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Global Real Estate Securities 

Fund Investment Performance 

 
The Resolution Capital Global Property Securities Fund (Class A) underperformed the FTSE/EPRA NAREIT 
Developed Index (AUD Hedged) Net TRI by 31 basis points for the quarter ending 31 March 2017. 
 

Period Ending 31 March 2017* 

 
Quarter 

% 
1 Year 

% 
3 Years 

% p.a. 
5 Years 

% p.a. 
7 Years 

% p.a. 

Since 
Inception

#
 

% p.a. 

Fund (after fees)
^
 0.91 5.22 11.35 12.76 13.10 10.81 

Benchmark
+
 1.22 3.85 10.30 11.48 12.25 7.69 

Difference -0.31 1.37 1.05 1.28 0.85 3.12 

 

Resolution Capital Global Property Securities Fund Unit Price – Class A 

    Entry Exit 

31 March 2017    $1.5590  $1.5497  

31 December 2016
^
    $1.5451  $1.5358  

^ Ex distribution of 0.4002 cents per unit as at 31 December 2016. 

 

 

  

* Class A Net returns are expressed after deducting investment management costs. Past performance is not a reliable indicator of future performance. 
#
 30 September 2008. 

+
Benchmark was UBS Global Real Estate Investors Index (AUD Hedged) Net TR to 31 March 2015. From 1 April 2015 FTSE EPRA/NAREIT  

Developed Index (AUD Hedged) Net TRI.  
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Market Performance 

 

Market Overview 

 
31 Mar 17 31 Dec 16 

Quarterly 
Total 

Returns 

FTSE EPRA/NAREIT Developed Index (unhedged in AUD Net TR) 3,610 3,726 -3.1% 

FTSE EPRA/NAREIT Developed Index (hedged in AUD Net TR) 2,386 2,357 1.2% 

S&P/ASX 300 (GICS) Property (Accum) 44,096 44,130 -0.1% 

S&P/ASX 300 Index (Accum) 55,870 53,356 4.7% 

US 10 Year Bonds 2.39% 2.48%  

AU 10 Year Bonds 2.68% 2.77%  

AU$/US$ 0.76 0.72 5.4% 

Source: Bloomberg 

 

Commentary 
 

The FTSE EPRA/NAREIT Developed Index 

(Benchmark), representing global listed real estate 

stocks, produced a total return of 1.2% in AUD 

Hedged terms for the quarter ending 31 March 2017. 

 

There was significant variation among the geographic 

and sector returns otherwise hidden in the global 

average.  Hong Kong and Singapore were the 

strongest market performers, while retail (particularly 

U.S. malls and shopping centers) was the weakest on 

a sectoral basis. 

 

 

During the March quarter REIT earnings moderation 

was a continuing theme as many (but not all) property 

markets experience decelerating rented income 

growth.  In the recently concluded December 2016 

year end results season, US REIT management 

provided a more restrained outlook for the year 

ahead.  As illustrated in the chart below, lodging, 

storage and apartments have seen the greatest 

deceleration in Net Operating Income (NOI)
1
 growth 

guidance for 2017 compared with 2016 – principally 

as a result of rising levels of building supply, while 

technological disruption weighed on bricks and mortar 

retail. 

 

 

 

 

 

 

 

 

 

                                                
1
 Net Operating Income (NOI) is a broad measure of rental income 

that is calculated as property revenues less property expenses. 

U.S. Average NOI Growth Guidance 

 
Source: Green Street Advisors 

 

Industrial was the only US sector guiding to increased 

NOI growth for 2017, as supply-chain modernisation 

continues to drive tenant demand for industrial 

warehouse space. Guidance for the office sector was 

only modestly lower than a year ago as the financial 

sector benefited from expected improvement in 

growth and Trump’s promise to roll back financial 

regulations known as Dodd-Frank. 

