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QUARTERLY REVIEW
PERFORMANCE SUMMARY
Listed property posted its third straight positive quarter following the significant losses for the three previous
quarters, which corresponded to the initial Covid-19 fallout. The ALPI and SAPY returned 11.1% and 12.1% for
the quarter respectively, significantly outperforming equities which were flat and bonds, despite their strong
performance at 6.9%. Property similarly topped the asset class performance year-to-date (YTD) with the ALPI and
SAPY delivering respective returns of 20.1% and 19.3%, clawing back some of their noticeable underperformance
spanning from 2018 to 2020. Despite underperforming property in Q2 as resources retreated from its highs, equity
has delivered a strong performance YTD at 13.2% owing to a broad-based recovery headed by industrials. Bonds
displayed a more muted performance as yields generally pushed out slightly, apart from the extreme long end of
the curve; however they still delivered 5.0% owing to the attractive initial yields.

Fundamentally, operations continue to be strained with pockets of strength across particular geographies, sectors
and management teams. However at sector level it seems as if very little of the stock performance was due to
micro trends and more attributable to macro trends and technical factors. Admittedly companies such as Vukile
and Sirius were lifted towards the top of the chart on the back of solid results, Dipula rebounded as it announced
a resumption of its distribution, while Tower and Arrowhead were buoyed by potential corporate action. So while
intra sector moves were guided to some degree by micro factors, the sector shift upwards was assisted largely by
the continued rotation to value and closing some of the underweight in the local property sector which has been
unloved for quite some time.

TABLE 01

ASSET CLASS TOTAL RETURN TO 30 JUNE 2021
Jan

Feb

Mar

Apr

May

Jun

Q1

Q2

YTD

SA Listed Property Index

-3.2%

8.6%

1.2%

11.7%

-2.9%

3.4%

6.4%

12.1%

19.3%

All Property Index

-3.0%

9.7%

1.5%

11.5%

-3.2%

3.0%

8.1%

11.1%

20.1%

Equites

5.2%

5.9%

1.6%

1.0%

1.6%

-2.4%

13.1%

0.0%

13.2%

Bonds

0.7%

0.1%

-2.5%

1.9%

3.7%

1.1%

-1.7%

6.9%

5.0%

Cash

0.3%

0.3%

0.3%

0.3%

0.3%

0.3%

0.9%

0.9%

1.8%

Source: Bloomberg
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There was no let up from the strong first quarter as the sector powered ahead in April with a total return of 11.5%
outperforming equities and bonds which delivered 1.0% and 1.9% respectively. Bond yields firmed slightly from its
recent highs following global trends despite the resurgence of both global GDP and inflation expectations. While
the bond yield compression from 9.83% to 9.67% provided support to REIT valuations, it did not necessarily justify
the extent of the appreciation witnessed.

Spear REIT returned 29.6% in April after it de-risked its hotel income through a restructure of its 15 on Orange
lease, while Vukile delivered a similar return on the back of a better than expected pre-close statement the previous
month and investors continued search for value stocks that have lagged the current rotation or reopening theme.
Arrowhead gained 22.2% owing possibly to the rumours of a partial take-out by Fairvest, which was confirmed later
in the month. Octodec’s total return was 18.8% for the month despite it posting mediocre results that highlighted
severe pressure in residential property. The laggards included Fairvest (-8.5%) as it was seen to possibly be paying
a premium for Arrowhead and RDI REIT (-2.2%) due to its share price anchoring the offer price from Starwood.
We saw this period push the sector into fair value territory for the first time since the aggressive sell-off the
previous year. And while valuations were reflecting the weak operating environment, it did not account for any
of the ‘known unknowns’, mainly being the potential for a material ‘third wave’, further economic fallout from the
virus or further strain from Eskom.

The month of May saw listed property take another short break in the rally which started in November 2020,
underperforming both on an absolute and relative basis for the month of May as the ALPI lost 3.2%. With equities
and bonds up 1.6% and 3.7% respectively, one can only assume that the majority of the sell-off was attributed to
profit taking, which is logical taking into consideration that the ALPI had rallied just over 60% over the preceding
six months.

Few stocks finished the month in the green but, Dipula A and B managed to defy the trend through the resilience
of its retail portfolio as well as lower funding costs; posting a strong set of results and returning to paying an
interim dividend. Dipula A and B were the sector’s best performing counters with total returns of 33.5% and 80%
respectively. Tower also gained 13% after it received an offer from RDC Properties Limited. Hyprop and Vukile lost
13.8% and 10.1% respectively as appetite for riskier higher leveraged counters waned in May.

