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Global Real Estate Securities 

Fund Investment Performance 

 
The Resolution Capital Global Property Securities Fund (Hedged) – Series II outperformed the FTSE 
EPRA/NAREIT Developed Index (AUD Hedged) Net TRI by 34 basis points for the quarter ending 30 September 
2017. 
 

Period Ending 30 September 2017* 

 
Quarter 

% 
1 Year 

% 
3 Years 

% p.a. 
5 Years 

% p.a. 
7 Years 

% p.a. 

Since 
Inception# 

% p.a. 

Fund (after fees)^ 1.38 6.43 10.43 10.44 10.42 3.39 

Benchmark+ 1.04 1.94 8.95 11.04 11.34 5.68 

Difference 0.34 4.49 1.48 -0.60 -0.92 -2.29 

 

Resolution Capital Global Property Securities Fund (Hedged) – Series II Unit Price 

    Net Entry  Net Exit 

30 September 2017    $1.0679 $ 1.0615 

30 June 2017^    $1.0533 $1.0470 

^ Ex distribution of 2.3646 cents per unit as at 30 June 2017. 

 

 

 
  

* Net returns are expressed after deducting investment management costs. Past performance is not a reliable indicator of future performance. 
# 1 April 2006. 

^ Please note this Fund was previously known as the Perennial hedged global Property Wholesale Trust. Resolution Capital was appointed manager 

of the Fund effective 1 November 2014. 
+ Benchmark is FTSE EPRA/NAREIT Developed Index (AUD Hedged) Net TRI to 1 November 2014. Thereafter UBS Global Real Estate Investors 

Index (AUD Hedged) Net TRI.  From 1 April 2015, FTSE EPRA/NAREIT Developed Index (AUD Hedged) Net TRI.  
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Market Performance 
 

Market Overview 

  

30 Sep 17 30 Jun 17 

Quarterly 

Total 

Returns 

FTSE EPRA/NAREIT Developed Index (unhedged in AUD Net TR) 3,663 3,688 -0.7% 

FTSE EPRA/NAREIT Developed Index (hedged in AUD Net TR) 2,461 2,435 1.0% 

S&P/ASX 300 (GICS) Property (Accum) 43,579 42,751 1.9% 

S&P/ASX 300 Index (Accum) 55,432 54,993 0.8% 

US 10 Year Bonds 2.31% 2.27%   

AU 10 Year Bonds 2.85% 2.49%   

A$/US$ 0.78 0.77 2.3% 

Source: Bloomberg 

Commentary 

The FTSE EPRA NAREIT Developed Index Net TR 

produced a total return of 1.0% in A$ hedged terms for 

the quarter ending 30 September 2017. 

 

The Resolution Capital Global Property Securities 

Fund (Hedged) – Series II outperformed the 

benchmark, producing a total return of 1.38% for the 

quarter. 

 

REIT sub-sector return dispersion remains elevated, 

with more than ten percentage points performance 

spread between the best (industrial/logistics +5.4% 

total return) and worst (healthcare -5.5%) performing 

sectors over the three month period.  

 

Healthcare REIT weakness was due to elevated US 

senior housing supply, rising expense (wages) 

pressure and tenant credit issues triggering earnings 

downgrades. The Fund maintains a significant under 

benchmark weight to US healthcare which contributed 

to outperformance for the quarter.  

 

Industrial REITs were the strongest performer as the  

e-commerce supply-chain evolution continues to drive 

upward revisions to space demand and rent growth. 

The Fund’s exposure to LSE listed Segro (SGRO) and 

NYSE listed Prologis (PLD) and Terreno (TRNO) 

contributed positively to performance. 

 

 

 

REIT sub-sector total returns 3 and 12 months to 30 

September 2017 

 
Source: Factset, RCL – note sectors are per RCL classification  

 

From a regional perspective, Hong Kong was the best 

performing market in local currency terms over the 

quarter. Several Hong Kong property developers were 

buoyed by the prospects of converting their long-held 

farmland investments into residential use while a  

new-found focus by some property companies on 

restructuring to improve shareholder returns also 

boosted stock prices. 