 

Interest rates – another nudge higher 

 

The U.S. Federal Reserve raised interest rates by an 

additional 0.25% in early March, a move so well 

telegraphed and expected by the financial markets, 

that is was essentially shrugged off.  The direction of 

travel for US interest rates, as of this date, appears 

set to climb higher, and most market participants 

expect another 1-2 rates hikes of 0.25% each later 

this year.  
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Uncertain Political Backdrop 

 

The northern hemisphere political situation continues 

to be a major topic of conversation among investors 

and REIT management.  It is fair to say that the 

industry is struggling to comprehend the nature of the 

Trump administration’s hinted policy initiatives and its 

ability to have them adopted by Congress.  

 

Trump’s support of a Border Adjustment Tax (BAT) 

raises numerous red flags for retailers and hence has 

major repercussions for shopping centre landlords.  

By taxing goods where they are used, not where they 

are produced, the BAT raises the specter of taxing 

imported goods while exempting exports.  Combined 

with longer term industry challenges, fear that a BAT 

will raise prices of goods consumed in the U.S. has 

weighed on retail.  We still do not have good visibility 

on if/when/how BAT legislation would be enacted.  As 

we discuss later, this uncertainty adds to the 

pressures facing retail landlords in their efforts to 

adjust to changing consumer spending patterns. 

 

Trump’s recent failure in pushing through healthcare 

legislation reinforces concerns about his potential 

policy impotence in other matters.  A lack of progress 

in tax reform would disappoint the business 

community and it would create doubts about whether 

a stimulatory infrastructure spending program would 

be possible.  The failure to roll back Obamacare last 

month benefited healthcare REITs (including our 

portfolio holding, Ventas (VTR)), which would have 

otherwise faced increased levels of non-insured 

patients under Trump’s proposed program. 

 

On the other hand, Trump appears to be following 

through on his promise to take a hard line on 

immigration by enacting high profile policy changes 

designed to limit immigration volumes.  Questions 

remain about whether the “H-1B” visa program will be 

curbed, which would have negative consequences for 

segments of technology employment which has relied 

heavily on foreign workers. This may well have 

ramifications for real estate markets, particularly on 

the U.S. west coast, which have enjoyed robust 

leasing conditions in recent years.  

 

Meanwhile, Europe faces a wave of political elections 

in several continental countries, including France and 

Germany.  The possibility of changes in leadership in 

key European countries has fostered risk aversion 

and tempered the market after last year’s shock 

results of the UK’s Brexit referendum and the U.S. 

presidential election. 

 

Casting off the weights of political uncertainties, 

growth on the European Continent is showing signs of 

improvement and we are growing more constructive 

about activity in key European economies such as 

Germany and France. Our visit to Hamburg during the 

quarter highlighted near record leasing of logistics 

space at what is one of Europe’s largest ports. We 

also witnessed plenty of commercial and residential 

property construction crane activity, pointing to an 

economy that is far from hobbled.  

 

The German office market remains relatively 

attractively priced, in rental and capital value terms, 

and it has been typically less volatile than many other 

office markets. It also provides exposure to the strong 

German economy without the potential regulatory 

headwinds that might be forthcoming for the German 

residential sector in the lead up to elections.   

 

In the UK, Brexit uncertainty continued during the 

quarter.  Whilst Prime Minister May triggered formal 

initiation of the Brexit process in late March, there are 

no assurances as to what could transpire over the 

next two years. Even then, clarity may still be absent.  

Against this backdrop, London real estate 

experienced slower office leasing volumes.  However 

there were some notable investment deals, focused 

on higher quality locations, as some investors adopted 

a stiff upper lip in the face of short-to-medium term 

uncertainty. We highlight a number of these 

transactions throughout the report. 

  

Retail Malaise – fear, fact and positioning 

 

Retail real estate stocks were among the worst 

performers in the March quarter – particularly in the 

U.S.  Challenges facing traditional bricks & mortar 

retailers continue to accelerate on a number of fronts 

– including new digital formats, changing consumer 

behaviors and rationalising excessive store networks.  