Aside from profit taking, the exuberance was also halted as the reality of the operational hardships were once again
brought to the fore. It should be noted that results during the period once again highlighted the headwinds the
physical property market still faces with the spotlight on office at that point in the cycle as vacancies approached
14%. This put further strain on rental levels on renewals, even though real rentals were negative over the previous
decade. Retail was more buoyant although entertainment (including restaurants) still faced structural headwinds
as the virus persists.

4

Sesfikile Capital

With the third wave on the horizon President Cyril Ramaphosa moved the country to adjusted level 2 at the end
of the month. The biggest change was in curfews, to between 11pm and 4am, primarily impacting the hospitality
sector as restaurants, bars etc. needed to close by 10pm. Some economists expected the restrictions to have a
minimal impact of the full year GDP growth, but warned against further restrictions.

The ZAR continued to post gains in May, advancing by 5% against the USD. While USD weakness was partly to
thank, SA reported another strong trade surplus print for April driven by exports of precious metals. Eskom also
said that it reduced its debt by 17%, an encouraging sign of less support required from Government in future.

Asset class relative performances reversed the May numbers as listed property clawed back most of the previous
month’s losses, gaining 3.0% in June. Equities conversely, went from an positive month in May to losing 2.4% in
June, while bonds remained steady at 1.1%, notwithstanding global inflation concerns.

Arrowhead’s Westgate Mall
Mitchells Plain.
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Despite the solid stock performance, operational frailties continued as office vacancies, as per SAPOA, spiked
beyond 15% and retail took another blow as an adjusted level 4 lockdown were introduced by the President
towards the end of the month. In the UK a retail setback was also apparent as the Delta variant delayed the muchanticipated reopening of the economy, however Central and Eastern Europe (CEE) was buoyed by the low levels
of infections and steady reopening of the economies.

The Rand was once again one of the most volatile emerging market currencies over the month as it pulled back
c.4% in June following a 6% rally against the USD in May despite macroeconomic data generally being better than
expected. The heightened lockdown imposed in the latter part of June likely means we will see a pull-back in
these indicators. Any local market analysis would be incomplete without mentioning President Zuma’s conviction
and sentencing to 15 months in prison, this is further evidence of President Ramaphosa’s further consolidation of
power and the increased expectations that the needed reforms will be implemented.

Below is a chart illustrating stock performance over the quarter::

CHART 01

SA LISTED PROPERTY STOCK PERFORMANCE Q2 2021

Source: Bloomberg

The risk-on trade persists as it relates to the sector but not at a stock level. On both ends of the performance
spectrum are a mix of value and growth as well as local and globally exposed stocks. Performance at both ends
were mainly event driven, however the majority of counters were lifted by the net demand for the sector as we see
more investors increase their listed property allocations.
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The top five performers were all small cap stocks with returns ranging from 36.3% to 10.5%. Dipula A and B
were lifted on the news that they would resume paying a distribution coupled with a strong reported operational
performance, Tower Property Fund received an offer for the company and news is that Texton may follow suit, while
Spear delivered both a resilient result and converted a variable lease at 15 on Orange to a fixed, more regular lease.
Of the larger stocks Arrowhead B (+35.19%) rallied on news that they may merge (which is effectively a take-out)
with Fairvest. Such a deal would give them (Fairvest) much needed liquidity, increased exposure to the attractive
sub-sector in lower LSM retail and further strength in management. Fairvest now holds 50.1% of Arrowhead B
shares and has received support from 63.7% of shareholders to implement the share swop arrangements. Vukile
(+33.1%) delivered solid results in both South Africa and Spain, which bettered the market expectation, however
the price started rallying initially on the pre-close statement as a catalyst to unwind the deep value proposition.
Sirius (+20.2%) represented the growth stocks at the top of the table with another stellar operational performance
despite any perceived Covid-19 related headwinds. Sirius is one of a handful of stocks that continued on its positive
earnings growth trajectory through this trying period and still appears to have operational runway for further
upside.

