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GLOBAL REAL ESTATE SECURITIES 

 
Fund Performance 

  

The Resolution Capital Global Property Securities Fund outperformed the UBS Global 

Investors Index (AUD Hedged Net TR) by 102 basis points for the quarter ended June 

2009. 
 

 

 

 

 

 

 

  

Period Ending 30 June 2009* 

   

Quarter 

% 

6 Month 

% 

Since 

Inception
# 

% 

Fund   24.00 2.60 -27.60 

Benchmark   22.98 -7.16 -42.79 

Difference   1.02 9.76 15.19   
*Returns are expressed after deducting investment management costs. 
# 30 September 2008 

 

Resolution Capital Global Property Securities Fund Unit Price  

31 March 2009 

 Entry 

$0.5857 

Exit 

$0.5821 

30 June 2009  $0.7037 $0.6995 

Market Overview 

 
30 June 

2009 
31 Mar 
2009 

Quarterly 

Accumulation 

Return 

UBS Global Investors Index AUD 685 618 10.7% 
UBS Global Investors Index AUD (Hedged) 709 576 23.1% 
S&P/ASX 300 AREIT Accumulation Index 15,537 13,374 16.2% 

S&P/ASX 300 Index 26,974 24,193 11.5% 

10 Year Bonds 5.63% 4.61%  
90 Day Bills 3.19% 3.14%  
AUD/USD $0.81 $0.691 17.4% 
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Market Performance  

 
In the quarter ended 30 June 2009, the UBS Global Hedged Investors Accumulation Index produced a total 

return of 23.1%. Owing to the strength of the A$, the unhedged UBS Global Index produced a total return 

of 10.7%.  

The strong performance in part reflects a rebound from depressed market conditions in the preceding 

March quarter (which produced a total return of -25%) as well as a number of events including a plethora 

of secondary equity capital raisings, new IPOs and M&A activity. 

The market rally and confluence of these events suggests that participants are: 

1. responding to an over-sold market and measures to improve balance sheets, 

2. adapting to the more stringent credit conditions, and  

3. presuming that the worst of the credit drought and economic storm has passed and that an economic 

recovery is in sight – thanks in no small part to significant government stimulus. 

The fund performed reasonably well thanks mainly to stock selection, primarily its overweight exposure to 

Macquarie Countrywide and Simon Property Group as well as our aversion to the JREIT sector. 

From a market perspective, Hong Kong continues to be the star performer of the global real estate sector. 

Including the China focused residential developers, Hong Kong property stocks have enjoyed investor 

carry thanks to the strength of their balance sheets and superior earnings growth prospects linked to China’s 

relatively strong economic outlook and the massive liquidity being pumped into China though their state 

controlled banking system. 

Early in the quarter the market was struck by the announcement on April 16 that listed REIT General 

Growth Properties Inc, the second-largest U.S. mall owner, declared bankruptcy representing the biggest 

real estate failure in U.S. history. Ending months of speculation, General Growth, along with 158 of its 

200-plus U.S. malls, filed for Chapter 11 bankruptcy in an attempt to refinance its substantial and complex 

network of debts. 

Whilst numerous REITs globally remain hopelessly incapacitated, that more vehicles have not been placed 

into receivership is a sign of several factors including: 

- Banks do not wish a repeat of the 90’s property crash which resulted in them realising significant 

losses and taking control of management of real estate portfolios.  Catch-phrases such as “a rolling 

loan gathers no loss” or “pretend and extend” have emerged to illustrate banks unwillingness to test 

the impact of bad debt realisation on their own balance sheets. 

- Occupancy and income for most portfolios remains, for now, relatively healthy. As a consequence 

most loans are meeting interest cover ratio’s which also reflects the fact that lenders have been far 

more disciplined in lending for speculative development and interest rates remain low. 

- The equities market has been willing to aggressively support the recapitalisation of the REIT sector 

via secondary equity capital raisings. 
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Capital Raisings – REITs Born Again 

Indeed REIT investors seem to have come to terms with the extent of deleveraging necessary for global 

REIT markets (see Table 1) which has been a focal point for much of the past 12 months. In the June 

quarter over A$31 billion of equity capital was raised by REITs globally, including A$6.3 billion in 

Australia. This takes the total equity capital raised globally since 30 September 2008 to over $50bn. The 

significant amount of equity raised by REITs appears to have been soaked up relatively smoothly based on 

support for the raisings and the extent of the June quarter’s market rally.  