Uncertain policy measures, such as the 

aforementioned possible Border Adjustment Tax, 

further weigh on retail sentiment.  

 

Ecommerce is gaining mindshare and market share at 

the expense of physical stores.  As illustrated in the 

following chart, retail sales in the U.S. have begun to 

shift to on-line outlets over the past 17 years, they 

now represent nearly 20% of total retail spend. 
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Online Sales as % of Total U.S. Retail Sales 

 
Source: US Census, Resolution Capital 

Data: E-commerce sales/(Total US Retail Sales – Gas – F&B – 

Building materials – Motor Vehicles) 

 

To remain competitive and relevant, retailers are 

investing in on-line capabilities, seemingly at the 

expense of physical stores.  Richard Hayne, the 

Chairman and CEO of major U.S. retailer Urban 

Outfitters, recently stated, “Our highest priority is 

where we’ve had the most recent success:  digital… I 

don’t want to give the impression we are abandoning 

the store channel, we’re not... We will continue to 

invest in this channel, but relative to historic levels, 

store investment is trending downward.  It makes little 

sense to enter into many new long-term leases at this 

time, when all signs indicate that a similar lease will 

be less expensive in the near future.” Whilst we are 

yet to hear a retailer proclaim rents are too low, there 

seems to be an unusual level of validity to what is 

usually tenant jawboning. 

 

Traditional retailers need fewer physical stores. As a 

result, store closures are becoming an increasingly 

probable outcome for a range of retailers, particularly 

department stores and fashion retailers. 

 

Department Stores on the Firing Line 

 

Following another year of disappointments, spreading 

to hitherto stalwarts such as Nordstrom, the declining 

relevance of the department store concept appears to 

be accelerating.  These fears have become amplified 

recently as many saw sales trends worsen during the 

year and the traditionally strong Christmas sales 

period disappointed.  As a consequence, a wide range 

or retailers began to close stores in earnest, with no 

let-up in this trend envisioned in 2017. 

 

 

 

 

 

 

 

U.S. Department store sales 

 
Source: Morgan Stanley 

GAFO: General Merchandise, Apparel and Accessories, Furniture 

and Other Sales (retail sale categories), e.g. merchandise normally 

sold in department stores 

 

Whilst they pay little or no rents (thanks to their now 

fading glory days as traffic generators), department 

stores comprise circa 45% of U.S. mall GLA (Gross 

Leasable Area); the risk of snowballing store closures 

present significant releasing challenges.  The demise 

of the U.S. department store industry is not a new 

phenomenon and history is littered with the names of 

defunct retail chains.  However, the headline risk has 

almost never been higher with hundreds of store 

closings announced by several major department 

stores, including Macy’s, JC Penny and Sears. This 

ignores the more dramatic but increasingly likely 

Sears bankruptcy. 

 

U.S. malls are also more exposed to fashion tenants 

than in most other markets including Australia and 

Europe.  Fashion tenants are being hurt by changing 

consumer trends including the shift on-line.  

Millennials are buying fewer things (i.e. clothing and 

other goods) and spending more on experiences, 

such as restaurants and leisure activities. Hence, U.S. 

malls are facing a significant challenge to transform.  

 

Whilst malls are adapting by leasing proportionately 

more space to the growth categories as well as  

supporting their remaining tenants in their efforts to re-

engineer their businesses, landlords are being called 

on to invest significant levels of additional capital to do 

so.  In the past, malls have added space for 

incremental tenant demand, but arguably, we are now 

facing a different investment dynamic where there is 

less replacement tenant demand to take up space 

shed by struggling retail concepts. 

 

Strip shopping centers in the U.S. are also being 

afflicted by retailer malaise.  While these grocery and 

drugstore anchored properties are more necessity-

retail positioned than the department store anchored 

fashion-oriented regional malls, they too are being 

impacted by the shift of consumer spending on-line 
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and by the concurrent slowdown in physical store 

leasing traffic.  Although we reduced exposure to this 

segment substantially in the March quarter, the Fund 

performance was adversely impacted by exposure to 

the strip shopping sector.  

