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Global Real Estate Securities 

Fund Investment Performance 

 
The Resolution Capital Global Property Securities Fund (Class A) (the ‘Fund’) underperformed the FTSE 
EPRA/NAREIT Developed Index (AUD Hedged) Net TRI by 111 basis points for the quarter ending 30 June 2018. 
 

Period Ending 30 June 2018* 

 
Quarter 

% 
1 Year 

% 
3 Years 

% p.a. 
5 Years 

% p.a. 
7 Years 

% p.a. 

Since 
Inception# 

% p.a. 

Fund (after fees)^ 6.20 7.39 8.49 10.94 11.13 10.62 

Benchmark+ 7.31 6.42 6.88 9.22 9.88 7.58 

Difference -1.11 0.97 1.61 1.72 1.25 3.04 

 

Resolution Capital Global Property Securities Fund Unit Price – Class A 

    Entry Exit 

30 June 2018    $1.6214  $ 1.6117 

31 March 2018    $1.5942  $ 1.5847 

^ Ex distribution of 0.9969 cents per unit as at 31 December 2017. 

 

  

* 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 TRI 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 

  

30-Jun-18 31-Mar-18 

Quarterly 

Total 

Returns 

FTSE EPRA/NAREIT Developed Index (unhedged in AUD Net TR) 4,045 3,706 9.1% 

FTSE EPRA/NAREIT Developed Index (hedged in AUD Net TR) 2,592 2,415 7.3% 

S&P/ASX 300 (GICS) Property (Accum) 48,392 44,065 9.8% 

S&P/ASX 300 Index (Accum) 62,275 57,468 8.4% 

US 10 Year Bonds 2.85% 2.74%   

AU 10 Year Bonds 2.64% 2.60%   

AU$/US$ 0.74 0.77 -3.7% 

Source: Factset 

Commentary 

Defensive was not a dirty word. 

Following weakness in the preceding quarter, the 

global listed real estate sector rebounded to produce 

strong returns for the quarter ended 30 June 2018. The 

FTSE EPRA/NAREIT Developed Index produced a 

total return of 7.3% in A$ Hedged terms. The fund 

underperformed the benchmark. 

 

In contrast with REITs strong performance, broad 

based equities markets seemed to catch-breath after a 

stellar run in recent years with doubts creeping in about 

the prospects for the global economy in light of an 

escalation in global trade tensions and higher oil prices. 

Hence, REITs appear to have benefited from a shift 

back to defensive asset classes, with bond markets 

also stabilising.  

 

The REITs short-term performance was boosted by: 

 Balanced, if not landlord favourable 

supply/demand conditions with broad tenant 

demand absorbing moderately elevated 

commercial construction activity;  

 Strong transaction pricing of direct real estate; and 

 Increasing levels of REIT M&A activity.  

 

Furthermore, during the quarter, investors appeared to 

be willing to take more risk within the REIT sector, 

buying what we consider to be real estate at the lower 

quality end of the spectrum as well as real estate 

sectors with shorter-term leases, such as self-storage 

and hotels. Additionally, REIT sectors which had 

underperformed in recent periods (such as U.S. 

healthcare and retail) rebounded, the terms “mean 

reversion” and “short covering” come to mind. It was 

notable that U.S. and Hong Kong retail related REITs 

appeared encouraged by improving retail sales and 

signs that an increasing number of retailers are 

adapting to an omni-channel environment, which 

involves a combination of on-line and in-store sales 

platforms.  

 

Whilst our annual and longer-term performance 

remains satisfactory, from a short-term relative 

performance perspective this was not a quarter to 

celebrate. As a higher conviction investor, we should 

not focus too much on short-term performance, relative 

or absolute, but we acknowledge we could have done 

better.  

 

That said, many of the REITs that performed strongly 

do not have the attributes we believe will sustain long-

term outperformance. 