 

Japan was the weakest performing market reflecting 

uninspiring quarterly earnings results, geopolitical 

tensions involving North Korea and reflation hopes 

dashed. 
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Regional Returns for the quarter ended September 

2017 

 
Source: FTSE 

 

Yield play or total return focused? 

The September quarter was marked by the significant 

decision of the US Fed to wind back its Quantitative 

Easing (QE) program and restate its intention to raise 

interest rates over the coming year. Other central 

banks are also taking a more hawkish stance on policy 

settings as a result of improving global economic 

growth, stronger employment data and expectations of 

a pick-up in inflation. The Bank of Canada hiked rates 

for the first time in almost seven years at its July 

meeting. Meanwhile the European Central Bank said it 

would outline its plan to phase out its bond buying 

stimulus program at its next meeting in October 

(although it also said that low interest rates are likely to 

stay in place until 2019) and the Bank of England 

continued to make noises about raising interest rates in 

coming months. 

 

Listed REIT markets did not appear to be particularly 

hurt by these developments. Many commentators have 

argued that REITs (together with other yield oriented 

sectors) have benefited disproportionately from an 

extended period of monetary policy stimulus post the 

GFC. While ‘the hunt for yield’ has certainly been a 

factor, we contend that REITs have not been simply a 

yield play but rather a total return story fueled by yield 

plus earnings growth. If the world was so driven by 

yield, how does one explain that vintage cars and other 

non-income yielding assets are also being valued at or 

near all time highs? Improved confidence and low 

interest rates have boosted most asset values – that 

was the idea of central banks emergency interest rate 

settings and QE policies. Naturally assets which have 

performed best are those with limited supply and 

increasing demand to drive superior growth.  

                                                
1 FFO or Funds from Operations metric used for real estate which 
adds back depreciation 

As highlighted in the following graph, over the past 5 

years REITs have delivered higher and more 

consistent earnings1 per share growth than broader 

equities due to supportive rental growth (underpinned 

by the GFC-induced hiatus in new construction supply) 

and lower finance costs (given debt is a more 

significant part of REITs capital structure). 

  

Global Earnings: REITs FFOps and Equities EPS 

growth rolling 12 months 

 
Source: UBS 

 

Consistent with this, we believe it is not coincidental 

that REITs have underperformed equities more 

recently because the earnings profile of the corporate 

sector is now showing clear signs of improvement. 

Hence, we believe this dynamic has led to a rotation 

out of REITs and into equities. 

 

This improved outlook for corporate earnings growth 

will be accentuated if the Trump administration can 

deliver on its promised corporate tax cuts. As REITs 

pay little or no tax, they will have to rely on indirect 

benefits. 

 

In relation to capital structures we acknowledge REITs 

are more levered than many other traditional 

investment classes. The long term trend of declining 

interest rates has therefore enhanced earnings per 

share growth. This particular dynamic has largely 

played out and the risk seems to be tilted towards 

future headwinds. Pleasingly, many REITs have 

reduced leverage and extended maturities and are well 

hedged to cushion the near term impact of any interest 

rate increases. As we will discuss later, management 

focus is shifting to capital recycling initiatives.  
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REITurning Capital 

REITs are able to be benchmarked against direct 

property market transactional evidence. This facet is a 

compelling attribute – it is in effect a fungible 

instrument. 

 

Hence, if REITs trade below direct market pricing 

benchmarks they can liquidate assets or the entire 

REIT itself and return capital to shareholders. 

 

In the current environment where many REITs are 

trading at discounts to private market values, we have 

witnessed an increased number of REITs focusing on 

capital management initiatives, selling assets and 

returning proceeds to shareholders in the form of 

special dividends or share buy-backs. This represents 

a shift from the previous bias towards buying  

less-mature assets or developing new buildings. 

 

An example of this was Landsec (LAND) selling its 50% 

share of the 'Walkie Talkie' office tower at 20 

Fenchurch Street, London for over £640m, crystalising 

a massive development profit on the cost of the 

property, and returning capital to shareholders in the 

form of a £475m special dividend during the quarter. 