  

Bifurcation – only the strong survive. 

 

Store closures disproportionately affect weaker 

properties, while retailers embrace highly productive 

locations ever more.  Retailers realise that they must 

invest in the strongest locations in order to stay 

relevant to their customers.  At the same time, 

retailers increasingly hope that sales from their 

marginal locations can be more efficiently served 

digitally rather than physically.  It remains to be seen 

how loyal customers will be when their purchase 

activity shifts to on-line. 

 

In light of the pressures facing retailers and retail real 

estate, it is essential to understand that store closings 

have had a limited impact on high quality retail 

portfolios thus far, which is the segment of the market 

in which the Fund is focused.  Of the approximately 

325 announced U.S. department store closings, only 

12 have been in portfolios of the high quality listed 

mall REITs.  Simon Property Group (SPG) currently 

has only one empty anchor box in its mall portfolio.  

 

Replacing low-paying and underperforming anchors 

has historically been an attractive investment 

opportunity for the better quality mall owners.  Since 

2011, GGP has redeveloped 91 department stores 

and achieved an 11% yield on US$1.5bn cost.  

Nonetheless, the challenge will be the velocity of 

closures - widespread anchor vacancies would 

overwhelm the releasing opportunities and present 

capital requirements heretofore unseen by even the 

largest retail landlords. 

 

Moving right along … 

 

Capital raises: Raise equity, delever, invest, 

repeat 

 

During the quarter, numerous listed property 

companies raised equity to strengthen balance sheets 

and create capacity for future investment activity. 

Perhaps it was co-incidental, but nonetheless notable 

that the pace of capital raisings seemed to increase in 

the same quarter as the aforementioned hike in U.S. 

rates.   

 

In the U.S. the pace of capital raises in 2017 is 

running ahead of capital raised in last year’s peak. 

 

Historical REIT capital offerings by year & by Type

 
Source: Citi 

 

Equinix (EQIX), in the fast-growing data center 

segment, raised US$2.1bn in early March. The raise 

was a widely expected response to acquisition of 23 

data centers from Verizon which was announced in 

November 2016 but scheduled to settle in mid 2017. 

Thanks to robust industry leasing trends and its 

leading market position, Equinix’s stock traded 

strongly since the Verizon announcement, and since 

the recent share sale, it has continued to trade higher.   

 

Also, in March, European industrial property owner 

SEGRO (SGRO) raised £556m via a rights issue.  .  

When SGRO raised equity last year in part to further 

repair its balance sheet, we had doubts as to whether 

it had then raised enough capital to adequately fund 

its multi-year development program.  The March 

capital raise is being used for an acquisition that 

solidifies the company’s dominant position in the 

Heathrow logistics market and also to provide capital 

for future investment spend. 

 

SGRO bought its JV partner’s 50% stake in the Airport 

Property Partnership (APP), a £1.1bn portfolio of 21 

assets located in and around Heathrow, including 

several assets on-tarmac.  The investment yield is 

envisioned to increase from a low 4.2% to over 6% in 

three years.  Additionally, this acquisition positions 

SGRO to pursue densification opportunities in this 

submarket and to be well placed for Heathrow’s third 

runway expansion project.  The APP acquisition 

consumed £216m of the equity capital raised and with 

the additional £340m, SGRO’s leverage reduces from 

33% to 28%, which provides ample development 

capacity for the next 2-3 years.  

 

Out of the sub-prime ashes 

 

The single family rental sector made numerous 

headlines in the March quarter. This sector is 

relatively new in the U.S., only coming into existence 

in the wake of the global financial crisis (GFC) when 

private equity funds acquired repossessed homes 
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from financial institutions.  Having studied the listed 

sector since its infancy, we are constructive on the 

single-family rental sector which possesses an 

improving earnings outlook driven by gains in 

occupancy and rents and expense efficiencies borne 

from operational scale.  It is one of the few property 

sectors with the prospect of accelerating earnings 

growth over the next few years. 