The laggards included Capital & Counties (-8.5%), Hyprop (-6.0%), Fairvest (-5.0%) and Accelerate (-4.4%). Capital
& Counties was impacted by a stronger Rand, but more so from the delayed reopening of the UK economy. Their
primary asset, Covent Garden, is very much dependant on local and international tourism as well as patronage from
the surrounding offices, and with restrictions still in place, this stunts any immediate optimism from the market.
Hyprop similarly was impacted by further Covid-19 tightening restrictions; Entertainment, which is material in its
regional and super-regional centres is yet to fully open and as the lockdowns persist there is greater probability
that we will see failures in this space. Its previously announced sale of Ikeja Mall in Lagos, Nigeria has also ceased
until such time US dollar liquidity in Nigeria improves. Fairvest, despite its highly impressive run through the
Covid minefield lagged the sector as investors anchored the price to Arrowhead on the impending merger. Lastly
Accelerate’s results reflected a challenging operational environment, further asset value write-downs, , concerning
levels of debt , and a spate of litigation battles. Although the price has been decimated in recent years, it is still
difficult to see a catalyst for any meaningful correction.
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NEWSWORTHY
• Emira announced the acquisition of Newport Pavilion in Cincinnati for $73.7m or a 7.57% yield. Since launching
its US investment strategy in 2017, Emira has assembled a portfolio of eleven value-focused open-air retail
centre assets representing 12.1% of its total portfolio.
• Maitlantic 10 and Clearance Cantara Master Fund acquired further Emira shares resulting in a collective holding
of more thatn 35% which required a mandatory offer be made to remaining shareholders, at an offer price of
R9.15 per share.
• Fairvest concluded an agreement to acquire 50.1% of Arrowhead shares at a swap ratio of 1.85 Fairvest shares
for every Arrowhead B share. The two companies are also in discussions around a possible merger.
• Dipula has withdrawn its cautionary announcement as discussions which gave rise to the cautionary
announcement have terminated without conclusion of an agreement. It was rumoured that there was an
interested party looking to acquire the entire business.
• Growthpoint rejected an offer by Aroundtown and CPI Property Group for the sale of its Globalworth
shareholding. The offer is a cash offer of ¤7.0/share with a potential deal value for Growthpoint of c. R7.9bn.
• A mandatory offer was made by Resilient to Lighthouse shareholders, following its increased shareholding
during August 2020 to c. 40% of the shares in Lighthouse. The offer was for a cash consideration of R7.13/share.
Resilient received irrevocable undertaking from shareholders holding c. 33% of the Lighthouse shares that they
will not be accepting the offer.

Newport Pavilion,
Cincinnati. Emira’s 11th
power centre acquisition in
the US was concluded at a
7.57% yield.

8

Sesfikile Capital

• Attacq sold its 50% interest in the Deloitte offices in Waterfall to GEPF for R850m. GEPF also acquired the
other 50% interest in the property. Attacq also announced that it reached agreement with three institutional
shareholders to dispose of 20.5m shares in MAS Real Estate at a price per share of R16.00, for a total cash
consideration of R328m.
• Tower said that was in discussions with RDC Properties regarding the intention to acquire all shares not already
owned for R4 per share (55% premium to the 30 day VWAP).
• Fortress entered into an agreement to develop a new distribution centre for Pick n Pay at Eastport Logistics
Park. Fortress will ultimately own 40% of the development, with Pick n Pay acquiring 60%. The development is
estimated to be completed during 2023. The net initial yield is estimated at 7%
• Irongate Group announced that it acquired 38 Sydney Avenue, an office building in Canberra, from Blackstone
for a total purchase price of A$73.75m (initial yield of 5.13%). To partly fund the acquisition, Irongate concluded
a A$50m capital raise (c. 34m stapled securities at A$1.47 each).
• Bram Goossens, previously CFO of Equites, has been appointed as an independent non-executive director of
Fortress, to fill the Board vacancy created by Djurk Venter’s retirement.
• NEPI Rockcastle has announced that it has disposed of two Serbian retail properties - Kragujevac Plaza and
Krusevac Shopping Park to CEE BIG BV for EUR60.8m, a 4.2% premium to its book value.
• Schroders Real Estate said that it has purchased a logistics property in Nantes, western France, for ¤6.15mn,
reflecting a net initial yield of 5.5%. The 8 663sqm warehouse is fully let to Hachette Livre, a subsidiary of the
leading French media Group Lagardère, with an unexpired lease term of c. 7 years.