Table 1 
  

Market 
AUD$ Raised 

since Sep 08 

% of Equity Market 

Cap 

US $16bn 10% 

Australia $15bn 30% 

UK $8bn 30% 

Continental Europe $3bn 5% 

Singapore $5bn 33% 

Hong Kong $2.5bn 2% 

Japan $0.8bn 1% 

Total $50bn 
 

Source: Resolution Capital, Company Reports 

 

Equity Capital Raisings History ï Australia  

 

 

Given management’s questionable through-cycle track record, particularly in Australia and the UK, the 

willingness of investors to support capital raisings without accountability or long term capital management 

safeguards, is somewhat intriguing. All seems to have been forgiven. It is reasonable to assume it is both a 

vote of confidence in the effectiveness of the listed REIT market and a sign of how cheap they became.  

Nevertheless we are obliged to say, based on track-record and current strategies, few vehicles deserved to 

get the additional equity. Given the dilutionary nature of the raisings investors should quite rightly feel 

aggrieved and remain sceptical of the overall sector’s ability to generate long terms stable returns. For this 

reason we remain focused on those that we believe have a sustainable strategy for long term 

outperformance. 
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It is worth noting the motivation and differences in the manner of the raisings. 

US REITs chose to raise equity via institutional placements at comparatively modest discounts to market 

trading prices. The raisings were conducted with the principal goal of resolving short to medium term debt 

maturities. Notably, US multi-family REITs have largely been absent from the recent round of equity 

capital raisings as they have enjoyed ongoing access to credit provided by Freddie and Fannie to the 

residential market. 

Meanwhile, following their initial efforts in the second half of calendar year 2008, Australian REITs 

returned for more equity using a combination of deeply discounted rights issues and institutional 

placements.  

Notably, AREITs (much like the UK counterparts had done in Q1-09), raised capital not only to meet debt 

maturities but more pressingly, to allay fears that loan to value (LTV) covenants would be breached as a 

consequence of falling valuations. US REITS do not typically contain these appraisal based measures. It is 

hard to fathom why REITs would put investors at risk of a point in time arbitrary valuation undertaken by 

an external independent party – CFOs and Boards failed to learn from history and have much to answer for. 

Similarly a number of Singapore REIT and Continental European real estate investment vehicles chose to 

raise equity via deeply discounted rights issues. 

Liberty International, the UK mall REIT, became the last of the UK major’s to raise equity, its rivals 

undertaking their capital raisings in the March quarter. Simon Property Group and Westfield are believed to 

have supported the issue having accumulated positions on Liberty’s share register in previous months. 

Unlike most of its UK rivals, which raised equity in the previous quarter, Liberty chose not to proceed with 

a deeply discounted rights issue but rather with a placement albeit at a deep discount. 

From a sector perspective, we repeat our concern that there has, to date, been little accountability let 

alone discussion by management of the future investment and capital management strategy except that 

gearing will be lower. Such public analysis would help to ensure that lessons have been learned and 

mistakes will not be repeated in the future – little seems to have truly changed. At this point, 

prospective return on capital (i.e. investment, development and leasing strategies as well as funds 

management) and the dilution to growth prospects does not appear to be the focus of proper investor 

scrutiny, rather investors seem to be comforted by the discount to perceived value. 

 

IPOs 

Interestingly, a couple of Initial Public Offerings (IPOs) were successfully launched in the US (A$ 245m 

Government Properties Income Trust (GOV)) and UK (Max Property Group A$400m capital). Whilst 

comparatively small, both vehicles are externally managed, demonstrating the growing confidence of 

sponsors and underwriters to either exploit investor’s fears over income security (as in the case of the 

GOV) or investor’s enthusiasm to find distressed opportunities (as in the case of MAX). Another proposed 

UK IPO, sponsored by ex Halladale management (the UK property company taken over by Stockland in 

2007) failed to garner sufficient investor support and was withdrawn.  

 

The re-emergence of M&A 

Meanwhile tentative signs of M&A activity emerged, primarily in UK/Europe.  

The mounting financial difficulties experienced by Brixton plc triggered SEGRO (formerly Slough Estates) 

to launch a takeover for its listed rival. Brixton’s industrial portfolio is widely acknowledged as well 

located (primarily around Heathrow and west London) but management has been criticized in certain 

quarters for its seemingly suboptimal approach to leasing, the portfolio experiencing a vacancy rate of over 

15% which management claimed was a factor of its focus on maximising rents per sq ft. 