The sale, to Hong Kong based Chinese herbal 

healthcare company LKK Health Products Group, 

reflected a strong yield of 3.4% and a 13% premium to 

most recent appraisal value, while LAND shares trade 

at a 28% discount to appraised Net Asset Value (NAV). 

 

REIT-urning Capital 

 
*Special dividends 

Source: RCL, Company Reports 

 

Not every case results in all sale proceeds being 

returned to shareholders as some REITs continue to 

see value recycling sale proceeds into property 

development.  

 

European mall REIT Unibail (UL) recently confirmed it 

had sold €526m of assets at a yield of 4.1% reflecting 

a 17% premium to December 2016 book values. The 

company also outlined plans to accelerate its asset 

divestment program with estimates indicating over 

€1.5bn (or circa 4% of total assets) are in the process 

of being sold.  UL is trading around book value hence 

a share buy-back is harder to justify. As it has done in 

the past, UL is willing to wear short-term earnings 

dilution until the proceeds can be re-deployed into the 

development pipeline. 

Of course critics will argue that capital returns signal 

that management cannot see value in the real estate 

space to invest on a value and earnings accretive 

basis. We tend to favour the view that it is a disciplined 

response at this point in the cycle where values are 

above replacement cost in most markets. Pleasingly 

most are not leveraging up to finance buy-backs. 

Hong Kong cynosure  

The Hong Kong listed property sector has long been 

reluctant to sell investment properties and is 

characterised by family-dominated entities unwilling to 

reduce the size of their empires despite an apparent 

conglomerate discount. The Hong Kong commercial 

property market remains tightly held which often 

become a self-perpetuating phenomenon as owners 

are reluctant to sell knowing how difficult it is to  

re-enter. Investors in publicly traded real estate 

therefore become reticent to bid up stock prices close 

to underlying private market values as the companies 

rarely prove they are willing to realise such values. So 

it was with some interest that a number of entities are 

beginning to narrow their focus or are proposing to 

restructure in an apparent attempt to improve 

shareholder returns. 

 

Wharf (4-HK) recently confirmed its intention to spin-off 

the majority of its Hong Kong investment portfolio into 

a separate entity, Wharf Real Estate Investment 

Company. The demerged company will hold a portfolio 

of six premium investment properties in Hong Kong 

including Harbour City, Times Square, Plaza 

Hollywood, Crawford House, Wheelock House and The 

Murray. Like many Hong Kong property companies, 

Wharf has long traded at a significant discount to 

appraisal based net asset value. While the investment 

property spin co has some appeal as a stand-alone 

Hong Kong retail specialist, we are sceptical about the 

prospects of the balance of the company (remainco) 

which will comprise mixed use office/retail complexes 

in mainland China as well as residential developments 

in both Hong Kong and the mainland. Nevertheless, 

Wharf shares performed strongly on the demerger 

announcement.  

 

More surprising (to us sceptics of asset-accumulating 

externally managed REITs) was the announcement by 

Company
Program 

Amount

Program % of 

equity market 

cap

Amount 

done

Amount done 

% of equity 

market cap

SLGreen US$1,000m 9.6% US$253m 2.4%

Vastned €50m 7.7% €29.9m 4.6%

LandSec* £475m 5.8% £475m 5.8%

British Land £300m 5.0% £73m 1.2%

Klepierre €500m 5.0% €350m 3.3%

Investa Office A$137m 5.0% A$66m 2.4%

Vicinity A$540m 5.0% A$140m 1.3%

Cheung Kong 5.0% HK$7,000m 2.9%

Great Portland* £110m 4.6% £110m 4.6%

Equity Commonwealth US$150m 4.0% 43.40 1.1%

Unibail €750m 3.5% €7m 0.0%

Derwent London* £58m 1.9% £58m 1.9%
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Champion REIT (2778-HK) that it will explore the 

possibility of disposing its stake in the Langham Place 

Office Tower which makes up approximately 12% of its 

portfolio value. The company cited the current 

favourable commercial property market conditions in 

Hong Kong as the reason for the sale. The stock has 

persistently traded at circa 0.5x book value and briefly 

spiked to 0.7x book value on the announcement. 