Attacq and Atterbury sold the Deloitte
offices in Waterfall to the GEPF for
R1.7bn, a 2% premium to book value.
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PROPERTY FUNDAMENTALS
SOUTH AFRICA
Rental collection rates have improved to approximately 100% of billings before any discounts for the office and
industrial sector, and between 90% and 100% for retail depending on the amount of entertainment and restaurant
offerings, which continue to struggle with less footfall owing to limited operational efficiencies and a cautious
consumer. With the third wave in full swing and further lockdown measures put in place, it is likely that collection
rates will decline in July. Even without restrictions placed on non-essential retailers like apparel, it would be a tough
task for landlords to request full rentals as footfall and sales dwindle as consumers take precautions.

Trading density (sales per square meter), as measured by the MSCI South Africa Quarterly Retail Trading Density
Index, showed that annualised trading density, which measures sales per square meter on a 12-month rolling
basis, declined by 15.9% year-on-year to March 2021. This however does not paint an appropriate picture as the
comparable base was not impacted by Covid-19. The monthly trading density growth came in at 4.4% - the highest
since February 2020 as lockdown regulations loosened.

Footcount continues to lag the recovery in sales. March’s footcount was measured at 5.2 people/sqm compared
to 7.1 in February 2020 and 9.6 in December 2019. Consequently, spend per head continues to be the main driver
of trading density growth.

Notwithstanding the discounts offered to retailers through 2020, vacancy levels in the retail sector increased
sharply. The vacancy rate of the malls forming part of the MSCI South Africa Retail Trading Density Index was
recorded at 6.5% at March 2021, up from 3.8% at December 2019. Neighbourhood malls experienced the largest
year-on-year increase at 2.9% pts, followed by super regional malls (2.8% pts) and small regional malls (2.4% pts).
With consumers shopping closer to home and preference for open air malls, convenience centres saw the mildest
increase in vacancies at 1.6% pts.

Although gross rental growth slowed and even turned negative in Q1 2021 at -2.1%; it grew at a faster rate than
sales, resulting in the gross rent to sales ratio at 9.5% currently compared to c.8% at the beginning of last year. The
gross rent to sales ratio measures the affordability of rentals for retailers.

At Q2 2021, the national office vacancy rate according to the SAPOA Office Vacancy Survey increased to 15.0%
equalling the all-time high recorded in 2003. Overall, asking rental growth was negative at -1.4% year-on-year with
some deals are being done at substantial discounts to asking rentals. The A-grade office segment saw the largest
deterioration during the quarter as its vacancy rate increased by 90bps to 13.2%. P-grade vacancies were up
60bps to 12.2% while B and C grade vacancy rates climbed by 80bps to c.17.5%. This level of vacancy is resulting is
significant pressure to rentals. Rental reversions recorded over the past 12 months have averaged about -16%, with
little confidence that rentals have reached a trough.
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Office development activity remained constrained in Q2 2021 after recording an all-time low in Q1 2021.
Approximately 54k sqm of active development (0.3% of the existing stock in the market) was recorded. Given
the uncertainty surrounding the Covid-19 pandemic, office development activity is likely to remain mainly tenant
driven. This should provide some respite for the sector as new supply is limited.

The level of sub-letting space has also increased significantly in the past 18 months as tenants overestimated
expansion requirements. The Sandton node has seen the influx of grey space, with large corporates like Sasol now
offering 30k sqm of P-grade space. Unfortunately this provides a counterbalance to the lack of new builds.

Industrial space demand has held up relatively well over the past quarter. Tenants continue to optimise supply
chains, and while e-commerce tenants are not the bulk of demand, existing bricks and mortar retailers are seeking
space to establish an e-commerce platform. We continue to see mild rental growth, if any, as construction cost
growth has been flat and higher municipal costs are being subsidised by landlords through lower rentals. Some
noticeable transactions this quarter are Pick ‘n Pay and Takealot’s new warehouse developments in Eastport by
Fortress.

Growthpoint’s pre-closed call released towards the end of the quarter provided a dose of reality against the
backdrop of improving share prices. While collections have improved, property fundamentals worsened from the
previous half - overall vacancies increased by 70bps to 11% while rental reversions were 16% lower compared to
-13.9% in H1. The impact of the economic fallout has seen a rapid deterioration in market rentals, which we believe
may not rebound to pre-covid levels despite a normalisation in economic activity. In our view, the pandemic has
accelerated the correction in rentals which was already taking place on the back of years of anaemic demand and
rising supply.