 

Interest Rates, Shminterest Rates 

During the quarter, the US Federal Reserve outlined its 

expectations that it would continue to increase interest 

rates over the next 12 months, more significantly than 

some commentators had expected. With this 

background, the performance rebound of REITs was 

arguably contrary to the expectations of many market 

experts.    

 

Indeed, it is worth recognising the U.S. Fed has been 

increasing interest rates for over two years and 

signalling its intention to do so for over three years. In 

light of this, the sector’s return of 5.7% p.a. in A$ 

Hedged terms since December 2014 is credible and 

broadly consistent with our moderate return outlook 

that we have held in recent years.   

 

As we have argued, repeatedly, interest rates are 

important to all investments, they cannot be looked at 

in isolation. The reasons for a rising interest rate 

environment is critical and casts light on the issue of 
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cashflow security and prospective growth. Put simply, 

due to the sector’s strong balance sheet and supportive 

underlying commercial property supply and demand 

operating conditions, REITs are in a position to produce 

competitive relative if not absolute risk adjusted 

returns. 

 

Cumulative total returns since December 2014 

Source: Factset 

Listed real estate’s performance during the past 

Fed rate hikes  

Source: UBS 

Property Transaction Activity - REITs 

Valuation Buffer 

As the following table suggests, direct property market 

transaction activity in recent months continues to point 

to solid demand for commercial real estate and 

highlight that the listed REIT market is trading at a 

substantial discount to its current market Net Asset 

Value (NAV). In Appendix 1, we highlight a number of 

recent transactions which point to the price gap 

between REITs and the direct market.   

 

This does not necessarily mean REITs are cheap in an 

absolute sense, property cap rates (yields) are at or 

near all-time lows and rents are not depressed. But it 

does suggest REITs provide a reasonable buffer for 

investors considering real estate investment 

opportunities. 

The Response to Net Asset Value (NAV) 

Discounts  

As highlighted in previous quarterlies, we expected to 

see further steps to take advantage of the arbitrage 

between public and private real estate:  

 

 M&A; and 

 Share buy-backs, funded principally by additional 

asset sales. 

 

These dynamics played-out during the quarter albeit 

most REITs remain relatively reserved in terms of 

execution of the approved share buy-back capacity. It 

was M&A that took centre stage.  

Cue Blackstone and the Private Equity 

Brigade 

As we highlighted last quarter, Blackstone Group’s 

(BX-US) recent comments denigrating the short-term 

performance of listed property was a signal it was 

preparing to unleash bids on the listed market. It didn’t 

disappoint, launching no less than four takeover offers 

for listed REITs during the June quarter: 

 

 US$4.8bn cash takeover offer for US hotel REIT 

Lasalle Hotels (LHO-US), the bid coming after rival 

listed hotel REIT Pebblebrook (PEB-US) launched 

a cash and scrip bid in the previous quarter; 

 €2bn takeover offer for Spanish hotel group 

Hispania (HIS-MC); 

 A$3.2 bn takeover offer for ASX listed Investa 

Office Group (IOF-ASX); and 

 US$4.4 bn offer for US listed Gramecy Property 

Trust (GPT-US). 

 

The bid for IOF goes someway to highlighting the 

valuation disconnect between listed and unlisted 

markets. As highlighted in Appendix 1, Blackstone 

recently sold a 50% interest in 275 Kent Street Sydney 

on a yield of 4.5%. It is now attempting to buy IOF, 

which owns a Sydney focused portfolio of office 

buildings on a cap rate of 5.5% for the underlying 

properties.  

 

Additionally, other private equity market players also 

found value in the public arena with Greystar together 

with Blackstone launching a US$4.6 bn takeover for US 

student housing REIT, Education Realty Trust (EDR-

US). 

 

Experience tells us to be somewhat circumspect about 

takeovers. If you are fortunate to be an investor in the 

target, it provides a feeling of affirmation (or relief if it’s 

a compromised vehicle) and the short-term 
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performance kick is welcome. However, crucially, it 

reduces investment opportunities and comes with tax 

consequences as well as re-investment risk, 

particularly if you are a long-term dedicated sector 

investor. 