 

During the quarter, Blackstone IPO’d its single-family 

rental business, Invitation Homes (INVH), raising 

US$1.5bn in the largest REIT IPO equity raise in the 

history of the U.S. REIT industry.  Overnight, the 

sector gained another behemoth equal in size to the 

existing heavyweight, American Homes 4 Rent 

(AMH).   

 

In March, Colony-Starwood Homes (SFR), a smaller 

listed vehicle, did a significant capital raise including 

primary and secondary shares.  Formed a couple of 

years prior via the combination of smaller private and 

public vehicles, this was the company’s first full-blown 

public market equity offering.   Proceeds from the 

primary shares issue will be used to fund further 

investment activity..  Later in March, American Homes 

4 Rent, raised US$300m, including a US$50m tranche 

purchased by the company’s founder.  The proceeds 

are slated to repay some secured financings and to 

position the company for an investment grade credit 

rating.   Earlier in the quarter, a Canadian fund, Tricon 

Capital, agreed to acquire the smaller and highly 

leveraged Silver Bay Realty (SBY) for US$1.4bn. 

 

With moderation the word for most sectors currently, 

Single Family Rentals’ improving earnings profile is a 

noteworthy distinguishing factor. 

 

Office: Values higher, rents not so much  

 

The trajectory of growth continued to moderate in 

several major U.S. and European office markets, 

while it remained comparatively strong in parts of 

Asia.  In London, Brexit uncertainty led to lower 

leasing volumes.  There were nevertheless, some 

noteworthy transactions which highlight continued 

strong demand for prime assets in core markets.  In 

February, Great Portland Estates (GPOR) sold the 

office and retail portion of its Rathbone Place 

development near Tottenham Court Road station to 

two German funds for £435m, equating to £1,620 psf 

and a net initial yield of 4.25%. The soon to be 

completed office space was fully pre-leased to 

Facebook for 15 years.  GPOR will pay a special 

dividend with part of the proceeds and further de-lever 

its balance sheet to a proforma 10.7% LTV ratio. In 

March, Oxford Properties and British Land (BLND) 

announced the sale of 122 Leadenhall Street in the 

City of London, aka The Cheesegrater, for £1,150m, 

representing a net initial yield of 3.5% and £1,890 psf 

to a Chinese based buyer. 

 

One interesting transaction  involved Derwent London 

(DLN) which involved a major lease and asset sale.  

On the leasing side, Derwent announced a 35% 

prelease of its 80 Charlotte Street, London 

development to Arup Group, an engineering company 

whose commitment to London continues despite 

Brexit concerns and represents growth in their total 

floor space.  Arup is leasing the five lower floors of the 

main building with a main floor rent of £75 psf.  

Moreover, the first 15 years of lease have annual 

2.25% rent escalators, before reverting to upward only 

reviews for the last 5 years of the lease.  

Concurrently, Arup agreed to acquire Derwent’s 8 

Fitzroy Place building for £197m or £1330 psf.  This 

was already an asset that Arup had fully leased 

through 2033, so its purchase further reinforces its 

London commitment.  Following the sale of this asset, 

along with proceeds from another sale, Derwent 

announced its intention to return capital to 

shareholders via a special 52p dividend. 

 

Other significant transactions in other parts of the 

world included,  

 

- In Los Angeles, a JV between portfolio holding 

Douglas Emmett (DEI) and Qatar Investment 

Authority is believed to be the acquirer of 1299 

Ocean Avenue in Santa Monica from Blackstone 

for US$290m or US$1,400 psf and a sub 5% cap 

rate.  (According to market sources, this 

transaction, which has not yet been officially 

announced by the company, is in the final stages 

of documentation.) 