 

Even Link REIT (823-HK), an internally managed Hong 

Kong REIT that hasn’t been afraid to cull non-core 

assets in the past, announced that it was conducting a 

strategic review to further optimise its asset portfolio 

and maximise value for unitholders. Management is 

reportedly considering divesting up to 8% of its Hong 

Kong portfolio and will likely re-invest the proceeds into 

China. 

Supply and the property cycle  

The broad backdrop of improving global economic 

growth, historically low inflation and improving 

corporate profitability is a sound one for landlords. 

What REIT investors must now be concerned with is 

the nature of economic growth (that it leads to demand 

for tenant leasing) and that increasing construction 

does not create oversupply. The property cycle 101! 

 

As we noted last quarter, from our travels we have 

been struck by the multitude of cranes visible on city 

skylines from Johannesburg to Sydney to Auckland, 

Tokyo, Paris, London, Singapore, Frankfurt, Toronto, 

New York and San Francisco. For many markets there 

is, as yet, no sign of a glut of space, indeed the activity 

is an outcome of catch-up after the dearth of activity in 

the half decade after the GFC. The activity is 

dominated by residential development plus a mix of 

infrastructure and commercial buildings (office and 

industrial). Occupier demand for these segments has 

largely been robust, underpinned by the shift toward 

inner city living and evolving technology.  

 

There are pockets of oversupply, for example in US 

senior housing, US self storage and Osaka logistics, 

which is weighing on rent growth in these sectors. US 

tax reforms have the potential to induce further supply 

if the current depreciation rules are changed to 

immediate expensing of capital investment.  

 

US Senior Housing Construction Starts and 

Inventory Growth 

 
Source: NIC, BofaML 

 

Given the breadth of building activity, improving 

economic growth and low unemployment, it should be 

unsurprising that central banks would begin to wind 

back emergency policy settings. These moves have 

been well telegraphed and may already be factored into 

investor expectations, as evidenced when the 

Canadian REIT market barely blinked after the Bank of 

Canada hiked rates in July. 

 

The challenge will be to identify real estate which can 

generate real rental growth, to act as a hedge against 

inflation – one of the fundamental tenets that real estate 

and REITs should offer as a store of wealth. 

 

Anecdotally, we are seeing reasonable levels of 

construction cost inflation, most notably due to scarcity 

of skilled labour. Rising finance costs also add to the 

development cost equation. This provides mixed news 

for markets – replacement cost rents (the level of new 

rents needed to justify new construction) are rising 

which provides a buffer against the threat to existing 

building owners of more competition. But it also points 

to risks for those REITs undertaking development 

activity.  

 

For much of this cycle, REITs with access to capital 

were able to develop new assets at good rates of return 

while private merchant developers struggled to raise 

traditional bank finance. With more REIT managers 

commenting that we are close to the top of the property 

cycle, many do not see the point in increasing 

development exposure beyond current levels and 

some are moderating the activity or requiring higher 

levels of pre-leasing before commencing.  

London developments 

Interestingly, tenant demand is robust enough to 

stimulate some development projects even in London 

where Brexit uncertainty was expected to stifle such 

activity. 
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Landsec pre-let almost all of its 52,000 sqm office 

development site at 21 Moorfield to Deutsche Bank for 

25 years as its new London headquarters. This project 

is noteworthy given Landsec’s stated intention of 

reducing its development activity, and would not have 

otherwise progressed at this point in the cycle without 

significant tenant pre-commitment.  

 

Derwent London (DLN) also made leasing progress at 

its 35,000 sqm 80 Charlotte Street development project 

with Arup expanding its earlier commitment to the 

building and a new lease to Boston Consulting Group 

taking the project to over 80% leased more than a year 

before completion. DLN was encouraged enough to 

announce it would kick-start another 25,000 sqm 

development project at 1 Oxford Street (atop 

Tottenham Court Tube station) in the second half of 

2018.  

 

These major lease deals highlight business remains 

committed to London as a source of talent and capital. 

Real estate whales tamed? 