 

Furthermore, presumably you believed in the long-term 

attributes of the platform, hence the price needs to be 

a knockout to compensate for these factors. Blackstone 

has a history of successfully preying upon the sector, 

maybe investors need to be more thoughtful of 

accepting their lucre. 

 

And Public to Public Mergers too 

There also were a number of public-to-public REIT 

mergers launched during the period: 

 German residential investment company Vonovia’s 

(VNE) €900m all cash acquisition of listed Swedish 

residential investment company Victoria Park AB; 

 French listed Covivio’s (COV) launched a scrip bid 

for minority investors in its 52.4% owned Beni 

Stabili (BNS); 

 US listed ProLogis (PLD-US) US$ 8.4 bn scrip bid 

for rival US DCT Industrial Trust. 

 

Capital Issuance Slumps 

With REITs trading at or below Net Asset Value (NAV) 

in most major developed markets, the sector witnessed 

limited amounts of new equity capital issuance. Indeed, 

with dividends well covered by operating cash flows 

covered dividends, curbed development activity, 

moderate financial leverage levels and no major debt 

maturities in the short to medium term, the sector’s 

capital needs, debt and equity, have been limited this 

calendar year, particularly in the U.S. as the following 

chart highlights. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Historical REIT Capital Offerings By Year and By 

Type 

 
Source: Factset 

Hence, growing operating earnings (rents) and capital 

discipline combined with M&A activity has seen the 

REIT industry’s capital base contained, thereby helping 

it to better absorb the continued fund outflows from 

U.S. and Japanese dedicated REIT funds. 

Quarterly Flows – Japanese real estate funds 

 
Source: Lipper 

Singapore and Japan remain the REIT markets actively 

issuing equity. We do not think it is a coincidence that 

these are markets dominated by externally advised 

structures which compensates management with fees 

based on gross assets.  

Singapore listed REITs continue to expand through 

offshore acquisitions. Notably, Capitaland Commercial 

Trust (CCT) made its first investment in Europe with the 

S$570m acquisition of a Frankfurt office building 

funded with debt and a S$209m equity placement.  To 

be fair, late in the quarter CCT sold one of its Singapore 

office buildings, 20 Anson, at what seems to be an 

aggressive cap rate of 2.7%. It does make the case for 

investing in Singapore REITs difficult when they are 

selling their home market assets to buy offshore, often 

in markets where we can find local sharp shooters.  
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Late in the Cycle Maybe, but Fundamentals 

Still Ok 
 

Broadly speaking real estate operating conditions 

remain supportive thanks to historically low vacancy 

rates, moderate supply and rising construction costs. 

That is not to say there are not challenges with many 

management teams continuing to highlight rising cost 

pressures, mostly relating to labour and taxes. 

The strongest markets include:  

 Logistics warehouses in most markets driven by 

extraordinary demand from ecommerce players, 

with the exception of Japan which is experiencing 

over supply;  

 Office in Paris, Hong Kong, Seattle, San Francisco, 

Boston/Cambridge, Madrid, Toronto, Tokyo, 

Stockholm, and Sydney thanks primarily to strong 

demand from the tech sector and co-working 

operations; and 

 German residential which continues to experience 

robust population growth and low levels of supply 

thanks to the regulatory environment (e.g. caps on 

rent growth) which constrains property prices and 

deters substantial new investment in the sector. 