- In New York, Chinese conglomerate, HNA Group, 

agreed to purchase 245 Park Avenue for 

US$2.2bn or just over US$1,200 psf and GIC 

acquired a 95% stake in Paramount’s 60 Wall 

Street for US$1.04bn or nearly US$650 psf. 

 

Leasing conditions remain tight in Hong Kong and in 

Sydney.  In Hong Kong, rents in Central remain near 

peak levels buoyed by strong demand from Chinese 

based tenants.  Recently, investment manager, 

Alliance Bernstein and law firm, Freshfields, 

separately announced they would relocate from 

Central to Island East. Their spaces are expected to 

be hoovered up by expanding Chinese firms. 

 

In Australia, Sydney continues to enjoy strong 

conditions with limited large space availability, 

reducing concessions and strong face rent growth, 
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particularly for lower A and B grade stock.  Sydney 

should remain a landlords’ market for at least a couple 

of years as a lack of significant new supply until 2019 

and stock withdrawals for other uses drives down 

vacancy rates.    

 

As well as trips to London and Germany, during the 

March quarter, the team conducted market research 

tours of Tokyo, Hong Kong, New York and Stockholm. 

In London, we noted that uncertainties related to 

Brexit were causing leasing activity to slow down, as 

previously noted.  We also believed that pockets of 

activity were continuing, and that some listed UK 

REITs were creating industry leading work 

environments that would likely find suitable tenants 

even in uncertain times 

 

In Tokyo, our meetings and tours reinforced our view 

that market fundamentals were solid and continued to 

strengthen, albeit slowly.  Effective office rents were 

edging slightly higher on the back of strengthening 

office tenant demand and low vacancies.  Supply is 

ramping, but 15 million sq. ft. on a 350 million sq. ft. 

base to be delivered through 2019 seems a 

manageable level in our view. It is consistent with 

historic trend, as the following chart illustrates. 

 

Tokyo new office supply as of total market 

inventory 

 
Source: Miki Shoji, BofA Merrill Lynch Global Research 

 

Hong Kong Residential – crowding out the locals 

Residential condominium prices continue to have an 

upward bias in Hong Kong.  Past government 

measures have cooled segments on the market, such 

as foreign speculators, but the bottom line for Hong 

Kong is that natural demand growth (i.e., demographic 

growth) continues to exceed the volume of units 

created by new construction. This supply-demand 

imbalance creates natural pricing tension across the 

housing spectrum. 

 

Lately, Hong Kong developers have been 

unsuccessful in acquiring land to replenish their 

residential land holdings.  In the past few months, the 

land acquisition market in Hong Kong has become 

dominated by Chinese entities, developers and non-

developers alike.  These investors are presumed to be 

motivated to shift capital out of a weakening RMB and 

into a more stable currency, such as the HKD.  They 

also may view the HK residential market as o.k. value 

relative to the white-hot pricing seen in China’s tier 

one cities.  Yes, to some, Hong Kong physical 

property may screen cheap.  We find it hard to 

subscribe to this view, but we do see the shares of 

listed developers trading at exaggerated discounts.  

Looking forward, the crowding out by China based 

entities does present longer term challenges for Hong 

Kong developers and the sustainability of their 

residential development business models.  However, 

should the Chinese interest falter, the strong balance 

sheets of the Hong Kong developers should enable 

them to quickly take advantage of any pricing 

disruption which may occur. Additionally, the local 

developers own large tracts of un-zoned ‘farmland’ 

which could benefit from more speedy conversion to 

residential zoning if the government is serious about 

increasing supply to address affordability concerns. 

 

Shifting focus from warmer climes to near the Artic 

Circle, in early 2017, we travelled to Sweden for a 

market update of Stockholm and Gothenburg.  Visiting 

Sweden in January is certainly no holiday – it is cold 

and the days are short.  Nonetheless, our time there 

reinforced our view of the strength of the market 

buoyed by robust tenant demand and visible but still 

limited supply.   