By contrast, SPSN Swiss Prime site (SPSN.S) launched a takeover for fellow Swiss listed shopping centre 

owner Jelmoli (JELN.S). Swiss stocks have been strong relative performers thanks to stable underlying 

property markets and reasonable balance sheets. 

Meanwhile, Goodman Group’s efforts to refinance its debt maturities resulted in some interesting 

developments. Notably, Macquarie Bank and China’s CIC have taken a significant potential equity interest, 

mostly through options, as part of an overall debt refinance package. 
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Corporate restructure also is emerging as a trend. In Australia, management of Babcock & Brown Japan 

Trust has transferred to key executives associated with the previous Responsible Entity whilst the vehicle 

itself has taken an interest in the management entity in an attempt to create an alignment of interest. The 

vehicle has subsequently been renamed Astro Japan Property Trust. Macquarie Leisure Trust Group 

internalised its management which is likely to raise questions about Macquarie’s intentions for the 

management of its floundering real estate platform. Speculation has subsequently emerged that ING also 

will look to sell its management rights to its listed real estate vehicles. The price of management 

internalisation will be a trigger for healthy debate. 

Management of a number of Japanese REITs also changed control following the collapse of a number of 

the incumbent managers including New City, Creed, and Re-Plus, while further talks surrounding 

management are rumoured to be taking place behind closed doors.  

 

REITs Liquidity – Positive Implications 

A striking feature of the real estate market during the June quarter, and indeed over the past 12 months, has 

been the ongoing liquidity of major REIT markets (see following charts), particularly compared with 

transactional activity in the unlisted/direct real estate market. In short, the AREITs have at a minimum, 

provided $4bn of liquidity each month whilst US REITs have generated trades genereally over US$60bn 

per month. This equates to over 10% of the total equity market cap of each region every month. 

 

Source: IRESS                    Source: Bloomberg 

 
The increasing value of shares traded is made all the more remarkable given the extent of unit price 

correction that has occurred since 2007. The listed market continues to be both an efficient clearing 

mechanism and a guide to real current values. This does not suggest that price necessarily equates to value. 

As the chart below attests, transactions in the direct market remain scant with appraised based valuations 

continuing to soften. Anecdotally most interest in the direct market appears to be focused on smaller assets 

(sub $50m), for which private investors are prominent, or assets with quality long term income streams 

which are attractive to annuity/insurance investors. 

Global Sales Volume by Region 
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Dividends 

Most REITs have altered their dividends to reflect the more challenging capital market environment and 

the impact of dilutionary equity capital raisings.  

Australian REITs have slashed their dividends also to reflect the fact that they were previously paying more 

than 100% of earnings and operating cash flow after allowing for routine maintenance expenses, a situation 

exacerbated by high leverage. Furthermore, a number of A-REITs have increased the discount on their 

Dividend Reinvestment Programs to up to 2.5% below market price in an effort to retain more capital.  

 

      