 

Anecdotally, during the period we found widespread 

evidence of improved levels of tenant demand:  

 Several US apartment REITs upgraded earnings 

guidance in June, following stronger than expected 

demand in the peak leasing season, a condition 

typically resulting from good jobs growth; 

 Kilroy Realty (KRC-U.S.), a key portfolio holding 

reported that there are at least 90 tenants 

searching for greater than 100,000 sq ft (circa 

10,000 sq m) on the US west coast;  

 The increased demands from Chinese banking and 

insurance companies for space in Hong Kong 

crowding out traditional occupants such as western 

banks from Central, for example Goldman Sachs 

decision to relocate to Hysan Place 3 in Causeway 

Bay; 

 U.S. hotel owners reporting increasing bookings 

from corporate customers; 

 ProLogis (PLD-US) describing demand for logistics 

industrial warehouse space being in the third 

innings; and 

 Co-working office operators emerging as a major 

tenant category in office markets. 

 

                                                
1JLL Research “Bracing for the flexible space revolution” 2017 (among 
leasing transactions greater than 20,000 sqft) 

Co-Working – Changing the Office Leasing 

Landscape 

 

The way office space is consumed is evolving with 

technology and the rise of the share-economy as 

catalysts. One of the most significant drivers of office 

space demand over the past few years has been the 

co-working industry, traditionally known as ‘serviced 

offices’ or otherwise termed ‘flexible workplaces’.  

According to JLL Research1, the co-working industry 

occupies over 51 million square feet of space across 

the U.S. as at the end of 2017, having grown by 23% 

per annum over the previous 7 years. In London 16% 

of all space absorbed in 2017 was by co-working 

operators. 

Despite its rapid growth, flexible space accounts for 

less than 2% of total office inventory in most major 

metro markets. Nevertheless, JLL projects that larger 

companies will embrace flexible working and by 2025 

flexible spaces will account for 30% of the total footprint 

of larger organisations.  

Flexible space share of total office: despite rapid 

growth, segment account for a very small 

proportion of total office stock 

 
Source: JLL Research 

As investors in office real estate, it is important to 

consider the implications of this new demand dynamic 

and its impact on landlords. There is healthy scepticism 

in the real estate industry of a business model that has 

long-term lease liabilities against short-term occupancy 

income. Certainly, the experience of traditional 

serviced office operators such as Servcorp (SRV) and 

Regus is cause for concern. 

The co-working format is simple: the operator is a re-

seller of office space. They typically lease space on a 

wholesale basis from the landlord on a conventional 

long-term lease, then fit out the space with a mixture of 

small office suites, open plan desks, meeting rooms, 
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furniture and other amenities and then sub-lease (re-

sell) the finished space to multiple customers who 

share common facilities. 

Customers enjoy greater flexibility compared to leasing 

conventional space directly from the landlord, with 

shorter leases (often on a monthly membership basis), 

an ability to quickly expand or contract their space 

needs, and sharing overheads costs with other users. 

Shared amenities typically provided by the operator 

include reception services, kitchens, catering and 

technology infrastructure such as printers, scanners, 

photocopiers, telephones, internet, Wi-Fi, and video-

conferencing facilities. A larger membership base 

facilitates networking events and group purchasing 

power for everything from software, travel, healthcare 

and HR solutions. 

The flexibility is particularly attractive to start-ups, 

freelancers, small-to-medium sized entities and is also 

an efficient way for larger organisations to initially 

establish new locations or take over-flow space for 

short-term projects. Many of these businesses often 

flourish in buoyant economic times and shrink rapidly 

when the economy slows, thus the business model is 

pro-cyclical. Moreover, operators face a duration 

mismatch with long-term fixed costs and shorter dated 

revenues driving operational leverage.  

Established operators such as Australian-listed 

Servcorp founded in 1978, and London-listed IWG plc 

(formerly Regus) founded in 1989, provide some 

insights into the operating history of the industry. Not 

surprisingly, the performance of the listed operators 

has been highly cyclical2 with EPS declining 95% and 

45% respectively in 2009-10 despite relatively modest 

declines in occupancy. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                
2 The decline in share prices of the listed incumbents since 2016 reflects the 
disruption caused by new entrants. IWG’s recent rebound reflects M&A 
activity. 