 

Across three days of company meetings and property 

tours the tone was almost universally positive - an 

occurrence which generally gives us pause.  

Nevertheless, underlying fundamentals in key market 

segments remain supportive.  CBD office markets are 

benefitting from healthy tenant demand, low vacancy 

and a delayed supply response.  Our meetings with 

office landlords highlighted lengthy approval 

processes for new development and a Government 

focus on housing supply as key handbrakes to new 

development.  With limited supply until 2019, office 

rents are expected to continue to increase generating 

healthy rental growth for landlords.  

 

Positive sentiment also extended to investment 

markets. Despite asset pricing being at all time highs 

domestic and foreign institutions are actively 

searching for new investments. Positive fundamentals 

coupled with the relatively stability of Sweden being 

outside the EU are no doubt supporting demand.   
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Speaking of Sweden… 

 

Sweden – potential changes in tax laws 

overhang the sector 

 

In February, rumors started to circulate about possible 

changes to Swedish tax laws that could adversely 

impact real estate by increasing transfer costs in the 

property sector.  In Sweden, many commercial 

properties are held in Special Purpose Vehicles 

(SPVs) which allow owners to avoid the 4.25% 

transfer duties when a property is sold as well as for 

capital gains taxes to be deferred in perpetuity.  

Throughout March, Swedish property stocks were 

under pressure..  At the end of March, the rumor was 

validated by the tax authorities and subject to a rather 

opaque process in Sweden, it looked set to become 

enacted for 2018. 

 

As an important postscript in early April, the push for 

these tax changes was surprisingly reversed, and we 

now understand the effort to be dead in the water.  

Apparently, there were concerns about the technical 

implementation of calculating deferred taxes 

retroactively, including periods when an owner may 

not have owned an asset.  Probably more importantly 

was that it had been slated to also be applied to 

residential property, a widely owned asset in Sweden, 

which made the proposal a political non-starter. 

 

For now, we can rest easy that changes in tax laws in 

Sweden will not be shareholder value destructive.  

However, we believe factors motivating this tax 

initiative may possibly reappear elsewhere.  

Fundamentally, this initiative represented an effort for 

revenue-challenged governments to claw back some 

of the enormous value gains in the property sector 

since the GFC.  While this chapter may be over, the 

book is probably not finished. 

 

Outlook 

 

Real estate operating conditions generally remain 

firm, but most sectors are in the back half of the 

operational cycle.  Occupancies have fully rebounded, 

and further gains will be hard to come by.  Rent 

construction growth has been a mix of ok-to-strong, 

but with new supply coming on line, outsized rent 

appreciation is likely historic. 

 

Multiple factors are behind the moderating growth 

environment. 

 

First, strong conditions in recent years and firm asset 

pricing have generated a supply response in select 

property sectors and markets which diminishes 

landlords’ pricing power. For instance, we are seeing 

this in U.S. multifamily and self storage.  As the 

following chart illustrates, supply is down slightly from 

recent cycle highs and remains in line with historic 

trends.  Nonetheless, it has been enough to be a 

release valve that limits rent appreciation. 

 

U.S. Multifamily sector construction starts 

 
Source: CBRE and Citi Research 

 

Second, political uncertainties, which increase the risk 

profile of many asset classes, are creating a hiatus in 

tenant demand in various real estate segments.   We 

believe tenant hesitancy will dissipate over time as 

lease expiries force space decisions.  Following the 

Brexit surprise last year, for instance, office leasing in 

London is slowly beginning to show signs of life again. 

 

Finally, secular shifts in the competitive landscape are 

likely to create more enduring challenges.  Retail real 

estate is in the crosshairs of distribution efficiencies 

created by on-line retail channels, and the shift to on-

line seems to be snowballing, which is leading to a 

rationalization of physical store networks.  Over time, 

we expect stronger physical locations to coexist with 

internet-based retail, but on this multi-year journey, 

there will be negative headwinds, and more marginal 

retail will at best struggle to survive. 

