7.68%

-0.36%

7.68%

-0.36%

Australia

7.73%

-0.32%

7.73%

-0.32%

18.00%

9.18%

18.00%

9.18%

US
Canada
Total North America
UK

SA Listed Property Index

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 1 February 2019					

Universe:		

Companies included are only those companies that form part of the Catalyst core universe
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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.