Chinese capital has emerged as a major buyer of both 

commercial and residential real estate globally over the 

past few years. Chinese outbound commercial property 

investment volumes set a record high of US$38bn in 

2016. This year is set to be another big one with 

China’s sovereign wealth fund CIC buying Blackstone’s 

European logistics property platform Logicor for 

€12.25bn (A$18.3bn). 

 

Chinese outbound commercial property 

investments 

 
Source: Morgan Stanley 

 

Late last quarter news broke that the Chinese banking 

regulator was scrutinising the borrowings of some of 

the country’s top overseas real estate deal makers, 

including Dalian Wanda Group, HNA Group, Fosun 

International and Anbang Insurance Group. The news 

triggered speculation that there could be forced sellers 

of high profile assets although this was denied by the 

companies involved.  

 

Perhaps the Chinese government is seeking to curb the 

exodus of capital (apart from its “belt and road” related 

investments). However, reports that Dalian Wanda had 

quickly on-sold a £470m development site in London’s 

Nine Elms to other Chinese investors indicate that the 

issue may be specific to the companies targeted. 

 

Recent reports also suggested Qatar’s sovereign 

wealth fund will curtail its offshore investment program. 

Qatar has been a large investor in UK, US and 

Singapore real estate over the past few years. 

Meanwhile, US pension fund California Public 

Employees’ Retirement System (CalPERs) has 

reduced its real estate investment program. While 

CalPERs is still targeting to invest circa US$4bn in real 

estate over the coming 12 months, that amount is 

around half the amount invested two years ago.  

 

Meanwhile, Canadian pension funds have increased 

their real estate allocations from 6% to 13% over the 

past decade, prompting questions about where to from 

here. 

 

We also note that transaction volumes in the US direct 

commercial real estate market are on track to  

under-shoot levels seen in the past two years and 

foreign capital inflows into US real estate have declined 

from 2015 levels. 

 

Anecdotally however we continue to hear of nascent 

significant appetite for real estate from other investors. 

For example, following changes to investment policies, 

Japan’s pension funds, headed by GPIF and Japan 

Post, are expected to emerge as prominent acquisitors 

of global real estate over the next 12-18 months. 

Unlisted property funds continue to report equity 

queues for additional investments, particularly as the 

denominator effect of rising equity markets keeps real 

estate allocations below target. 

 

Closed End Private Real Estate Funds Dry Powder 

 
Source: Citi Research, Preqin Real Estate Online 
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One of the larger investment deals concluded this 

quarter was Japanese property company Mitsui 

Fudosan (8801) committing to pay approximately  

US$3.2bn to acquire a 90% interest in an office tower 

to be developed in the Hudson Yards precinct in New 

York City.  The project at 50 Hudson Yards has secured 

a pre-commitment from Blackrock to lease 

approximately 30% of the 2.8m sqft tower when it 

completes in 2023.  

 

We shouldn’t yet conclude that local investors have 

been completely crowded out by the foreign whales. In 

Singapore, local REIT CapitaLand Commercial (CCT) 

acquired Asia Square Tower 2 for S$2.1bn reflecting a 

yield of 3.6%. In Sydney, AMP Wholesale Office Fund 

and UniSuper acquired a 49.9% stake in the Wynyard 

Place development project for approximately A$900m 

at a reported 4.75% yield. In New York, local players 

SLGreen (SLG) and RXR entered into an agreement to 

acquire a 48.7% stake in Worldwide Plaza, for a gross 

value of US$1.725bn, equivalent to US$842 per sqft 

and an estimated 4.8% cap rate.  

M&A 

In an environment where REITs are trading at 

discounts to private market values, and many 

management teams are talking about real estate 

markets being late cycle, as we have flagged 

previously, we expect to see more M&A activity.  

 

The largest public to private deal for some time was 

finally consummated during the quarter after a long 

gestation period. Singapore listed Global Logistic 

Properties (GLP) announced that it received a bid to 

privatise the company from a management-backed 

consortium. The stock had traded at a discount to book 

value after governance concerns were raised in a 2014 

transaction, eventually triggering a strategic review at 

the instigation of its largest shareholder GIC. The offer 

values the equity at S$15.8bn which is 64% above the 

price at which GLP traded before the strategic review 

was announced in December 2016, and reflects 

approximately 1.3x book value.  