EPS history – IWG and SRV 

 
Source: Evercore ISI Research, U.S. Census Bureau  

The operator’s largest expense item is typically the rent 

they pay to landlords, usually in the order of 50% to 

60% of revenue (implying a mark-up of approximately 

60% to 100% of their own rent for the ‘raw’ space). The 

next largest items are staff and other services 

expenses, which account for approximately 30% of 

revenue, leaving an EBITDA margin of circa 10%–20%. 

Depreciation (of expensive fit-outs) and tax reduce net 

profit margins to circa 5-10%.  

Industry incumbents have been recently been 

disrupted by a number of new entrants, the highest 

profile being WeWork. Founded in 2010, the company 

is generously funded by venture capitalists with its 

largest investor being Softbank’s Vision Fund. WeWork 

has grown exponentially in just eight years to now 

operate from over 370 locations in 73 cities with over 

220,000 members. WeWork accounted for 76% of 

flexible office space leasing activity in the US in 2016-

173. 

Members rent desks for about US$500 a month 

(depending on location). They share access to 

communal areas such as kitchens and games lounges. 

This encourages interaction while allowing WeWork to 

cut back on desk size. The US industry standard office 

space per person is just under 200 sq ft. WeWork 

provides about 60-80 sq ft. 

Financial data on the fast growing privately owned 

newer entrants is opaque but many are not yet 

profitable. Disclosures included in its recent bond 

issuance reveals that WeWork made a loss in excess 

of US$800m in 2017, and negative EBITDA of almost 

US$200m. The company reports an ‘adjusted’ EBITDA 

margin of circa 6% which excludes material costs 

3 JLL Research “Bracing for the flexible space revolution” 2017 (among 
leasing transactions greater than 20,000 sqft) 
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associated with its expansive ‘growth investments’, but 

it is clear that its dramatic absorption of office space (up 

to 100,000 sqm of space per month across 170 cities) 

is dependent on generous funding from private equity 

backers.  

It is reasonable therefore to be cautious about the 

tenant credit of such fast-growing, profitless companies 

in an operationally leveraged business with relatively 

short corporate history. Despite their aggressive 

growth, REIT exposure to WeWork is relatively modest 

and not disproportionate to the overall market 

exposure. 

REIT Sector WeWork as % of 

tenant revenue  

Columbia Property Trust (USA) 

JBG Smith (USA) 

Fibro UNO (Mexico) 

Boston Properties (USA) 

2.0% 

1.2% 

1.0% 

0.8% 

Source: Company Reports, May 2018 

We view the rise of co-working as partly cyclical and 

structural. The cyclical element is a concern to us as 

investors with a downside protection bias. We are 

cautious whenever we observe rapid demand from one 

particular segment of any industry – particularly when 

the incremental demand is being predominantly driven 

by occupiers with short and profitless operating 

histories.  

The structural shift to co-working is less of a concern 

for us. Flexibility in the way organisations lease office 

space is likely to be the new normal. Landords must 

adapt.  We believe larger scale landlords with sound 

operating platforms are best positioned to win market 

share by providing space to traditional tenants who 

want flexibility, to co-working operators, as well as 

selectively offering their own version of flexible office 

leasing. However, whether many of the latest crop of 

share office operators can perform through cycle 

remains far from clear. 

UK – Back to Bleaksville 

From our travels, the UK presented perhaps the most 

challenging overall picture for landlords.  

UK in-store retail sales continue to erode with retailers 

facing higher costs on a number of fronts. As well as 

higher interest rates, businesses in many regions also 

face materially higher rates (the tenant pays council 

rates) as well as labour costs.  

Adding to the pressures, UK retail property landlords 

now are confronted by the emergence of Corporate 

Voluntary Arrangements (CVAs) which allow 

companies (primarily private entities) to selectively 

break or renegotiate property lease contracts. A 

number of tenants, including high profile retailers such 

as House of Fraser, have triggered CVAs, focusing on 

high street and secondary retail locations. This adds to 

an already challenged retail picture with the recent 

collapse of Poundworld, a profit downgrade from the 

premium industry department store operator John 

Lewis, the third profit downgrade this year from rival 

department store operator Debenhams as well as the 

decision by Marks & Spencer to close a number of its 

stores, primarily in high street locations. 