DPU 
Change 

 AREIT Distribution per Unit ($) * 2007 2008 2009 2010(f) 2007-10 

ABP Abacus Property Group 0.13 0.09 0.0775 0.03 -77% 

AEZ APN European Retail Property Group 0.1 0.07 0 0 -100% 

AJA Astro Japan Property Trust 0.12 0.13 0.09 0.08 -33% 

BWP Bunnings Warehouse Property Trust 0.13 0.14 0.12 0.12 -8% 

CNP Centro Properties Group 0.4 0 0 0 -100% 

CER Centro Retail Group 0.13 0.03 0 0 -100% 

CFX CFS Retail Property Trust 0.12 0.12 0.125 0.12 4% 

CDI Challenger Diversified Property Group 0.078 0.084 0.078 0.05 -36% 

CHC Charter Hall Group 0.1 0.13 0.05 0.04 -60% 

CPA Commonwealth Property Office Fund 0.1 0.09 0.88 0.084 -16% 

DXS Dexus Property Group 0.11 0.12 0.07 0.059 -46% 

GJT Galileo Japan Trust 0.08 0.08 0.025 0.015 -81% 

GMG Goodman Group 0.32 0.35 0.1 0.04 -88% 

GPT GPT Group 0.28 0.20 0.05 ** 0.044 -84% 

IIF ING Industrial Fund 0.17 0.07 0.1 0.02 -88% 

IOF ING Office Fund 0.11 0.11 0.07 0.039 -65% 

MCW Macquarie Countrywide Trust 0.16 0.14 0.07 0.06 -63% 

MDT Macquarie DDR Trust 0.1 0.09 0.04 0 -100% 

MOF Macquarie Office Trust 0.11 0.11 0.375 0.03 -73% 

MGR Mirvac Group 0.32 0.33 0.09 0.08 -75% 

MIX Mirvac Industrial Trust 0.1 0.06 0 0 -100% 

RNY Reckson New York Property Trust 0.08 0.06 0 0 -100% 

RAT Rubicon America Trust 0.11 0.11 0 0 -100% 

REU Rubicon Europe Trust Group 0.1 0.05 0 0 -100% 

RJT Rubicon Japan Trust 0.08 0 0 0 -100% 

SGP Stockland 0.44 0.47 0.34 0.24 -45% 

TSO Tishman Speyer Office Fund 0.17 0.17 0 0.05 -71% 

VPG Valad Property Group 0.11 0.11 0 0 -100% 

WDC Westfield Group 1.07 1.07 0.94**  0.94 -12% 

Note *: Not adjusted for dilutionary impact of rights issues.   **:2009 Estimate 
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However, Westfield Group remains steadfast in its efforts to maintain, in our opinion, an unsustainably 

high dividend. Westfield’s own forecast dividend of 94 - 97 cps compares with our estimate of underlying 

eps of 825cps.  We assume this is designed to attract investors to the high face dividend yield of circa 8% 

(based on the 30 June 2009 price of $11.38) and consequently minimise the cost of equity capital to fund its 

substantial capex commitments and/or acquisition ambitions (e.g. Liberty or General Growth assets) for 

which reducing the dividend pay-out ratio would be inconsequential. Historically, Westfield has suggested 

it is a worthwhile discipline to pay-out the most they can and ask investors to invest in worthwhile projects 

when necessary. 

Several US REITs have taken advantage of changes to tax legislation which allows them to pay up to 90% 

of their dividends as scrip rather than cash – in effect a compulsory dividend reinvestment program albeit 

one without a DRP discount. 

The downward pressure on dividends is unlikely to be over, the dilutionary impact of further equity 

raisings, asset sales and most importantly declining rental income likely to maintain a challenging 

environment. 

 

US REITs Same Store Growth in Net Operating Income 

 
 

 
Outlook 

Whilst not complete, REITs are well advanced in repairing balance sheets and hence investor’s focus on 

this aspect is likely to receive reduced attention.  

Following the recent round of capital raisings, the growing confidence of listed market participants was 

underlined by the NAREIT conference held in June. In stark contrast to the catastrophic/survivalist mood at 

last November’s NAREIT congress, the NY conference was akin to a revivalist meeting. US REIT 

managers were brimming with confidence about the fact that they had been rigorously tested and had 

seemingly come through the worst with tangible investor support. With their equity representing 

increasingly valuable currency, underpinned by the recapitalised balance sheets, many REIT managers 

expect to exploit opportunities in the unlisted market which has yet to address how it will refinance its 

medium term debt maturities. Real estate for REIT equity swaps is likely to be a major theme over the 

coming 12-36 months. In particular, the US REIT’s Operating Partnership (OP) share is a valuable tax 

efficient means for long term real estate investors to securitise long term real estate investments and 

diversify their portfolios. 

As survival is no longer the main priority for most vehicles, the focus is likely to turn to operational 

performance. The major challenge confronting REITs over the next 12 months will be the impact of the 

global economic contraction on rental rates and vacancy levels. Whilst medium - long term leases 

(typically 5-10 years) provide a cushion, tenant default and failure to renew above market leases that expire 

over the next 3 years will impact income. 
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Aggregate Construction Starts Keep Dropping 

(Annualised) 

As we have highlighted in past reports, unlike previous 

economic downturns, the tail of building supply 

commenced at the peak is not a major factor, nor are 

rapacious market busting leasing strategies typical of 

banks working out assets associated with non-performing 

loans.  

Nevertheless, because of the extent of economic 

contraction, we believe effective market rents in major 

markets such as the US, UK/Europe and Singapore will 

decline 20-30% on average. 