Meanwhile, SA Corporate and Vukile posted encouraging updates. In SA Corporate’s case, the significant
reduction in residential vacancies in May and June was promising although rentals were adjusted down by 14%
to achieve this. Its convenience biased retail and industrial assets remain fairly resilient. Vukile stood out with a
steady operational performance both in South Africa and Spain as they appear to have weathered the initial retail
storm better than most. It should also be noted that post month end small cap retail stock Safari also reported a
very strong operating performance giving further evidence of the robust nature of the lower LSM retail sub-sector.
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UK
Retail continues to be a troubled sector with the ongoing megatrend of increased e-commerce penetration. Online
sales accounted for 28% of retail spending in 2020, up from 19% in 2019. This rose to 32% in the first five months of
2021. CBRE research shows that UK retail space requirements could decline by 16% in the next four years. At 35%,
the largest decline is expected in clothing and footwear retailers, followed by electricals at a decline of 19%. Health
and beauty retailers and grocery retailers are expected to be less impacted, with space requirement reductions
of 10% and 7%, respectively. The news comes as GAP announced it is closing all 81 UK & Ireland stores and will go
online-only, highlighting the continued pressure the sector is under. The UK has also extended its moratorium on
evictions to March 2022, which may have delayed many CVA’s to next year.

Both rents and values have already fallen meaningfully for UK shopping centres. Shopping mall valuations are
down c.50-60% from peak, with rents down c.35%, the shift in yield makes up the difference. We are now seeing
early signs of a pick-up in investment activity, which could see malls follow the path of retail parks. On retail parks,
valuation declines have largely stopped, and British Land recently stepped in to buy a retail park asset, effectively
calling the bottom and now seeing potential for yield compression for the sub-sector.

Meanwhile, industrial and logistics take-up of warehouses, exceeding 50 000 sq ft, reached a record 30.8m sq ft
during H1. The research by Knight Frank showed that the latest total was nearly double the take-up recorded in the
first half of last year. Investment volumes reached a record GBP 6bn, more than double the GBP 2.7bn recorded in
the first half of last year. Retailers and distribution companies accounted for 76% of leasing activity, as they sought
to expand their online and home delivery capacity. Availability has shrunk over the past 18 months, with just 43m
sq ft of vacant space in the market. Most of this space is either under offer or does not meet current occupier
requirements in terms of location or specification. Overall, industrial and logistics yields have compressed 25-100
bps over the past year. Despite yield compression, core logistics assets offer an income and risk profile that is
difficult to match in other real estate sectors.

CEE
After the peak in March and April 2021, CEE has one of the lowest Covid-19 infection rates in the EU and
consistently declining. The vaccination programme is on track to vaccinate at least 70% of its residents by the
end of the European Summer. The substantial decline in infection rates and the acceleration of the vaccination
programme have already began to contribute significantly to the stabilisation of the retail environment. EPP said in
its recent pre-closed call that it saw a sharp recovery in turnover in May to c.115% of 2019 levels following increased
vaccinations and lower restrictions in Poland.
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CHART 02

POLAND: TURNOVER AND FOOTFALL (% OF 2019 LEVELS)

Source: EPP

In the short term, CEE is less impacted by the e-commerce threat currently facing Western Europe. While the
share of online shopping will continue to grow rapidly in the medium to long term, consumers behavioural
patterns suggest visiting the mall is still an integral part of their social life. This is somewhat evidenced by the high
correlation between e-commerce usage and the lockdowns (see chart 02 above), which has decreased each time
restrictions were lifted. In the UK, e-commerce usage has remained high despite lockdown restrictions easing.
The fundamental drivers of consumer spending also remain healthy with wage growth continuing despite the
pandemic and is outpacing inflation. The unemployment rate in Poland is also falling and reached one of the lowest
levels in EU.
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ECONOMICS AND BONDS
US bond markets led a global retreat in government debt since January as investors worry that huge amounts of
government spending combined with monetary stimulus will lead to rising inflation. The US 10y treasury touched
its highest point since the beginning of the coronavirus, peaking at 1.77%. European government debt yields were
also dragged higher by the move in the US, with the German 10-year Bund yields reaching -0.28%. UK 10-year gilt
yields reached 0.8%, up from 0.74% at the start of the year. A broad Bloomberg Barclays index of debt issued by
developed market governments around the world has fallen 5% since the start of the year on a total return basis.

In South Africa, bond yields climbed by 77bps to 9.8%. Bonds had in fact strengthened until mid-February as
higher tax revenues led to some optimism after the Budget speech. However, the rising tide in global bonds
ultimately pushed SA bond yields higher over the first quarter. In the second quarter, we have seen some strength
in the US bond market as investors reflected on whether inflation would be transitory. Meanwhile, European
government bonds underperformed the US, amid growing optimism about the region’s recovery and accelerating
vaccination programme.