 

Listed real estate M&A volume US$ 

 
Source: Dealogic, M&A Analytics 

 

Public to public merger deals are also likely to occur as 

management teams either seek cost savings and 

refinancing opportunities, or simply want out while the 

going is good. Single-family home owners Starwood 

Waypoint (SFR) and Invitation Homes (INVH) 

announced a stock-for-stock merger of equals this 

quarter which is expected to drive US$45-50m of 

annual cost synergies at stabilisation. Shares in both 

companies performed strongly since the 

announcement.  

The Amaz-on-ing Race 

Amazon’s announcement that it is looking for a location 

in North America to establish its second headquarters 

(“HQ2”) has the potential to have profound implications 

for the real estate industry (or a complete hoodwink if 

Amazon’s model turns to dust). Scepticism aside, there 

may be no greater prize for a city and real estate 

owners/developers who win the right to become 

Amazon’s second home. The prospect of an additional 

50,000 direct jobs requiring up to 8 million sqft of office 

accommodation ensures the bidding will be intense.  

 

Amazon has outlined its preference for:  

- Metropolitan areas with more than one million 

people with a highly educated workforce, strong 

university system, optimal fibre connectivity and 

transport infrastructure 

- A stable and business-friendly environment and tax 

structure (including incentives to offset initial 

capital outlay) 

- An expeditious timetable to initiate phase 1 of 

occupation by 2019 including zoning, infrastructure 

and site access  

- A highly sustainable built environment. 

 

Cost and size constraints will likely rule out many of the 

larger coastal cities where the bulk of US REITs are 

focused. Gateway cities are also likely to be relatively 

less inclined to provide tax incentives.  President 

Trump’s desire to tighten immigration policy is also a 
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headwind for US tech companies looking for suitably 

qualified engineers – a problem that boosts Canada’s 

chances of luring Amazon and other tech companies.  

 

While Amazon has not specifically included cost 

thresholds in its published criteria (office rents and 

employee living costs), it would certainly be an 

important factor that may rule out cities which are 

relatively unaffordable compared to Seattle. The 

following table highlights office and multifamily rents for 

a number of potential candidate cities. Notably many 

have lower absolute multifamily rents but Seattle 

enjoys the (equal) lowest rent to income ratio, indicative 

of the relatively high incomes that Amazon could bring 

to the winning city. 

 

Office and multifamily rents select cities 

 
Source: JLL, Zillow, rentcafe, Statcan 

 

US tech/non-tech cumulative jobs growth 

 
Source: CBRE Research, U.S. Bureau of Labor Statistics, BXP 

Jeff Bezos’ decision to locate in Seattle when he 

established Amazon in 1994 has no doubt had a 

material impact on the city. Currently Amazon employs 

approximately 40,000 people directly in Seattle and will 

occupy almost 12m sqft on completion of currently 

committed projects – equivalent to around 10% of the 

broader Seattle office market inventory.  

 

Locals we met with on a recent trip expressed the view 

that Amazon was sending a signal to the unfriendly 

business environment fostered by city officials 

exemplified by a recent proposal to introduce an 

income tax in a state that has none.  

 

The decision to split its headquarters will dilute the 

future growth trajectory of Seattle. However Seattle is 

more diversified than it was when aircraft manufacturer 

Boeing was the dominant employer in the 1950-70’s. 

Microsoft has been headquartered in Seattle since 

1979 and occupies more office space that Amazon 

(14m sq. ft.). Washington State University is renowned 

for its computer science, business and medical 

faculties and has attracted companies seeking talent.  

Apple, Google, Facebook, Alibaba, Oracle, HP, 

Salesforce, Uber, Pinterest, eBay have come to Seattle 

in recent years, while local firms such as Expedia and 

Redfin have grown substantially.  

