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Our fund benchmark, the FTSE EPRA/NAREIT Developed
Net Rental Index, recorded a net total USD return of -0.91%
in April. The best performing listed real estate market was the
UK, which recorded a total USD return of 0.80% for the month.
Australia recorded the lowest total USD return of -5.50%.
Investing in listed real estate companies is an efficient and
effective way to obtain exposure to real estate returns, with
geographical as well as property sector diversification.
Differences in geographical and sector fundamentals
understandably get a lot of attention from investors. However,
some investors in the public real estate market might take it
for granted that when they buy shares of a listed real estate
company, they are buying much more than just an effective
portion of a static real estate portfolio. They are also buying
the expertise of the real estate professionals that manage
the portfolio, along with all the opportunities and risks that
management brings.
Management teams all have unique attributes and make
numerous decisions about the portfolios they manage that
can have a significant impact on the long-term returns that
shareholders receive. In this month’s report we’ll look at what
listed real estate management teams do and why it’s important
to pay attention to them when evaluating listed real estate
companies as investments.
Management's duties can roughly be grouped into i) operations
ii) capital allocation and ii) balance sheet management.
Operations refer to the day-to-day management of the current
portfolio, for example maintaining properties, collecting rent,
finding new tenants, optimizing the tenant mix, paying and
managing expenses etc. Superior operational ability can lead
to enhanced revenue opportunities and reduced costs, which
can be a significant advantage in the long run.
Management teams must constantly evaluate their portfolios
and assess the risks and opportunities present and how to
capitalize on or mitigate them. Capital allocation acumen is
a critical part of management’s skill set. Decisions include
whether to buy new assets, sell current assets, if development
or redevelopment must be undertaken. When developing new
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assets, the decision whether to do it on a speculative basis
or to commence only once a significant portion of space has
been pre-let can drastically alter the risk of the project.
Real estate investment is a capital-intensive business.
Management must evaluate their investment decisions in light
of their cost of capital, both from private and public markets,
for debt and equity. Deciding how to finance projects and
operations can be a complex issue. Decisions must be made
regarding the mix of debt vs equity, short term vs long term debt,
fixed vs floating debt, or whether preferred equity be used, to
name just a few. Management teams who are skilled at this and
maintain a disciplined approach to liability management can
enjoy a cost of capital advantage over competitors that can
unlock opportunities that would otherwise not be available or
economically viable.
Assessing management teams is a more nuanced and
subjective task than performing research on property market
fundamentals. However, there are certain attributes and
characteristics that one can evaluate in order to assess the
quality of management. Some of these include:
•

•

•

Experience and track record: Management teams who
have made sound decisions in the past, and have a better
performance track record relative to their peers, are more
likely to make the better investment decisions in the
future. Obviously, judgement must be used to distinguish
outperformance by luck from skill, and the usual caveat of
“past performance is not indicative of future performance”
still holds.
Alignment of interest: Co-investment with shareholders
and compensation structures that incentivise shareholder
value creation increases the likelihood that management
will make decisions that benefit shareholders and not only
themselves.
Strategy and ability to implement: Does the strategy make
sense from a shareholder point of view? This should be
gauged by the strategy’s ability and likelihood to create
long term sustainable value for shareholders, taking into
consideration the firm’s cost of capital, risks, opportunities,
and prevailing market fundamentals.
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•

Platform and specialist skills: Does management have a
competitive advantage that makes assets more valuable
in their hands than someone else’s?

The decisions that management teams must make can have
a significant impact on the returns received by shareholders
in public real estate companies. These decisions have the
ability to create or destroy value. In the process of managing
the Catalyst Global Real Estate Fund since 2007 our team
has acquired invaluable experience and insight into the
role management plays in delivering real estate returns.
Therefore, we believe that evaluating management is a critical
component of our investment process. We spend a significant
amount of time and energy in meeting, interrogating, and
evaluating management teams.
The investment world is characterised by a continual increase
in the role of technology, algorithms, artificial intelligence
and passive investing. This is also true for the real estate
investment world. However, we believe that neglecting to pay
attention to the people who play a critical roll in delivering
returns from real estate portfolios can cost investors dearly.
Overall, real estate fundamentals remain healthy, mainly
due to manageable supply levels relative to demand. The
estimated forward FAD (Funds Available for Distribution) yield
for the sector is 4.71%, and medium-term growth prospects
are decent. Listed real estate has performed strongly this
year and, on the whole, appears to be fairly priced given
our USD real return requirement of 5.0%. Within the real
estate universe more attractively priced opportunities exist in
specific real estate sectors and stocks.
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Country

Market Cap USD 10 Year Govt Bond Yield
Million

US
Canada

Current Dividend
Historical Yield

Debt %
Local Currency

876 660

2.50%

3.78%

29.42%

47 563

1.70%

4.06%

41.90%

924 223

2.46%

3.79%

30.06%

76 901

1.15%

3.88%

27.58%

Continental Europe

238 650

0.23%

3.94%

33.35%

Total Europe

315 552

0.49%

3.93%

36.26%

Japan

137 981

-0.04%

2.78%

36.79%

Australia

43 181

1.78%

5.23%

30.10%

Hong Kong

86 041

1.42%

3.21%

14.44%

Singapore

39 909

2.17%

4.74%

35.39%

Total Asia

307 112

0.82%

3.53%

31.25%

1 546 887

1.81%

3.77%

31.41%
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Return %
(USD)

APRIL 2019
Return %
(Rand)

YTD
Return %
(USD)

YTD
Return %
(Rand)

Global Investors Index (NTR)

-0.90%

-1.53%

13.14%

12.69%

North America

-0.46%

-1.08%

15.46%

15.00%

Europe

-1.00%

-1.62%

11.00%

10.56%

Asia ex Australia

-1.41%

-2.03%

9.96%

9.53%

Australia

-5.50%

-6.09%

5.31%

4.89%

3.80%

3.17%

5.09%

4.67%

Total North America
UK

Total

Region

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 2 May 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 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.