CHART 03

BOND YIELDS (%)

Source: Bloomberg
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The BER and SACCI business confidence indicators as well as the PMI indicators have all improved drastically in
the last quarter to point to improving economic growth prospects. This is captured in the Composite Business
Cycle Indicator, which has accelerated to the highest level on record (31.4 pts). However, the latest lockdown
measures are likely to put a damper on confidence heading into Q3.

CHART 04

LEADING INDICATOR

Source: Bloomberg

Former president Jacob Zuma, who has been repeatedly charged with corruption charges over the past decade,
was sentenced to 15 months in jail for defying a court order to testify at a graft inquiry. Zuma’s incarceration will
silence one of President Ramaphosa’s biggest detractors and demonstrate the latter’s commitment to upholding
the rule of law. It could also widen divisions within the ANC and alienate supporters in the former president’s home
province of KwaZulu-Natal.

Globally, as economic growth recovers and inflation escalates, property gains favour due to its inflation hedge
characteristics. Global inflation has averaged below 2% over the last decade while global REIT earnings grew
5.5% per annum. Rental growth accelerates as supply fails to keep up with rising demand. Our research on the
local market shows that listed property delivered 5 periods of positive total returns during 9 periods of long-term
consumer price inflation between 1994 and 2021. However, listed property’s returns were more correlated to
changes in economic growth, where positive returns were achieved in 4 of the 5 periods of economic expansion,
and negative returns were achieved in 3 of 4 periods when the economy was contracting. Hence, local returns are
likely to be driven by the local economic environment as opposed to its inflation hedge characteristics.
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So, while globally we feel that the re-emergence of a moderate amount of inflation will support rental levels and
the increased NOI (Net Operating Income) will more than offset the drag on valuations from higher interest rates
(where there is already a large enough buffer in distribution yields against that of the bond market). Our concern
locally however is that the majority of the anticipated inflation would be supply driven as opposed to demand
driven, which does not necessarily leave much room for rental appreciation. There are ancillary benefits of a
stronger global economy on South Africa as a whole, but a global normalisation of inflation may not be beneficial
to local property in the absence of sustained economic growth.

Access Park: one of Arrowhead’s
flagship assets key to the potential
merger with Fairvest
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OUTLOOK
We have seen the pendulum of sector valuation swing from deep value in the latter stages of 2020 to where we
find ourselves now, being marginally overvalued. As the arc of a pendulum is symmetrical, there is always the
possibility that we could see the sector turn from being aggressively undervalued to being materially overvalued.

While we are not at that extreme yet, we have become increasingly vigilant to this risk as a significant portion of
recent performance feels more technical in nature. Initially, the sector was driven by the switch from growth to
value but is now more asset class specific where many investors are reducing their underweight position to the
sector. The marginal buyers have come from local balanced and equity investors as well as foreign interests. A
further driver has been the impending capping of two large cap equity stocks (namely Naspers and Prosus) in the
SWIX benchmark, which will leave significant funds looking for a home, a trend we have already started to witness.

The nominal pricing of the sector both on a free cash flow yield compared to bonds (see chart 05 below) as well
as the discount to Net Asset Value (see chart 06 below) appear cheap relative to historical averages; however,
we must not forget that we are still operating in a frail local market which demands a lower relative rating as
compared with years gone by. This bearish statement on the local economy is not necessarily all encompassing
as the breadth of the sector constituents has created much needed differentiation across stocks. Companies such
as logistics focused Equites, lower LSM or convenience retail focussed Fairvest and a string of offshore counters
such as Sirius, Irongate and Stenprop have all managed to largely brush off economic headwinds and provide
defensive opportunities if needed. There are also still several domestic counters offering attractive yields off an
already rebased earnings stream.

CHART 05

SAPY LESS 10Y BOND YIELD VS. DIPS GROWTH

Source: Bloomberg
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CHART 05

SAPY LESS 10Y BOND YIELD VS. DIPS GROWTH

Source: Bloomberg

Where March and April saw the sector reach fair value, we believe that June may have pushed the sector into
slightly overvalued territory. Our rolling 12-month expectation for total returns over the next 12 months is now
sitting at 8.0% as we de-rate the sector yield to bonds. The medium-term outlook still tends towards an annualised
return of c. 11%, which is roughly what a hybrid asset class such as listed property should generate.
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