Brexit uncertainty continues to fester. Offshore labour 

is seemingly increasingly hesitant to move to the UK, a 

problem exacerbated by improving job prospects and 

better living affordability on the Continent.  

What’s more, agreeing on Brexit terms (internally as 

well as with the EU) is unlikely to be the end of the UK’s 

uncertainty, with Scotland preparing to consider 

another vote for independence. Then there is the 

possibility of a Corbyn led Labor Government. 

This picture does not seem to have overly fazed foreign 

investors, particularly out of Asia. Hong Kong based CK 

Asset Holdings acquired 5 Broadgate on a 3.95% yield 

whilst Singapore listed Hobee purchased Ropemaker 

Place on a 4.7% yield. 

Whilst we are yet to see a material deterioration in 

occupancy or face rent levels in the REIT segment, UK 

landlords are experiencing more difficult lease 

negotiations, deals are taking longer to consummate 

and tenant lease incentives increasing. 

To their credit, most of the UK REITs have significantly 

reduced their risk profile placing them in good stead to 

withstand if not take advantage of more challenging 

conditions. During the quarter they continued to sell 

assets, one of which we noted previously - the disposal 

of 5 Broadgate (Liverpool Street station) by British Land 

and GIC to CK Asset Holdings on a 3.95% yield. 

Pleasingly, British Land (BLND-UK) will use the 

proceeds to increase its stock buy-back program, the 

share price consistently trading at more than a 20% 

discount to its stated NAV.   

U.S. Retail – a Temporary Reprieve or 

Finding a Base? 

The consequence of a healthy combination of robust 

economic growth and corporate tax cuts, US retail 

sentiment took a positive turn in the quarter. Our 

participation at the ICSC and NAREIT conferences this 

quarter highlighted that landlords, retailers and lenders 
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were incrementally more constructive on the near-term 

outlook. Whilst a welcome change, the assessment 

should be viewed in the context of the annus horribilis 

that was 2017. 

Strong retail sales, particularly in key categories for 

malls and strips, have also served to temper the 

powerful negative retail narrative in the U.S. 

U.S. retail sales y/y change 

 
Source: Evercore ISI Research, U.S. Census Bureau  

Notwithstanding the improvement in tone, tenant 

demand remains patchy. Retailers remain focused on 

right-sizing store fleets and concentrating their energy 

and capital on the most profitable and dominant 

locations. Tenant bankruptcies across mall and strip 

formats may be lower year over year, but landlords 

must still contend with lower lease renewal rates as 

tenants exist unprofitable locations at lease expiry. 

The impact of the channel shift from physical stores to 

online is also clouding the profitability of retailers 

existing store footprint. David Simon was at pains to 

point out on the Simon Property Group 1Q call that 

despite reported retail sales of 4% across the portfolio 

“there is a significant number of retailers who are 

underreporting their sales number, because they’re 

deducting returns of online sales that were not 

previously recorded as store sales”. Not only has online 

sapped the growth from many physical locations, but 

the return of online purchases (which can be as high as 

30-40% for apparel) may be further reducing perceived 

productivity of physical stores.  The challenge for 

landlords is to appropriately capture the sales, 

transactions and profit contribution of each store front. 

While many of the underlying retail headwinds remain, 

retail REITs responded positively to the improving tone.  

Despite some positivity in the operating picture, 

investment demand for retail is notably lacking vs other 

major sectors. Our meetings in the U.S. highlighted cap 

rates generally expanding with larger assets lacking 

active bidders, particularly with the majority of public 

and private REITs out of the market. 