The speed of the market rebound in the June quarter is 

surprising in light of the state of the underlying operating 

environment and the prospect that more capital is likely 

to be raised. With so much activity, including 

government intervention, it is challenging to make sense of the consequences of these events. Experience 

tells us that investors are generally overly optimistic of the pace of recovery for the property market and 

there is still much work to be done on addressing capital structures and strategies. 

Whilst the recent capital raisings have alleviated refinance risks, they have had a significant dilutionary 

impact on current earnings per share and dividends for equity investors. Like a car moving from fourth to 

first gear, we expect the state of the economy and the deleveraged balance sheets points to much lower 

rates of organic growth for REIT earnings per share outlook compared to that achieved in the 5 years to 

2007. Of course this assumes that there will not be significant rental income declinebeyond current 

expectations for which recent equity raisings will act as buffer.  Hence, it is also reasonable to expect a 

diminished level of volatility compared with that experienced over the past 18 months. 
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Portfolio 

As the extent of the economic outlook and earnings deterioration remains unclear, earnings visibility is 

comparatively low. Cognisant of the ongoing risks to income and far from certain economic outlook, we 

have maintained a bias toward more resilient income streams. We remain focused on investing quality, well 

located real estate and management teams that have stuck with a sensible long term strategy and where it 

has the best prospects for pricing power.  

Whilst management is much maligned, albeit with some justification, we like UK majors which enjoy 

longer term leases compared with other global markets with weighted average lease terms of over 9 years.  

We believe asset value write-downs are more advanced than in other markets, alleviating the risk of 

breaching loan covenants, with the REITs trading at healthy discounts to the heavily discounted valuations.   

In the US, our decision to increase exposure to Simon Property Group early in 2009 was based on our 

assessment of its financial strength and the quality of its highly productive malls (based on retail tenant 

sales). We believe the combination of these factors will attract more tenants increasingly focused on more 

profitable locations. By our assessment Simon’s pricing factored in the retail correction more so than 

implied by many of its global peers. 

Our ongoing regular inspections of the portfolios of our major long term exposures including Link REIT in 

Hong Kong, Federal in the US and Unibail-Rodamco in Europe highlight these vehicles continue to 

generate superior and impressive rental income performance from the underlying investment portfolios. 

We also have been increasing our exposure to SL Green, a REIT focused on midtown Manhattan. Whilst 

its leverage is relatively high, there are no pressing refinance issues and its income quality has been 

improved by the government backing of a number of its tenants. At current prices the portfolio is valued at 

less than $350 sq ft. We believe the predominantly mid-town Manhattan portfolio could not be replicated at 

twice that. Management has shown a steady hand in not raising too much equity at current depressed 

prices.    
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Appendix 1 

 
Implied Cap Rates are Up by 340bps Since February ô07, and Have 

Widened the Spread Over the 10-Year Treasury Yield 

 
 

 

 
Commercial Real Estate Debt as a % of GDP 
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Contact Details 

 
Andrew Parsons 

Managing Director - Senior Portfolio Manager 

Direct Line: 02 8258 9122 

Email: andrew.parsons@resolutioncapital.com.au 

 

Marco Colantonio 

Portfolio Manager 

Direct Line: 02 8258 9155 

Email: marco.colantonio@resolutioncapital.com.au 

 

Peter Hartigan 

Portfolio Manager 

Direct Line: 02 8258 9166 

Email: peter.hartigan@resolutioncapital.com.au 

 

 

Resolution Capital Limited  

Level 38 

Australia Square Tower 

Sydney NSW 2000 

 

  

GPO Box 553 

Sydney NSW 2001 

Tel: 02 8258 9188 

Fax: 02 8258 9199 

 
 

 

 

 

 
This communication has been prepared for multiple distributions and does not take account of the specific investment objectives of individual recipients and it may not be 
appropriate in all circumstances. All investments involve risk and persons relying on this information should do so in light of their specific investment objectives and financial 
situations. Any person considering action on the basis of this communication should seek individual advice relevant to their particular circumstances and investment 
objectives. Past performance is not a reliable indicator of future performance. Interests in the Fund are issued by WHTM Capital Management Limited, ABN 29 082 494 362, 
AFSL 238371. WHTM Capital Management Limited believes the information contained in this communication is reliable, however no warranty is given as to its accuracy and 
persons relying on this information do so at their own risk. Please read the Product Disclosure Statement in its entirety before making an investment decision. 
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