There are exceptions of course elsewhere in real 

estate, where growth still has plenty of runway ahead.  

Industrial property continues to experience strong 

demand bolstered by ecommerce’s infill distribution 

requirements.  Also, Hong Kong and Sydney offices 

stand out as benefiting from strong demand and a 

supply response that is still a few years away in size, 

whereas other core markets, such as London, New 

York and San Francisco have more limited growth 

trajectories given rising supply and tempered demand 

outlooks.  Finally, data centers are experiencing 

secular upswings on the back of rising tenant 

requirements, and regular readers will have observed 

the Fund’s increased exposure to this sector in the 

past year. 
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We find publicly listed real estate to be trading at 

discounts to underlying asset value.  REITs possess 

stable capital structures with manageable leverage 

levels and maturity profiles.  Slowing growth and 

operating challenges notwithstanding, we remain 

constructive on the investment opportunities in the 

listed real estate market. 

 

ESG – Kilroy Realty showcase  

 

During the quarter we hosted a presentation for clients 

in Sydney with Sara Neff, the Senior Vice President of 

Sustainability for Kilroy Realty Corporation (KRC). 

KRC is a U.S. West Coast owner and developer of 

office assets focused on the technology and media 

industries. KRC are at the forefront of developing 

environmentally efficient buildings in the U.S. and also 

has the highest disclosed GRESB rating in our global 

portfolio.   

 

Sara shared her insights into KRC’s journey to being 

named the number one real estate company across 

all asset classes on sustainability in North America by 

GRESB, an honor they have now won three times in a 

row. Since 2010, at KRC, Sara has overseen all 

sustainability initiatives such as the implementation of 

all energy and water efficiency projects, recycling and 

green cleaning, LEED certifications, green leasing, 

and the greening of building standards. Sara also 

presented on specific initiatives they are currently 

working on in the portfolio, including better tenant 

engagement, electric car recharging stations and the 

installation of solar power and batteries on their 

properties. 
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Contact Details 

 

Robert Promisel 

Portfolio Manager 
Email: robert.promisel@resolutioncap.com 

 

Andrew Parsons 

Managing Director - Portfolio Manager 
Email: andrew.parsons@resolutioncapital.com.au 

 

Marco Colantonio 

Portfolio Manager 
Email: marco.colantonio@resolutioncapital.com.au 

 

Jan de Vos 

Portfolio Manager 
Email: jan.devos@resolutioncapital.com.au 

 
 
 

Resolution Capital Limited 

Level 38 
Australia Square Tower 
264 George Street 
Sydney NSW 2000 

 

  

GPO Box 553 
Sydney NSW 2001 

Tel: +61 2 8258 9188 
Fax: +61 2 8258 9199 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Interests in the Resolution Capital Global Property Securities Fund (‘Fund’) (ARSN 128 122 118) are issued by Pinnacle Fund S ervices Limited, 
ABN 29 082 494 362, AFSL 238371, as responsible entity of the Fund. Pinnacle Fund Services Limited is not licensed to provide financial 

product advice.  You should consider the Product Disclosure Statement of the Fund available at www.rescap.com/funds/in its entirety before 
making an investment decision. Resolution Capital Limited (‘Resolution Capital’) (ABN 50 108 584 167 AFSL 274491) is the investment manager 
of the Fund.  Pinnacle Fund Services Limited and Resolution Capital believe the information contained in this communication is reliable, however 

its accuracy, reliability or completeness is not guaranteed. Any opinions or forecasts reflect the judgment and assumptions of Resolution Capital 
and its representatives on the basis of information at the date of publication and may later change without notice.  The information in this 
communication is not intended as a securities recommendation or statement of opinion intended to influence a person or persons in making a 

decision in relation to investment. This communication is for general information only. It has been prepared without taking account of any 
person’s objectives, financial situation or needs. Any persons relying on this information should obtain professional advice before doing so. Past 
performance is not a reliable indicator of future performance. 
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