Indeed the trends are not confined to the U.S., during 

the quarter Australia’s GPT withdrew the A$500m 

Wollongong Central from the market after a lack of 

suitable bids. This follows Blackstone’s inability to sell 

its Australian mall portfolio in 2017. Meanwhile in the 

UK, the sale of Lendlease’s 25% interest in Bluewater 

shopping centre fell through after AXA Investment 

Management withdrew from the process.   

ESG 

Proxy voting season for the REITs with a December 

year-end has completed. As we mentioned in the 

previous quarterly report, in the U.S. more REITs are 

allowing proxy access; which gives shareholders the 

opportunity to use corporate proxy materials to 

nominate directors. According to the broker research 

group Greenstreet Advisors, ten more U.S. REITs have 

adopted proxy access provisions, bringing the total 34. 

Still not great, but it is a start. We have spoken with 

several REITs on this issue and generally have 

recommended lower hurdles. 

Despite relatively muted returns in 2017, U.S. median 

compensation for REIT CEOs increased 10% last year 

to US$5.6 million. For the top five executive’s within the 

REITs the compensation represents on average 11 

basis points of enterprise value.  

CEO Pay for REITs ($ millions)  

Source: Greenstreet Advisors 

In comparison S&P 500 (U.S. equities) executives take 

home over twice as much, though they manage bigger 

enterprises.  

As shareholders we are happy to pay management for 

excellent (relative) performance. In addition, aligning 

executives with shareholders in the form of bonuses 

based on (relative) total returns, paid as shares, is 

something we are in general supportive of. However, 

we note that particularly in the US executives typically 

get paid 100% of their long-term incentives plan for 

delivering median performance! Why median 

performance warrants a full bonus payment confounds 

us. In comparison 2nd quartile performance would result 

in a payment of 120% of target bonus (which is 

multiples of base salary) and 3rd quartile would be 80%. 
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For the latter: in our opinion, that is rewarding failure 

and bottom quartile performance should lead to zero 

bonus. 

We acknowledge that incentive structures are often 

more art than science and it is easier to criticise an 

existing program than designing a new one. 

Nevertheless, we urge remuneration committees to be 

more demanding and stop paying out money for 

mediocre performance.  

On the other side of the Atlantic, REIT CEO 

remuneration is lower, with the median for the UK 

REITs €2.2m and on the Continent €1.2m, according to 

Greenstreet. 

This calendar year we voted against several 

remuneration packages, which we thought were 

excessive, primarily in the US, and engaged with 

several companies to try and better align remuneration. 

Outlook 

Our interpretation of market dynamics remains 

consistent, REITs fit into the growth bucket and provide 

medium to long term diversification benefits, provided 

they are not excessively financially leveraged or 

locating in real estate markets facing excessive supply. 

Their earnings growth is not as sensitive to 

improvements in economic growth as typically the case 

for corporate earnings, but nor is it as vulnerable to the 

downside.  

We find limited evidence of systemic excess or 

recklessness specific to the REIT sector. Capital 

management remains disciplined and overall financial 

leverage is not disproportionate, particularly given long 

dated debt maturities, historically low dividend pay-out 

ratios and moderate levels of development activity 

within the REIT industry. Operating conditions remain 

supportive, albeit we continue to monitor increasing 

levels of construction activity in some segments. That 

said, tenant demand is currently matching if not 

exceeding the supply. Construction costs are rising, 

curbing the supply response. The net effect is that 

REITs can respond to improvements in economic 

growth and increases in inflation through increased 

rents and as such, the sector is providing a valid 

inflation hedge.  

 

Royal Commission – Our Collective 

Responsibility 

In Australia, the Royal Commission into the Banking 

and Finance Industry drew evidence of far too common 

substandard practices in lending and financial advice. 

Whilst investment outcomes are never certain, some of 

the banking and financial services industry’s pernicious 

approach to earning fees (from the living and the dead) 

reduces the odds of successful long-term investment 

outcomes for clients. We do not believe more 

regulations will work to stop fraudulent or negligent 

behaviour - unscrupulous and devious characters will 

always find a way to circumvent the letter of the law and 

investors are too often like moths to flames. That said 

regulators and courts must do more to punish those 

who deliberately and/or negligently act in ways, which 

are not providing services consistent with their client’s 

needs. 