Retail – gloom value emerges 

Despite bricks and mortar remaining the dominant retail 

sales channel, the impact of e-commerce continues to 

weigh on this component of the REIT sector. High 

profile bankruptcies of household name retailers such 

as Toys “R” Us continue to dominate headlines while 

little coverage is given to the numerous pure-online 

retailers opening physical stores.  

 

Amazon’s purchase of Whole Foods earlier this year 

has shone the light on the fact that Chinese  

e-commerce giants Alibaba and JD.com have both 

been actively pursuing physical grocery store 

strategies for the past couple of years. JD.com owns a 

stake in Yonghui Superstores and uses some of its 

stores for deliveries.  Alibaba has also been in omni-

channel mode, rolling out a physical grocery store 

chain known as Hema. Alibaba also is reportedly 

building a physical mall near its headquarters in 

Hangzhou. 

 

Nevertheless, the structural shifts in consumer 

spending (and a starting point of too much retail space, 

particularly in the US) is seeing more bricks and mortar 

stores close than open. In the US more stores are 

expected to close in 2017 than the previous worst year 

of 2008 despite current economic conditions being 

much more robust now than then. 

 

Office rent 

US$psft pa

8m sqft as % of 

office market 

inventory

Residential 

monthly rent 

US$/month

Residential 

Rent/Income 

Ratio

San Francisco $74 10% $2,950 34%

Silicon Valley $46 11% $2,845 34%

Boston $37 5% $2,500 41%

New York $75 2% $2,475 35%

Washington DC $38 2% $1,900 33%

Seattle $36 8% $1,800 29%

Toronto ($US) $31 4% $1,615 32%

Chicago $31 3% $1,595 34%

Denver $28 7% $1,590 31%

Philadelphia $26 6% $1,400 40%

Atlanta $24 6% $1,355 33%

Dallas $27 5% $1,340 29%

Austin $37 16% $1,310 30%

Charlotte $25 17% $1,275 32%

Phoenix $25 9% $1,175 32%
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US Retail Store Closures - expected to surpass 

8,000 in calendar 2017 

 
Source: Credit Suisse, RCL (retail stores per unit) – note 2017 is 

Credit Suisse forecast 

 

Globally, mall REIT landlords generally reported 

positive albeit moderating tenant sales and rent growth 

for the period ending June 2017 (the UK was an 

exception, reporting negative tenant sales, while Hong 

Kong appears to have stabilised). Some also used 

reporting season to highlight sales growth in emerging 

categories such as food and dining, health and beauty, 

and technology and auto categories over the past 

decade, offsetting stagnant or declining department 

store sales as illustrated in the following chart from 

Westfield (WFD).  This shift has resulted in department 

stores share of Westfield’s total portfolio sales declining 

from 42% to 28% in the past decade. In the specialty 

segment, technology and auto sales have almost 

tripled to US$1.7bn and now represent 16% of 

specialty sales, up from 10%. 

 

Westfield sales in key categories past 10 years 

 
Source: Westfield  

 

Private market transactions in the retail sector provided 

mixed signals during the quarter. Insurance company 

Royal London purchased a 7.5% stake in Bluewater, 

one of the United Kingdom’s most prized malls, for 

£155m. On an equivalent basis, the price is more than 

5% below that which Landsec (LAND) paid for its 30% 

stake in the property back in 2014.  

At the other end of the spectrum, a 25% interest in 

Highpoint Shopping Centre in Melbourne transacted for 

A$680m at a benchmark 4.2% yield which is 18% 

above December 2016 valuation.  And in another 

strong print, Australian based QIC increased its stake 

in a portfolio of ten US malls from Forest City (FCE) for 

US$1.55b at a reported yield of circa 5.1%. This 

compares to higher quality mall REITs in the US trading 

at implied cap rates of around 6%. Sceptics will point to 

these two deals involving existing owners increasing 

their stakes, and that the QIC transaction included the 

transfer of property and asset management rights 

together with the assets. Nevertheless, even after 

making some adjustments for these factors, these 

transactions still point to listed malls trading at 

discounts to private market values. 

ESG 

The results of the 2017 GRESB ESG (Environmental, 

Social & Governance) Benchmarking survey were 

released during the quarter. GRESB assesses the ESG 

performance of public and privately owned real asset 

portfolios globally, with 850 real estate entities 

responding in the 2017 survey. The global average 

ESG performance of all real estate participants 

continued to improve year over year from an average 

score of 60 in 2016 to 63 in 2017. As we have 

highlighted in the past, listed property respondents 

(average score 66) continue to outperform the private 

sector (average score 62).  

 

GRESB covers 52% of the FTSE EPRA NAREIT 

Developed Index and approximately 55% of our 

portfolio holdings participate in the survey.  Listed entity 

response rates are lowest in Asia, while Europe is the 

highest.  

 

Pleasingly the Fund weighted average score of 74.5 is 

above the FTSE index weighted average of 71.8. Five 

Fund holdings are in the GRESB top 10 (Unibail, Host, 

Gecina, Dexus and Kilroy).  

 

We continue to engage with portfolio companies to 

improve their ESG disclosure and performance. 

Hurricane watch   

Despite significant damage and tragic loss of life 

caused by several hurricanes that hit the southern US 

and the Caribbean, the Fund had minimal direct 

exposure to the affected areas. Most REITs that did 

sustain damage were covered by both property and 

business interruption insurance thus the near term 

financial impact is likely to be limited to insurance 

deductibles. However, we expect that insurance 

premiums will increase, with some estimates 
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suggesting a doubling of premiums for ‘at-risk’ zones. 

While global REITs offer the opportunity to achieve 

geographic diversification, we are cognisant that 

natural disasters and climate change highlight the risk 

of immobile real estate investments. 

Conclusion  

The increasingly common question we are asked is; 

are REITs cheap relative to direct real estate or are 

they are they a lead indicator of the physical market?   

 

Without wanting to be accused of fence siting, there is 

no easy answer at this point. We do note recent 

transaction activity could be characterised as being 

weighted to parties inexperienced in global property 

markets. The English in the 70’s, Japanese in the 80’s, 

Australians in the noughties have all had their turn at 

the wheel of dumb money. Certainly REITs have not 

been prominent in pushing up asset prices this cycle, 

in fact quite the opposite. 

 

Generally the quality of the property owned by REITs 

in the Fund is high. This suggests our REITs should not 

trade at a discount all other things being equal. So if it’s 

not the asset base, perhaps the capital base should be 

considered. It is true that REITs are levered but we 

would argue the level and structure is far from 

concerning and should not, in general, cause a material 

discount for excessive risk. Loan to value ratios 

generally sit below 30% and there is limited maturity 

vulnerability in the short to medium term. Of course 

there may well be exceptions but certainly nowhere to 

the extent experienced in 2007-09. 

 

What is clear is that REIT management seem 

increasingly intent on exploiting the valuation gap and 

they are doing so in most cases without undue risk of 

permanently impairing investor capital.  

 

Operationally we see no marked signs of deterioration 

in our key holdings in some segments quite the 

opposite. Nevertheless we acknowledge it is 

reasonable to be cautious given the duration of the 

global economic expansion since the GFC and 

geopolitical tensions. 

  

With elevated property occupancy levels and real 

estate values above replacement costs triggering more 

construction, it is unsurprising to hear more talk of real 

estate being “late cycle”. In some sectors we have seen 

signs of tenant duress - most notably retail which has 

seen a significant increase in tenant 

closures/bankruptcies this year. With a backdrop of 

improving economic growth, low unemployment and 

corporate earnings generally increasing, we do not 

expect tenant duress to spread rapidly to other sectors 

but we remain alert to the risks - particularly in cycle 

unproven sectors. We also recognise the risk that 

REITs earnings growth may lag broader equities, 

resulting in rotation out of the sector.  
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Interests in the Resolution Capital Global Property Securities Fund (Hedged) – Series II (‘Fund’) (ARSN 118 190 542) are issued by Pinnacle Fund Services 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 https://www.rescap.com/funds/ in its entirety before making an investment 
decision. Resolution Capital Limited (‘Resolution Capital’, ‘RCL’) (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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