We fear an output of the Commission will be more 

rather than better compliance measures and will do 

little to enhance the risk reward equation for clients. If 

the banks do leave the sector, it will revert to being a 

very fragmented sector populated by a host of relatively 

small businesses. A very different and more costly 

regulatory model would also have to be developed to 

deal with a much larger number of much smaller and 

far less well-resourced businesses. 

Compliance related materials we must now read as 

part of our duties have morphed into a flood of words 

made more difficult to comprehend because of the use 

of legalese. The papers seek to catchall but drown the 

substance and spirit of the intent.  

That is not to downplay the importance of doing the 

right thing by clients and a fair deal. Given the 

uncertainties of investment and the convoluted nature 

of the financial services industry, we live by the mantra: 

do your best and don’t rip off your clients.  

Have a Great Day Westfield 

Shopping…Without The Lowy’s 

During the quarter, Unibail-Rodamco was 

overwhelmingly successful in gaining approval from 

shareholders for the take-over of Westfield Group to 

become Unibail Rodamco Westfield (URW).  

The takeover has resulted in the effective withdrawal 

from REIT stewardship of key members of the Lowy 

family. As we have previously noted, the real reasons 

for their departure will only be fully appreciated with 

time but we can say that they responsibly transitioned 

the business to a company with, up to this point, an 

exemplary track record in property and capital 

management. 

Kudos that they were able to transition the vehicle in 

this fashion. Westfield and the Lowy family constantly 

challenged investors. From pioneering the case for 

branded retail real estate, the creation of Westfield 
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Trust in the 1980’s to the launch of Westfield America 

Trust in 1990’s, their merger with Westfield Holdings in 

2004, to the creation of Scentre Group (SCG) in 2014 

and ultimately the sale of Westfield to Unibail 

Rodamco, the Lowy’s constantly challenged investors 

and the market to find better ways to manage and 

finance real estate. Arguably, this kept investment 

bankers in their finery, but the quality of Westfield’s 

portfolio and the measure by which the REIT investors 

survived finance and property crises should not be 

overlooked. We look forward to seeing how Unibail’s 

management integrate and improve upon the portfolio 

without the Lowy’s guiding hands and we will miss their 

industry leadership.  

Be Careful What You Read 

2017        2010

 

Flipping back over the archives we were amused to find 

the following The Economist magazine covers. 

Recently the Economist proclaimed that asset prices 

are too high. 

In 2010 The Economist proclaimed with some 

confidence that assets were over valued 

Seven years later, what we think is a reasonable period 

to test a theory, its confidence seems less certain of its 

views despite a dramatic increase in asset values and 

capitalisation rates. And since the most recent edition 

in October 2017, equities markets are up in $A hedged 

terms a further 7.1% and REITs 5.3%. 

In no way are we mocking those responsible, the 

arguments were rational but did not place appropriate 

emphasis on the real drivers. Investing is a risky 

business and no one has perfect information. 
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Marco Colantonio 

Portfolio Manager 
Email: marco.colantonio@rescap.com 

 

Andrew Parsons 

Managing Director - Portfolio Manager 
Email: andrew.parsons@rescap.com 
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Portfolio Manager 
Email: robert.promisel@rescap.com 

 

Jan de Vos 

Portfolio Manager 
Email: jan.devos@rescap.com 
 
 
 

Resolution Capital Limited 
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Sydney NSW 2000 
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Interests in the Resolution Capital Global Property Securities Fund (‘Fund’) (ARSN 128 122 118) 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.  

mailto:marco.colantonio@rescap.com
mailto:andrew.parsons@rescap.com
mailto:robert.promisel@rescap.com
mailto:jan.devos@rescap.com


  

13 
JUNE 2018  

QUARTERLY REPORT  

 


